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On October 3 ,  2019 ,  the  Canad i an  Securi t i es Adm i n i st ra to rs (CSA) re l eased  f i na l  ru l e  am endm ents i n tended  to  be t te r a l i gn  the  i n te rests o f  reg i st ran ts,
i ncl ud i ng  i nd i vi dua l  reg i st ran ts,  wi th  the  i n te rests o f  the i r cl i en ts.  T he  CSA em phasi ze  tha t  the i r a i m  i s to  crea te  a  “new, h i gher standard  o f  conduct”
across a l l  ca tegori es o f  reg i st ran ts,  wh i ch  wi l l  resu l t  i n  reg i st ran ts pu t t i ng  the  i n te rests o f  the i r cl i en ts f i rst ,  pa rt i cu l a rl y (bu t  no t  so l e l y) when  m anag i ng
con f l i cts o f  i n te rest  and  m aki ng  su i tab i l i ty de te rm i na t i ons.  T hus,  the  CSA descri be  the  ru l e  am endm ents as “cl i en t  focused  re fo rm s” (CFRs).

T he  am endm ents to  Na t i ona l  Instrum en t 31 -103  Reg i stra t i on  Requ i remen ts,  Exempt i ons and  Ongo i ng  Reg i st ran t  Ob l i ga t i ons and  the  associ a ted
Com pan i on  Po l i cy wi l l  com e i n to  fo rce  on  Decem ber 31 ,  2019  (sub j ect  to  governm ent approva l s),  bu t  wi l l  becom e e ffect i ve  ove r phased-i n  t ransi t i on
peri ods o f  two  years end i ng  Decem ber 31 ,  2021.  T he  CSA a l so  expect  tha t  the  Investm en t Industry Regu l a to ry Organ i za t i on  o f  Canada  (I IROC) and  the
M utua l  Fund  Dea l e rs Associ a t i on  o f  Canada  (M FDA) wi l l  am end  the i r ru l es wi th i n  tha t  t i m e-f ram e, so  tha t  m em bers o f  those  se l f -regu l a to ry
o rgan i za t i ons (SROs) — i nvestm en t dea l e rs and  m utua l  fund  dea l e rs,  respect i ve l y,  and  the i r rep resen ta t i ves — wi l l  be  sub j ect  to  the  sam e ru l es as o the r
reg i st ran ts.

I t  i s cl ea r tha t  the  CSA i n tend  fo r the  ru l e  am endm ents to  be  t ransfo rm at i ona l  and  g i ve  ri se  to  rea l  change  i n  how reg i st ran ts approach  the i r
i n te ract i ons wi th  cl i en ts,  as we l l  as com p l i ance  wi th  exi st i ng  p ri nci p l es o f  reg i st ran t  regu l a t i on .  Wh i l e  ce rta i n  o f  the  p roposa l s pub l i shed  fo r com m ent i n
Apri l  2016  and  i n  June  2018  have  been  d ropped  pend i ng  fu rthe r consi de ra t i on  by the  CSA, m uch  o f  the  June  2018  p roposa l s were  adop ted  i n  f i na l
fo rm . Consi sten t  wi th  the  CSA’s recen t  approach  to  reg i st ran t  regu l a t i on ,  the  CSA p rovi de  extensi ve  and  de ta i l ed  gu i dance  i n  the  Com pan i on  Po l i cy to
NI 31 -103 ,  on  the  regu l a to ry p ri nci p l es beh i nd  the  ru l e  am endm ents,  as we l l  as the  regu l a to ry expecta t i ons fo r com p l i ance  wi th  the  ru l es.  I t  i s vi ta l  tha t
reg i st ran ts work to  i m p l em ent the  ru l e  changes wi th  a  cl ea r understand i ng  and  consi de ra t i on  o f  the  CSA’s regu l a to ry expecta t i ons.

A l though  som e f i rm s wi l l  have  l ess to  do  to  i m p l em ent the  changes (depend i ng  on  such  facto rs as the  si ze  o f  the i r opera t i on  and  busi ness m ode l ),  we
be l i eve  tha t  a l l  reg i st ran ts wi l l  need  to  p roceed  p rom pt l y to  deve l op  a  p ro j ect  p l an  to  i den t i fy and  i m p l em ent changes to  cl i en t  docum enta t i on ,
i n te rna l  con tro l s,  t ra i n i ng  p rog ram s, com p l i ance  po l i ci es and  p rocedures,  com pensa t i on  m ode l s and  cl i en t  se rvi ces and  p roduct  l i ne -up ,  am ong  o the r
th i ngs.  S i gn i f i can t  work i s requ i red  wi th i n  the  app l i cab l e  t ransi t i on  pe ri ods and  we  an t i ci pa te  tha t  the re  wi l l  be  m uch  to  d i scuss,  bo th  i n te rna l l y and
wi th  exte rna l  advi se rs,  i ncl ud i ng  BLG. T he  CSA a re  o rgan i zi ng  an  i m p l em enta t i on  com m i t tee  to  p rovi de  gu i dance  and  answer quest i ons on  the  cl i en t
focused  re fo rm s;  we  have  asked  to  be  rep resen ted  on  th i s com m i t tee .

