Summary of Public Comments Respecting Proposed Amen dments to
MFDA Rule 2.2 (Client Accounts), Policy No. 2  Minimum Standards for
Account Supervision, Rule 2.8 (Client Communications) and Rule 5.3
(Client Accounts) and Responses of the MFDA

On April 24, 2009, the British Columbia Securities Commissiod Ontario Securities
Commission published proposed amendments to MFDA Rule 2i@n{CAccounts),
Policy No. 2 Minimum Standards for Account SupervisioRule 2.8 (Client
Communications) and Rule 5.3 (Client Accounts) (tReoposed Amendments’) for a
second 90-day public comment period. A further correctidheéd®roposed Amendments
was published on May 8, 2009.

The public comment period expired on July 23, 2009.
10 submissions were received during the public comment period:

1. Advocis

Canadian Foundation for Advancement of Investor Rights —RFB&lanada
(“FAIR™)

IGM Financial Inc. (“IGM”)

Independent Financial Brokers of Canada (“IFB”)

Investment Funds Institute of Canada (“IFIC”)

Primerica Financial Services (Canada) Ltd. (“PFSL”)

Quadrus Investment Services Ltd. (“Quadrus”)

Royal Mutual Funds Inc. (“RMFI”) and Phillips, Hager & flo Investment
Funds Ltd. (“PH&N”)

9. Scotia Securities Inc. (“SSI”)

10.TD Investment Services Inc. (“TDIS”)

N

©NOO AW

Copies of comment submissions may be viewed at theesfof the MFDA, 121 King
Street West, Suite 1000, Toronto, Ontario by contacting Mésodard, Director,
Communications and Membership Services, (416) 943-4602.

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

Scope of the Client Relationship Model Proposals

FAIR expressed support for the Proposed Amendments fendnvestment Industry
Regulatory Organization of Canada (“IIROC”) proposal agsstepresenting incremental
improvements in the Client Relationship Model (“CRM"pwever, FAIR expressed the
view that the proposals do not go far enough towardseabessary complete overhaul of
the relationship between the client and the advisorrecdmmended that the Canadian
Securities Administrators (“CSA”), IIROC and the MBEDundertake a review of
regulatory initiatives around the globe to ensure tlatadian investor protection keeps
up with international best practices.
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MFDA Response

The MFDA, through ongoing communication with investors and stakeholders and its
regulatory oversight of Member operations, tests MFDA Rules both regbect to
Member and Approved Person compliance with Rule requirements and the ongoing
effectiveness of the Rules in meeting their regulatory objectivébe Proposed
Amendments, once implemented, will be similarly subject to spechcass of ongoing
review and will be subject to amendments where warranted.

Principles-Based Approach

RMFI and PH&N expressed support for principles-based rago& as they permit
Members the flexibility necessary to efficiently apptgulations in consideration of their
different business structures, address specific risksaflad/ securities regulators to
respond more effectively to emerging issues without negeti introduce new or amend
existing detailed rules every time a regulatory concanses. RMFI and PH&N
expressed the view that this is especially importanhéndurrent and expected future
environment where there are continuous industry develojsmen

RMFI and PH&N expressed disappointment that certainsacmtified during the first
comment period as those that would be best addressedgalatoey guidance to
Members, rather than as prescriptive requirements, nechairescribed in the Policy.

The IFB expressed agreement with the general principleittiis valuable for clients to
have a clear definition of the relationship betwdsmniselves and the financial services
provider, and that this definition should include a descriptafnthe roles and
responsibilities that each party will assume when rarestment account is opened.
However, the IFB expressed the view that the numbemey rules, processes,
supervisory requirements and restrictions that will bguired to implement this
otherwise meaningful undertaking is excessive. The IFd®meended taking a less
prescriptive approach to issues addressed by the PropossdiAmnts.

MFDA Response

The Proposed Amendments seek to adopt a principles-based approach whese this i
appropriate. For example, Rule 2.2.5 sets out principles-based requieni@nt
disclosure. In addition, even where the Proposed Amendments introdwsceifgiree
requirements, such as in Policy No. 2, MFDA staff remains opeartsidering alternate
approaches to meeting such requirements where it can be demonstrated that suc
approaches meet the minimum standards set out in the Policy.

Where MFDA has prescribed requirements in greater detail, for exawifh respect to
the trade review thresholds proposed in Policy No. 2, this has beesganse to issues
identified through MFDA compliance and enforcement activity. Suitalsligne of the
most common deficiencies identified during compliance examinations and fisotite
common complaint received by the MFDA from investors. The MFDByslatory
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experience to date has demonstrated that the current principle-based dppootade
supervision has not been effective in addressing these ongoing concerns.

The Proposed Amendments are also intended to respond to requests from sviember
more direction and establish transparent and objective minimum standardhdor
industry and a consistent level of investor protection.

Cost/Benefit Analysis

The IFB reiterated its comment from the first coteion, stating that the Proposed
Amendments will substantially increase the regulatogporting and compliance
activities of Approved Persons and Members and requestediceldon of the
justification of these new procedures and the related gubsecompliance costs relative
to the number of serious complaints the MFDA receiveding that such costs will
undoubtedly be passed along to the investing public. TBe d¢king the MFDA's
enforcement statistics, expressed the view that thest&tal occurrence of complaints
related to suitability supports the notion that the mutuatl industry is sufficiently
regulated, as the incidence of improper behaviour is I&\8.a consequence, the IFB
expressed the view that the increased reliance on rgenules to address suitability
IS unnecessary.

While acknowledging that it is primarily concerned abthg potential effects of the
Proposed Amendments on Approved Persons and their ¢clibetdFB also expressed
concern about the growing cost and burden of complidratenay ultimately negatively
affect particularly smaller retail clients who wglay the price in reduced availability and
accessibility of advice related to mutual funds, if deakand/or advisors are forced to
mandate minimum account requirements in order to yustié cost of providing such
services.

MFDA Response

Suitability is the most common area of client complaints to the M&wiAto Members.
The fact that the actual number of complaints escalated to litigatiawisilbes not mean
that risk of harm to clients is low. It is generally understooddnutators and industry
participants that client complaint numbers are often indicative of a targere
widespread level of concerns. The primary importance of complairgtststis to show
relative areas of complaints for the purpose of identifying the most tamicareas of
concern. Accordingly, complaint statistics support the regulatory nee@rfbanced
suitability requirements.

Complaints are also a lagging indicator of potential regulatory concerns. Asdihg
issues in response to complaints is reactive, after investor hasroccurred. MFDA

also performs compliance examinations to monitor Member adherence to MFDA
requirements to proactively ensure that Members and Approved Persoesraplying

with their obligations to clients, including their suitability obligationSuitability
concerns have been identified in almost all compliance examinatior@ped by the
MFDA in its second examination cycle and inappropriate trade and account sipervi
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is the most common issue referred from the MFDA Compliance Depdrtanthe MFDA
Enforcement Department for further investigation and potential discipline.

