MUTUAL FUND DEALERSASSOCIATION

PROPOSED AMENDMENTSTO
POLICY 3 (HANDLING CLIENT COMPLAINTYS)

|. OVERVIEW
A. Current Rules

MFDA Policy 3 sets out general requirements with reqeettte handling of complaints by Members.
The current Policy requires Members to establish ipsliand procedures to deal effectively with
client complaints and address issues that include ctenintinications, record keeping and internal
escalation of serious complaints.

B. Thelssues

MFDA staff has become aware of a number of procedssaés identified by clients that have filed
complaints against Members and their Approved Persansrder to improve upon the complaint
process, further guidance is required with respect to iharfd prompt handling of complaints by
Members. MFDA staff has also noted that further guidaacrequired regarding supervisory
investigations to be conducted by Members followingrédeeipt of a complaint.

C. Objectives

The objective of the proposed amendments to Policy 8agreovide guidance with respect to the
standards that Members should have in place regarding agompéndling and supervisory
investigations. The proposed amendments will essentigilace much of what is contained in the
existing Policy 3.

D. Effect of Proposed Amendments

The effect of the proposed amendments will be to gléné obligations of Members and provide
guidance as to the minimum standards Members must mdetesjpect to the fair and prompt
handling of client complaints. The proposed amendmentsilao intended facilitate clarity and
enhance access for clients seeking to file a complaihta Member.

It is not expected that the proposed amendments willdides significant effects on Members, other
market participants, market structure or competition airtte proposed amendments will result in
significant additional costs for Members to comply vilte proposed amendments.

II. DETAILED ANALYSIS

A. Relevant History
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An Ontario Securities Commission (“OSC”) Town Ha#t@ting was held in May 2005 and included
staff of the OSC, the Investment Dealers AssociatitDA”) and the Ombudsman for Banking
Services and Investments (“OBSI”). One of the isglmstified at that meeting was a lack of clarity
and openness of complaint processes in the securitiestig. Further meetings to discuss these
issues were held between the MFDA, OSC, IDA and OB8llowing these meetings, MFDA staff
issued Member Regulation Notice MR-0059 (“MR-0059"), which pitegtiguidance to Members on
improving the clarity and consistency of communicatiwith investors who have filed a complaints
and provided guidance on the expectations of MFDA staffdegaMembers’ complaint handling
processes. Much of the guidance provided by MFDA staffRi0059 has been incorporated into
the proposed amended Policy 3.

B. Proposed Amendmentsto Policy 3

The proposed amended Policy defines a complaint genesaiyyawritten statement of a client or
prospective client alleging a grievance involving a MenteApproved Person of a Member. A
complaint also included verbal statements of grievasleéimg to serious allegations such as theft and
fraud.

As part of the proposed amended Policy Members will heired to facilitate access to their
complaint handling process so that clients are inforofedow and to whom they should file a
complaint. Members will be required to provide a spepifimt of initial contact at head office for
complaints or questions regarding the Member’s complamtling process. Members with websites
will be required to post their complaint handling procedur¢heir website.

The proposed amended Policy will require Members to emisatall client complaints are handled
fairly and that there is a factual investigations amalyesis of the matters specific to each complaint.
The gathering of facts by Members must be based olaiaclea approach and the analysis of those
facts must be reasonable.

The proposed amended Policy will require that Members gliyneend an initial response to a
complainant within 5 business days of receipt of a campld he initial response must include the
name and contact information of the individual at treser handling the complaint, a summary of
the complaint handling process, a request to the complaioasend any additional information
regarding their complaint to the Member and a copy ofGlent Complaint Information Form
(“CCIPF).

The Member must conduct its investigation and analysigeovide a substantive response to the
client within the time period expected of a Membemagtiiligently. The Member will be required to
provide a substantive response generally within no tharesix months of receipt of the complaint,
and in most cases within less time. The substargsponse letter must include an outline of the
complaint, the Member’s substantive decision and reagamsuch, a copy of the CCIF and a
reminder that the complainant has the right to conpicesenting the complaint to OBSI and making
a complaint to the MFDA.
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The proposed amendments to Policy 3 will require Memisecenduct a reasonable investigation
into all client complaints. In addition, when seriouisconduct is alleged the Member must conduct
a detailed supervisory investigation regardless of howntbemation comes to the attention of the
Member. The proposed amended Policy provides guidanceths axtions to be taken by the
Member as part of a detailed investigation, such asviateing relevant individuals, conducting
branch reviews, reviewing files of Approved Personkiding files in the custody and control of an
Approved Person relating to outside business activities.

The amended Policy will also require that where comiglaane received that relate to activities
carried on by an Approved Person at another Membertfi@mApproved Person and the predecessor
Member must cooperate in sharing information withfithethat receives the complaint, in order to
facilitate the complaint resolution process.