T he  CSA a re  a l so  con t i nu i ng  to  work on  the  next  stages o f  re fo rm s.  Each  o f  the  fo l l owi ng  top i cs i s descri bed  as a  separa te  and  l onger-te rm  p ro j ect :

Consi de ri ng  p ro f i ci ency requ i rem en ts fo r reg i st ran ts and  the i r rep resen ta t i ves;

Revi ewi ng  t i t l es and  desi gna t i ons,  i n  add i t i on  to  wha t  i s p rovi ded  fo r i n  the  ru l e  am endm ents;

Im posi ng  a  “sta tu to ry” f i duci a ry du ty fo r d i scre t i ona ry asse t /po rt fo l i o  m anagers i n  those  p rovi nces where  one  does no t  a l ready exi st ;

Revi ewi ng  re fe rra l  a rrangem ents,  g i ven  tha t  the  restri ct i ve  June  2018  p roposa l s were  d ropped ,  pend i ng  th i s fu rthe r study.  Wi th  the  ru l e
am endm ents,  re fe rra l  a rrangem ents m ust  be  consi de red  i n  the  con text  o f  consi de ri ng  m ate ri a l  con f l i cts o f  i n te rest ;

Cl a ri fyi ng  the  ro l e  o f  Ul t i m a te  Desi gna ted  Persons and  Ch i e f  Com p l i ance  Off i ce rs;

Revi si t i ng  the  June  2018  p roposa l s regard i ng  pub l i cl y ava i l ab l e  i n fo rm at i on ,  wh i ch  have  been  d ropped  pend i ng  th i s fu rthe r study.

NI 31-103 Amendments: Supersizing Existing Regulation and Regulatory Guidance

T he  NI 31 -103  ru l e  and  po l i cy am endm ents genera l l y i nco rpo ra te  and  expand  upon  SRO regu l a t i on  and  regu l a to ry concep ts and  app l y them  to  a l l
reg i st ran ts,  as we l l  as a rt i cu l a te  CSA po l i cy i n  re l a t i on  to  them . T he  CSA em phasi ze  tha t  a  reg i st ran t  m ay i m p l em ent the  new ru l es and  gu i dance  i n
ways tha t  m ake  sense  fo r the  pa rt i cu l a r f i rm  — tha t  i s,  the  ru l es and  gu i dance  a re  no t  i n tended  to  be  “one-si ze -f i ts-a l l ”,  bu t  ra the r a re  “sca l ab l e ” i n  l i gh t
o f  d i ffe ren t  busi ness m ode l s.  T h i s concep t  i s no t  speci f i ca l l y p rovi ded  fo r i n  the  ru l e  am endm ents no r as a  genera l  ove ra l l  sta tem en t i n  the  Com pan i on
Po l i cy.  Ra the r,  a t  va ri ous po i n ts i n  the  Com pan i on  Po l i cy,  the  CSA address th i s concep t  i n  genera l  te rm s sta t i ng  tha t  f i rm s m ay ta i l o r the i r p rocesses fo r
com p l i ance  wi th  the  new requ i rem en ts to  the  f i rm ’s “busi ness m ode l ”.  Fi rm s a re  expected  to  use  the i r “p ro fessi ona l  j udgem ent” i n  de te rm i n i ng  how best
to  i m p l em ent the  speci f i c ru l e  am endm ents and  sta ted  regu l a to ry expecta t i ons.  T h i s shou l d  g i ve  som e com fo rt  to  reg i st ran ts i n  deci d i ng  to  wha t  exten t
they a re  ob l i ged  to  i m p l em ent the  fu l l  panop l y o f  ru l es and  gu i dance ,  a l though  the  CSA sta ff  wi l l  be  the  u l t i m a te  a rb i te rs o f  whe the r f i rm s have  done
enough .

T he  m ost  si gn i f i can t  NI  31 -103  am endm ents a re  sum m ari zed  be l ow, a l ong  wi th  som e o f  ou r b roader though ts on  the i r i m p l i ca t i ons.  As no ted  p revi ousl y,
i n  m ost  cases,  the  new ru l es a re  conci se ;  i t  i s the  gu i dance  fo rm i ng  the  CSA po l i cy p rovi ded  i n  the  Com pan i on  Po l i cy tha t  i s o f ten  l eng thy and  de ta i l ed
and  can  be  expected  to  g i ve  ri se  to  the  m ost  si gn i f i can t  i m p l em enta t i on  and  com p l i ance  i ssues.