Investment suitability has also been identified as a regulatory pribgitthe CSA who
have recently undertaken their own initiatives in this area. MF2# sloes not believe

the Proposed Amendment® beyond the measures necessary to ensure that the
regulatory concerns identified have been addressed.

MFDA staff has developed the Proposed Amendments over the pasttdmebased on
numerous consultations with the industry through Member Regulation Forums, the
MFDA Policy Advisory Committee (“PAC”) and other ad hoc industigetings and
practical, first-hand experience gained by MFDA staff during their campé and
enforcement activities. MFDA Members were also consulted by efaindustry
subcommittees which were established in 2006 and presented with tmalodigift of
the amendments for comment. In the course of these consultations, uggagtisns
were brought forward and discussed. Alternative viewpoints and suggestions f
Members, regulators and other industry participants were also discusskethgth in
these consultations and input received was factored into the Proposed Amendiitent
possibility of conducting a cost/benefit analysis of changes proposed in reiatibe
CRM project was considered and attempted by the CSA, SROs andusteyin Several
meetings with the industry were held to discuss and agree upon theecsiss benefits
survey approach to be pursued. However, no agreement with potentialgaartscwas
reached regarding the approach to be followed in conducting the analysis.

Harmonization with Parallel Initiatives

The IFB recommended that the MFDA, CSA and IIROC hanig@their efforts as much
as possible, so that the information provided to clientisthe associated procedures for
financial advisors and dealers are as streamlined andstmsas possible, regardless of
their registration category. For example, the IFBoreamended providing an exemption
or reduced suitability obligations for investors who aretfipted clients” or have set up
order execution only accounts, as is the case for 8% ahd IIROC proposals.

IGM expressed the view that the Proposed Amendmentsare prescriptive than the
IIROC proposal and, recognizing that there has been iraprent in this area since the
previous publications of both the MFDA and IIROC propgsesommended further
harmonization.

MFDA Response

Suitability exemptions for certain clients and “order execution onlpaets” for IROC
Members existed prior to the establishment of National Instrument 31-dgi3tation
Requirements and Exemptions (“NI 31-103"). Corresponding MFDA Rule amergiment
have not been developed to date as it does not appear Members require mich rel
However, if circumstances change, policy amendments will be cosdidethat time.
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The Proposed Amendments were subject to working group discussionsro®tiaBA,
IIROC and CSA staff aimed at ensuring that the proposals of the twcegel&tory
organizations (“SRO”) met the same regulatory objectives and minimiZéstedices.
The Proposed Amendments were also reviewed to ensure that théye megulatory
objectives under consideration for NI 31-103, as proposed at the time. ohadliti
revisions were made to the Proposed Amendments as a result of suudsidiss. The
Proposed Amendments of the two SROs, while structured differectytam areas so
as to accommodate the existing structure of the respective Rutet, the same
regulatory objectives. The more prescriptive requirements prdpbgethe MFDA,
which have not as yet been adopted by IIROC, primarily relate to MPGI&y No. 2
and, more specifically, to trade and account supervision. As noted ab&@A Mas
identified regulatory concerns in this area as a result of its regnjaactivities and
believes more prescriptive requirements in these areas arsssgdo meet its investor
protection mandate.

Changes Made in Response to the First Comment Perio  d

The IFB noted that the Proposed Amendments, as publishetie second comment
period, do not adequately reflect the comments receivedgithe first comment period,
as only a few changes, primarily of technical natureeweade.

MFDA Response

All comments received were reviewed and considered. Comsuggssting additional
revisions to the Proposed Amendments were incorporated where sucltsurggeere
consistent with meeting the MFDA's investor protection mandate.

Transition Periods

SSI noted that the MFDA has recognized that systemsgebawill be required to
implement the Proposed Amendments and recommended ar2-transition period to
comply with the new requirements before they becolfiestafe.

TDIS noted that the changes proposed in Policy No. 2reguire most Members to
develop numerous system enhancements and recommended ath2anesition period
to develop appropriate systems and policies and procediagicularly, the addition of
new fields to Member’s systems to accommodate thespecific pieces of Know-Your-
Client (“*KYC”) mandated by the Policy will be costiyp@time consuming requiring both
front-end screen and back-end database changes and revisemiesign of new account
application forms and/or KYC forms and any supportingesysprint capability. TDIS
recommended a six-month transition period with resettid requirement to provide the
client with a document describing the client’s risk tafee, investment objectives, time
horizon, income and net worth upon a material change G K¥ormation.

TDIS noted that Members relying on a third party to providentlname statements are
dependent on those parties to make the changes requirpdovtmle performance
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reporting under Rule 5.3. In light of the fact that th@posed changes involve
calculation of the information prior to presentation the statement, they will require
complex technology changes and systems will have taigmously tested. TDIS
recommended a 24-month transition period to ensure thatmafmm provided is
accurate and the presentation format is clear andteasgderstand for clients. TDIS
recommended that the transition period for the relahgndisclosure requirement not
commence until the later of the final approval of th&leRor the finalization of the
Member Regulation Notice (“MR Notice”). TDIS recommded a period of six months
to draft, review and produce a new relationship disclosurerdent.

IGM recommended an 18-month transition period for newowac documentation
requirements under proposed Rule 2.2.5; 24-month transitiodder account revision
requirements, suitability assessments, trade supervisiuirements and trade review
thresholds under Policy No. 2; and 36-month transitiorodefior proposed performance
reporting requirements under Rule 5.3.

IFIC expressed the view that the investment funds ingustjuires a suitable transition
period for designing the required systems and testing, optiong software
implementation and training. Noting that IROC allosv$hree-year transition period to
adopt its provisions regarding providing the Relationship Dsscl Document to
existing clients, IFIC recommended adopting an equally apptepitiansition period to
address the implementation issues.

MFDA Response

The MFDA has noted the comments made and will be harmonizing impleorentati
periods with IIROC and with similar transition periods required by@$A under NI 31-
103.

Carrying Dealers

IGM recommended that the Proposed Amendments spelyifmadiress the division of
responsibility between introducing and carrying dealerd apecifically state, as
contemplated by Rule 1.1.6(xi), that these requiremently apfy to introducing dealers
and not the carrying dealer except: (i) in the case lodével 1 introducing dealer; or (ii)
where the carrying dealer has agreed to perform specifplance functions, only with
respect to those specific compliance functions.

