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ARTICLE

ASC Releases Results Of EMD Sweep And Best Practices And CSA Provides
Guidance On Small Firms Compliance And Regulatory Obligations

Introduction

On M ay 10 ,  2017 ,  the  A l be rta  Securi t i es Com m i ssi on  (the  "ASC" ) re l eased  the  resu l ts o f  i ts exem pt m arke t  dea l e r ("EM D" ) com p l i ance  revi ews (the
"Sweep" ),  wh i ch  was se t  ou t  i n  ASC No t i ce  33 -705  — Exempt Marke t  Dea l e r Sw eep ("ASC No t i ce  33 -705" ).  ASC No t i ce  33 -705  i s ava i l ab l e  on l i ne.

In  add i t i on ,  on  M ay 18 ,  2017 ,  the  Canad i an  Securi t i es Adm i n i st ra to rs sta ff  (the  "CSA Sta ff " ) re l eased  the  resu l ts o f  i ts com p l i ance  revi ews o f  65  sm a l l
f i rm s i n  CSA Sta ff  No t i ce  31 -350  — Gui dance  on  Sma l l  Fi rms Comp l i ance  and  Regu l a to ry Ob l i ga t i ons ("CSA No t i ce  31 -350" ).  CSA No t i ce  31 -350  i s
ava i l ab l e  on l i ne.

In  ou r vi ew, ASC No t i ce  33 -705  i s requ i red  read i ng  fo r a l l  com p l i ance  o ff i ce rs.  T he  no t i ce  se t  ou t  the  ASC's vi ew o f  the  best  p ract i ces tha t  shou l d  be
fo l l owed  by reg i st ran ts.  M any o f  these  best  p ract i ces were  observed  by the  ASC duri ng  the  course  o f  the  com p l i ance  sweep . We strong l y encourage  a l l
reg i st ran ts to  consi de r the  no t i ce  and  upda te  the i r po l i ci es and  p rocedures acco rd i ng l y.

Com p l i ance  o ff i ce rs o f  sm a l l  f i rm s shou l d  a l so  re fe r to  CSA No t i ce  31 -350  as i t  se ts ou t  the  CSA's expecta t i ons fo r sm a l l  f i rm s (i .e .  f i rm s wi th  on l y one  o r
a  few reg i ste red  i nd i vi dua l s).

ASC Notice 33-705 — Exempt Market Dealer Sweep

Types of Firms Reviewed

Duri ng  the  com p l i ance  revi ews,  ASC Sta ff  revi ewed  66  A l be rta -based  EM Ds (i ncl ud i ng  one  a ff i l i a ted  reg i st ran t),  wh i ch  i nvo l ved  exam i n i ng  m ate ri a l
aspects o f  the  cl i en t  re l a t i onsh i p  fo r com p l i ance  wi th  regu l a to ry requ i rem en ts a t  bo th  the  f i rm  and  i nd i vi dua l  reg i st ran t  l eve l s.  T he  Sweep  popu l a t i on
i ncl uded  f i rm s wi th  va ri ous busi ness m ode l s,  som e be i ng  reg i ste red  so l e l y as EM Ds wi th  o the rs reg i ste red  as EM Ds and  i n  o the r ca tegori es.  Areas
revi ewed  i ncl uded  com p l i ance  system s, know-your-cl i en t ,  know-your-p roduct ,  su i tab i l i ty,  sa l es p ract i ces and  m arke t i ng ,  con f l i cts o f  i n te rest ,  re l a t i onsh i p
d i scl osu re  i n fo rm at i on ,  and  cl i en t  report i ng .

T he  66  com p l e ted  revi ews were  com pri sed  o f  the  fo l l owi ng  types o f  f i rm s:

The 66 Completed Reviews

EM Ds o ffe ri ng  p ri m ari l y th i rd  pa rty exem pt m arke t  p roducts

EM Ds o ffe ri ng  on l y re l a ted  pa rty exem pt m arke t  p roducts

EM Ds, i nvestm en t fund  m anagers and  po rt fo l i o  m anagers o r restri cted  po rt fo l i o  m anagers,  p ri m ary busi ness o f  ven tu re  cap i ta l  and  p ri va te  equ i ty i n
the  o i l  and  gas i ndustry,  o r hedge  funds

Fi rm s reg i ste red  i n  va ri ous ca tegori es wi th  the i r p ri m ary busi ness o f  m ortgage  synd i ca t i on  and  m ortgage  i nvestm en t funds

Restri cted  po rt fo l i o  m anager and  i nvestm en t fund  m anager

The Results of the Sweep

T he  ASC i den t i f i ed  de f i ci enci es i n  com p l i ance  wi th  regu l a to ry ob l i ga t i ons i n  a l l  a reas tested .  M a j o r f i nd i ngs i den t i f i ed  du ri ng  the  Sweep  i ncl ude :

Inaccura te ,  i ncom p l e te  o r i nadequa te  po l i ci es and  p rocedures m anua l ;

Fa i l u re  o f  the  ch i e f  com p l i ance  o ff i ce r (the  "CCO") to  adequa te l y pe rfo rm  responsi b i l i t i es;

Inadequa te  co l l ect i on  and  docum enta t i on  o f  know-your-cl i en t  i n fo rm at i on ;

Inadequa te  know-your-p roduct  ana l ysi s o f  exem pt m arke t  p roducts;

Ri sk to l e rances o f  cl i en ts tha t  were  no t  consi sten t  wi th  the  ri sk o f  the  p roduct ;

Inadequa te  consi de ra t i on  o f  cl i en t  i nvestm en t concen tra t i on  l eve l s i n  the  su i tab i l i ty ana l ysi s;
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M arke t i ng  m ate ri a l s tha t  con ta i ned  unsubstan t i a ted  o r exaggera ted  cl a i m s;  and

Inadequa te  i den t i f i ca t i on  and  response  to  con f l i cts o f  i n te rest .

