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ARTICLE

New Compensation Restrictions for a New Decade – CSA Bans with Twists in Ontario
Just  i n  t i m e  fo r the  ho l i days,  the  Canad i an  Securi t i es Adm i n i st ra to rs yeste rday re l eased  CSA Sta ff  No t i ce  81 -332  Next S teps on  Proposa l s to  Proh i b i t
Certa i n  Investmen t Fund  Embedded  Commi ssi ons.  T he  CSA i n  a l l  p rovi nces and  te rri to ri es,  o the r than  the  OSC, have  deci ded  to  m ove  fo rward  wi th  f i na l
ru l e  changes to  ban  paym ents by fund  m anagers to  dea l e rs o f  up fron t  sa l es com m i ssi ons (tha t  i s,  those  paym ents associ a ted  wi th  de fe rred  sa l es charge
purchase  op t i ons).  T he  CSA i n  a l l  p rovi nces and  te rri to ri es,  i ncl usi ve  o f  the  OSC, have  a l so  deci ded  to  m ove  fo rward  wi th  f i na l  ru l e  changes to  ban
tra i l i ng  com m i ssi on  paym ents to  d i scoun t  b roke rs.  We can  expect  to  see  these  po l i cy deci si ons re f l ected  i n  f i na l  ru l e  am endm ents to  Na t i ona l
Instrum en t 81 -105  Mutua l  Fund  Sa l es Pract i ces pub l i shed  du ri ng  the  f i rst  quarte r 2020 .

T h i s pub l i ca t i on  com es a  l i t t l e  ove r a  year a f te r the  end  o f  the  com m ent pe ri od  on  the  p roposed  am endm ents to  NI  81 -105  tha t  were  pub l i shed  i n
Sep tem ber 2018 .  BLG's Investm en t M anagem ent Bu l l e t i n  on  th i s pub l i ca t i on  i s ava i l ab l e  he re and  ou r com m ent l e t te r i s ava i l ab l e  he re .

T he  CSA i nd i ca te  tha t  the re  wi l l  be  a  t ransi t i on  pe ri od  o f  a t  l east  two  years fo r the  DSC ban  and  a f te r the  e ffect i ve  da te ,  no  new sa l es usi ng  the  DSC
purchase  op t i ons wi l l  be  pe rm i t ted  i n  Canada ,  o the r than  i n  On ta ri o  (bu t  see  be l ow).  T he  redem pt i on  schedu l es app l i cab l e  to  i nvesto rs who  acqu i red
securi t i es be fo re  the  DSC ban  wi l l  be  pe rm i t ted  to  run  the i r cou rse .  S i m i l a rl y,  a  two-year t ransi t i on  pe ri od  wi l l  app l y fo r the  ban  on  t ra i l i ng
com m i ssi ons.

T he  CSA si gna l  tha t  they a l so  p l an  to  exp l a i n  how they vi ew the  app l i ca t i on  o f  the  upcom i ng  enhanced  con f l i ct  o f  i n te rest  ru l es tha t  a re  pa rt  o f  the
Cl i en t  Focused  Re fo rm s (am endm ents to  Na t i ona l  Instrum en t 31 -103  tha t  wi l l  be  e ffect i ve  Decem ber 31 ,  2020) to  any con t i nued  use  o f  the  DSC
purchase  op t i on .  I t  wi l l  be  i m portan t  to  consi de r the  CSA's vi ews and  respond ,  as necessary,  pa rt i cu l a rl y i f  the  CSA a re  a t tem pt i ng  to  do  i nd i rect l y,  wha t
they have  no t  done  d i rect l y.

Wh i l e  the  OSC i s no t  i m p l em ent i ng  a  to ta l  ban  on  DSC, they a re ,  however,  consi de ri ng  restri ct i ons on  the  use  o f  DSC to  (i n  the i r words) "m i t i ga te
nega t i ve  i nvesto r ou tcom es" .  OSC Sta ff  No t i ce  81 -730  Consi de ra t i on  o f  A l te rna t i ve  Approaches to  Address Concerns Re l a ted  to  De fe rred  Sa l es
Charges"  was re l eased  by the  OSC si m u l taneousl y wi th  the  CSA Sta ff  No t i ce .

Op t i ons be i ng  consi de red  by OSC sta ff  i ncl ude :

Ban  on  DSC sa l es to  o l de r i nvesto rs

Regu l a to ry l i m i ts on  the  te rm s fo r redem pt i on  fees

Ban  on  the  use  o f  bo rrowed  funds to  f i nance  DSC purchases

Regu l a to ry l i m i ts on  accoun t  si zes

Requ i ri ng  f i rm s to  g i ve  i nvesto rs "ha rdsh i p  excep t i ons f rom  redem pt i on  pena l t i es" .

T he  OSC p rovi ded  no  t i m i ng  o f  any fu tu re  pub l i ca t i on  to  i m p l em ent these  restri ct i ons (wh i ch  wi l l  need  to  be  i n  d ra f t  open  fo r com m ents).

T he  regu l a to ry conversa t i on  abou t  em bedded  com pensa t i on  i n  the  fund  i ndustry has been  a  l ong  one  (si nce  2012) and  no  m atte r wha t  posi t i on  one
takes,  i t  wi l l  be  re fresh i ng  to  have  i t  com e to  a  cl ose  (pend i ng  any OSC deve l opm ents),  pa rt i cu l a rl y head i ng  i n to  a  new decade .  We wi l l  con t i nue  to
wa tch  fo r fu tu re  pub l i ca t i ons and  keep  you  i n fo rm ed .

P l ease  con tact  you r BLG l awyer o r the  au tho rs o f  th i s Bu l l e t i n  i f  you  have  any quest i ons abou t  the  CSA's p ronouncem ents on  sa l es com pensa t i on ,
i ncl ud i ng  those  o f  the  OSC on  regu l a to ry op t i ons regard i ng  DSC, o r on  the  Cl i en t  Focused  Re fo rm s.
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