MFDA Response

Under MFDA Rule 1.1.6(b)(xii) for Level 1 introducing arrangements,iritreducing

dealer and carrying dealer are jointly and severally responsible for camgi with

MFDA By-laws and Rules for each account introduced to the carrying dbgl¢he

introducing dealer. In all other cases, the introducing dealer is resplentor such

compliance, subject to the carrying dealer also being responsible for @moeliwith

respect to those functions it agrees to perform under any arrangemtenéd into under
Rule 1.1.6.
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The responsibilities of Members entering into introducing/carrying arrareygs,
including those in respect of compliance as noted above, are clearlypaotfically
addressed under Rule 1.1.6.

Rule 2.2 (Client Accounts)

Rule 2.2.1 Know-Your-Client

Quadrus requested clarification whether the referencedsential facts” in proposed
Rule 2.2.1(c) encompasses review requirements in addidhose set out in MFDA
MR-0069Suitability Guidelines

PFSL and IFIC recommended that, absent a change iniKfé@nation, the requirement
to perform a suitability review upon a change in thegagsl Approved Person under
Rule 2.2.1(e)(iii) be removed, as a change in represeatdties not cause accounts to
become unsuitable. PFSL expressed the view that usreenent would duplicate the
last suitability review that was conducted, although themmenter agreed that a newly
assigned Approved Person should still be required to itamé him/herself with the file
as contemplated by current Policy No. 2 and perform talsliiy review if he or she
becomes aware of a material change in client circaumss.

IFIC noted that other requirements, such as the provisiguiring a new representative
to familiarize him/herself with the file and the suildy review requirement under Rule
2.2.1(c), as well as two-tier account supervision at thee tof initial set up and
subsequent triggers, are sufficient to render the requiterarder proposed Rule
2.2.1(e)(iii) superfluous, particularly in light of limitedviestor benefit. IFIC expressed
the view that the imposition of an “all-account” suitabilreview requirement on
reassignments will cause a large number of additiomgdlslity assessments to occur
each year, with virtually all resulting in "suitable"nadusions and recommended, in case
the MFDA is unwilling to remove this requirement coetply, that a dollar threshold,
such as $50,000 in assets, be adopted.

IFIC recommended allowing adequate time for conducting theweaarticularly upon a
transfer of assets into an account at the Member agdested adding the following
wording to the end of Rule 2.2.1(e): "prior to the finginsaction after the change or
client initiated activity with allowance for automatedrtsactions to continue.”

MFDA Response

The requirement for the Member and Approved Person to use due diligéfeanahe

essential facts” is a general statement of the principles-based obingadi collect the
facts necessary to know the client and assess suitability. Stsmfhenclude, but may
not necessarily be limited to, the enumerated items set out i6Q4&-or Policy No. 2,
as such information represents the minimum necessary to operatecthenand know
the client. Depending on the circumstances, the Member or Appr@rsdnPmay need
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to collect other information to fully understand the client’'s investnesgds and
objectives.

Under current Policy No. 2, Approved Persons are already required \tewethe
client's KYC information where they have been assigned responsioilityg client’s
account. At the same time, they should also be reviewing the ieméstim the client’s
account to further understand the client’'s circumstances and assess lgyitadie do
not expect all accounts to be subject to a suitability review but rathgr a sample
selected on a risk basis. A $50,000 threshold would not, in itself, l@@opriate
criterion. Automatic plans may or may not be included in the sample degemgon
whether they meet the Member’s risk criteria.

We agree with the commenter that Approved Persons, particularly thoseearn
commissions immediately on reassignment of the account, are expedtediliarize
themselves with the client files in order to understand their iemtg better. Rule 2.2.1

(e) (iii)) does not impose an “all-account” suitability review on reigement. As with the

other suitability triggers, it would be expected that the suitabidigsessment on
reassignment would be done on a sample basis using appropriate criteria developed by
the Member (for example, accounts holding high risk investmentsad@eeaccounts,

etc).

With respect to allowing adequate time to conduct a review and the sedgest
amendment to Rule 2.2.1(e), we note that Policy No. 2 requires thevAgdPerson to
assess the suitability of investments in each client account witleiasanable time, but

in any event no later than the time of the next trade. The detelomraitreasonable
time in a particular instance will depend on the circumstances surroundmg\ent
giving rise to the requirement to perform the suitability assessment

Rule 2.2.2 New Accounts

IGM recommended clarifying proposed Rule 2.2.2(a) to provide thie obligation to
open an account within a reasonable time is triggeredvamin the required documents
are in good order.

MFDA Response

The obligation to open an account within a reasonable time arises when the dequire
documents (i.e. all documents/information necessary to complete tbeunac
application) are received in good order. If a Member does not have euoffici
information to open an account, it would not be expected to do so.

Rule 2.2.5 Relationship Disclosure

SSI expressed concern that proposed Rule 2.2.5, as draftegpemn to significantly
different interpretations. SSI acknowledged the MFDgent to issue a MR Notice to
provide additional guidance with respect to the level of Hétaibe set out in the
relationship disclosure document, but expressed the vidughwvas also echoed by
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IFIC, that it is not possible to fully respond to theopbsed Amendments without
knowing the content of the MR Notice. SSI expressett@m that the interpretation of
the Rule in the anticipated MR Notice will be the staddegainst which Members will
be regulated. As a consequence, SSI, IFIC and TDIS rmaeaded that the industry be
given an opportunity to comment on the proposed MR Notoggether with Rule 2.2.5,
which should be re-published for comment at that time.

IFIC recommended that any requirement (such as one to sésdalt products and
services offered by the Member) increasing the volundisafosure without necessarily
informing the client be avoided.

Quadrus expressed support for the concept of providing infanmaéquired under
proposed Rule 2.2.5 to clients to assist them in makiogn#d investment decisions but
noted the importance of a balance between the amouintfaymation that could be
included as part of the disclosure and the amount thaitcleay reasonably read and
digest. In addition, Quadrus requested including a templadeMR Notice providing
guidance on Rule 2.2.5, which Members could use to assist iththe development of
their own disclosure, as well as clarification asvteether the information required by the
Rule needs to be contained in one separate documénherdisclosure (or pieces of it)
can be placed within the various account and associateldslise documents that are
already provided to clients when they open a new account.

PFSL expressed the view that the proposed wording of Ru@.5(e) may require an
overly extensive description of KYC information andhofv that information is used and
recommended redrafting the subsection to require a plain lgagdisclosure of the
importance of investment suitability and KYC information.

IFIC expressed the view that the requirement of Se&i@rb(e) for advisors to define the
various terms with respect to KYC through written disare increases the volume of
materials to be provided at account opening without measubablfit to investors and

should be removed. IFIC also noted that IFIC membeve B#ated that clients may
respond negatively to the level of disclosure presdribethe Proposed Amendments,
and that, due to the volume and complexity of the naserit will be unread and

unwanted.

