SRO Notices and Disciplinary Proceedings

13.1.3 IIROC Amendments to Implement the CSA Registration Reform Project

INVESTMENT INDUSTRY REGULATORY ORGANIZATION OF CANADA (“lIROC”)
AMENDMENTS TO IMPLEMENT THE CSA REGISTRATION REFORM PROJECT

| OVERVIEW

The Canadian Securities Administrators, (the Securities Regulatory Authorities or SRAs), the Investment Industry Regulatory
Organization of Canada Inc. (IIROC) and the Mutual Fund Dealers Association (MFDA) have worked jointly on a project — the
Registration Reform Project — to modernize, streamline and harmonize registration and approval requirements for dealers and
their registered individuals. The project has resulted in a proposal to harmonize securities legislation across the CSA
jurisdictions and the development of proposed National Instrument (NI) 31-103 — Registration Requirements, intended to be
adopted by all CSA jurisdictions.

IIROC and its predecessor, the Investment Dealers Association of Canada (IDA) have been involved to provide policy
recommendations and ensure that there is no inconsistency between CSA and IIROC regulations regarding registration
requirements.

A Current Rules
Rule 1 contains the definitions of terms used in the Rules.

Rule 4 establishes rules regarding the establishment of branch offices of Dealer Members, branch membership in district
councils and requirements for appointment and the qualification and approval of branch managers.

Rule 7 establishes requirements regarding the qualification and approval of partners, directors and officers of Dealer Members.

Rule 18 establishes requirements regarding the qualification and approval of Registered Representatives (RRs) and Investment
Representatives (IRs) of Dealer Members.

Rule 20 establishes the authority and processes of decision-making panels. In particular, it establishes the authority of and the
processes through which District Councils can accept or reject registration applications, impose terms or conditions on the
approval of applications and grant exemptions to rule requirements.

Rule 29 sets a number of conduct standards for Dealer Members and Approved Persons. In particular, Rule 29.27 establishes
supervision and compliance requirements.

Rule 38 establishes executive-level positions and processes within a Dealer Member designed to ensure that compliance
becomes part of a Dealer Member’'s corporate governance, including the appointment of senior executives responsible for
compliance and the involvement of a Dealer Member’s Board of Directors or similar body.

Rule 40 establishes requirements for the filing of approval applications and notices of changes to information on Approved
Persons through the National Registration Database.

Rule 1300 governs the opening and supervision of client accounts, including requirements for the handling of managed
accounts and the qualification and approval of discretionary portfolio managers at Dealer Members.

Rule 1800 governs the conduct of exchange-listed commodity futures business by Dealer Members, including the qualification
and approval of persons conducting or supervising such business.

Rule 1900 governs the conduct of exchange-listed options business by Dealer Members, including the qualification and approval
of persons conducting or supervising such business.

Rule 2500 establishes minimum supervision standards for opening, operating and supervising retail accounts designed to meet
the more general requirements of Rule 1300.

Rule 2700 sets the parameters under which an account can be treated as an institutional account and establishes minimum
supervision standards for opening, operating and supervising institutional accounts designed to meet the more general
requirements of Rule 1300.

Rule 2900 establishes proficiency requirements for approval in specific capacities. Part | establishes the requirement; Part Il
specifies exemptions from the Part | requirements and establishes requirements to re-qualify after periods of not being approved
in a capacity.
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B Issue

Changes need to be made to the current IIROC registration related rules to make them consistent with the objectives of the CSA
Registration Reform Project proposals. The proposed new rules are designed to implement the approach and objectives of the
Registration Reform Project in the IROC Dealer Member Rules.

Cc Objectives
The objectives of the rule changes are for the most part those of the Registration Reform Project:

1. Simplify the categories of approval and eliminate rote, follow-on approvals, such as approvals to trade specific products
that are based almost entirely on meeting specific proficiency requirements, in favour of notice processes.

2. Derive approval requirements from functions rather than titles. In this regard, the rule changes propose ceasing to
approve all those with specific officer titles, instead approving those exercising executive management functions at a
Dealer Member — the “mind and management” of the Dealer Member.

3. Modernize registration-related requirements on Dealer Members, moving to the extent reasonable to a principles-based
approach. In this regard they remove as far as possible prescriptive structural requirements that are not appropriate to
all of the different types of Dealer Members’ businesses and business models, such as requirements to place
supervisory responsibilities on resident branch managers of all business locations about a certain size. They will
therefore give Dealer Members greater flexibility to develop compliance and supervision structures and processes
appropriate for their size, type(s) of business, business structures, systems and resources.

4. Harmonize as far as possible the IIROC Rules with those of the SRAs and MFDA. Where harmonization is not
possible, ensure that there is no conflict between SRA and IIROC rules. In general, conflicts occur where [IROC has
more elaborate rules, such as capital rules and the suitability regime, and in those cases the proposal includes a
provision that some sections do not apply to IIROC Dealer Members. Where NI 31-103 sets a standard applicable to
IIROC Dealer Members that would be in conflict, such as eligibility for registration/approval as Ultimate Designated
Person, the proposed rule changes harmonize the IIROC Rules with proposed NI 31-103.

Some of the proposed rule changes are housekeeping or are directed at improving the clarity of the rules. Where extensive
changes are made the revised rules are written in plainer language, and related but unchanged parts have been rewritten to
conform to the plain language style of the new provisions1. There have also been a few deletions of transitional provisions that
are no longer required, such as the transition provisions in Rule 40 required to get Approved Person data into the NRD System.

D Effect of Proposed Rules

The proposed amendments will make the Rules consistent with the goals of the CSA Registration Reform Project.

The proposed amendments will give Dealer Members greater flexibility in designing their compliance systems. In doing so they
may result in savings to Dealer Members by permitting them to take more efficient approaches. However, cost savings are not
the objective of the proposed amendments and the Corporation will review changes to Dealer Member systems as part of its
normal business conduct reviews to ensure that changes result in systems that are at least as effective as those prescribed by
the current Rules.