C. Issues and Alternatives Considered
No other alternatives were considered.
D. Comparison with Similar Provisions

The proposed amended Policy was compared to the compdendtity provisions of Proposed
National Instrument 31-103 — Registration Requirements andrtigposed Companion Policy 31-
103CP. A review of the ISO 10002-2004(E) standard on complaidtimgnvas also conducted.
IDA staff was consulted in the course of developing tippsed amended Policy to ensure that the
proposed amendments are consistent with the approaehtéikdn by IDA staff as they consider
changes to IDA requirements regarding complaint handlinglatds.

E. Systems Impact of Amendments

It is not anticipated that there will be a significagstems impact on Members as a result of the
proposed amendments. Under the proposed Policy, MembuEbe nequired to track complaint
aging in order to ensure that timelines set out in tbpgsed Policy are met. However, Members
will be able to use the MFDA'’s complaints reportingtegg the Member Event Tracking System
("METS”), to track aging of complaints reported through MET

F. Best Interests of the Capital Markets

The Board has determined that the proposed amendmernistheebest interests of the capital
markets.

G. Public Interest Objective

The proposed amendments will establish complaint handtimgdards with respect to MFDA
Members and Approved Persons that are consistenttaritiards to be followed by IDA members.
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The proposed amendments will assist in the protectidmeahvesting public by providing clarity and
consistency in the complaint handling processes of Meifiims.

1. COMMENTARY
A. Filing in Other Jurisdictions

The proposed By-law amendments will be filed for apprewti the Alberta, British Columbia,
Manitoba, Nova Scotia, and Ontario Securities Comaomissand the Saskatchewan Financial
Services Commission.

B. Effectiveness
The proposed amendments are simple and effective.
C. Process

The proposed Policy has been prepared in consultatiomelgvant departments within the MFDA
and has been reviewed by the Policy Advisory Commdateébe MFDA and the Regulatory Issues
Committee of the Board. The MFDA Board of Directoppived the proposed amendments on
June 15, 2007.

E. Effective Date
The proposed amendments will be effective on a date soilisequently determined by the MFDA.
V. SOURCES

MFDA Policy 3

MFDA Member Regulation Notice MR-0059

IDA Member Regulation Notice MR-0441

Proposed National Instrument 31-103 and Proposed Companiop Bbil03CP
ISO Standard 10002-2004(E)

V. REQUIREMENT TO PUBLISH FOR COMMENT

The MFDA is required to publish for comment the proposeelaiments so that the issues referred
to above may be considered by the Recognizing Regulators.

The M FDA hasdetermined that theentry into force of the proposed amendmentswould bein
thepublicinterest and isnot detrimental to the capital markets. Commentsare sought on the
proposed amendments. Comments should be made in writing. One copy of eacinmemt letter
should be delivered within 30 days of the publication aftioitice, addressed to the attention of the
Corporate Secretary, Mutual Fund Dealers Associati@@aofda, 121 King St. West, Suite 1000,
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Toronto, Ontario, M5H 3T9 and one copy addressed to thetmim of Anne Hamilton, Senior Legal
Counsel, British Columbia Securities Commission, 701 \@estrgia Street, P.O. Box 10142, Pacific
Centre, Vancouver, British Columbia, V7Y 1L2.

On request, the MFDA will make available all commeetsived during the comment period.
Questions may be referred to:

Shaun Devlin

Vice-President, Enforcement

Mutual Fund Dealers Association of Canada
(416) 943-4672

MFDA POLICY NO. 3

HANDLING CLIENT COMPLAINTS
COMPLAINT HANDLING, SUPERVISORY INVESTIGATIONS AND
INTERNAL DISCIPLINE

5 DOCS#114106



|. Complaints
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Introduction

MFDA Rule 2.11 requires Members to establish and implematien policies and procedures for
dealing with client complaints that ensure that suchptaints are dealt with promptly and fairly. This
Policy establishes minimum standards for the developamehimplementation of those procedures.

Compliance with the requirements of MFDA Rule 2.11 and Flaikcy must be supervised and
monitored by the Member and its personnel in accordaitbeMFDA Rule 2.5.

General
A "complaint” shall be deemed to include:

* any written statement, including electronic communiceg;j of a client, or any person acting
on behalf of a client, or of a prospective client Wias dealt with a Member or Approved
Person, alleging a grievance involving the Member, AppdoRerson of the Member or
former Approved Person of the Member if the grievanegelves matters that occurred while
the Approved Person was an Approved Person of the Member;

» any written or verbal statement of grievance frodlient or any other person relating to:

() theft, fraud, misappropriation of funds or securities, forgeoney laundering, market
manipulation, insider trading, misrepresentation, or uraiztéd trading; or

(i) engaging in securities related business outside of the Bfeiantd

» any other verbal statement of grievance from atclienwhich the nature and severity of the
client's allegations will warrant, in the professigodgement of the Member’s supervisory
staff handling the complaint, the same treatmentvastéen complaint.