Overa l l ,  the  ASC Sta ff  found  a  spectrum  o f  com p l i ance  l eve l s am ong  the  f i rm s revi ewed . A num ber o f  f i rm s ach i eved  a  h i gh  l eve l  o f  com p l i ance ,
resu l t i ng  f rom  the  e ffect i ve  i m p l em enta t i on  o f  com p l i ance  system s. On  the  o the r end  o f  the  spectrum , due  to  the  se ri ousness o f  the  de f i ci enci es
i den t i f i ed ,  regu l a to ry act i on  and  o the r steps were  taken  (as shown be l ow):

Summary of Results and Outcomes

Term i na t i on  o f  reg i st ra t i on

Term s and  cond i t i ons i m posed  (fo r 2  f i rm s,  the  te rm s i ncl uded  the  requ i rem en t tha t  the  f i rm  re ta i n  a  com p l i ance  m on i to r and  the  o the r 1  f i rm , the
f i rm  was requ i red  to  f i nd  a  rep l acem ent m anager)

Undertaki ngs

Surrender o f  reg i st ra t i on  (ceased  busi ness)

Warn i ng  l e t te r

Re ta i ne r o f  a  com p l i ance  consu l tan t

Re fe rra l  to  the  ASC’s En fo rcem ent Di vi si on  and  to  the  ASC’s Corpora te  Fi nance  Di vi si on

Suggested Best Practices

ASC Not i ce  33 -705  se ts ou t  the  ASC's expecta t i ons regard i ng  best  p ract i ces fo r EM Ds and  we  strong l y encourage  a l l  reg i st ran ts to  consi de r and  upda te
the i r po l i ci es and  p rocedures acco rd i ng l y.  Se t  ou t  be l ow a re  the  best  p ract i ces suggested  by the  ASC.

1 .  Suggested  Com p l i ance  System  Pract i ces

a .  Po l i ci es and  Procedures Manua l s

Upda t i ng  i nd i vi dua l  sect i ons o f  the i r po l i ci es and  p rocedures m anua l s as changes i n  securi t i es l aws o r i n  the  f i rm 's busi ness a ri se ,  and  da t i ng  each
sect i on  as upda tes a re  m ade ;

Com m un i ca t i ng  upda tes to  f i rm  pe rsonne l  i n  a  t i m e l y fash i on  and  p rovi d i ng  an  appropri a te  l eve l  o f  t ra i n i ng  to  ensure  tha t  such  i nd i vi dua l s
understand  the  f i rm 's po l i ci es and  p rocedures,  i ncl ud i ng  changes m ade ;

Im p l em ent i ng  a  com prehensi ve  dea l e r rep resen ta t i ve  onboard i ng  p rog ram  tha t  i ncl udes t ra i n i ng  i n  each  po l i cy a rea  and  p ro f i ci ency test i ng  p ri o r to
new dea l e rs rep resen ta t i ves be i ng  pe rm i t ted  to  conduct  reg i ste rab l e  act i vi t i es;  and

Requ i ri ng  tha t  dea l e r rep resen ta t i ves and  o the r reg i ste red  i nd i vi dua l s pe ri od i ca l l y read  the  po l i ci es and  p rocedures m anua l  and  con f i rm  i n  wri t i ng
tha t  they have  read ,  understood  and  ab i ded  by,  and  wi l l  con t i nue  to  ab i de  by,  the  f i rm 's po l i ci es and  p rocedures.

b .  CCO Perfo rmance

Reta i n i ng  the  se rvi ces o f  qua l i f i ed  advi se rs,  such  as l ega l  counse l ,  to  revi ew the  po l i ci es and  p rocedures m anua l  and  o the r docum enta t i on  and
provi de  com p l i ance  gu i dance  to  the  CCO; and

Ci rcu l a t i ng  e l ectron i c newsl e t te rs to  pe rsonne l  on  a  pe ri od i c basi s d i scussi ng  top i cs such  as changes to  regu l a t i ons,  new po l i ci es and  p rocedures,
and  advi ce  on  best  p ract i ces

c.  Dea l e r Represen ta t i ve  and  Busi ness Loca t i on  Oversi gh t

Provi d i ng  quest i onna i res and  i n te rvi ewi ng  dea l e r rep resen ta t i ves on  a  pe ri od i c basi s to  ensure  dea l e r rep resen ta t i ves understand  re l evan t  top i cs
such  as com p l i ance ,  regu l a t i ons,  and  p roducts;

M a i n ta i n i ng  reco rds o f  t ra i n i ng  m ate ri a l s,  i ncl ud i ng  vi deos and  t ranscri p ts o f  p resen ta t i ons,  and  web i na rs;

Adm i n i ste ri ng  qu i zzes on  p roduct  fea tu res,  ri sks,  con f l i cts o f  i n te rest ,  e tc. ;