The proposed amendments will require Dealer Members to maintain extensive records of both Approved Persons and
assignment of responsibilities. In the case of Approved Persons, some Dealer Members currently rely on the NRD System for
their own record keeping in ways that they will not be able to after implementation of the proposed amendments. In that case
the proposed amendments may increase registration record keeping costs of some Dealer Members.

| DETAILED ANALYSIS OF RECOMMENDED PROPOSAL

A Proposed Amendments

Overview

The following describes the main overall effect of the proposed amendments. Some of the changes necessary to achieve the
results described are spread through more than one Rule.

! The plain language changes are not part of the IIROC Rule Rewrite Project and have not been reviewed by plain-language experts.
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1. Simplification of approval categories
The Corporation currently has 46 approval categories for individuals; the proposed amendments reduce the number to 9%,

Each category now represents a different conjunction of five elements:

(1) the type of trading activity — trading, order-taking only, advisory or portfolio management;

(2) the type(s) of product(s): securities, mutual funds only, options or commodities;

(3) type of client: retail or non-retail

(4) the individual's position with the Dealer Member: representative, partner, officer or director;

(5) supervisory responsibilities: Ultimate Designated Person, Chief Financial Officer, Chief Compliance Officer, Alternate

Designated Person or Branch Manager; and
Each element of an approved person’s function includes a specific proficiency requirement. As any of these items changes, the
Dealer Member has to file an application for a category change and, if necessary, notification of completion of the applicable
proficiency requirements.

The proposed amendments simplify the categories by focusing solely on functions. These are:

(1) Investment Representative: approved to take unsolicited orders

(2) Registered Representative: approved to give investment advice

(3) Trader: approved to enter orders into the trading systems of specific exchanges

(4) Supervisor: approved to supervise the business activities of other approved persons

(5) Executive: approved to participate in the executive management of a Dealer Member

(6) Director: approved to sit on the Board of Directors of a Dealer Member or occupy a similar position in a Dealer Member

not organized as a corporation

(7) Ultimate Designated Person: the Chief Executive Officer of a Dealer Member or person in a similar position, approved
to have overall responsibility for the Dealer Member's compliance with laws and regulations, including the Rules,
governing its securities-related activities;

(8) Chief Financial Officer, approved to be responsible for ensuring that the Dealer Member complies with the financial
adequacy requirements of the Rules;

9) Chief Compliance Officer, approved to be responsible for ensuring that the Dealer Member has systems and controls
reasonably designed to ensure its compliance with laws and regulations, including the Rules, governing its business
conduct.

Under the proposal, specifics as to the types of products, clients and services will be information items, but will remain subject to
proficiency requirements. They will be reported in initial applications, but subsequent changes will require only notification that
the Approved Person has completed the necessary proficiencies and will be undertaking the applicable business activity. There
will be no approval by IIROC staff, only a check, which may come after the fact, that the Dealer Member has disclosed the
completion of the necessary proficiency requirements.

2. Merging of supervisory categories and implementation of a principles-based approach to supervision

The Rules currently require that each location of a Dealer Member have a Branch Manager who is approved as such by the
Corporation. A location having less than 3 or 4 RRs (depending on the rules of local SRA) may be designated as a sub-branch
supervised by the resident Branch Manager of a full branch. Dealer Member Rule 2500 sets out specific account supervision
requirements for Branch Managers of retail branches.

2 There is one other category — Investor under Rule 5 — that is not covered in the proposals.
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While establishing one effective method of supervising branch retail activity, the current requirements restrict Dealer Members
from adopting any other supervisory structure and therefore from being innovative in the way they supervise business conduct.
They are inappropriate for Dealer Members conducting non-retail or non-advisory other businesses, for example institutional
sales and trading, proprietary trading and suitability-exempt discount brokerage.

The current requirements do not fit many business models of Dealer Members. For example, under the current regulations a
Branch Manager is responsible for all activity in the branch. However, a large branch may also do institutional business,
research and corporate finance that a Branch Manager does not have the necessary expertise to supervise. Those doing those
types of business may in fact report directly to a department supervisor in the Dealer Member’s head office.

The proposed rule changes remove the forced structural element of the Branch Manager requirements, merging all supervisory
categories into one: Supervisor. Current Branch Managers will become approved in that category, as will other specific
supervisory categories including product-specific supervisors such as options and futures contracts principals. As with trading
categories, the proficiency requirements to supervise specific types of activity will remain. Changes in proficiency and types of
business being supervised will be matters of notice.

In place of the prescribed positions and functions, Dealer Members will be required to maintain detailed historical records of their
supervisory structures and the persons responsible for fulfilling specific supervisory functions.

The proposed rule changes continue to require that specific persons be designated to perform specific functions, such as overall
supervision of options or futures trading, portfolio supervision and retail account supervision. However, under the proposed
rules those fulfilling those functions will no longer have a separate category and approval requirement; they will be approved as
Supervisors3. Dealer Members will be required to maintain historical records as to who fulfills those designated roles, and their
alternates.

The proposed amendments are not intended to eliminate the branch manager structure as a viable way of supervising business
activity. Dealer Members will still be able to designate branch managers and assign them the same responsibilities currently
contained in the Rules. However, they will be approved as Supervisors. The proposed rules contain no restrictions on the use
of most currently used titles such as Branch Manager.

Proposed changes to Dealer Member Rule 2500 make it more of a guidance document, but establish the two-tier method of
retail account supervision prescribed in the current Rule as an acceptable option rather than a specific requirement. This
change will permit Dealer Members to develop alternative approaches to supervision.