The IFB expressed the view that commenters are not tablilly appreciate the
implications of the Proposed Amendments and therefonement on them without the
benefit of reviewing future additional guidance to be provideM it Notices. The IFB
recommended that, given that a number of Approved Perdsashold other types of
financial licenses and the fact that clients ofterdt@lariety of investments outside the
purview of their mutual fund advisor, certain investors ivergthe right to opt-out of the
requirement to receive some or all of the prescribeatiogiship disclosure materials.
The IFB expressed the opinion that, absent such an ubppmvision, in certain
circumstances the regulatory reliance on KYC forn suitability reviews can create a
seemingly disparate situation, when in reality thentkeasset mix and risk tolerance is
in keeping with his/her overall situation. In the IFB/®w, such a provision would
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recognize the right of clients to determine the leviekervice they receive from the
dealer/advisor and the level of detail related to theisg®wal and financial situation that
they wish to provide to access those services. ThesligBested that clients who choose
to opt out be entitled to reverse this decision at zng.t

FAIR recommended that all information pertaining to fegdsarges and other advisor
compensation appear in a single document written in [@aguage. FAIR expressed the
view that allowing other documents to be incorporated bgreete would diminish the
benefit of simplified relationship disclosure and recanded that, since few investors
actually read or review opening documents because oflémgth and complexity, this
information be made easily accessible to investoAARFecommended that, at the very
least, the main disclosure document include a brief samam plain language of any
incorporated documents. FAIR also recommended addressingsties of fiduciary
responsibility and the conflict of interest betwees thent, the Approved Person and the
Member in more detail.

MFDA Response

With respect to comments that the implications of the Proposed Ametsdoannot be
fully appreciated without the benefit of guidance in related MR Notwes)ote that the
substantive requirements of the Proposed Amendments are contained uleffolRy

that is being amended and were explained in the Notice of publication accompéuying t
Proposed Amendments and staff responses to comments received duringet2©QB
publication for comment. Guidance or clarification that may subsequentbsibed in a
companion MR Notice will clarify and not alter such requirements. hiégrtin an
attempt to determine the impact to the membership, MFDA circuldtaft sample
relationship disclosure to all Members and requested feedback in Felg0ary

Proposed new Rule 2.2.5 prescribes the core elements of discldsirentist be
provided to clients on account opening, which may be provided in one document or
several. This approach has been adopted to allow Members flexibilipwnthey
incorporate the required disclosure on their existing forms.

The requirements of subsection 2.2.5(b) refer to generic descriptiasp(oduct
type/class sold: mutual funds, GICs, exempt products, etc). Whariders only sell
proprietary products or mutual funds of a related issuer, this should aldsblesed.

Subsection 2.2.5(e) does not contemplate defining all KYC terms,saackriowledged

that certain terms, such as age, are self-explanatory. “Riskaiote”, “investment
objectives” and “time horizon” are examples of key KYC terms shaiuld be defined.
MFDA staff has found that Members and clients may attribute differegwings to these
terms, which may prevent clients from understanding the basis on whigh the
investments will be assessed. Members must define KYG term manner that
corresponds to their sales process. The KYC terms set out andddafi Appendix 1
(Example of KYC Information) of MR-0069 are intended as examples to provide
guidance to Members with respect to the type of terms to be defindevahdf detail
expected.
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With respect to the comment that clients often hold investmentsaert the purview of
their mutual fund advisor and, as a result, certain investors should havwgght to opt-

out of the requirement to receive some or all of the required odigid, MFDA
disagrees. The fact that clients may hold investments in addition t@lnfubhds does

not mean that they do not require information about the role and responsshditithe
mutual fund dealer and the duties of an MFDA Approved Person providing products or
services in respect of mutual fund assets in their account.

Clients who hold assets other than mutual funds may be under the impribsdiati
assets that they hold are subject to the same relationship disclogjuneeraents. In
such circumstances, providing the disclosure contemplated by Rule 2agicularly
important as it will allow the client to understand the relationshipldgae that applies
in respect of their mutual fund assets (particularly as it pertansompensation paid to
the MFDA Member and the content and frequency of reporting for sucls)asset

The description under subsection 2.2.5(a) should address how the advisognstigti
operates, which may include a statement that the client is resporisiblmaking
investment decisions but can rely on the advice given by the ApprevsshRand that
the Approved Person is responsible for the advice and ensuring thauitable based
on the client’s investment needs and objectives. Subsection 2.2.5(adesegurief
statement describing the Member's obligations to assess investmigabilisy in
accordance with Rule 2.2.1 and advising the client of when (i.e. upon theeym=iof
specified events) the Member will assess the suitabilitiyeoinvestments in the client’s
account.

There are a number of important disclosure documents required to be préewidieehts
that cannot be effectively summarized into one document. Accordingigtigty the
requirements of subsection 2.2.5(g), firms may refer a client isiirgx sources of
information, e.g. the prospectus, point of sale disclosure documenoffering
memorandum.
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Policy No. 2 Minimum Standards for Account Supervision

Introduction — Requirement to Obtain Approval of Al ternative Procedures

IFIC acknowledged that alternative policies and procedomest adequately address the
risk management issues of the Member but recommendedilitgxit allowing dealers’
implementation of those strategies in order to perneiri{ders to operate according to
their own business model. IFIC recommended that seekiRDAVistaff approval of
alternative procedures be a best practice rather thaquaement. PFSL recommended
that, in the event of market changes or innovatios, MDA approval process be
expeditious to enable investor needs to be met on a tivasly.

MFDA Response

The requirement for MFDA staff pre-approval of alternate policies aodgquiures was
requested by members of the MFDA PAC to allow Members figxibicomplying with
the minimum thresholds. Pre-approval of alternative approaches allows fewel
playing field among Members and a consistent level of investor proted¢tidight of the
fact that all Members have been subject to at least two examinatiangdipg pre-
approval to Members with alternative arrangements is a fairly simatel
straightforward process. Historically, Members who wish to change fugability
framework have approached MFDA staff in advance as a prudent business ptactice
ensure that they are not spending time and incurring cost to implenmesw atructure
that might not comply with MFDA requirements. Further, the pre-appn@ealirement
would generally apply to changes to material aspects of a Member’'s Bqgugrsystem
such as changes to the Member’s trade review thresholds that degratéhe minimum
standards set in the Policy.

Delegation of Procedures

IFIC expressed support for the requirements under sedtiamder Delegation of
Proceduresand agreed with the MFDA'’s response to the first puldioator comment
that indicated that trades cannot be properly reviewedsialesdividual has the type of
experience and understanding of trade suitability procedegas/alent to a branch
manager/compliance officer. IFIC recommended thate@fairement be limited in scope
to trade reviewers for suitability.