Our sum m ary be l ow h i gh l i gh ts the  ru l e  am endm ents i n  the  o rde r tha t  they appear i n  NI  31 -103 .  Toge the r wi th  ou r cl i en ts,  we  wi l l  con t i nue  to  consi de r
the  re fo rm s ove r the  com i ng  weeks.  We p l an  to  host  a  focused  sem i nar on  the  i m p l em enta t i on  i ssues associ a ted  wi th  the  ru l e  am endm ents a t  ou r
Toron to  o ff i ce  on  January 16 ,  2020 ,  where  we  wi l l  add ress quest i ons f rom  our cl i en ts and  o the r i ndustry pa rt i ci pan ts.

T he  new ru l es and  gu i dance  re l a t i ng  to  con f l i cts o f  i n te rest  and  the  m anda ted  changes to  “re l a t i onsh i p  d i scl osu re  i n fo rm at i on ” wi l l  com e i n to  e ffect  on
Decem ber 31 ,  2020 ,  wi th  the  ba l ance  o f  the  ru l e  changes and  gu i dance  becom i ng  e ffect i ve  on  Decem ber 31 ,  2021 .

New T ra i n i ng  Ob l i ga t i on  fo r Reg i st ran t  Fi rm s:  Fi rm s m ust  p rovi de  t ra i n i ng  to  rep resen ta t i ves (wh i ch  can  be  p rovi ded  by exte rna l  p rovi de rs) on  the  f i rm ’s
com p l i ance  wi th  securi t i es regu l a t i on ,  wi th  pa rt i cu l a r focus on  the  new “know your cl i en t” ob l i ga t i ons,  su i tab i l i ty assessm ents,  “know your p roduct”
ob l i ga t i ons and  con f l i cts o f  i n te rest .  T ra i n i ng  o f  rep resen ta t i ves i s descri bed  as a  fundam enta l  ob l i ga t i on  o f  f i rm s.  Speci f i c t ra i n i ng  i s expected  on  how
to  i den t i fy con f l i cts o f  i n te rest  and  how to  pu t  cl i en ts’ i n te rests f i rst  when  m aki ng  su i tab i l i ty de te rm i na t i ons.  T ra i n i ng  i s an  exam p l e  o f  an  a rea  where
the  CSA acknowl edge  tha t  “fo rm a l ” t ra i n i ng  p rog ram s m ay no t  be  “necessary o r p ract i ca l ” fo r “sm a l l ” f i rm s,  and  tha t  the  scope  o f  a  f i rm ’s com p l i ance
tra i n i ng  wi l l  depend  on  the  “na tu re ,  si ze  and  com p l exi ty” o f  i ts busi ness.  Reg i ste red  rep resen ta t i ves a re  expected  to  “upda te  the i r knowl edge  and
tra i n i ng ” to  keep  pace  wi th  new deve l opm ents i n  the i r i ndustry re l evan t  to  the i r busi ness.

New and  Supersi zed  Books and  Records,  Po l i ci es and  Procedures and  In te rna l  Con tro l s Requ i rem en ts and  Expecta t i ons:  Am ong  o the r m a tte rs,  f i rm s
m ust docum ent how they p rovi de  t ra i n i ng  to  the i r rep resen ta t i ves,  how they address va ri ous i den t i f i ed  con f l i cts o f  i n te rest  i n  the  “best  i n te rests o f
cl i en ts”,  the i r sa l es p ract i ces,  com pensa t i on  a rrangem ents and  i ncen t i ve  p ract i ces,  the i r i n te rna l  com pensa t i on  and  i ncen t i ve  p ract i ces and  how they
com p l y wi th  the  new “m i sl ead i ng  com m un i ca t i ons” p roh i b i t i ons.  A l l  o f  the  new enhanced  requ i rem en ts m ust  be  re f l ected  i n  revi sed  and  upda ted
po l i ci es and  p rocedures.  In te rna l  con tro l s m ust  be  speci f i ca l l y desi gned  to  assi st  f i rm s i n  m on i to ri ng  com p l i ance  wi th  the  KYC, KYP and  su i tab i l i ty
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de te rm i na t i on  ob l i ga t i ons.  In te rna l  con tro l s m ust  a l so  be  i n  p l ace  to  m anage  the  ri sks associ a ted  wi th  “re fe rra l  a rrangem ents” and  “the  use  o f  t i t l es and
desi gna t i ons” by rep resen ta t i ves o f  the  f i rm . Speci f i c a t ten t i on  m ust  be  p rovi ded  to  docum ent i ng  and  supervi si ng  how rep resen ta t i ves and  f i rm s “address
con f l i cts o f  i n te rest  i n  the  best  i n te rest  o f  the i r cl i en ts” and  “pu t  the  cl i en t ’s i n te rest  f i rst  when  m aki ng  su i tab i l i ty de te rm i na t i ons”.