Client Access

At the time of account opening, Members must provideets dlients a written summary of the
Member’s complaint handling procedures, which is cledrcam easily be understood by clients. On
account opening, the Member must also provide a Cliempl2ant Information Form (“CCIF”), as
approved by MFDA staff, describing complaint escalatiptioms, including complaining to the
Ombudsman for Banking Services and Investments (the t@smban”) and complaining to the
MFDA.

Members must facilitate other access to their comiplaandling procedures so that clients are
informed as to how to file a complaint and to whonytslgould address a complaint. For example,
Members who maintain a website must post their contgi@indling procedures on their website.

Member procedures must provide a specific point of irabakact at head office for complaints or
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information about the Member’'s complaint handling prece$his contact may be a designated
person or may be a general inbox or telephone numdsigisttontinuously monitored. Members may
also advise clients to address their complaints té\ppeoved Person servicing their account or to
the Branch Manager supervising the Approved Person.

Fair Handling of Client Complaints

To achieve the objective of handling complaints fallgmbers’ complaint handling procedures must
include standards that allow for a factual investigadiot an analysis of the matters specific to the
complaint. Members must not have policies that aftamcomplaints to be dismissed without due
consideration of the facts of each case. There baustbalanced approach to the gathering of facts
that objectively considers the interests of the campht, the Approved Person and the Member.

The basis of the Member’s analysis must be reasen&olr example, a suitability complaint must be
considered in light of the same principles that would jpelied by a reasonable Member in
conducting a suitability review, which would include an ackledgement of the complainant’s stated
risk tolerance. It would not be reasonable for a Mantb assess suitability based on a risk level
presumed by the Member that is higher than that indidatéhe complainant. A further example of
an unreasonable analysis is where a Member disnaissasiplaint due to a simple uncorroborated
denial by the Approved Person notwithstanding evidensapport of the complainant.

A Member’s obligation to handle complaints in accor@awith this Policy is not altered when a
complainant engages legal counsel in the complaint prot®hkere litigation is commenced by the
complainant, the Member is expected to participatearitigation process in a timely manner in
accordance with the rules of procedure of the applicab&sjction.

The Member’s review of the complaint must result ie Member’s substantive response to the
complainant. Examples of an appropriate substantive mespoclude a fair offer to resolve the
complaint or a denial of the complaint with reasondFDA staff does not require that the
complainant accept the Member’s offer in order fordfier to be considered fair.

Prompt Handling of Client Complaints

Upon receipt of a client complaint, each Member musd s&n initial response letter to the
complainant within a reasonable time, and generalthinvi5 business days of receipt of the
complaint.

The Member must handle the complaint and provide its b response within the time period

expected of a Member acting diligently in the circums¢and he time period may vary depending on
the complexity of the matter. The Member should daterits substantive response and notify the
complainant in writing within no more than six mondiseceipt of the complaint, although in most

cases the Member will be expected to do so withintiess

Further, staff recognizes that, if the complainarg fai co-operate during the complaint resolution
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process, or if the matter requires an extensive anaddiatt-finding or complex legal analysis, time
frames for the substantive response may need to &ede=d. In cases where a substantive response
will not be provided within six months, the Member madvise the complainant as such and provide
an explanation for the delay.

It is not required that the complainant accept the Mesibabstantive response. Where the Member
has communicated its substantive response, the Menuis¢icontinue to proactively address further
communications from the complainant in a timely manmil no further action on the part of the
Member is required.

Complaint Procedures
Each Member’s procedures for complaint handling must indlueléollowing:
1. Initial Response — The initial response letter must include the follgnimformation:

* A written acknowledgment of the complaint;

* The name, job title and full contact information leé individual at the Member handling
the complaint;

» A statement indicating that the complainant should abke individual at the Member
handling the complaint if he/she would like to inquire aldibetstatus of the complaint;

* A summary of the Member’s internal complaint handlinggess, including general
timelines for providing the Member’s response to comgsai

* Arequest to the complainant for any additional readenaformation required to resolve
the complaint; and

» Areference to the CCIF, a copy of which must beuihet! for the complainant.