The proposed revisions to Dealer Member Rule 2500 also include new guidance designed to give effect to the more principles-
based approach, and additions designed to more fully delineate some requirements, including:

° Guidelines for a risk-based approach to selecting accounts for supervisory review;

. A general requirement that Dealer Member’s account opening procedures take into account gatekeeper obligations;

. A restriction preventing ongoing trading in an account when a fully completed new account form has not been
approved;

. A requirement that Dealer Members restrict the ability to update customer information on their electronic systems and

have means independent of the RR handling an account for verifying significant changes to client information;

° Expanded descriptions of requirements regarding placing restrictions on the types of strategies to be used in options
and futures accounts;

° An expanded description of the available means of monitoring losses and loss limits in futures accounts.

3. Limiting partner / officer / director registration to the mind and management of the Dealer Member

The current rules require approval of all partners, directors and senior officers of Dealer Members. “Senior officers” include any
persons having titles listed in Dealer Member Rule 1: Chairman, Vice-Chairman, President, Vice-President, Treasurer, Secretary

and General Manager. Anyone using any of those titles is required to have the Approval of the Corporation in the position and
to complete the Partners, Directors and Senior Officers Qualifying Examination (PDO).

8 A proposed change to Dealer Member Rule 1 defines “Designated Supervisor” as a person fulfilling one of these roles. However,

“Designated Supervisor” is not proposed as an approval category. The term is defined because of frequent references to specific
“Designated Supervisors” in the proposed amendments. Each reference to a Designated Supervisor in the proposed amendments
contains a reference to which Designated Supervisor where the reference is not apparent from the context.
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Many Dealer Members appoint individuals to positions like Vice-President in recognition of seniority and accomplishment, even
though they have no involvement in the actual management of the Dealer Member. They are first required to complete the
PDO, which focuses on corporate governance issues in the securities industry that are irrelevant to their actual functions.

Changes to partnership structures have also made the current rules outdated. Partnership interests set up for compensation
purposes but that do no include the ability to bind the partnership continue to be treated as full partnerships, requiring Approval
by the Organization and completion of the PDO.

The proposed rules deal with these problems by focusing on the function of managing a Dealer Member rather than on specific
tittes. Those filling executive management functions, the “mind and management” of the Dealer Member, will have to apply and
be approved in the Executive category, whatever their title, and will continue to have to complete the PDO.

4. Bringing the Ultimate Designated Person and Chief Compliance Officer categories into the approval system
and making them consistent with NI 31-103

Dealer Member Rule 38.1 requires the appointment of one of a Dealer Member’s senior management to the role of Ultimate
Designated Person (UDP) to “be responsible to the [Corporation] for the conduct of the firm and the supervision of its
employees.” Those eligible to take the position are “its Chief Executive Officer, its President, its Chief Operating Officer or its
Chief Financial Officer (or such other officer designated with the equivalent supervisory and decision-making responsibility).”

Dealer Member Rule 38.1 ensures that at least one person in a senior management position has direct, individual responsibility
for compliance and supervision matters.

Proposed NI 31-103 adopts the UDP requirement, but requires that it be occupied by the Chief Executive Officer. The proposed
changes include an amendment to Dealer Member Rule 38 to make it consistent with proposed NI 31-103 in that regard. Dealer
Members will be subject to the NI 31-103 provision therefore it would be impractical and confusing to retain the current Rule
provision and risk having different people in the same role, one under NI 31-103 and the other under Dealer Member Rule 38.

Proposed NI 31-103 includes UDP and CCO as registration categories. At present Dealer Member Rule 38 requires a Dealer
Member to appoint senior officers to those positions, but does not contain any requirement for them to be Approved by the
Corporation to occupy those roles. The proposed amendments require Approval by the Corporation of UDPs and CCOs, giving
the Corporation authority refuse Approval or grant it subject to conditions.

5. Eliminating transfer of Approval delays

The current process for an IR or RR to transfer from one Dealer Member to another involves an application for transfer filed
through NRD and Approved by the Corporation. NI 31-103 proposes a new process under which an individual’'s registration with
a new firm will, for the first 90 days after termination of employment at the previous registered firm, be granted automatically at
the time a transfer filing through NRD. The exact details of the filing are not yet determined because of NRD technical issues.
The new process will eliminate any waiting time for the review and approval of a transfer application.

The proposed amendments will implement the same process for the transfer of Approved Persons between Dealer Members.
As with the proposed NI31-103, automatic transfers will be made only when there is no change of category involved.

Because there is no waiting for transfer of an Approval, it is essential that the Corporation have the power to act if it later
receives information that calls into question the fithess or propriety of the transferring person. In most cases, such as when an
investigation has been launched, information received is not sufficient to deny or revoke Approval, but raises enough questions
to warrant putting conditions on the individual’'s Approval until the matter is resolved. The most frequent conditions are close or
strict supervision.

It is therefore important to ensure that the Corporation has the authority to impose conditions on an existing approval. The
proposed amendments include changes to Dealer Member Rule 20.18 to make that authority clear.

6. Repeal or amendment of Outmoded or Redundant Provisions
The proposed amendments include deletion or amendment of the following outmoded provisions4:
o Dealer Member Rule 7.4(c) requiring a Dealer Member to have two officers, at least one of whom must be full-time;

° Dealer Member Rule 7.7 regarding multiple employment of officers

4 The rationale for each deletion or amendment is provided in the detailed descriptions of the amendments to each Rule below.
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7.

Dealer Member Rule 18.13 requiring notice of Approvals by the Corporation to be sent to SRAs and SROs.