Estab l i sh i ng  a  ri sk-based  schedu l e  fo r revi ewi ng  dea l e r rep resen ta t i ves and  the i r busi ness l oca t i ons;  and

Usi ng  th i rd  pa rty educa t i ona l  resources fo r dea l e r rep resen ta t i ve  t ra i n i ng .

d .  Books and  Records

Ensuri ng  tha t  e l ectron i c f i l es a re  encryp ted  and  backed-up  on  a  se rve r i n  a  secure  o ff -si te  l oca t i on ;

Estab l i sh i ng  a  cen tra l i zed  books and  reco rds system  to  avo i d  books and  reco rds be i ng  m a i n ta i ned  i ndependen t l y f rom  the  f i rm ;

Estab l i sh i ng  a  system at i c p rocess to  pe ri od i ca l l y revi ew opportun i t i es to  i m prove  the  way i n  wh i ch  the  f i rm  m a i n ta i ns i ts books and  reco rds;

Conduct i ng  regu l a r i n te rna l  aud i ts to  ensure  tha t  i tem s such  as cl i en t  f i l es,  m arke t i ng  approva l s,  and  an t i -m oney l aunderi ng  f i l es con ta i n  su ff i ci en t
i n fo rm at i on  to  support  the  f i rm 's and  i ts rep resen ta t i ves' com p l i ance  act i vi t i es;



e .  Comp l a i n t  Hand l i ng

Revi ewi ng  the  f i rm 's opera t i ons and  po l i ci es and  p rocedures as pa rt  o f  com p l a i n t  hand l i ng  to  i den t i fy and  address a reas o f  weakness;

Revi ewi ng  dea l e r rep resen ta t i ve  and  cl i en t  f i l es to  ensure  tha t  accu ra te  and  tho rough  no tes o f  i n te ract i ons and  com m un i ca t i ons wi th  cl i en ts a re
m a i n ta i ned ;

Di a ri zi ng  act i ons re l a t i ng  to  cl i en t  com p l a i n t  hand l i ng  to  ensure  tha t  the  f i rm  responds i n  a  t i m e l y fash i on  and  i n  com p l i ance  wi th  sect i on  13 .16  o f
NI  31 -103 ;  and

Revi ewi ng  the  act i vi t i es o f  i nd i vi dua l s who  a re  sub j ect  to  com p l a i n ts beyond  the  speci f i c com p l a i n t  m a tte rs to  de te rm i ne  i f  the  na tu re  o f  the
com p l a i n t  i s pe rvasi ve .

2 .  Suggested  Know Your Cl i en t  Pract i ces

a .  Know  Your Cl i en t  Co l l ect i on

Revi ewi ng  know your cl i en t  i n fo rm at i on  wi th  the  cl i en t  a f te r co l l ect i on  to  ensure  accu racy;

Ensuri ng  tha t  know your cl i en t  fo rm s and  upda tes to  know your cl i en t  i n fo rm at i on  a re  i n i t i a l l ed /si gned  and  da ted  by the  cl i en t  and  the  f i rm ;

Perfo rm i ng  an  on l i ne  search  o f  the  i nvesto r to  ve ri fy the  i nvesto r's p ro fessi on  and  posi t i on ,  and ,  i n  tu rn ,  de te rm i ne  (a t  l east  a t  a  h i gh  l eve l ) whe the r
tha t  p ro fessi on  and  posi t i on  co rresponds wi th  the  i ncom e and  ne t  f i nanci a l  asse ts reported  i n  the  i nvesto r's know your cl i en t  fo rm  and  to  he l p
i den t i fy po ten t i a l  concerns as to  whe the r the  i nvesto r m ee ts the  p rospectus exem pt i on  requ i rem en ts;

Conduct i ng  qua l i ty assu rance  ca l l s wi th  a  sam p l e  o f  cl i en ts p ri o r to  p rocessi ng  t rades to  ensure  tha t :  a l l  know your cl i en t  i n fo rm at i on  i s co rrect ;  the
cl i en t  qua l i f i es fo r the  p rospectus exem pt i on  re l i ed  upon ;  the  i nvestm en t i s su i tab l e ;  the  cl i en t  has rece i ved  re l a t i onsh i p  d i scl osu re  i n fo rm at i on  and
the  o ffe ri ng  docum ents;  and  the  cl i en t  understands the  fea tu res and  ri sks o f  the  i nvestm en t;

Provi d i ng  cl i en ts wi th  a  pe ri od i c rem i nder to  upda te  the  f i rm  on  m ate ri a l  changes to  pe rsona l  and  f i nanci a l  ci rcum stances;  and

Ut i l i zi ng  quest i onna i res to  assi st  i n  the  know your cl i en t  co l l ect i on  p rocess.

b .  Prospectus Exempt i on  Pract i ces

Checki ng  the  know your cl i en t  fo rm , o r supp l em enta l  i n fo rm at i on  fo rm , tha t  co l l ects necessary pe rsona l  and  f i nanci a l  i n fo rm at i on  to  substan t i a te  the
exem pt i on  re l i ed  upon ;

Havi ng  po l i ci es and  p rocedures to  ensure  the  p rospectus exem pt i on  cri te ri a  re l i ed  upon  i n  the  subscri p t i on  ag reem ent i s consi sten t  wi th  the  know
your cl i en t  i n fo rm at i on  co l l ected ;

M a i n ta i n i ng  a  da tabase  o f  cl i en t  exem pt m arke t  pu rchases to  a l l ow com p l i ance  sta ff  to  (i ) ve ri fy tha t  i nvesto rs have  no t  exceeded  the  o ffe ri ng
m em orandum  caps,  and  (i i ) assess su i tab i l i ty;  and

Co l l ect i ng  f i nanci a l  i n fo rm at i on  i n  ranges tha t  a re  no t  on l y re l evan t  fo r su i tab i l i ty assessm ent pu rposes,  bu t  a l so  assi st  i n  de te rm i n i ng  qua l i f i ca t i on
fo r p rospectus exem pt i ons.