MFDA Response

The purpose of this section is to confirm the general principle thds tasust be
delegated to individuals with the same proficiency as the delegating mquervhe
section also provides flexibility where the Member can denaiesthat the individual
performing the delegated task has equivalent training, education or experedatasl to
the function being performed.

This principle is also intended to be broader in its application, not duniio trade
supervision and covers all supervisory activities.
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Education

IFIC expressed satisfaction with the fact that thquirement for dissemination of
relevant information contained in regulatory notibeselevant employees was amended
and recommended also amending section 1 uBdacationto read: "Member's current
policies and procedures manual must be made availableet@nélsales and supervisory
personnel."

MFDA Response

All sales and supervisory personnel should receive a policies and procedures.manual
Members generally have different manuals containing policies and procethats
pertain to the functions the individuals perform. It would be expectedndatdividuals

are provided with the manual that applies to the specific functions Hegt &re
performing.

Documentation of Client Account Information

Referring to subsection 3(0) und&ocumentation of Client Account Information
regarding obtaining information required by other laws, &as recommended that this
information not be specifically required under the &olas Members and Approved
Persons must abide by applicable federal and provincial laws.

With respect to subsections 3(g), 3(h), 3(0), 4(e) and 4(ag¢nDocumentation of Client
Account Informatiorregarding obtaining information required by other laws, &8li
IFIC recommended removing these requirements from theyPnce this information
is already required to be collected under existing laws$ @nregulated by other
government agencies. The commenters expressed théhaethe MFDA should not be
enforcing the regulations of other regulators and recommendeelle Members are
unaware of other requirements, issuing MR Notices to proatitétional guidance on
compliance with other regulatory frameworks.

Quadrus requested clarification as to whether the regemeito provide calculation of
net worth under subsections 3(n) and 4(l) was necessdrgxpressed the view that it is
sufficient that a client simply state his or her netrth for the purpose of this section.
IGM recommended amending subsection 3(n) to require Membeabtain details of the
client's liquid assets only where the client is cormrandea leveraged investment.

With respect to section 5 undBocumentation of Client Account InformatjgdQuadrus
requested clarification as to whether the three sepayaes of accounts that are required
to be tracked for supervisory purposes, being: (i) registapedunts; (i) leveraged
accounts; and (iii) accounts of any registered salespsrimily member are required to
be readily identifiable if they are operating undematéd trading authorization/power of
attorney or whether this qualification only refers tocamts of any registered
salesperson’s family member.
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MFDA Response

Through compliance reviews, MFDA staff has identified situations wiergbers were
unaware of requirements under other relevant legislation. Accorditigdge items were
included with the intention of assisting Members by providing a cheaklistient
information required on account opening. MFDA staff is of the view tlzaintinues to

be appropriate to include such information in this section. Further, widpaet to
Proceeds of Crime legislation, MFDA has an understanding with the Financial
Transactions and Reports Analysis Centre of Canada (“‘FINTRAC”) that vile w
generally be considering Member compliance with such legislation whdarmpeng
examinations in order to avoid Members being subject to duplicate exammdty
FINTRAC.

Proposed Policy No. 2 has been amended to only require the details ofrtiefavamon-
registered leveraged accounts.

Changes to Know-Your-Client Information

IGM recommended amending section 1 urdeanges to Know-Your-Client Information
to require an Approved Person or Member to update KYC irdtom only when a client
advises them of a material change rather than whenpgno®ed Person or Member
becomes aware of such a change and noted that, unddiR@€E proposal, this
obligation is only triggered when the change is reflecteédardealer's KYC records.

RMFI and PH&N expressed support for the suggested approadyuoe the branch

manager to review suitability upon a material changedheat's KYC information on a

sample basis and recommended that the wording of sectioddé&r Part IV (Branch

Office Supervision) of the Policy be amended to reddie"branch manager must
perform a suitability review on a sample basis whematerial change results in..."
RMFI and PH&N recommended extending this approach to incdudeguirement that

the Member approve all material changes in client infoomatn accordance with

proposed Rule 2.2.4(c). Further, RMFI and PH&N proposed dimgrsection 7 under

Changes to Know-Your-Client Informatida reflect KYC reviews and approvals by
Members on a sample basis.

With respect to the inclusion of guidance on branchagars' reviews of material
changes and, more specifically, references to changds to justify unsuitable trades or
leveraging in section 7 undé€hanges to Know-Your-Client InformatioRMFI and
PH&N cautioned against including binding regulatory interpretatand examples in the
Policy and recommended addressing these issues throughN\otitB.

RMFI and PH&N expressed the view that the expectatian shbranch manager "be
aware of situations where material changes may hawe i@ele to justify unsuitable
trades or leveraging" is unduly onerous as, in mosamests, such changes are done at a
client's request in order to complete an unsolicited ams. In RMFI's and PH&N'’s
view, branch managers should be responsible for reviemiaigrial changes in client
information on a sample basis, including the review of supgpdocumentation that
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reflects details of any cautionary advice given to tlentiwith respect to such change.
RMFI and PH&N recommended removing this section fromRbécy and addressing
this issue in a MR Notice.

RMFI and PH&N recommended that the requirement undetidde8tunderChanges to
Know-Your-Client Informatiothat Members provide clients with a document specifying
the client's current risk tolerance, investment objesti time horizon, income and net
worth be made consistent with proposed Rule 2.2.4(c) arignited to risk tolerance,
investment objectives and time horizon. In addition,FRishd PH&N noted that, due to
possible system limitations (e.g. information that ismaaned on an account level vs. at
the client level), it may not be possible or appropriat include information on income
and net worth.

MFDA Response

Section 1 has been amended so that the Approved Person or Member must update the
KYC information whenever they become aware of a “material change iémt cl
information”. The definition of this term in Rule 2.2.4(a) has beenndet and now

refers to “any informationthat results in changes to the stated risk tolerance...”, in
place of “that could reasonably result”.

The requirement of the section has been amended so that a suitabéisgrasat of
investments in each client account becomes necessary where a Mecd®es aware
of a material change thaksultsin a significant change to the stated risk tolerance, time
horizon or investment objectives of the client or would have a significgact on the
net worth or income of the client.

As section 7 now refers to approving a “material change in client irdbon”, as
defined in Rule 2.2.4(a), consideration of the previous KYC informatigarmof such
approval should be done with each such account and is not appropriate on a sample
basis. MFDA staff considers the example included to be appropriatecisifies the
regulatory intent of the section.

Section 8 was amended to remove the requirement that all KYC infomntiadit applies

to the client's account be provided to the client upon material changesetiNéw

Account Application Form (“NAAF”) or KYC forms. MFDA staff redarthe revised

requirement (i.e. current risk tolerance, investment objecti@e horizon, income and
net worth) as being the minimum information that should be provided ta¢hé @h any

such NAAF or KYC changes.