Supersi zed  Know Your Cl i en t  Requ i rem en ts:  In  add i t i on  to  taki ng  reasonab l e  steps to  estab l i sh  the  i den t i ty o f  cl i en ts and  ensuri ng  tha t  i t  has su ff i ci en t
i n fo rm at i on  abou t  a  cl i en t ’s i nvestm en t needs and  ob j ect i ves,  a  reg i st ran t  wi l l  be  requ i red  to  ensure  i t  has su ff i ci en t  i n fo rm at i on  abou t  a  cl i en t ’s
pe rsona l  ci rcum stances,  f i nanci a l  ci rcum stances,  i nvestm en t knowl edge ,  ri sk p ro f i l e  and  i nvestm en t t i m e  ho ri zon .  T he  accuracy o f  a l l  KYC i n fo rm at i on
m ust  be  “con f i rm ed” by a  cl i en t  wi th i n  a  reasonab l e  pe ri od  o f  t i m e  and  m ust  be  kep t  cu rren t ,  pa rt i cu l a rl y when  the  f i rm  becom es aware  o f  a  si gn i f i can t
change  i n  the  cl i en t ’s KYC i n fo rm at i on .  KYC i n fo rm at i on  m ust  be  revi ewed  (i ) fo r m anaged  accoun ts,  eve ry 12  m on ths,  (i i ) by EM Ds, wi th i n  the  p revi ous
12  m on ths be fo re  m aki ng  a  t rade  o r recom m enda t i on  to  the  cl i en t ,  and  (i i i ) fo r a l l  o the r accoun ts,  by the  reg i st ran t  no  l ess than  once  eve ry 36  m on ths.

T here  i s si gn i f i can t  gu i dance  p rovi ded  on  the  va ri ous e l em en ts o f  KYC i n  the  Com pan i on  Po l i cy,  i ncl ud i ng  d i scussi ons o f  the  i m portance  o f  ob ta i n i ng
and  usi ng  th i s i n fo rm at i on  to  support  the  requ i rem en t to  m ake  su i tab i l i ty de te rm i na t i ons i n  ways tha t  “pu t  the  cl i en t ’s i n te rest  f i rst ”.  In  pa rt i cu l a r,  the
CSA exp l a i n  tha t  they wi l l  expect  f i rm s to  deve l op  a  p rocess fo r co l l ect i ng  and  upda t i ng  KYC i n  ways tha t  resu l t  i n  a  “m ean i ng fu l  i n te ract i on ” be tween
the  f i rm  and  the  cl i en t .  A l though  standard i zed  quest i onna i res and  o the r “too l s” m ay be  used  to  faci l i ta te  the  co l l ect i on  o f  KYC i n fo rm at i on ,  f i rm s wi l l  be
expected  to  p rovi de  assi stance  to  cl i en ts i n  understand i ng  the  va ri ous quest i ons asked  and  concep ts used ,  and  to  fo l l ow up  wi th  the  cl i en t  i f  the re  a re
i nconsi sten t  answers.  T he  CSA p rovi de  speci f i c gu i dance  a round  the  need  fo r p rocesses to  assess the  cl i en t ’s ri sk p ro f i l e  (ri sk to l e rance  and  ri sk
capaci ty),  as we l l  as how f i rm s shou l d  reso l ve  “con f l i cts” be tween  the  cl i en t ’s expecta t i ons and  the i r ri sk p ro f i l e .  T he  CSA acknowl edge  tha t  the  na tu re
o f  the  KYC i n fo rm at i on  requested  fo r any cl i en t  wi l l  depend  on  the  na tu re  o f  the  se rvi ces p rovi ded  by the  reg i st ran t ,  wi th  the  m ost  extensi ve
requ i rem en ts be i ng  suggested  fo r d i scre t i ona ry m anaged  accoun ts.  Reg i st ran ts shou l d  no t  si m p l y re l y on  the  cl i en t ’s word  fo r ce rta i n  o f  the  i n fo rm at i on
–  the re  a re  expecta t i ons tha t  reg i st ran ts wi l l  ask p rob i ng  quest i ons and  request  fu rthe r i n fo rm at i on  as fo l l ow-up .  Cl i en t  con f i rm a t i ons o f  the  KYC
i n fo rm at i on  p rovi ded  m ust  be  docum ented  –  e i the r by way o f  cl i en t  si gna tu re  (i ncl ud i ng  a  d i g i ta l  si gna tu re ) o r as no tes to  the  cl i en t  f i l e .

