Summary of Public Comments Respecting Proposed Amendmerttsthe MFDA'’s
Recognition Order to Extend the Suspension of Rule 2.4.1

On August 29, 2008, the British Columbia Securities Comons$iova Scotia
Securities Commission, Ontario Securities CommisaimhSaskatchewan Financial
Services Commission (collectively “Applicable Jurigains”) published Proposed
Amendments to the MFDA’s Recognition Order to Extend3tispension of Rule 2.4.1
for a 30-day public comment period that expired on Septe2thez008.

7 submissions were received during the public comment period:

Advocis

IGM Financial Inc. (“IGM”)

Independent Financial Brokers of Canada (“IFB”)

The Investment Funds Institute of Canada (“IFIC”)

The Investment Industry Association of Canada (“lIAC”)
Raymond James Ltd. (“RJL")

Rogers Group Investment Advisors Ltd. ("“RGIA”)

NoakswhNpE

Copies of comment submissions may be viewed on the MFRAIsIte at:
www.mfda.ca

The following is a summary of the comments receivedether with the MFDA's
responses.

Support for Extension of Suspension
All of the commenters supported an extension of thpesuson of Rule 2.4.1.
Recommendation for Permanent Legislative Solution

Advocis, IGM, IFB, IIAC and RGIA expressed support foe tMFDA'’s request to
extend the suspension of Rule 2.4.1 as an initial step lmvwesommended that the
focus be on creating a structure to allow Approved Petsomvide their services
through a personal corporation. IGM, IIAC and RJL cantad that such a structure
should not mirror the current MFDA model of directednooissions but instead be
designed along the lines of the regulations that allamMous professionals and other
occupations to self-incorporate.

Advocis recommended that a permanent solution involyislé&ive amendments to
provincial securities acts to permit all advisors to camgecurities related activities
through incorporated entities.

IGM stated that, although the existing directed commissappsoach by the MFDA
works, albeit imperfectly, legislation that allows fassionals and other occupations to
incorporate addresses the issues in a more elegant activefteay by establishing the


http://www.mfda.ca/

requirements directly in law as opposed to doing so indirdwrough contract and
undertakings.

IGM noted that while allowing mutual fund advisors to use-registered personal
corporations to receive compensation from their dealees raise potential concerns
with respect to supervision and liability to clients,siaéssues are addressed by current
MFDA Rules.

IGM and RJL also noted; however, that the directed cission model is not entirely
satisfactory, since it is not the best way to implentke financial planning objectives
that lead advisors to use a personal corporation. |Gfgdthat the directed commission
model is not the optimum one for addressing the Canaglaride Agency requirements.
RJL expressed concern that the directed commission rdodslnot permit financial
advisors to take advantage of the benefits of the incatiparstructure.

IIAC noted that current securities legislation acrGagsada provides that only individuals
may engage in registrable activities and, notwithstandhaguspension of MFDA Rule
2.4.1, securities regulators have been clear thaotimencssions being redirected to the
personal corporation are being earned by the Approved Parsodscting all activities
requiring registration and not by personal corporatidi&C expressed the view that the
tax implications of the redirection model are uncke@a continuation of this model
would create both uncertainty for advisors and the posgithifat they would not be able
to take advantage of all of the benefits associatedthatltorporation structure.

IFB supported the MFDA's application to have Rule 2.4.1 sudge and develop a
revised Rule. IFB noted that the current practice of poadrsecurities regulators
individually approving extensions to the suspension of Ruléd has lead to uncertainty
and confusion for Approved Persons and dealers. The IiBefunoted that not all
provinces have suspended the Rule and even in jurisdietios® the Rule has been
suspended, some dealers have refused to pay commission&dpraxed Person’s
personal corporation until the Rule is permanently nexdo

Need for CSA/SRO/Industry Committee

All the commenters recommended the establishmenjadtainitiative involving the
Canadian Securities Administrators (“CSA”), the setfulatory organizations (“SROs”)
and industry to address the issue of salesperson incorporatio

IIAC expressed the view that any legislative amendmétht nespect to the incorporation
of salespersons should ultimately require the invotsanof the CSA, Investment
Industry Regulatory Organization of Canada (“llIROC”) arel MDA in order to be
successful. 11AC, RJL and RGIA recommended that a atieenbe established with
representatives from the MFDA, IIROC, IIAC, CSA ahe industry to finalize, in a
timely manner, a rule that achieves an appropriate regylatorporate and tax structure
which would permit advisors to incorporate.



IFIC offered to convene a group of industry experts to méhtregulators to explore
possibilities for achieving durable change to Rule 2.4.1 tihlaineet the needs of all
stakeholders.