3 .  Suggested  Know Your Product  Pract i ces

Havi ng  po l i ci es and  p rocedures tha t  gu i de  the  know your p roduct  p rocess,  i ncl ud i ng  key cri te ri a  used  i n  assessi ng  the  i nvestm en t;

Docum ent i ng  ana l yses and  bases fo r know your p roduct  deci si ons;

Estab l i sh i ng  an  i ndependen t  board  o r a  com m i t tee  to  revi ew due  d i l i gence  m ate ri a l s and  approve  p roducts o r p rovi de  recom m enda t i ons to  those
u l t i m a te l y responsi b l e  fo r p roduct  approva l ;

Conduct i ng  background  checks on  i ssuer p ri nci pa l s and  key i nd i vi dua l s;

Crea t i ng  an  o ffe ri ng  shee t  sum m ari zi ng  the  due  d i l i gence  pe rfo rm ed  and  the  m eri ts o f  the  i nvestm en ts as we l l  as key p roduct  i n fo rm at i on ;

Usi ng  i ndependen t  expert  and  unb i ased  th i rd  pa rty se rvi ces as pa rt  o f  the  due  d i l i gence  p rocess;  and

M on i to ri ng  changes to  the  i ssuer's f i nanci a l  and  opera t i ona l  sta tus,  i ncl ud i ng  am endm ents to  o ffe ri ng  docum ents.

4 .  Suggested  Su i tab i l i ty Pract i ces

Incl ud i ng  a  wri t ten  su i tab i l i ty assessm ent fo r each  cl i en t  t rade  dem onstra t i ng  how the  t rade  i s su i tab l e ;

Esca l a t i ng  t ransact i ons wi th  " red  f l ags"  to  the  CCO fo r a  second  l eve l  revi ew;

Adop t i ng  po l i ci es and  p rocedures regard i ng  sen i o rs — Fi rm s shou l d  consi de r the  fo l l owi ng  gu i dance :

I IROC — Investm en t Industry Regu l a to ry Organ i za t i on  o f  Canada  No t i ce  16 -0114  (da ted  M ay 31 ,  2016):  Gui dance  on  comp l i ance  and
supervi so ry i ssues w hen  dea l i ng  w i th  sen i o r cl i en ts

SEC — Pro tect i ng  Sen i o r Investo rs:  Comp l i ance ,  Supervi so ry and  Other Pract i ces Used  by Fi nanci a l  Se rvi ce  Fi rms i n  Servi ng  Sen i o r Investo rs —
2010  Addendum — U.S. Securi t i es and  Exchanges Com m i ssi on 's Off i ce  o f  Com p l i ance  Inspecto rs and  Exam i na t i ons,  North  Am eri can  Securi t i es
Adm i n i st ra to rs Associ a t i on ,  and  Fi nanci a l  Industry Regu l a to ry Au tho ri ty (da ted  August  12 ,  2010)

Adop t i ng  po l i ci es and  p rocedures regard i ng  o the r vu l ne rab l e  cl i en ts (i n  add i t i on  to  sen i o rs);

Taki ng  i n to  accoun t  a  cl i en t 's concen tra t i on  l eve l s,  i ncl ud i ng  concen tra t i on  i n  exem pt m arke t  secu ri t i es (such  as i nvestm en ts i n  rea l  esta te -backed
exem pt m arke t  secu ri t i es);

Incl ud i ng  and  docum ent i ng  i n  the  su i tab i l i ty assessm ent evi dence  tha t  the  f i rm  has consi de red  concen tra t i on  ri sks;

Im p l em ent i ng  po l i ci es and  p rocedures on  concen tra t i on  ri sk tha t  exp l a i n  how concen tra t i on  i s to  be  assessed  (e .g . ,  based  on  ne t  f i nanci a l  asse ts)
and  why such  m ethod  i s the  m ost  approp ri a te  based  on  the  f i rm 's busi ness m ode l  and  i nvesto r base ;  and

Estab l i sh i ng  st ri cte r/ l ower concen tra t i on  th resho l ds fo r cl i en ts who  requ i re  l i qu i d i ty o r have  l i m i ted  ab i l i ty to  wi thstand  l osses.

