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

 
On August 29, 2008, the British Columbia Securities Commission, Nova Scotia 
Securities Commission, Ontario Securities Commission and Saskatchewan Financial 
Services Commission (collectively “Applicable Jurisdictions”) published Proposed 
Amendments to the MFDA’s Recognition Order to Extend the Suspension of Rule 2.4.1 
for a 30-day public comment period that expired on September 29, 2008. 
 
7 submissions were received during the public comment period: 
 

1. Advocis  
2. IGM Financial Inc. (“IGM”) 
3. Independent Financial Brokers of Canada (“IFB”) 
4. The Investment Funds Institute of Canada (“IFIC”) 
5. The Investment Industry Association of Canada (“IIAC”) 
6. Raymond James Ltd. (“RJL”) 
7. Rogers Group Investment Advisors Ltd. (“RGIA”) 

Copies of comment submissions may be viewed on the MFDA’s website at: 
www.mfda.ca. 

The following is a summary of the comments received, together with the MFDA's 
responses. 

Support for Extension of Suspension  
 
All of the commenters supported an extension of the suspension of Rule 2.4.1.  
 
Recommendation for Permanent Legislative Solution 
 
Advocis, IGM, IFB, IIAC and RGIA expressed support for the MFDA’s request to 
extend the suspension of Rule 2.4.1 as an initial step however recommended that the 
focus be on creating a structure to allow Approved Persons to provide their services 
through a personal corporation.  IGM, IIAC and RJL commented that such a structure 
should not mirror the current MFDA model of directed commissions but instead be 
designed along the lines of the regulations that allow various professionals and other 
occupations to self-incorporate.  
 
Advocis recommended that a permanent solution involve legislative amendments to 
provincial securities acts to permit all advisors to carry on securities related activities 
through incorporated entities. 
 
IGM stated that, although the existing directed commissions approach by the MFDA 
works, albeit imperfectly, legislation that allows professionals and other occupations to 
incorporate addresses the issues in a more elegant and effective way by establishing the 
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requirements directly in law as opposed to doing so indirectly through contract and 
undertakings.  
 
IGM noted that while allowing mutual fund advisors to use non-registered personal 
corporations to receive compensation from their dealers does raise potential concerns 
with respect to supervision and liability to clients, these issues are addressed by current 
MFDA Rules.  
 
IGM and RJL also noted; however, that the directed commission model is not entirely 
satisfactory, since it is not the best way to implement the financial planning objectives 
that lead advisors to use a personal corporation.  IGM noted that the directed commission 
model is not the optimum one for addressing the Canada Revenue Agency requirements. 
RJL expressed concern that the directed commission model does not permit financial 
advisors to take advantage of the benefits of the incorporation structure.  
 
IIAC noted that current securities legislation across Canada provides that only individuals 
may engage in registrable activities and, notwithstanding the suspension of MFDA Rule 
2.4.1, securities regulators have been clear that the commissions being redirected to the 
personal corporation are being earned by the Approved Persons conducting all activities 
requiring registration and not by personal corporations.  IIAC expressed the view that the 
tax implications of the redirection model are unclear and continuation of this model 
would create both uncertainty for advisors and the possibility that they would not be able 
to take advantage of all of the benefits associated with the corporation structure.  
 
IFB supported the MFDA’s application to have Rule 2.4.1 suspended and develop a 
revised Rule. IFB noted that the current practice of provincial securities regulators 
individually approving extensions to the suspension of Rule 2.4.1 has lead to uncertainty 
and confusion for Approved Persons and dealers.  The IFB further noted that not all 
provinces have suspended the Rule and even in jurisdictions where the Rule has been 
suspended, some dealers have refused to pay commissions to an Approved Person’s 
personal corporation until the Rule is permanently removed.   
 
Need for CSA/SRO/Industry Committee 
 
All the commenters recommended the establishment of a joint initiative involving the 
Canadian Securities Administrators (“CSA”), the self-regulatory organizations (“SROs”) 
and industry to address the issue of salesperson incorporation. 
 
IIAC expressed the view that any legislative amendment with respect to the incorporation 
of salespersons should ultimately require the involvement of the CSA, Investment 
Industry Regulatory Organization of Canada (“IIROC”) and the MFDA in order to be 
successful.  IIAC, RJL and RGIA recommended that a committee be established with 
representatives from the MFDA, IIROC, IIAC, CSA and the industry to finalize, in a 
timely manner, a rule that achieves an appropriate regulatory, corporate and tax structure 
which would permit advisors to incorporate.  
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IFIC offered to convene a group of industry experts to meet with regulators to explore 
possibilities for achieving durable change to Rule 2.4.1 that will meet the needs of all 
stakeholders. 
 