Dealer Member Rule 18.14 requiring an undertaking by Dealer Members to supervise employees with outside business
activities

Dealer Member Rules 40.1(17) and (18), 40.10 and 40.13 governing requirements for the transition to NRD
Dealer Member Rule 1300.5 regarding a reference to a Corporation staff position that no longer performs the function
Dealer Member Rules 1300.5(e) and 1300.8(d) regarding use of a specific delivery method for a notice

Dealer Member Rules 1800.2(e) and (f) requiring an office trading futures contracts or futures contracts options to have
two people approved to do so

Dealer Member Rule 1800.6 regarding dealings in futures with institutions and registered firms
Dealer Member Rule 1900.4 and 1900.7 regarding opening and supervision of options accounts
Dealer Member Rule 2500, Part VII.E regarding managed accounts

Miscellaneous changes

The proposed amendments include miscellaneous amendments designed to promote consistency and reflect current practice:

References in Dealer Member Rules 7 and 18 to remuneration in relation to the sale or placement of securities are
changed to refer to “securities-related activities” to reflect the application of the Rules to ancillary activities that may fall
outside of a strict definition of “placed or sale of securities.”

A new Dealer Member Rule 1.3 has been added to clarify that the onus for compliance with the Rules falls on both
Dealer Members and their Approved Persons where the Rules refer only to Dealer Members. Similarly, Dealer Member
Rule 18.2 has been amended to clarify the onus on both Dealer Members and individuals.

In places such as Dealer Member Rule 18.2 where rules relating to securities also cover futures contracts, references
to futures contract have been added.

Proposed new Dealer Member Rule 18.7 limits the period during which an IR or RR can be restricted to mutual funds
business.

A proposed replacement for Dealer Member Rules 18.16 and 18.17 regarding use of titles contains a general
prohibition against the use of misleading titles or designations.

Proposed amendments to Dealer Member Rule 1300.4 regarding discretionary accounts makes controls on such
accounts consistent with those on managed accounts

A proposed amendment to Dealer Member Rule 2700 makes it consistent with proposed NI 31-103 by incorporating
the concept of “permitted clients” from NI 31-103. For most “permitted clients” the Dealer Member can accept a waiver
from the client that removes any suitability obligation to the client. The proposed provision is limited because it does
not apply to the individuals that can be “permitted clients” under the proposed NI 31-103 definition.

A proposed amendment to Dealer Member Rule 2900, Part I.A.6 adds options for the supervision of those managing
discretionary portfolios during the first two years of their portfolio management, a period during which they would be in
the category Associate Portfolio Manager under the current categories. The amendment permits the supervision to be
done by a qualified person at another Dealer Member or a registered adviser under Canadian securities legislation.

Detailed descriptions of specific amendments

The following explains the specific proposed amendments, rule by rule:

Dealer Member Rule 1

A definition of “Business Location” will be added. The term is used in the proposed changes to Dealer Member Rule 4 with
regard to membership in a District, and the proposed changes to Dealer Member Rule 40 to require notification through NRD of
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business locations. It is limited to those locations housing individuals requiring Approval by the Corporation, i.e. it excludes
those housing only operations such as back office functions. It refers only to locations used on a regular and ongoing basis.
The factors to be taken into account in determining whether a location is used on a regular and ongoing basis will be the subject
of guidance.

The term “Designated Person” will be replaced with “Designated Supervisor.” The current definition lists a number of
registration categories or positions that will be eliminated or changed under the proposed amendments. The definition of
“Designated Supervisor” is more general, referring to anyone assigned a supervisory role defined in the Rules, whether or not
listed in the definition. Those positions already designated under the proposed Dealer Member Rules are listed as exemplary
rather than exhaustive of the general definition. “Designated Supervisor” is not itself an Approval category. Those having
specific designated roles will be Approved as Supervisors.

A definition of “Director” will be added, to include members of the Board of Directors of the Corporation or of a Dealer Member,
as the context indicates, or anyone performing a like function in a Dealer Member that is not a corporation.

“Executive” will be defined to be a partner, director or officer of a Dealer Member involved in its management as a corporation or
other entity. The definition includes a non-exhaustive list of typical roles or titles for such people drawn in part from the deleted
definition of “Senior Officer,” and adds members of any executive management committee.

A definition of “Institutional Customer” will be been added, drawn from Dealer Member Rule 2700, as the revisions use the term
in other Rules.

The definitions of “Investment Representative” and “Registered Representative” will be broadened. The current definitions:

. exclude those who trade in or advise on exempt debt securities and non-exchange traded options and futures (because
of the definitions of those products in Dealer Member Rules 1800 and 1900);

. exclude investment products not defined as securities under Provincial securities legislation such as guaranteed
investment certificates

° exclude those who only trade on the Dealer Member’s behalf.

All of these activities fall within the Corporation’s regulatory ambit and should trigger a requirement for Approval, so the
exclusions will be deleted. Proposed NI 31-103 also makes it clear that proprietary trading falls within the registration
requirements.

A definition of “Retail Customer” will be added, being any customer that is not an institutional customer. The term is used with
regard to the requirement to disclose the types of business in which an IR or RR will engage under the revisions to Approval
categories in Dealer Member Rule 1800.

The definitions of “Officer,” “Sales Manager,” *
necessary under the proposed revisions.

Senior Officer,” and “Sub branch Office” will be deleted as they are no longer

A definition of “Supervisor” will be added. It defines the new Approval category for anyone given supervisory responsibility by a
Dealer Member. It requires that a Supervisor have both the responsibility and authority to supervise others, but restricts the goal
of that supervision to compliance with laws or regulations dealing with the Dealer Member’s securities-related activities. The
restriction means that there may be supervisors whose authority deals solely with operational or other issues that are not subject
to securities-related legal or regulatory requirements and who are not, therefore, required to be approved by the Corporation as
Supervisors.

A new Dealer Member Rule section 1.3 will be added to state that where the context indicates, references in any Rule to a
Dealer Member includes its partners, directors, officers, employees and agents. The numbers of subsequent sections have
been increased accordingly. The new section is intended to make it clear that a requirement or prohibition placed on a Dealer
Member is equally applicable to the individuals through whom the Dealer Member acts.