5 .  Suggested  Sa l es and  M arke t i ng  Pract i ces

a .  Oversi gh t  o f  Marke t i ng  Mate ri a l s

Usi ng  se rvi ce  p rovi de rs to  sea rch ,  cap tu re ,  and  a rch i ve  act i vi t i es i n  soci a l  m ed i a  accoun ts o f  dea l e r rep resen ta t i ves;

Sto ri ng  m arke t i ng  e l ectron i ca l l y i n  a  f i rm -opera ted  da tabase ;

Estab l i sh i ng  a  cen tra l i zed  websi te  tha t  hosts a l l  dea l e r rep resen ta t i ve  web  pages to  ensure  the  f i rm  has con tro l  ove r m a te ri a l s and  upda tes posted ;
and

ttp://www.iiroc.ca/Documents/2016/87c0e6d5-8054-4e88-9b56-9a079b8c35aa_en.pd
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Independen t l y revi ewi ng  a l l  m arke t i ng  m ate ri a l s p repared  by i ssuers to  ensure  the  f i rm  can  substan t i a te  a l l  i n fo rm at i on  con ta i ned  i n  the  m arke t i ng
m ate ri a l s,  i ncl ud i ng  havi ng  back-up  i n fo rm at i on  fo r pe rfo rm ance  da ta .

b .  Marke t i ng  Po l i ci es and  Procedures

Estab l i sh i ng  m arke t i ng  po l i ci es and  p rocedures tha t  adop t  the  gu i dance  i n  CSA No t i ce  31 -325 ;

Crea t i ng  po l i ci es and  p rocedures tha t  ensure  tha t  m arke t i ng  m ate ri a l s i n  fo re i gn  l anguages a re  t ransl a ted  i ndependen t l y and  revi ewed  and
approved  by com p l i ance  sta ff  p ri o r to  pub l i ca t i on ;

Estab l i sh i ng  po l i ci es and  p rocedures requ i ri ng  approva l  o f  a l l  t rade  nam es p ri o r to  use ;  and

Engag i ng  i ndependen t  th i rd  pa rty se rvi ce  p rovi de rs to  pe rfo rm  perfo rm ance  ca l cu l a t i ons.

c.  Revi ew i ng  Marke t i ng  Mate ri a l s

Evi denci ng  revi ew and  approva l  o f  m arke t i ng  m ate ri a l s by m a i n ta i n i ng  reco rds o f  the  source  m ate ri a l  revi ewed  and  changes/com m ents m ade  as a
resu l t  o f  the  revi ew;

Evi denci ng  revi ew and  approva l  o f  websi tes and  soci a l  m ed i a  wi th  screensho ts o f  con ten t  and  changes m ade  as a  resu l t  o f  the  revi ew; and

Con tro l l i ng  dea l e r rep resen ta t i ve  access to  m arke t i ng  m ate ri a l s.

d .  Re fe rra l  Agen ts

Standard i zi ng  m arke t i ng  m ate ri a l s and  tem p l a tes fo r use  by re fe rra l  agen ts;

Conduct i ng  background  checks on  re fe rra l  agen ts p ri o r to  com m enci ng  re fe rra l  act i vi t i es;

Estab l i sh i ng  an  i n -dep th  revi ew p rocess fo r re fe rred  t rades,  i ncl ud i ng  pe rfo rm i ng  qua l i ty assu rance  ca l l s to  a  sam p l e  o f  re fe rred  i nvesto rs to  assess
the  i nvesto rs'  understand i ng  o f  the  i nvestm en t and  o f  the  re l a t i onsh i p  be tween  the  reg i st ran t  and  the  re fe rra l  agen t ,  as we l l  as to  ensure  tha t
un reg i ste red  re fe rra l  agen ts a re  no t  pe rfo rm i ng  reg i ste rab l e  act i vi t i es;  and

Requ i ri ng  re fe rra l  agen ts to  take  a  course  to  ensure  they understand  com p l i ance  basi cs be fo re  they a re  pe rm i t ted  to  m ake  re fe rra l s.

6 .  Suggested  Con f l i ct  o f  In te rest  Pract i ces

a .  Con f l i cts Iden t i f i ca t i on  and  Response

For f i rm s tha t  se l l  the i r own  p roducts o r se l l  re l a ted  pa rty p roducts,  crea t i ng  a  p roduct-speci f i c d i scl osu re  fo rm  tha t  d i scusses con f l i cts o f  i n te rest  tha t
app l y to  a  pa rt i cu l a r p roduct ;

Requ i ri ng  an  i nd i vi dua l  such  as the  CCO, o r a  com m i t tee  tha t  i ncl udes com p l i ance  sta ff ,  to  revi ew con f l i cts o f  i n te rest  on  an  ongo i ng  basi s,  and
requ i ri ng  tha t  such  revi ew be  docum ented  and  i ncl ude  the  f i rm 's assessm ent and  response  to  the  con f l i cts i den t i f i ed ;  and

Di scl osi ng  con f l i cts o f  i n te rest  i n  an  acknowl edgem ent fo rm  tha t  cl i en ts a re  requ i red  to  revi ew and  si gn  p ri o r to  pu rchasi ng  any p roduct .

b .  Con f l i cts Po l i ci es and  Procedures

Im p l em ent i ng  an  o rgan i zed  m ethod ,  such  as the  use  o f  a  l og ,  to  reco rd  and  t rack a l l  exi st i ng  and  po ten t i a l  m a te ri a l  con f l i cts o f  i n te rest  a l ong  wi th
the  f i rm 's response  to  these  con f l i cts;