IGM suggested that the MFDA and the CSA work together ¥eldp harmonized rules
to apply across Canada using legislation that allows wiofesls and other occupations
to incorporate as a model.

Advocis commented that it is important for the Recoggidurisdictions and the other
CSA members to be at the table in devising the approadiaon, noting that if a
permanent solution involves a legislative proposah the MFDA will likely not present
one in any detail as this is beyond its mandate.

IFB expressed disappointment that the CSA chose raatdpt a national solution to the
issue of payment of commissions through the registragfomm initiative and instead
directed the MFDA to consider the merits of extendirgggilispension deadline and
develop wording for a proposed Rule change.

Deadlines for Submission of Proposed Rule Amendment andkfry of Suspension

IFIC expressed support for the request for an extensitreduspension of Rule 2.4.1
until December 31, 2010 and commented that the approach takamtdoyo, Nova
Scotia and Saskatchewan is needlessly constraininghindf the need for extensive
further discussion of proposed alternatives.

Advocis expressed concern that possible failure opdhneof the MFDA to meet the
May 31, 2009 deadline set by the Ontario Securities CommisNiova Scotia Securities
Commission and Saskatchewan Financial Services Cormissuld have significant
and costly consequences for the industry. Advocisdnibiat a failure to meet the May
31, 2009 deadline could lead to lack of harmonization as somdifiions may continue
to extend the suspension and others may choose to ertferegristing Rule. Advocis
suggested that the May 2009 deadline is reasonable as longsas attorporation
becomes a priority and the issue is dealt with approfyriayeMFDA and CSA
members.

Advocis recommended that any variation of the curredefallow the Order to continue
until it is either rescinded or a permanent solution @gp&etl. Advocis also noted that
adopting an ongoing interim approach to the suspensionaupgitmanent solution is
implemented would provide financial advisors and deal@rsavhigher level of comfort
and lessen the compliance burden in that it would bdesseregulatory item to monitor.

IFB commented that while it supports an early resolutiatihe issue, it would be
concerned if the Rule expired in advance of the MFD®&adment being available for
public comment.



IIAC and RGIA expressed general support for the MFDA's redfieeshe suspension of
Rule 2.4.1 until December 31, 2010 along with the directioiesof the Applicable
Jurisdictions to the MFDA to submit its proposed amendsienRule 2.4.1 by May 31,
2010. IIAC and RGIA also commented that, in order to tenconsistency and a level
playing field in the Canadian financial services industny, éghanges to Rule 2.4.1
should be considered along with proposed changes to IiR@E€with a view to create a
model that can operate for both the mutual fund and sesurndestries in a seamless
and effective manner.

Length of Comment Period

IFIC expressed the view that the 30-day comment period pabtadehis proposed
amendment is not sufficient to provide meaningful comsentthis complex issue.
IFIC suggested that the MFDA allow for up to 120 days ofipuddmment on new or
changed regulations of material impact so that thenebe an adequate sounding of the
views of industry and the general public.

MFDA Response

MFDA staff acknowledges industry concerns with respect to thefaelgulatory
harmonization regarding this matter and agrees with comments expressingthi®na
permanent solution that is harmonized across the industry and all jurisdictivfith.
respect to the approach to be adopted in arriving at such a solution, we aekigevthe
comments of the industry that the preferred solution is for an incorposatedpersons
model. We further acknowledge comments of IGM that the directedissions
approach, while not the optimum solution, is workable. We agree wittothmenters
that legislative amendments allowing for incorporated salespersons are hiagond
jurisdiction of the MFDA and would need to be adopted and implemented by CSA
members.

We recognize and agree with the comments expressing the need for ecachand
participation by the CSA, SROs and industry stakeholders in arriving letedytand
appropriate solution. The MFDA is committed to working with the ©8%y regulators
and industry stakeholders on any joint CSA/SRO/industry committee esthblystie
CSA to resolve this issue.

MFDA staff also acknowledges industry comments emphasizing the need for an
appropriate solution to be developed within the timelines established BS#her for
the suspension of Rule 2.4.1 to be extended until such time as a perscdungon is
reached. As noted, the MFDA is committed to working with then@3@bers and other
regulators and industry stakeholders towards the development of an appr@mthte
timely solution. In the interim, the MFDA will continue to cdesiwhat amendments to
MFDA Rules, if any, are appropriate to address this issue.

With respect to the comment regarding the appropriate length of the comenient, the

MFDA will recommend to the CSA that a longer comment period (60 — 120baays)
established for new or amended regulations of material impact going forward.
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