Assessing Suitability of Investments with Respect t 0 Leveraging Strategies

RMFI and PH&N expressed concern with the prescriptive ambraregarding the
suitability assessment of investments in consideratfoa leveraging strategy. RMFI
and PH&N expressed the view that the level of knowledge farticipation of the
Approved Person and Member in the recommendation aniiafaon of the loan must be
considered and that the collection of loan documemtatioloan details, other than the
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amount of the loan, could be misleading to clients ardtera perception that the loan
itself is assessed for suitabilty. RMFI and PH&N necoended that the Approved
Person and the Member only be held to standards congiggoto the proficiency
requirements of a mutual fund representative/branch gesir@end not those of a loan
specialist and that this significant issue be remox@h the Proposed Amendments until
further study and thorough industry consultation has talerepl

PFSL expressed the view that providing details on supervaswtylisciplinary processes
and procedures to Approved Persons, as required by sectionrdRamti#l of the Policy,
could create unnecessary compliance risks as certagctaspf this type of information
are key elements of the Members’ compliance contmadsdasclosing them/such details
could potentially lead to salespersons adjusting behavianieffort to circumvent the
controls.

PFSL recommended redrafting the Approved Person requitémeraintain evidence of
performed suitability assessments and follow up actigridce this responsibility on the
Member rather than the Approved Person, as the Memhddwuore effectively be able
to establish the processes and procedures for the reteatih maintenance of this
information.

IGM recommended that the Member’s obligation to asdessatcount suitability only

arise prior to the time of the next trade in the actonstead of immediately. IGM also
recommended that the requirement to assess suitalggdy a material change in the
client's KYC only arise when that change has been agmwated by the client and not
when the Member or the Approved Person becomes awéne ohange.

MFDA Response

If an Approved Person does not have sufficient proficiency to deterfmairodient is able

to manage the financial obligations of a loan, then the Approved Person, who is
obligated to act in the best interest of clients, should not recommigmdscborrow to
invest. MFDA staff has, however, noted the concern that additionatierady may be
required for Approved Persons with respect to leveraging and will adthessvith the
course and exam providers.

It is not expected that the Member provide detailed explanations regafwngtriade
supervision and disciplinary processes to Approved Persons. Ratheqtheemeent to
communicate supervisory and disciplinary processes to Approved Perssmeeaat to
provide general guidance to Approved Persons regarding the Member's stytabili
standards and the consequences of nhon-compliance.

With respect to maintaining evidence of suitability assessments aod-fgll action,
Members are already required to maintain evidence of their supeyvasuivity. Part 7
under Section Ill requires Approved Persons to evidence they haydiembwith their
obligation to perform a suitability assessment as required under propose@Rul (e).
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Policy No. 2 requires the Approved Person to assess the suitalbilityestments in each
client account within a reasonable time, but, in any event, no later Heatime of the

next trade. The determination of reasonable time in a particular instailicéepend on

the circumstances surrounding the event giving rise to the requitetmeperform the

suitability assessment. The requirement is intended to ensura sogiability review is

performed as soon as reasonably possible following the trigger eveatreView were

required only prior to the time of the next trade, a significant periotinee may have
elapsed between the trigger event and the suitability review.

Branch Office Supervision

Branch Office Supervision — Daily Reviews

SSI expressed the view that the daily branch office reviegquirements are too
prescriptive and depart from the principle-based approachthén Policy. SSI

recommended that Members be able to establish daily teaewr standards that
reasonably address management objectives. SSI expréssesgw that the proposed
thresholds are too low and complex and will resultairsignificant increase in the
complexity of daily reviews and systems changes to gendrading blotters that
differentiate trades based on dollar amount and risky wo measurable increase in
investor protection. SSI noted that such daily blotters véil complex and voluminous
and these requirements will increase the probabilityusfian error in the review process
and decrease the quality of the review. SSI commehtgdrades of higher monetary
value are more risky and the risks respecting trades WBH®000 can be managed
internally by Members. SSI and IFIC recommended adopéingimple minimum

threshold for branch level daily trade reviews of $10,00@lidrades and redemptions.

IGM expressed the view that the requirement that thadh manager review all initial
trades is unnecessary and recommended that Memberslibsteaquired to implement a
monitoring process to review appropriate initial trades asqgiaan integrated oversight
model. IGM acknowledged that the review thresholds Haeen increased from the
previous version of the Proposed Amendments, but reconedethat the Policy provide
Members with flexibility to use a risk-based approach terehe which trades in the
securities should be reviewed rather than prescribefgpceshold amounts.

IFIC acknowledged that it is prudent for dealers to momissible outside business
activity where money may be leaving the Member for reimaest into other potentially
inappropriate or unauthorized investments; however, it rewmded removing the
requirement that the branch manager assess the impdcampropriateness of any
redemption charges and the suitability of the redemptitim negard to the composition
of the remaining portfolio. IFIC expressed the view theferred sales charges are set at
the time of initial sale and are fully explained in thext of the prospectus and
minimizing sales charges should be viewed as one of aewensiderations a
representative should consider in recommending to emtch strategy for managing
redemptions. In IFIC’s view, other considerations mightude taxation and impact of
the redemptions on investment mix. IFIC recommendedltieabranch manager not be
responsible for a re-assessment of the previous retetwather be required to ensure
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that there is a consistent and robust evidence of $hkesament, as trade suitability
assessment is required at the advisor level.

IFIC expressed the view that mandating a branch managassess the investment
suitability in each client account upon a material cleaingKYC information will create
redundancies as the review is already assessed atviserdevel under Rule 2.2.1(e)(1).
IFIC recommended that the branch manager "supervise"rrabian "assess" the
suitability of investments.

MFDA Response

As noted above, certain regulatory requirements were more prisdialsed prior to the
development of the Proposed Amendments. Where MFDA staff has bemscri
requirements in greater detail, for example with respect to rddetreview thresholds
proposed in Policy No. 2, this has been in response to requests ferdmnection from
Members. In addition, the prescribed requirements address complsswesiidentified
during reviews of our Members’ branch supervision procedures and the idenéified

by MFDA enforcement staff while assessing and investigating cases.

The trade review thresholds are risk-based. In developing the teadlew thresholds,
MFDA compliance staff examined the review thresholds used by Menamet
determined that 80% of Members were already conducting the proposed tytpasdeof
reviews. Further, since the issuance of proposed Policy No. @bkts who previously

did not meet the recommended trade thresholds have updated their policies and
procedures to be consistent with the proposed Policy. Therefoestingate the number

of Members currently in compliance with the proposed Policy No. 2 tradew
thresholds is much greater than 80%.

With respect to branch manager review of initial trades, membetseoMFDA PAC
suggested this requirement, as the branch manager is already requiredrovampew
accounts and the majority of initial trades occur at the same time@uatis opened.