2. Substantive Response — The substantive response letter, which Members pnaside to
the complainant, may be accompanied by a summary dfiémeber’s complaint handling
procedures and must include a copy of the CCIF. The stiistarsponse letter to
complainants should also include the following informatio

* An outline of the complaint;

* The Member’s substantive decision on the complaiolyding reasons for the decision;
and

* A reminder to the complainant that he/she has thé¢ taghonsider: (i) presenting the
complaint to the Ombudsman which will consider compdabrought to it within six
months of the substantive response letter; or (iRimgea complaint to the MFDA.

3. All client complaints and supervisory obligations mbst handled by qualified sales

supervisors/compliance staff. Generally, individuals atethe subject of a complaint should
not handle the complaint unless other qualified supervisaiff/is not available.

9 DOCS#114106



4. Each Approved Person must report all complaints and otfeemation relevant to this
Policy to the Member as required under MFDA Policy 6.

5. Each Member must ensure that the relevant Approvesbi®eand their supervisors and
compliance officers are made aware of all complaints.

6. Each Member must put procedures in place so that seammagement is made aware of
complaints of serious misconduct and of all legal actions

7. Each Member must maintain in a central place arrlgrdg-to-date record of complaints
together with follow-up documentation regarding such coniglairfor regular
internal/external compliance reviews. For each camiplthe record should include the
following information:

» the date of the complaint;

* the complainant’s name;

* the name of the person who is the subject of the compl

» the security or services which are the subject ottraplaint; and

» the date and conclusions of the decision rendered irectian with the complaint.

Members may use the electronic reporting system desgnatder MFDA Policy 6 (the
“Member Event Tracking System” or “METS”) as theimgplaint log for those complaints
reported on METS. However, Members are reminded they mmust also maintain a
complaint log of their service complaints.

8. Members must monitor information on complaints and sug@ty investigations and should
note trends in risk, including those related to speciiiprAved Persons or branches, subject
matter, product types and procedures. When a Membertisdsctivity to indicate material
risk, internal procedures and practices must be reviewkdropriate supervisory or other
action must be taken.

9. Where the events relating to a complaint took plaparm at another Member or a member
of another SRO, Members and Approved Persons must coepdth other Members or
SRO members in the sharing of information necedsaagldress the complaint.

Settlement Agreements

No Approved Person shall, without the prior written @msof the Member, enter into any
settlement agreement with, pay any compensation or amgkeestitution to a client.

No Member or Approved Person of such Member may impasdentiality restrictions on clients
or a requirement to withdraw a complaint with respedhtoMFDA or a securities commission,
regulatory authority, law enforcement agency, SRO kstachange or other trading market as part

of a resolution of a dispute or otherwise.
10 DOCS#114106



Il. Supervisory Investigations

As noted above, a Member must conduct a reasonabligat®n into all client complaints. The
level of an investigation will in part depend on theesgy of the allegation and the complexity of the
issues.

In the case of certain serious cases outlined belwviViember has a duty to conduct a detailed
investigation regardless of how the information camniné attention of the Member. For example,
such information may, instead of coming through a comiplae identified during the Member’s
routine supervisory activity, or come from other AppmbWersons of the Member or individuals
outside the Member who are not clients. In additioie,duty arises whether the information comes
to the Member in written or verbal form. If théarmation comes to the attention of the Member
through a complaint the duty to conduct the supervisorgiigagion continues when a complainant
purports to withdraw the complaint or indicates satigfactvith the result of the Member’'s
complaint handling.

A Member has a duty to conduct a detailed investigatie@revinreceives information to suggest the
possibility that the Member or any current or forlapproved Person has or may have contravened
any provision of any law or has contravened any regiaequirement, relating to:

(0 theft, fraud, misappropriation of funds or securitfesgery, money laundering, market
manipulation, insider trading, misrepresentation, or uraiztéd trading; or

(i) engaging in securities related business outside dfidmaber;
(i)  engaging in an undeclared occupation outside the Member
(v)  personal financial dealings with a client.

The detailed investigation in the circumstances mdydecinterviewing:

» the individuals of concern;

* related supervisory personnel;

» other branch staff;

» head office personnel; or

» external individuals who brought the information to khember’s attention.

The detailed investigation may also require:

e conducting a review at the branch or sub-branch;

* reviewing files of the Approved Person relating to Menthesiness; or

» reviewing files and other documents in the Approved P& sustody or control that
relate to outside business, where there is a reasgpadsibility that such information is
relevant to the investigation. Members have thd tghequire such information to meet
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their supervisory responsibilities and Approved Persows &a obligation to cooperate
with such requests.

lll. Internal Discipline

Each Member must establish procedures to ensure trathiere of MFDA By-laws, Rules and
Policies are subjected to appropriate internal disciglin@asures.

V. Record Retention

Documentation associated with Member’'s activity undes Policy shall be maintained for a
minimum of 7 years from termination of the Membeektionship with the client and made available
to the MFDA upon request.
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