Supersi zed  Know Your Product  Requ i rem en ts:  T he  com ponen ts o f  new KYP ob l i ga t i ons i ncl ude  a  requ i rem en t tha t  a  f i rm  on l y m ake  a  securi ty ava i l ab l e
to  i ts cl i en ts once  i t  has taken  reasonab l e  steps to  assess the  securi ty — i ncl ud i ng  i ts “i n i t i a l  and  ongo i ng  costs and  the  i m pact  o f  those  costs”,  to
approve  the  securi ty and  to  m on i to r and  assess the  securi ty on  an  ongo i ng  basi s fo r si gn i f i can t  changes.  Represen ta t i ves have  the i r own  KYP
ob l i ga t i ons,  so  tha t  they can  be  ce rta i n  they have  m et the  requ i rem en ts fo r a  su i tab i l i ty assessm ent.  Represen ta t i ves m ust  no t  buy,  se l l  o r recom m end a
securi ty un l ess they take  “reasonab l e  steps” to  understand  “a t  a  genera l  l eve l ” the  securi t i es tha t  a re  ava i l ab l e  a t  the  f i rm  and  m ay on l y recom m end a
securi ty tha t  has been  approved  by the  f i rm . T he  f i rm  m ust  ensure  tha t  rep resen ta t i ves have  the  necessary i n fo rm at i on  abou t  each  securi ty approved  by
the  f i rm  to  m ee t the i r ob l i ga t i ons.  Fi rm s m ust  deve l op  an  approva l  p rocess fo r secu ri t i es recom m ended  by the  f i rm  –  and  he re  the  CSA no te  tha t  the
p rocess m ay va ry based  on  the  “com p l exi ty and  ri sks” o f  the  securi t i es.  T he  CSA p rovi de  gu i dance  on  wha t  m a tte rs a  f i rm  m ust  consi de r when
deve l op i ng  an  approva l  p rocess,  wh i ch  m ust  i ncl ude  a  p rocess to  m on i to r si gn i f i can t  changes i n  each  approved  securi ty.  KYP requ i rem en ts wi l l  app l y to
securi t i es t ransfe rred  i n  to  the  f i rm  by the  cl i en t  f rom  ano the r f i rm  o r tha t  a re  acqu i red  fo r the  cl i en t  i n  response  to  a  cl i en t  d i rected  t rade .  KYP
expecta t i ons regard i ng  p rop ri e ta ry p roducts (“re l a ted  and  connected  i ssuers”) o ffe red  by the  f i rm  a re  the  sam e fo r any o the r type  o f  secu ri ty –  a l though
the  CSA t i e  toge the r the  KYP requ i rem en ts wi th  the  con f l i cts o f  i n te rest  d i scussi on  abou t  p rop ri e ta ry p roducts.  T ra i n i ng  p rog ram s and  reco rdkeep i ng
requ i rem en ts a re  a l so  cl ose l y t i ed  to  the  KYP expecta t i ons.

Supersi zed  Expecta t i ons fo r Carryi ng  Ou t Su i tab i l i ty De te rm i na t i ons:  T he  expanded  ru l es a round  su i tab i l i ty requ i re  a  reg i st ran t  to  de te rm i ne ,  on  a
reasonab l e  basi s,  tha t  a  speci f i ed  i nvestm en t act i on  taken  o r recom m ended  on  beha l f  o f  a  cl i en t ,  i ncl ud i ng  the  open i ng  o f  an  accoun t  o r a
recom m enda t i on  to  con t i nue  to  ho l d  a  securi ty,  i s su i tab l e  fo r the  cl i en t .  Su i tab i l i ty m ust  take  i n to  accoun t  the  cl i en t ’s KYC i n fo rm at i on ,  the  reg i st ran t ’s
KYP assessm ent,  the  i m pact  o f  the  act i on  on  the  cl i en t ’s accoun t  (i ncl ud i ng  concen tra t i on  and  l i qu i d i ty consi de ra t i ons),  po ten t i a l  and  actua l  i m pact  o f
costs on  the  cl i en t ’s re tu rn  on  i nvestm en t and  a  consi de ra t i on  o f  a  reasonab l e  range  o f  a l te rna t i ves.  In  add i t i on  to  the  above  no ted  po i n ts,  any speci f i c
act i on  m ust  a l so  “pu t  the  cl i en t ’s i n te rest  f i rst ”.  In  th i s way,  “su i tab i l i ty” (as we  have  a l ways i n te rp re ted  th i s word ) i s no t  enough  — the  reg i st ran t  m ust  be
ab l e  to  dem onstra te  how the  act i on  pu ts the  cl i en t ’s i n te rest  f i rst .  T here  a re  new ru l es as to  when  su i tab i l i ty assessm ents m ust  be  ca rri ed  ou t  on  an
ongo i ng  basi s,  i ncl ud i ng  when  the  reg i st ran t  becom es aware  tha t  a  securi ty o r the  accoun t  m ay no  l onger be  su i tab l e  fo r the  cl i en t .