Estab l i sh i ng  a  requ i rem en t fo r i nd i vi dua l s act i ng  on  beha l f  o f  the  f i rm  to  upda te  and  report  the i r con f l i cts o f  i n te rest  to  the  f i rm  on  a  pe ri od i c basi s,
i ncl ud i ng  a  requ i rem en t to  report  new ou tsi de  busi ness act i vi t i es and  pe rsona l  i nvestm en ts;

Estab l i sh i ng  a  system  to  i ndependen t l y revi ew dea l e r rep resen ta t i ve  act i vi t i es to  i den t i fy exi st i ng  and  po ten t i a l  con f l i cts o f  i n te rest  be tween  dea l e r
rep resen ta t i ve  and  cl i en ts;

Conduct i ng  regu l a r dea l e r rep resen ta t i ve  t ra i n i ng  on  con f l i ct  o f  i n te rest  i den t i f i ca t i on  and  d i scl osu re ;  and

Havi ng  the  CCO o r o the r com p l i ance  pe rsonne l  d i scuss d i rect l y wi th  each  cl i en t ,  whe the r i n  pe rson  o r ove r the  phone ,  a l l  m a te ri a l  con f l i cts o f
i n te rest  to  ensure  the  cl i en t  understands the  f i rm 's con f l i cts p ri o r to  com m enci ng  t rad i ng  act i vi ty.

7 .  Suggested  Re l a t i onsh i p  Di scl osu re  In fo rm at i on  Pract i ces

a .  Provi d i ng  Re l a t i onsh i p  Di scl osu re  In fo rmat i on

Incl ud i ng  a  f i e l d  i n  the  know your cl i en t  fo rm  fo r the  cl i en t  to  acknowl edge  tha t  they have  rece i ved  the  re l a t i onsh i p  d i scl osu re  i n fo rm at i on
docum ent;

Incl ud i ng  f i e l ds i n  the  re l a t i onsh i p  d i scl osu re  i n fo rm at i on  docum ent fo r the  cl i en t  to  acknowl edge  tha t  each  sect i on  has been  d i scussed  wi th  the
dea l e r rep resen ta t i ve  and  i s understood ;

Di scl osi ng  a l l  fees payab l e  by the  cl i en t  re l a t i ng  to  custody (e .g . ,  custod i an  fees fo r RRSP and  T FSA accoun ts);

Com b i n i ng  re l a t i onsh i p  d i scl osu re  i n fo rm at i on  i n  one  docum ent;

Usi ng  qua l i ty assu rance  ca l l s to  ensure  cl i en ts have  rece i ved  and  understood  re l a t i onsh i p  d i scl osu re  i n fo rm at i on ;  and

Dra f t i ng  re l a t i onsh i p  d i scl osu re  i n fo rm at i on  usi ng  si m p l e  l anguage  and  cl ea r and  com prehensi ve  d i scl osu re  ta i l o red  to  the  f i rm 's opera t i ons. .

b .  Re l a t i onsh i p  Di scl osu re  In fo rmat i on  Po l i ci es and  Procedures

Estab l i sh i ng  po l i ci es and  p rocedures tha t  requ i re  tha t  re l a t i onsh i p  d i scl osu re  i n fo rm at i on  be  revi ewed  on  an  ongo i ng  basi s and  kep t  up  to  da te  to
re f l ect  cu rren t  regu l a to ry requ i rem en ts and  the  f i rm 's opera t i ons;  and

Im p l em ent i ng  po l i ci es and  p rocedures fo r t i m e l y de l i ve ry o f  re l a t i onsh i p  d i scl osu re  i n fo rm at i on .

8 .  Suggested  Cl i en t  Report i ng  Pract i ces

Usi ng  a  th i rd  pa rty to  p roduce  t rade  con f i rm a t i ons o r cl i en t  sta tem en ts (under the  te rm s o f  an  ou tsourci ng  ag reem ent tha t  cl ea rl y se ts ou t  the



responsi b i l i t i es o f  bo th  pa rt i es) and  conduct i ng  adequa te  ove rsi gh t  ove r the  th i rd  pa rty's act i vi t i es;

Im p l em ent i ng  po l i ci es and  p rocedures to  ensure  t i m e l y de l i ve ry o f  t rade  con f i rm a t i ons and  cl i en t  sta tem en ts;

Estab l i sh i ng  a  requ i rem en t fo r the  cl i en t  to  acknowl edge  rece i p t  o f  t rade  con f i rm a t i ons and  cl i en t  sta tem en ts (e .g . ,  by ob ta i n i ng  an  e l ectron i c
no t i ce  o f  de l i ve ry);

Usi ng  a  back o ff i ce  system  tha t  au tom at i ca l l y genera tes t rade  con f i rm a t i on  sl i ps fo l l owi ng  t ransact i on  act i vi ty;  and

For i nvestm en ts sub j ect  to  cash  ca l l s (e .g . ,  p ri va te  equ i ty o r p rog ress d raw m ortgages),  p rovi d i ng  cl i en ts wi th  cl ea r d i scl osu re  o f  com m i t ted  cap i ta l
and  the  rem a i n i ng  am oun t o f  cap i ta l  to  be  ca l l ed .