If a redemption results in the investments in a client's account egamsuitable, the
impact of the redemption must be discussed with the client prior tedeenption. If the
assessment was done at the time of the next trade, the portfolizenragonsistent with
the KYC information for a significant period of time.

In terms of assessing the impact and appropriateness of redemptions;hthsgtact that
a client obtains prospectus disclosure at the time of the purchase doesgate the
obligation of Members and Approved Persons to act in the best interds&ras. Where
redemptions are recommended and result in significant charges, thidastor that
should be considered in assessing the suitability of the redemption tianggszif.

Branch manager supervision of suitability necessitates that the branch mareafm
a suitability assessment. Effective supervision requires not amlyassessment of
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whether the task was performed, but also an assessment of wietlaer performed
properly.

Branch Office Supervision — Redemptions

RMFI and PH&N recommended removing the detailed guidance onw®ve
redemptions from Policy No. 2 and instead providing it in MBtidéés. RMFI and
PH&N suggested adopting a risk-based approach to the reviegeahptions with more
detailed guidance provided in supporting documents. For examplexpectation that
each and every redemption over $10,000 be reviewed and assgasesl the points
indicated in Section 3 of Part IV of the Policy may hetappropriate or necessary in all
circumstances. RMFI and PH&N recommended that branahagers be required to
consider these points where red flags are raised thatbmapdicative of improper
activity. RMFI and PH&N also agreed with industry comnagéorts who pointed out that
monitoring subsequent purchases at another firm for fpatly inappropriate”
investments is neither possible nor enforceable.

Given that redemptions may occur without the Approved Ré&smvolvement, for
example on client-name accounts, PFSL recommendedhilasection be redrafted to
require the branch manager to conduct the reviews onhsianices where the Approved
Person has been directly involved.

MFDA Response

Proposed Policy No. 2 does not require monitoring of subsequent purchases at another
firm. Rather, it requires the application of reasonable judgment wherewig
redemptions to consider whether, based upon the branch manager's knowletige of t
Approved Persons’ activities, the amount or pattern of redempt®rsiusual, which

may indicate an outside business activity. Where the branch manager haSedlent
unusual activity, the branch manager should take additional steps to resob@tesn.

Approved Persons contact fund companies directly to place redemption @nlérs
Approved Persons may also advise clients to contact fund companies doqutbcess
redemptions. Knowing whether or not an Approved Person “was involvedhe

redemption is difficult to ascertain without contacting the client imeaase. Given that
this would be impractical to do, the distinction has not been incorporated tive

criteria.

Branch and Head Office Supervision — Simplifying th e Requirements

PFSL recommended simplifying the thresholds for reviewdrading and account
activities and suggested that the reviews be based deviFleof risk associated with the
activities, which is not necessarily related to théadl@mount or whether or not the trade
was an initial or subsequent investment. PFSL expressedi¢w that the differing
thresholds make these sections unnecessarily comptexemommended setting the
thresholds at a common amount of $10,000 in order tondireathe requirements and
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place the emphasis on the risks associated with #haopis day’s trading and account
activities.

IFIC expressed the view that the branch and head offidg view requirements will
add compliance requirements that have not been @dstiin terms of improved
supervision, creating additional workload for the bran@mager and head office that
will be unmanageable and will decrease the current quafitgupervision with no
identified benefit for consumers or the regulatory pssatself.

MFDA Response

In developing the trade review thresholds, MFDA Compliance staff egdrtine review
thresholds used by Members and determined that at least 80% of Merabdtgt the
proposed types of trade reviews. Since the issuance of proposedNRmlizy Members

who previously did not meet the recommended trade thresholds have updated their
policies and procedures to be consistent with the proposed Policy. dieerefe
estimate that the number of Members currently in compliance witprtp®sed Policy

No. 2 trade review thresholds is much greater than 80%. Further, logssdour review

of larger firms with the most trade volume, the average mutual fawle s well under
$10,000 which would mean that adopting such criteria would result in most trades not
being subject to a suitability review.

With respect to the comment that the branch and head office dailyvrexdgiirements
are not justified, we note that these requirements (particularlyptbposed trade review
thresholds) have been adopted in response to requests for more difemtrolembers
and address compliance issues identified during staff reviews of Mebnaech
supervision procedures and issues identified by MFDA Enforcemenivkibgfassessing
and investigating cases.

Head Office Supervision

Head Office Supervision — Daily Reviews

SSI and IFIC expressed the view that the proposed hemé dtiily review thresholds
are too low and complex and recommended adopting a simplenum threshold for
head office daily reviews of $50,000 for all trades and redemsti IFIC agreed that the
appropriate threshold level for exempt securities shbal$5,000. IFIC expressed the
view that a higher level threshold would allow for dfeetive monitoring system to be
implemented as an oversight review for unsuitable investsnin a client account and
noted that Members may exceed the requirements by rexgjetvades below the
recommended level as prudent practice.

IGM expressed the view that the requirements of thisoselrgely duplicate the branch
office reviews, which is not the most effective usée@dd office resources.

MFDA Response
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In developing the trade review thresholds, MFDA Compliance staff egdrtine review
thresholds currently used by Members and determined that 80% of Mepnbsesntly
conduct the proposed types of trade revieWdith respect to comments indicating that
the proposed head office reviews are duplicative of those performed latatieh level,
head office reviews are intended to detect unsuitable investinetitexcessive trading
and serve the purpose of exercising effective oversight of braniclke offerations.
Higher trade thresholds and sampling of suitability of investments ailmlv reviews to
be less detailed than those required at the branch level, wHilbetig effective as an
oversight review for unsuitable investments and excessive trading.

Identification of Trends in Trading Activity

RMFI and PH&N expressed concern with the unnecessarilgnase approach to the
identification of trends and noted that this area wouldbést suited for a risk-based
approach in accordance with Members' business models uargle risks and

circumstances such as product offering, sales force contmemsructure and available
technology. RMFI and PH&N recommended removal of $kistion from the Policy and
addressing it in a MR Notice.

PFSL and IFIC expressed the view that the requiremientsupervisory procedures
under section 2 ofdentification of Trends in Trading Activitare unnecessarily
prescriptive as some Members may have more complexeHective procedures for
finding and addressing these issues and recommended includiteuse @llowing
Members to utilize alternative, MFDA-approved methodd procedures or providing
related guidance in a MR Notice. IFIC expressed the vieat the proposed
requirements increase the level of compliance widtks at the advisor, branch manager
and head-office levels, which puts a burden on the firm swgmgviroles and raises
industry costs without any corresponding enhancement ofiowrsprotection.

IGM expressed the view that the requirement to review etloants generating

commissions of greater than $1,500 per month under se&tti®of limited use and that

general commission trend monitoring, which is set ocagvehere in this section, is more
effective and recommended deleting this requirement.