IGM suggested that the MFDA and the CSA work together to develop harmonized rules 
to apply across Canada using legislation that allows professionals and other occupations 
to incorporate as a model. 
 
Advocis commented that it is important for the Recognizing Jurisdictions and the other 
CSA members to be at the table in devising the appropriate solution, noting that if a 
permanent solution involves a legislative proposal, then the MFDA will likely not present 
one in any detail as this is beyond its mandate.   
 
IFB expressed disappointment that the CSA chose not to adopt a national solution to the 
issue of payment of commissions through the registration reform initiative and instead 
directed the MFDA to consider the merits of extending the suspension deadline and 
develop wording for a proposed Rule change.  
 
Deadlines for Submission of Proposed Rule Amendment and Expiry of Suspension 
 
IFIC expressed support for the request for an extension of the suspension of Rule 2.4.1 
until December 31, 2010 and commented that the approach taken by Ontario, Nova 
Scotia and Saskatchewan is needlessly constraining in light of the need for extensive 
further discussion of proposed alternatives.   
 
Advocis expressed concern that possible failure on the part of the MFDA to meet the 
May 31, 2009 deadline set by the Ontario Securities Commission, Nova Scotia Securities 
Commission and Saskatchewan Financial Services Commission could have significant 
and costly consequences for the industry.  Advocis noted that a failure to meet the May 
31, 2009 deadline could lead to lack of harmonization as some jurisdictions may continue 
to extend the suspension and others may choose to enforce the existing Rule.  Advocis 
suggested that the May 2009 deadline is reasonable as long as advisor incorporation 
becomes a priority and the issue is dealt with appropriately by MFDA and CSA 
members.   
 
Advocis recommended that any variation of the current Order allow the Order to continue 
until it is either rescinded or a permanent solution is adopted.  Advocis also noted that 
adopting an ongoing interim approach to the suspension until a permanent solution is 
implemented would provide financial advisors and dealers with a higher level of comfort 
and lessen the compliance burden in that it would be one less regulatory item to monitor. 
 
IFB commented that while it supports an early resolution of the issue, it would be 
concerned if the Rule expired in advance of the MFDA amendment being available for 
public comment.  
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IIAC and RGIA expressed general support for the MFDA’s request for the suspension of 
Rule 2.4.1 until December 31, 2010 along with the direction of some of the Applicable 
Jurisdictions to the MFDA to submit its proposed amendments to Rule 2.4.1 by May 31, 
2010.  IIAC and RGIA also commented that, in order to promote consistency and a level 
playing field in the Canadian financial services industry, any changes to Rule 2.4.1 
should be considered along with proposed changes to IIROC rules with a view to create a 
model that can operate for both the mutual fund and securities industries in a seamless 
and effective manner.  
 
Length of Comment Period 
 
IFIC expressed the view that the 30-day comment period provided for this proposed 
amendment is not sufficient to provide meaningful comments on this complex issue.  
IFIC suggested that the MFDA allow for up to 120 days of public comment on new or 
changed regulations of material impact so that there can be an adequate sounding of the 
views of industry and the general public.  
 
MFDA Response 
 
MFDA staff acknowledges industry concerns with respect to the lack of regulatory 
harmonization regarding this matter and agrees with comments expressing the need for a 
permanent solution that is harmonized across the industry and all jurisdictions.  With 
respect to the approach to be adopted in arriving at such a solution, we acknowledge the 
comments of the industry that the preferred solution is for an incorporated salespersons 
model.  We further acknowledge comments of IGM that the directed commissions 
approach, while not the optimum solution, is workable.  We agree with the commenters 
that legislative amendments allowing for incorporated salespersons are beyond the 
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 equal and active 
participation by the CSA, SROs and industry stakeholders in arriving at a timely and 
appropriate solution.  The MFDA is committed to working with the CSA, other regulators 
and industry stakeholders on any joint CSA/SRO/industry committee established by the 
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 by the CSA or for 
the suspension of Rule 2.4.1 to be extended until such time as a permanent solution is 
reached.  As noted, the MFDA is committed to working with the CSA members and other 
regulators and industry stakeholders towards the development of an appropriate and 
timely solution.  In the interim, the MFDA will continue to consider what amendments to 
MFDA Rules, if any, are appropriate to address this issue.  
 
With respect to the comment regarding the appropriate length of the comment period, the 
MFDA will recommend to the CSA that a longer comment period (60 – 120 days) be 
established for new or amended regulations of material impact going forward. 