CSA Notice 31-350 — Guidance on Small Firms Compliance and Regulatory Obligations

T he  CSA i den t i f i ed  com m on de f i ci enci es fo r IFM , PM , and  EM D:

1 . S i gn i f i can t  busi ness i n te rrup t i ons p l an  and  successi on  p l ann i ng  — i nadequa te  o r m i ssi ng  (35%)

2 . M on i to ri ng  system s (e .g . ,  i nadequa te  wri t ten  po l i ci es and  p rocedures (71%),  i ncom p l e te  books and  reco rds (25%),  i nadequa te  m arke t i ng
m ate ri a l s (15%))

3 . CCO annua l  report  — i nadequa te  o r m i ssi ng  (29%)

4 . In te ri m  f i nanci a l  sta tem en ts and  accoun t i ng  p ri nci p l es — i nco rrect  accoun t i ng  m ethod  and  i nsu ff i ci en t  p rocedures (15%)

5 . Inadequa te  excess worki ng  cap i ta l  (9%)

6 . Inadequa te  re l a t i onsh i p  d i scl osu re  i n fo rm at i on  (63%)

7 . Inadequa te  co l l ect i on /docum enta t i on  o f  know-your-cl i en t  i n fo rm at i on  (54%)

8 . Non-de l i ve ry o f  o r i nadequa te  cl i en t  sta tem en ts (45%)

9 . Inadequa te  o r ou tstand i ng  f i l i ngs to  regu l a to rs (34%)

Common Issues and Guidance Offered by the CSA

1 .  S i gn i f i can t  Busi ness In te rrup t i on

Sm a l l  f i rm s o f ten  have  on l y one  reg i ste red  i nd i vi dua l  to  opera te  the  busi ness and  se rvi ce  cl i en ts.  T h i s ra i ses concerns regard i ng  the  i m pact  on  the
f i rm 's cl i en ts i n  the  even t  o f  the  dea th ,  i ncapaci ta t i on  o r p ro l onged  tem pora ry absence  o f  the  so l e  reg i ste red  i nd i vi dua l .  In  m ost  cases o f  busi ness
i n te rrup t i on ,  the re  i s a  pe ri od  where  the  cl i en t 's po rt fo l i o  i s no t  be i ng  m anaged ,  wh i ch  cou l d  be  a  si gn i f i can t  i ssue  fo r cl i en ts who  need  to  genera te
i ncom e to  m ee t the i r cash  f l ow needs.  Cl i en t  po rt fo l i os a re  a l so  a t  h i gher ri sk especi a l l y i n  pe ri ods o f  vo l a t i l e  m arke ts.  As a  resu l t ,  busi ness con t i nu i ty
p l ann i ng  i s pa rt i cu l a rl y i m portan t  fo r sm a l l  f i rm s tha t  m anage  cl i en t  po rt fo l i os.  I t  i s advi sab l e  tha t  a  sm a l l  f i rm 's p l an  speci f i ca l l y address i ssues o f
si gn i f i can t  busi ness i n te rrup t i ons,  wi th  an  em phasi s on  the  l oss o f  key pe rsonne l  and  successi on .

In  o rde r to  m anage  ri sks re l a ted  to  busi ness i n te rrup t i on ,  sm a l l  f i rm s shou l d  consi de r:  (i ) deve l op i ng  a  busi ness con t i nu i ty p l an  tha t  i s approp ri a te  fo r
the i r si ze  and  busi ness m ode l ,  (i i ) desi gna t i ng  an  i nd i vi dua l  to  execu te  the  busi ness con t i nu i ty p l an ,  and  (i i i ) revi ewi ng  the  busi ness con t i nu i ty p l an
annua l l y

2 .  M on i to ri ng  System s

Sm al l  f i rm s m ay have  resource  constra i n ts tha t  m ake  segrega t i on  o f  du t i es d i ff i cu l t  o r i m possi b l e .  T hese  cha l l enges m ake  ensuri ng  good  docum enta t i on
p ract i ces and  con tro l s especi a l l y i m portan t  fo r sm a l l  f i rm s i n  o rde r to  dem onstra te  good  com p l i ance .  A l l  f i rm s m ust  m a i n ta i n  reco rds to  accu ra te l y
reco rd  busi ness act i vi t i es,  f i nanci a l  a ffa i rs,  and  cl i en t  t ransact i ons,  and  dem onstra te  the  exten t  o f  a  f i rm 's com p l i ance  wi th  app l i cab l e  requ i rem en ts o f
securi t i es l eg i sl a t i on .

Sm a l l  f i rm s a re  encouraged  to  consi de r em p l oyi ng  non-reg i ste red  sta ff  o r usi ng  techno l ogy to  pe rfo rm  add i t i ona l  ve ri f i ca t i on  p rocedures.  CSA Sta ff
found  tha t  the  revi ewed  f i rm s o f ten  d i d  no t  m a i n ta i n  i n te rna l  books and  reco rds to  evi dence  the  due  d i l i gence  conducted  to  support  the i r busi ness
act i vi t i es.  CSA Sta ff  a l so  found  tha t  the  revi ewed  f i rm s o f ten  d i d  no t  have  adequa te  po l i ci es and  p rocedures.

3 .  T he  CCO Annua l  Report

T he  CCO m ust  assess the  ove ra l l  com p l i ance  structu re  and  i n te rna l  con tro l s a t  the  f i rm  a t  l east  annua l l y.  Quest i ons abou t  the  adequacy o f  the  f i rm 's
com p l i ance  system , and  whe the r the  CCO i s adequa te l y pe rfo rm i ng  h i s o r he r responsi b i l i t i es m ay a ri se  when  the  CCO has no t  d ra f ted  an  annua l
com p l i ance  report ,  o r subm i ts a  pe rfuncto ry report  tha t  concl udes tha t  the  f i rm  has com p l i ed  wi th  securi t i es l eg i sl a t i on  wi thou t  support  fo r how th i s
assessm ent was m ade .