Dealer Member Rule 4

Dealer Member Rule 4 will be changed to refer to Business Locations instead of Branch and Sub-Branch Offices.

Most of Dealer Member Rule 4 will be repealed to reflect the elimination of the currently mandatory Branch Office supervision
structure.
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Dealer Member Rule sections 4.1 through 4.5 deal with eligibility to join a District and attend District meetings. The term “Branch
Office Member” of a district will be retained for that purpose.

The proposed amendments rewrite the remaining sections in plain language.

Current Dealer Member Rule section 4.6(c) will be kept as Rule 4.6; Rules 4.6(a) and (b) will be deleted. The current provisions
require the Approval of the Corporation to open or close Branch and Sub-Branch Offices; the proposed section 4.6 will require
Dealer Members to notify the Corporation of the opening and closing of Business Locations. The Corporation staff uses
Business Location information in conducting its oversight of Dealer Members’ compliance and supervision systems so it is
important that the Corporation know where Dealer Members conduct business with the public.

Dealer Member Rule 7

Under the proposed amendments, Dealer Member Rule 7 will be amended to replace requirements relating to partners and
directors with requirements relating to Directors and requirements relating to officers with requirements relating to Executives,
limiting their application to the “mind and management” of the Dealer Member.

The proposed amendments to Dealer Member Rule section 7.3 change the requirements as described above with regard to a
Dealer Member’s Directors. 40% must meet proficiency and experience requirements and be actively involved in the Dealer
Member’s business or occupy an Executive or Director role at a related or affiliated dealer or financial institution.

The proposed amendments to Dealer Member Rule section 7.4 change the requirements as described above with regard to a
Dealer Member’s Executives, who must all meet proficiency and experience requirements and be actively involved in the Dealer
Member’s business or be an Executive or Director or have a similar role to Executive or Director in a related or affiliated dealer
or financial institution.

Current Dealer Member Rule sections 7.3 and 7.4 give examples of affiliated financial institutions, all Canadian. The
Corporation now has Dealer Members, some resident primarily in the United States, in which the Executives are also Executives
of U.S. parent companies or affiliates. The examples of affiliated or related financial institutions will therefore be removed in the
proposed amendments.

Dealer Member Rule subsection 7.4(c) currently requires a Dealer Member to have two officers, at least one full-time. The
diversification of business types among Dealer Members has made this provision obsolete. Some Dealer Members only have
officers that spend most of their time working for an affiliate. The Corporation has also had small Dealer Members, introducing
brokers, having only one Executive but forced to appoint someone else simply to fulfill the requirements of the section. The
proposed amendments therefore include repeal of section 7.4(c).

Dealer Member Rule section 7.5 establishes a requirement for a Dealer Member to appoint a Chief Financial Officer (CFO) and
the proficiency requirement at the CFO must meet. Under the proposed amendments the requirement will be moved to Dealer
Member Rule 38 so that all of the requirements for specific Executive positions are in one Rule. Dealer Member Rule 38
contains the requirements to appoint an Ultimate Designated Person and a Chief Compliance Officer. All following sections will
be renumbered accordingly.

Current Dealer Member Rule section 7.7 (renumbered 7.6) permits an officer to be employed at an affiliated Dealer Member or
non-Dealer Member dealer, subject to conditions and where permitted by the laws of the jurisdiction where the individual is
employed. This section will be deleted as unnecessary. There is no prohibition from such multiple employment under NI 31-103
SO a permissive section is unnecessary. NI 31-103 prevents multiple registrations except with affiliates. The current section
also contains specific disclosure requirements to deal with conflicts of interest, while proposed NI 31-103 takes a principles-
based approach to dealing with conflicts of interest. The NI 31-103 approach will apply to Dealer Members after the repeal of
current Dealer Member Rule 7.7.

Current Dealer Member Rule section 7.8, to be renumbered 7.6, deals with proficiency requirements for individuals owning more
than 10% of the voting securities of a Dealer Member. The references to voting securities will be changed to “a voting interest of
10% or more in the Dealer Member” to recognize the multiple forms of organization of Dealer Members.

Current Dealer Member Rule section 7.9, to be renumbered 7.7, prohibits Directors and Executives from accepting
compensation from anyone other than the Dealer Member or its affiliates or related companies “in connection with the sale or
placement of securities on behalf of any of them.” The latter reference will be changed to the “securities-related activities of any
of them.” As the variety of services provided by Dealer Members in relation to securities transactions has broadened, to include
such activities as advisory services to issuers and financial planning services to clients, application of the Rules has also
broadened to ensure that such activities are conducted and compensated through the Dealer Member. The reference to the
placement or sale of securities is therefore narrower than required.
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Dealer Member Rule 18

Dealer Member Rule section 18.1 defines “recognized stock exchange” for the purposes of the Rule. The term is not used in the
proposed revisions, so the section will be repealed.

Dealer Member Rule section 18.2 contains the requirement for RRs to be Approved. It will be amended as follows:

. It currently prohibits a Dealer Member employing anyone as an RR or IR unless registered by the appropriate SRA and
approved by the Corporation. It will be rewritten to prohibit individuals from acting as RRs or IRs unless registered or
approved and to eliminate the reference to employment in favour of one to acting on a Dealer Member’s behalf, which
encompasses both employer/employee and principal/agent relationships.

. References to trading in securities will be amended to add trading in futures contracts.

° The registration requirement will made more explicit by adding that it applies to both the Dealer Member and the
individual RR or IR, that it applies in any jurisdiction in which a customer of the Dealer Member or RR resides and that
the Dealer Member or individual need not be registered if they are exempt from the jurisdiction’s registration or
licensing requirements.

. A new subsection (b) will require a Dealer Member to notify the Corporation prior to an IR or RR beginning to conduct
any of the following types of business: retail, institutional, mutual funds only, options, futures and portfolio
management. This will replace previous requirements to apply for approval in specific categories dealing with each
type of business. The types of business are aligned similarly to current categories — related to types of customers,
products and services. They are defined to show where an IR or RR is restricted to a particular type of customer or
product or can combine multiple types of customer or product.