T here  i s m uch  gu i dance  p rovi ded  i n  the  Com pan i on  Po l i cy on  CSA expecta t i ons fo r reg i st ran ts m ee t i ng  the  expanded  su i tab i l i ty expecta t i ons.  T he
bo t tom  l i ne  i s tha t  the  CSA wi l l  expect  reg i st ran ts to  be  ab l e  to  dem onstra te  tha t  a  pa rt i cu l a r act i on  fo r a  cl i en t  was m ade  i n  a  way tha t  pu t  the  cl i en t ’s
i n te rest  f i rst .  T he  CSA exp l a i n ,  however,  tha t  reg i st ran ts m ust  m ake  these  assessm ents “based  on  the  i n fo rm at i on  reasonab l y ava i l ab l e  to  them  a t  the
t i m e” o f  the  assessm ent.  T he  CSA wi l l  m on i to r how reg i st ran ts ca rry ou t  su i tab i l i ty by l ooki ng  a t  wha t  a  “reasonab l e  reg i st ran t” wi th  a  si m i l a r busi ness
m ode l  wou l d  have  done  under the  sam e ci rcum stances.  T h i s i s i n tended  as com fo rt  to  reg i st ran ts tha t  the  CSA sta ff  wi l l  no t  necessari l y “second  guess”
reg i st ran ts on  su i tab i l i ty assessm ents.

A we l com e change  i s tha t  i nst i tu t i ona l  pe rm i t ted  cl i en ts m ay now wa i ve  the  su i tab i l i ty assessm ents even  when  they have  estab l i shed  a  m anaged
accoun t  wi th  the  reg i st ran t ,  a l though  i t  i s no t  cl ea r i f  th i s pe rm i ssi on  can  be  adop ted  p ri o r to  Decem ber 31 ,  2021 ,  when  the  new su i tab i l i ty ru l es
becom e e ffect i ve .  Perm i t ted  cl i en ts who  a re  i nd i vi dua l s can  st i l l  on l y wa i ve  the  su i tab i l i ty assessm ents i f  they do  no t  have  a  m anaged  accoun t  wi th  the
reg i st ran t ,  as NI  31 -103  cu rren t l y pe rm i ts.

Supersi zed  Expecta t i ons fo r Iden t i fyi ng  and  M anag i ng  Con f l i cts o f  In te rest :  T he  new supersi zed  ru l es wi l l  con t i nue  to  requ i re  f i rm s to  take  reasonab l e
steps to  i den t i fy exi st i ng  m ate ri a l  con f l i cts o f  i n te rest ,  and  a l so  those  m ate ri a l  con f l i cts o f  i n te rest  tha t  a re  “reasonab l y fo reseeab l e ”,  be tween  the  f i rm
and  the  cl i en t  and  each  o f  i ts rep resen ta t i ves and  i ts cl i en ts.  T he  CSA have  reve rted  back to  a  “m a te ri a l i ty” th resho l d  fo r con f l i cts o f  i n te rest ,  bu t  have
re ta i ned  the  fundam enta l  concep t  tha t  a l l  m a te ri a l  con f l i cts m ust  be  addressed  i n  “the  best  i n te rest  o f  the  cl i en t”.  I f  the  con f l i ct  canno t  be  m anaged  i n
the  best  i n te rest  o f  the  cl i en t ,  i t  m ust  be  “avo i ded” (p roh i b i ted ).  Con f l i cts m ust  be  d i scl osed  to  cl i en ts,  bu t  reg i st ran ts m ay no t  re l y so l e l y on  d i scl osu re
to  address con f l i cts i n  the  best  i n te rests o f  the  cl i en t .  Represen ta t i ves have  speci f i c responsi b i l i t i es regard i ng  con f l i cts,  i ncl ud i ng  i den t i fyi ng  and
report i ng  con f l i cts to  the i r f i rm , addressi ng  con f l i cts i n  the  best  i n te rest  o f  the  cl i en t  and  wa i t i ng  un t i l  the  f i rm  “approves” the  rep resen ta t i ve ’s p roposed
act i ons i n  connect i on  wi th  a  m a te ri a l  con f l i ct  o f  i n te rest .  T he  gu i dance  p rovi ded  on  i den t i fyi ng  and  addressi ng  con f l i cts o f  i n te rest  i s ve ry de ta i l ed  and
extensi ve ,  bu t  genera l l y wi l l  requ i re  f i rm s to  estab l i sh  we l l -de f i ned  p rocesses fo r i den t i fyi ng  and  m anag i ng  m ate ri a l  con f l i cts o f  i n te rest ,  and
understand  fo r each  m ate ri a l  con f l i ct ,  how i t  can  be  m anaged  “i n  the  best  i n te rest  o f  the  cl i en t”.  Docum enta t i on  and  ana l ysi s wi l l  be  cri t i ca l .