T he  CSA Sta ff  wou l d  suggest  tha t  the  CCO shou l d  descri be  i n  the  report  the  steps tha t  were  taken  to  pe rfo rm  the  assessm ent,  the  resu l ts o f  the
assessm ent,  and  wha t  has been  done  o r wi l l  be  done  to  address the  non-com p l i ance .  T he  CCO o f  a  sm a l l  f i rm  can  m ee t the  annua l  report  requ i rem en t
by docum ent i ng  th i s assessm ent i n  the  f i rm 's board  o f  d i recto rs'  m i nu tes.

4 .  In te ri m  Fi nanci a l  S ta tem en ts and  Accoun t i ng  Pri nci p l es

Al l  f i rm s,  i ncl ud i ng  sm a l l  f i rm s,  m ay have  de f i ci enci es wi th  respect  to  the i r f i nanci a l  sta tem en ts,  use  o f  accoun t i ng  p ri nci p l es,  o r excess worki ng  cap i ta l
ca l cu l a t i ons.  Fi rm s shou l d  have  de ta i l ed  wri t ten  f i nanci a l  po l i ci es and  p rocedures cl ea rl y ou t l i n i ng  who  i s expected  to  do  wha t ,  when ,  and  how. Fi rm s
wi th  on l y one  i nd i vi dua l  shou l d  a t  a  m i n i m um  deve l op  p rocedures to  sta te  when  and  wha t  f i nanci a l  reco rds wi l l  be  p repared .

5 .  Inadequa te  Excess Worki ng  Cap i ta l

Fi rm s m ust  p roperl y com p l e te  Fo rm  31-103F1  Cal cu l a t i on  o f  Excess Worki ng  Cap i ta l to  ensure  tha t  a l l  worki ng  cap i ta l  ca l cu l a t i ons a re  accu ra te  a t  a l l
t i m es.  Som e revi ewed  f i rm s had  i nadequa te  excess worki ng  cap i ta l  du ri ng  the  pe ri od  covered  by the  com p l i ance  revi ews.  T hese  f i rm s o f ten  d i d  no t
pe rfo rm  the i r worki ng  cap i ta l  ca l cu l a t i ons wi th  su ff i ci en t  f requency and ,  acco rd i ng l y,  were  no t  aware  o f  the i r worki ng  cap i ta l  posi t i on  a t  a l l  t i m es.  Wh i l e
these  f i rm s o f ten  m a i n ta i ned  a  nom i na l  am oun t o f  excess worki ng  cap i ta l ,  as expenses were  i ncu rred  i t  caused  a  worki ng  cap i ta l  de f i ci ency.  In  th i s
scenari o ,  a  f i rm  m i gh t  need  to  ca l cu l a te  i ts excess worki ng  cap i ta l  posi t i on  on  a  m ore  f requen t  basi s,  such  as da i l y o r weekl y

Conclusions

T he  ASC's revi ew o f  EM Ds i n  A l be rta  and  the  CSA's revi ew o f  sm a l l  f i rm s uncovered  wi despread  com p l i ance  de f i ci enci es.  ASC No t i ce  33 -705  sta tes tha t
som e o f  the  f i rm s exam i ned  had  h i gh  l eve l s o f  com p l i ance  wi th  the  regu l a to ry requ i rem en ts wh i l e  o the rs p rom pted  regu l a to ry act i on  to  address the
fa i l i ngs the  revi ew uncovered .  T he  no t i ce  a l so  i nd i ca tes tha t  som e f i rm s si m p l y ceased  busi ness i n  the  face  o f  the  regu l a to r's revi ew.

CSA No t i ce  31 -350  p rovi des de ta i l s and  gu i dance  wi th  respect  to  the  de f i ci enci es no ted  du ri ng  the  CSA's revi ews.  Speci f i ca l l y,  the  CSA i den t i f i ed  tha t
sm a l l  f i rm s can  be  a t  ri sk o f  fa i l i ng  to  m ee t requ i rem en ts o f  app l i cab l e  securi t i es l eg i sl a t i on  i f  they do  no t  have :  (i ) a  com prehensi ve  p l an  to  address
si gn i f i can t  busi ness i n te rrup t i ons and  successi on  i ssues;  (i i ) m on i to ri ng  system s tha t  a re  reasonab l y l i ke l y to  i den t i fy non-com p l i ance  a t  an  ea rl y stage ;
and  (i i i ) supervi so ry system s tha t  a l l ow the  f i rm  to  co rrect  non-com p l i an t  conduct  i n  a  t i m e l y m anner.

We strong l y recom m end tha t  a l l  reg i st ran ts revi ew ASC No t i ce  33 -705  and  tha t  sm a l l  f i rm s revi ew CSA No t i ce  31 -350  and  upda te  the i r po l i ci es and
procedures acco rd i ng l y.

P l ease  con tact  the  au tho rs be l ow o r you r regu l a r BLG l awyer i f  you  have  quest i ons regard i ng  com p l i ance  requ i rem en ts and  best  p ract i ces.
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