. A new subsection (c) will prohibit an IR or RR from conducting a type of business and the Dealer Member from
permitting him or her doing so before the notice in subsection (b) has been made and notice has been provided to the
Corporation that the IR or RR has completed the required proficiencies. The section also notes, for greater clarity, that
the initial application for approval of an IR or RR is a form of notice of the types of business listed on the application.

Dealer Member Rule section 18.3 establishes the requirement that RRs and IRs complete the applicable proficiency
requirements in Dealer Member Rule 2900. It will be rewritten to note that an exemption is an alternative to completing the
proficiency requirement.

The current provision of Dealer Member Rule section 18.3 will be renumbered 18.3(a) and a new subsection (b) will be added
containing a new statement of principle regarding proficiency: that a Dealer Member has an obligation to take reasonable steps
to ensure that its IRs and RRs are proficient and understand the products they trade in as necessary to meet their regulatory
obligations. A similar statement of principle is included in section 4.3 of proposed NI 31-103.

Current Dealer Member Rule sections 18.5 and 18.6 are duplicative. They set out the requirement for a new retail RR or IR to
be closely supervised for his or her first six months. Current section 18.5 will therefore be repealed and 18.6 amended as
follows:

° The starting date for the supervision will be the date of notification to the Corporation that the person will be conducting
retail business. It therefore applies to a person who has previously conducted only non-retail business.

° The revised rule provides an exemption for anyone with six months of prior retail experience.

Dealer Member Rule section 18.7 currently permits RRs or IRs to be restricted to mutual funds only where permitted under
Provincial securities laws and regulations. Several SRAs permit RRs and IRs with Dealer Members to be restricted permanently
to mutual funds advice and trading. Others require that such persons complete the proficiencies to conduct full retail business
within 270 days of initial registration with a Dealer Member. At present, some require that such persons upgrade to unrestricted
registration, although the restricted category will no longer be included in proposed NI 31-103.

In order to develop a uniformity of practice across the country, a proposed revision to Dealer Member Rule section 18.7 will add
a requirement for IRs and RRs restricted to mutual funds business to complete the necessary proficiency requirements to
conduct full retail securities business within 270 days of initial approval, and to complete an upgrade to full retail or institutional
business within a 18 months of initial approval. The 18 months provides time to complete the 6 month internal training program
required for to conduct full retail business. Thereafter such persons will be required to complete the post-licensing requirements
relevant to full retail or institutional business.
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Because it would be unfair to force an upgrade on those already employed at Dealer Members who joined them with the
intention, compatible with the rules at the time, of limiting their business to mutual funds only, the proposed revisions include a
grandfathering provision for those restricted to mutual funds business on the effective date of the proposed amendments who
are registered only in Provinces permitting the permanent restriction for employees or agents of Dealer Members.

Dealer Member Rule sections 18.8 and 18.9 establish approval categories that will not longer exist. They will therefore be
repealed.

Dealer Member Rule section 18.11 is a statement of the Corporation’s jurisdiction over RRs and IRs and their obligation to
comply with the Rules and Rulings of the Corporation. It requires that an RR or IR cease acting as an RR or IR of a Dealer
Member if their approval is revoked. It will be subdivided and rewritten to eliminate references to employment, since some RRs
and IRs are agents rather than employees. However, the import of its provisions remains unchanged.

Dealer Member Rule section 18.13 requires the Corporation to give notice to all recognized stock exchanges and securities
commission in Canada of approvals and terminations of approval of RRs and IRs. It has been rendered obsolete by the
National Registration Database, to which all SRAs have access, and the transfer of member regulation functions from the stock
exchanges to the Corporation. It will therefore be repealed.

Dealer Member Rule section 18.14 governs outside business activities of Approved Persons. Under the proposed rule changes,
subsection (b) will be repealed. It requires that a Dealer Member acknowledge in writing its responsibility to supervise RRs or
IRs with outside business activities. This section is unnecessary. A Dealer Member's duty to supervise RRs and IRs flows from
its general supervision obligations and an acknowledgement is superfluous.

Dealer Member Rule section 18.15 prohibits RRs and IRs from accepting compensation from anyone other than their Dealer
Member sponsor or its affiliates or related companies “in connection with the sale or placement of securities on behalf of’ the
Dealer Member or its affiliates or related companies. The reference to “sale or placement of securities” will be changed to
“securities-related activities” so as to capture all activity, such as trading advice and financial planning, that is related to
securities advice but is not directly the sale or placement of securities.

Dealer Member Rule section 18.16 limits the use of titles for RRs and IRs. When originally passed it proposed the use of the
term “investment advisor” for RR’s, but was rejected by some SRAs because of possible confusion with their Advisor registration
category. It was then changed to use the terms “registered representative” and “investment representative” but has never been
implemented because doing so would cause unnecessary cost and confusion at firms that use other designations. The
proposed amendments change the section to a prohibition against using a designation that wrongly indicates that the RR or IR
has been approved to or does conduct a type of business or fulfills a role requiring approval by the Corporation. An example
would be calling an RR an “investment manager” when the RR is not qualified to manage client portfolios on a discretionary
basis.

Dealer Member Rule section 18.17 permits an RR or IR to use a designation for which he or she has been approved under the
Rules of the Corporation. The changes to section 18.16 noted above make it redundant and it will be deleted in the proposed
amendments.

Dealer Member Rule 20

Dealer Member Rule 20 gives District Councils authority to grant initial Approval of individuals at a Dealer Member and their
transfer to another Dealer Member.

Proposed amendments to Dealer Member Rule section 20.18 change the references to categories of approval to the new
categories.