IFIC expressed the view that the commission review rement will result in an
unnecessarily high number of exceptions to be reviewed.

IFIC noted that the requirements under section 2 ardleable enough to account for
certain events, for example, a market upswing, during lwaircadvisor may experience
significant increases in assets under administratidbl&") or, as acknowledged by the
MFDA, different business structures, e.g. where the AmmoRerson is compensated
exclusively on a salary basis. IFIC expressed the theivthe head office requirement to
perform quarterly reviews on AUA with a comparison te ame period in the previous
year will generate meaningless reports without any benetiEIC recommended
removing the requirements with respect to commissiondegrézan $1,500 and reports
of AUA.
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MFDA Response

Under MR Notice MR-0065 — Churning (“MR-0065"), Members are advised te hav
policies and procedures to detect instances of churning or excessivagtand properly
address these situations. MFDA staff has received inquiries fremlédrs requesting
more detail in respect of the policies and procedures that would be appeopiriater
MR-0065 and the Proposed Amendmemse been developed in response to such
requests. If a Member has a specific business structure in wigatisk of churning is
not present (e.g. where Approved Person is compensated exclasivelgalary basis),
not all of these reviews would be necessary.

The trend reports in proposed Policy No. 2 are intended to assistntifideg unusual,
excessive trading patterns. In developing these standards, we consglaesddg

industry practices and the standards in place at other regulators. Fuitembers and
back-office service providers have already made systems changesitte phevtypes of
reports outlined in proposed Policy No. 2.

With respect to comments suggesting that the requirements unden s2care not
sufficiently flexible to account for significant increases in AUWAe requirements
contemplate such increases. Section 2 refers to “Significant increasesamissions or
AUA beyond those caused by market fluctuations’” as ones that may indicate issues with
churning or leveraging strategies. In addition, significant increases inA Aat
commissions identified in the required reporting would be explainabte, tvey due to a
market upswing, as a general trend of such increases over the quattker lve observed
across the industry.

Rule 2.8 (Client Communications)

Communicating the Rate of Return

FAIR recommended mandating provision of a personalizesl aareturn to clients on
their statements in relation to the performance ofrédtevant benchmarks, in order to
allow clients to truly assess how their investmengsfaring. FAIR expressed the view
that a majority of Members are able to overcome mralctifficulties of providing such
calculations and recommended that the MFDA and the @®@ire calculating and
reporting client portfolio returns at least annually, &l ws mandate the inclusion of the
returns of the relevant benchmarks.

MFDA Response

Rule 5.3.5 requires Members to provide their clients with accoufdrpgance reporting

on an annual basis. We note that the provision of rate of return informatioalémant
benchmarks was considered by the CSA/SRO working group addressing account
performance reporting requirements. Difficulties were idertifieth adopting such a
requirement, including the fact that there is no one standard or relevafdrpence
benchmark applicable for all accounts. Inappropriate use of performance berkchmar
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could result in clients adjusting the composition of their portfolios orretise making
investment decisions that are inconsistent with their identifigdsiment objectives as
they seek to pursue the benchmark.

We note that the provision of performance benchmarks are not prohibited uniger R
2.8.3 provided that benchmarks provided to a client are relevant to that slportfolio
and not used in a manner that is misleading.

Requirement for Member to Approve Any Client Commun ication

Advocis reiterated its concerns noted during the fitgtlication, noting that the proposed
requirement under Rule 2.8.3(b) may be interpreted to appBblltApproved Person

communications, whether written or oral and recommeradadnding this section by
removing the word “any” to clarify this section.

MFDA Response

The section does not require further clarification.

As noted, the requirements in proposed Rule 2.8.3(b), refer to “d@ntmunication”,
which is defined in Rule 2.8.1 asrly written communication” by a Member or
Approved Person to a client of the Member, including trade confirmations aodirsc
statements, other than an advertisement or sales communication”. Awaglgrdonly
written communications and not verbal conversations that reference perfa@naaac
subject to the requirements of Rule 2.8.3(b). In addition, Rule 2§.8res Member
supervision of client communications containing a rate of return regarding afispec
account or group of accounts and does not require Member supervision of a rate of
return provided for specific products.

Rule 5.3 (Client Reporting)

Client Reporting

RMFI and PH&N expressed concern that the Proposed Amemtsrare not harmonized
with other regulators’ client reporting requirementsor Example, RMFI and PH&N
noted that proposed NI 31-103 will require all dealers, inctudnutual fund dealers, to
deliver account statements every three months for tieght name and nominee name
accounts and therefore further consequential amendrtente MFDA Rules will be
required to harmonize with NI 31-103. RMFI and PH&N recanded that the client
reporting requirements not be finalized at this time ideorto avoid unnecessary
confusion.

IGM expressed concern that a number of the key tered insRule 5.3.5, including total
assets deposited and withdrawn, remain undefined and resaenh clarification of the

requirement in section 5.3.5 (a)(v) to include gains ansels IGM noted that if this

requirement is meant to reflect changes in value, yt mad be a concern, however, if it is
intended to reflect potential tax consequences it would Ber clarity, IGM
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recommended addressing this issue either through amendméenésgmposed Rule or,
alternatively, through an MR Notice providing further guidancthis area.

FAIR expressed support for the requirement to provide the gdifoas in the account as
at the end of the reporting period and noted that thidagieal step forward in order to
facilitate investors’ access to the key informatioatiaty to their investments.

IFIC acknowledged the fact that investors should redeasic, core information on the
performance of their investments annually; however xgiressed the view that the
Proposed Amendments are too prescriptive in this regii recommended focusing
primarily on a requirement that full disclosure be providedthe client, via the
Relationship Disclosure Document, on the specifics & fnovided performance
information and its delivery and providing Members with teity with regard to

specific information to be provided and methodology todmedor its delivery.

IFIC expressed the view that there remains confusiom a&lset requirement for annual
reporting and requested clarification whether a quartealgstent is to contain activity
and performance information for the quarter and for tegipus three quarters.

MFDA Response

The MFDA has made consequential amendments to MFDA Rules to conform to
requirements under NI 31-103. These amendments to reflect NI 31-103ichpacit the
proposed changes for performance reporting.

The Proposed Amendments permit flexibility regarding the method olosingre
performance information (either as a percentage or dollar value of hhedmponents).
Further, the method of delivery has not been prescribed. Performagicen r
information must be provided annually. This information can be incorporated into an
account statement or can be provided separately.

Quarterly account statements must include an activity report fdr gacsaction made

by the client during the period covered by the statement (i.e. duringutivéer). Under
proposed Rule 5.3.5, the Member must provide account performance reporting on an
annual basis. If a Member chooses to provide such information more frigg{eegt by
including it on the quarterly statement), it must be provided on an annubbzesl
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