T he  CSA p rovi de  speci f i c gu i dance  abou t  the  “i nhe ren t” m a te ri a l  con f l i cts o f  i n te rest  wh i ch  they consi de r a re  ra i sed  i n  the  fo l l owi ng  ci rcum stances:

a  f i rm  and  i ts rep resen ta t i ves t rade  o r recom m end “p rop ri e ta ry p roducts” (a  newl y de f i ned  te rm );

a  f i rm  and  i ts rep resen ta t i ves rece i ve  “th i rd -pa rty” com pensa t i on ;

a  f i rm  crea tes i n te rna l  i ncen t i ves to  se l l  o r recom m end ce rta i n  p roducts ove r o the rs o r fo r rep resen ta t i ves to  rece i ve  com pensa t i on  f rom  the i r f i rm
wh i ch  va ri es acco rd i ng  to  speci f i c p roducts o r secu ri t i es recom m ended /t raded  fo r a  cl i en t ;

a  f i rm  m anages a  cl i en t ’s asse ts i n  a  “fee -based  accoun t” where  tha t  accoun t  ho l ds securi t i es wi th  em bedded  com pensa t i on  o r where  the  f i rm  does
no t  p rovi de  se rvi ces to  the  cl i en t  consi sten t  wi th  the  te rm s o f  the  accoun t  o r ag reem ent wi th  the i r cl i en t ;

a  f i rm  i s i nvo l ved  i n  pa i d  re fe rra l  a rrangem ents –  we  no te  tha t  the  exi st i ng  re fe rra l  a rrangem ent p rovi si ons have  been  m od i f i ed  i n  ways tha t  wi l l
requ i re  a t ten t i on  f rom  f i rm s tha t  engage  i n  these  p ract i ces;

a  f i rm  acqu i res asse ts f rom  a  cl i en t  “ou tsi de  the  no rm a l  cou rse  o f  a  reg i st ran t ’s busi ness”;

a  reg i st ran t  has fu l l  con tro l  o r au tho ri ty ove r the  f i nanci a l  a ffa i rs o f  an  i nd i vi dua l  cl i en t ;

a  reg i st ran t  acts as a  d i recto r,  o ff i ce r,  sha reho l de r,  owner o r pa rtne r o f  an  i ssuer whose  securi t i es the  reg i st ran t  a l so  recom m ends to  cl i en ts.

Di scl osu re  as a  way to  m i t i ga te  con f l i cts o f  i n te rest  rece i ves extensi ve  a t ten t i on  i n  the  Com pan i on  Po l i cy — and  wh i l e  d i scl osu re  i s requ i red ,  i t  i s a l so
sta ted  to  be  i nsu ff i ci en t  on  i ts own  to  i l l ust ra te  tha t  the  con f l i ct  was addressed  “i n  the  best  i n te rest  o f  the  cl i en t”.

No te  tha t  i nvestm en t fund  m anagers a re  exem pt f rom  these  requ i rem en ts i n  connect i on  wi th  the i r m anagem ent o f  pub l i c i nvestm en t funds,  g i ven  the
con f l i cts reg i m e  i nheren t  i n  Na t i ona l  Instrum en t 81 -107  Independen t  Revi ew  Commi t tee  fo r Investmen t Funds.



As no ted  above ,  these  ru l e  and  po l i cy am endm ents com e i n to  fo rce  on  Decem ber 31 ,  2020  and  the re fo re  m ust  be  addressed  f i rst ;  i n  ou r vi ew, the  work
to  do  wha t  i s expected  by the  CSA i n  the  a rea  o f  con f l i cts o f  i n te rest  shou l d  no t  be  underest i m a ted .