Proposed amendments to Rule 38 make appointments to the positions of Ultimate Designated Person, Chief Financial Officer
and Chief Compliance Officer subject to Corporation. A proposed amendment to Rule 20.18(1) adds the granting of those
approvals to the District Councils’ authority.

The proposed amendments also remove references to the power of District Councils to grant applications for transfer. Changes
to National Instrument 33-109 which are part of the CSA Registration Reform proposals will make transfers of SRA registration
automatic provided that an application for transfer is made within 90 days of the termination of the individual's registration at
another registered firm and there is no change of registration category. Proposed amendments to Dealer Member Rule 40 will
make Corporation’s transfer process consistent with that of the NI 33-109 revisions.

Proposed new section 20.18(3) gives District Councils the explicit authority to place conditions on the current approval of an
Approved Person where it finds those conditions to be appropriate and in the interest of the public. This authority was
inadvertently taken out of IDA By-law 20 during a previous revision.
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The need for the Corporation to have the authority to impose conditions on an Approved Person is increased under the CSA
Registration Reform proposals because individual transfers from one Dealer Member to another will be automatic on filing,
within 90 days of termination from another Dealer Member, of an application to join a new Dealer Member. The Corporation
needs the authority to impose terms and conditions if it discovers from a termination notice regarding a transferred Approved
Person that there were problems at a previous firm giving cause to impose a condition such as strict supervision.

The proposed amendment will give a District Council the same authority to delegate the power in section 20.18(3) to a Sub-
Committee as it has with the authorities to approve, refuse or impose conditions on an approval application.

A proposed amendment to section 20.19 makes it clear that Corporation staff or the Approved Person involved can appeal any
decision under Rule 20.18, including a decision to impose conditions on an existing approval. It has been established through a
Hearing Committee decision at the IDA that the individual has a right to be heard when the Registration Staff proposes to
recommend conditions on an approval. That right is exercised through an opportunity to make written submissions.

Dealer Member Rule 29
Dealer Member Rule 29 includes a variety of provisions regarding business conduct.

Dealer Member Rule section 29.7 sets content and supervision standards for advertising, sales literature and correspondence of
Dealer Members.

Dealer Member Rule sub-section 29.7(3) requires the appointment of partners, directors, officers or branch managers to review
certain types of advertising, sales literature and correspondence prior to use. The proposed revisions will require the designation
of one or more Supervisors to pre-approval each type of material. More than one Supervisor may be necessary because such
material can be issued in multiple locations, to different types of clients and covering different types of products or trading. It is
therefore appropriate to allow Dealer Members to appoint different Supervisors to accommodate differences in the material or
location.

Dealer Member Rule section 29.27 outlines requirements on Dealer Members to supervise their business activity in a way
reasonably designed to achieve compliance with laws and regulations, including the Corporation’s, governing their securities
and futures business.

The change in the proposed amendments in the direction of a more principles-based approach makes it appropriate to include
the broad provisions regarding Dealer Member’s compliance and supervision infrastructure in one place. The revisions
therefore propose repealing section 29.27 and moving its provisions into an expanded Dealer Member Rule 38, which contains
the high-level structural and accountability requirements, including the appointment of the UDP, CFO and CCO and the
involvement of the Dealer Member’s Board of Directors (or similar body) in its compliance system.

Dealer Member Rule 38

As noted above, the proposal includes the movement of current Dealer Member Rule section 7.5 regarding the Chief Financial
Officer and Dealer Member Rule section 29.27 regarding general supervision requirements into Dealer Member Rule 38 to
make Rule 38 a general regulation regarding compliance and supervision. The combined rule proposal is reorganized.

Dealer Member Rule 38 contains sections outlining the general duties of the Ultimate Designated Person (UDP) and Chief
Compliance Officer (CCO). In order to make the description of the Chief Financial Officer role consistent, a new subsection
38.6(c) is added in the proposed amendments, setting out the general obligation of the Chief Financial Officer to ensure that the
Dealer Member monitor adherence to the Dealer Members policies and procedures to provide reasonable assurance that the
Dealer Member meets the financial rules of the Corporation.

The proposed changes include the following changes to the requirements currently in Dealer Member Rule section 29.27, both
to ensure the adequacy of supervisory records maintained by Dealer Members:

° A provision in Dealer Member Rule subsection 38.1(v) requiring that Dealer Members keep records of the assignment
of supervisory responsibility has been changed to include recording of the scope of the responsibility assigned;

° A new Dealer Member Rule subsection 38.4(b)(iv) in the section regarding delegation of functions. It will require that
the Dealer Member record the terms of the delegation and the follow-up and review done to ensure that the delegate is
properly conducting the delegated function.

A new Dealer Member Rule section 38.3 will establish the requirement from all Supervisors to be Approved by the Corporation.
To ensure an onus on all parties, it will prohibit anyone from acting as a Supervisor and a Dealer Member from permitting any
person to act as a Supervisor without the approval of the Corporation.
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Proposed NI 31-103 limits eligibility for appointment as Ultimate Designated Person (UDP) to the Chief Executive Officer or
someone holding a similar position. In order to make Dealer Member Rule 38 consistent with that limit, the proposed
amendments will remove from Rule 38 the eligibility of the Chief Operating Officer or Chief Financial Office to occupy the UDP
position.

Appointments to the UDP and Chief Compliance Officer (CCO) position are currently done by the Dealer Member with notice to
the Corporation. Under proposed NI 31-103 they will be registration categories subject to an application process. As two critical
roles in a Dealer Member’s compliance system, it is appropriate that those appointed to them go through an application and
approval process. The proposal therefore amends Dealer Member Rule 38 to require approval by the Corporation of both the
UDP and CCO.

The current requirement is for the CCO to be an Alternate Designated Person (ADP), but the proposed amendments eliminate
that category. The proposed amendments will therefore require that the CCO be an Executive.