New Ru l es and  Supersi zed  Expecta t i ons fo r Di scl osu re  and  Ho l d i ng  Ou t:  No twi thstand i ng  tha t  the  CSA i nd i ca te  tha t  they wi l l  con t i nue  to  work on  a
p ro j ect  a round  “t i t l es and  desi gna t i ons”,  new an t i -“m i sl ead i ng  com m un i ca t i on ” ru l es wi l l  se rve  to  m odera te  t i t l es o f  i nd i vi dua l  rep resen ta t i ves.  A l l  t i t l es
m ust  be  approved  by the  f i rm , and  “t i t l es,  desi gna t i ons,  awards o r recogn i t i ons” tha t  a re  based  pa rt l y o r en t i re l y on  a  reg i ste red  i nd i vi dua l ’s sa l es
act i vi ty o r revenue  genera t i on  a re  p roh i b i ted .  Reg i st ran ts m ust  no t  ho l d  the i r se rvi ces ou t  i n  any m anner tha t  cou l d  reasonab l y be  m i sl ead i ng  i n  respect
o f  qua l i f i ca t i ons and  p roducts and  se rvi ces p rovi ded .  Any t i t l e  tha t  i s a  “co rpo ra te  o ff i ce r” t i t l e ,  such  as Presi den t  o r Vi ce -Presi den t ,  canno t  be  used
un l ess the  i nd i vi dua l  has been  appo i n ted  as a  co rpo ra te  o ff i ce r under app l i cab l e  co rpo ra te  l aw. Othe r gu i dance  on  m i sl ead i ng  com m un i ca t i on  i s g i ven ,
i ncl ud i ng  when  a  f i rm  exaggera tes the  p roducts o r se rvi ces m ade  ava i l ab l e  to  cl i en ts.

Expansi ons to  the  requ i rem en ts to  p rovi de  cl i en ts wi th  re l a t i onsh i p  d i scl osu re  i n fo rm at i on  (RDI) a re  a l so  m anda ted .  T hese  changes wi l l  be  e ffect i ve  on
Decem ber 31 ,  2020 .  We expect  fu rthe r cl a ri ty wi l l  be  requ i red  on  the  CSA’s expecta t i ons abou t  i m m ed i a te l y revi si ng  RDI docum ents and  m aki ng  the
upda ted  i n fo rm at i on  ava i l ab l e  to  cl i en ts.

BLG Ana l ysi s and  Focused  Sem i nar on  Im p l em enta t i on :  T he  NI 31 -103  ru l e  and  po l i cy changes a re  the  ou tcom es o f  am ong  the  m ost  t i m e-consum i ng
and  de ta i l ed  revi ew o f  exi st i ng  regu l a t i on  and  i ndustry p ract i ces we  have  eve r seen  (da t i ng  back to  p re -2012).  In  add i t i on  to  understand i ng  the  i m pact
o f  the  am endm ents on  your busi ness,  i ncl ud i ng  your rep resen ta t i ves,  i t  wi l l  be  i m portan t  to  consi de r how you  m ay need  to  change  your busi ness m ode l s
and  p ract i ces i n  o rde r to  com p l y wi th  the  new requ i rem en ts.

We have  cl ose l y fo l l owed  the  pa th  o f  the  va ri ous re fo rm s o f  reg i st ran t  regu l a t i on  fo r m any years,  as we l l  as be i ng  i n  the  heart  o f  the  d i scussi ons abou t
con f l i cts o f  i n te rest ,  sa l es p ract i ces and  i ncen t i ves,  i nvestm en t fund  fees and  d i scl osu re .  We wou l d  be  p l eased  to  d i scuss wi th  you  how you  can  l ea rn
abou t  the  ru l e  am endm ents and  ana l yze  them  to  de te rm i ne  the  i m pact  on  your busi ness.

We i n tend  to  speak wi th  ou r cl i en ts to  seek to  he l p  ease  the  bu rdens associ a ted  wi th  the  i m pact  o f  the  am endm ents and  d i scuss wha t  wi l l  need  to
change  wi th  busi ness m ode l s and  opera t i ons,  com p l i ance  system s, i n te rna l  con tro l s,  com pensa t i on  p ract i ces,  d i scl osu re ,  t ra i n i ng  p rog ram s, cl i en t
docum enta t i on  and  the  l i ke .  We wi l l  co l l ect  quest i ons asked  o f  us,  a l ong  wi th  ou r suggested  answers,  and  wi l l  seek feedback f rom  the  regu l a to rs as
necessary.  P l ease  wa tch  fo r you r i nvi ta t i on  to  ou r focused  sem i nar on  the  NI  31 -103  am endm ents and  the i r i m p l em enta t i on ,  schedu l ed  fo r Thursday,
January 16 ,  2020 a t  ou r To ron to  o ff i ce  (we  wi l l  o ffe r Webex pa rt i ci pa t i on ) where  we  wi l l  p rovi de  m ore  i n -dep th  ana l ysi s.

P l ease  con tact  any o f  the  au tho rs o f  th i s Bu l l e t i n ,  as we l l  as your usua l  l awyer i n  BLG’s Investm en t M anagem ent o r Securi t i es L i t i ga t i on and  Regu l a to ry
p ract i ce  g roup fo r fu rthe r i n fo rm at i on  o r shou l d  you  l i ke  ou r assi stance  to  understand  how the  re fo rm s wi l l  app l y to  you .
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