Although not included explicitly in proposed NI 31-103, the SRAs have indicated that they are prepared to allow a registered firm
to have more than one UDP and/or CCO where the firm is separated into distinct businesses having different reporting lines up
to the Board level. The proposed amendments will continue to permit the appointment of more than one UDP and CCO under
those circumstances, but will make doing so subject to approval by the Corporation so that Corporation and SRA staff can
maintain consistency regarding the circumstances in which allowing more than one UDP and/or CCO is permitted.

As noted above, the Alternate Designated Person category is eliminated in the proposed amendments. Current ADPs will
become Supervisors. The proposed amendments to current Dealer Member Rule section 38.6, moved in the amendments to
section 38.2, will:

o Change the references to ADP to Supervisor.

° Add a general statement that a Dealer Member needs to appoint enough Supervisors to meet the goal of compliance
with applicable laws and regulations.

° Add a requirement that the Dealer Member take reasonable steps to ensure that Supervisors understand the
businesses they are supervising, including a minimum requirement that they meet the applicable proficiency
requirements of Dealer Member Rule 2900.

Current Dealer Member Rule section 38.10 requires that ADPs report to the UDP as necessary. Supervisory structures will vary
between firms depending on their size and the nature of their business. While all Supervisors may ultimately report to the UDP,
section 38.10 implies a more direct reporting relationship that may be the case or may be necessary. The proposed
amendments therefore include the repeal of current section 38.10.

Current Dealer Member Rule section 38.11 requires an annual compliance report to the Board by the CCO. The proposed
amendments will add a requirement in Dealer Member Rule subsection 38.7(h), consistent with requirements in proposed NI 31-
103, that the CCO have access to the UDP and Board at other times to report significant issues requiring their attention.

A proposed amendment to current Dealer Member Rule section 38.9, renumbered 38.8 in the proposed amendments, will
require that the Board of a Dealer Member, or its equivalent, maintain records of the actions it decides to take in response to the
annual compliance report and its monitoring to ensure that those actions are carried out.

Dealer Member Rule 40

Dealer Member Rule 40 sets out the requirements for filing of applications for Approval and notices related to Approval or
changes in information regarding Approved Persons through the National Registration Database (NRD).

Many of the changes of category under the current rules will become changes of business type under the proposed
amendments. They will become matters for filing notice rather than requiring an application and approval. The proposed
amendments therefore include additions to Dealer Member Rule section 40.4, which deals with changes of category, to include
notification through NRD of changes in business type. The amendments will require Dealer Members to ensure that the
Corporation has received notice through NRD that the individual has completed the proficiencies (or received an exemption from
them) necessary to conduct the new type of business. In some cases the individual may have completed them in the past, so
no new notice will be required. In others the Dealer Member will be required to ensure that a notice that the person has met the
proficiency requirements is filed at the same time as the notice of change in business type.

Under the proposed amendments, Dealer Member Rule 4 will no longer contain requirements regarding the approval of branch
offices. However, the Corporation will continue to require information on the locations in which a Dealer Member conducts
business with the public. Proposed amendments to Dealer Member Rule 40 therefore refer to “business locations” instead of
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branch or sub-branch offices and will require that Dealer Members notify the Corporation through NRD of the opening or closing
of business locations.

Dealer Member Rule subsections 40.1(17) and (18) and sections 40.10 and 40.13 are transitional provisions. As the transitional
phases that they governed are now over, they are no longer necessary and will be repealed by proposed amendments.

Dealer Member Rule 1300

The proposed changes to Dealer Member Rule 1300 presuppose the approval and implementation of the proposed new account
application guidelines in Dealer Member Rules 2500, 2700 and 3200 which are currently awaiting CSA approval.

Dealer Member Rule section 1300.2 will be amended to change references to a designated partner, officer or director to a
designated Supervisor having overall responsibility for the opening of new accounts. A new subsection will permit a Designated
Supervisor for each of retail business, institutional business and suitability-exempt discount business

The current requirements permit branch managers to approve the opening of new accounts. The proposed revisions will change
this to Supervisors designated in the firm’s policies and procedures. The section will also specify that the approval must be
recorded.

The definitions in Dealer Member Rule section 1300.3 of “associate portfolio manager” and “futures contracts portfolio manager”
will be repealed as they refer to categories that are being eliminated. The definition of “portfolio manager” will changed to refer to
an RR that has discretionary authority over managed accounts. These changes reflect the change from portfolio manager being
a separate category to portfolio management being a separate service or type of business that qualified RRs can conduct.

Dealer Member Rule section 1300.4 provides for controls on discretionary accounts. The proposed amendments include a new
requirement to designate a Supervisor to be responsible for discretionary accounts, who must approve each discretionary
account and record that approval. A proposed amendment to Dealer Member Rule section 1300.6 will place special supervision
responsibilities on the Designated Supervisor. Currently no specific supervisor needs to be designated for discretionary
accounts; the approval and supervision roles fall to the partner, director or officer designated in Dealer Member Rule section
1300.2 as responsible for the opening and supervision of all accounts. While in some firms one person may be designated to
fulfill both roles, it is important that there be specific designation of responsibility for discretionary accounts because of the
additional risks of those accounts.

Another addition to Dealer Member Rule section 1300.4 will specify that a representative can only exercise discretionary
authority over an account at his or her Dealer Member.

Proposed amendments to Dealer Member Rule subsections 1300.5(e) and 1300.8(d) will eliminate outmoded requirements to
use prepaid mail to deliver notices.

A proposed amendment to Dealer Member Rule section 1300.7 governing managed accounts will eliminate a reference to
approval of a portfolio manager. The section will continue to refer to “portfolio manager,” but will be a defined term in the Rule
rather a separate Approval category. A proposed amendment to subsection (c) will require that the approval of managed
accounts by a Supervisor be recorded.

Dealer Member Rule sections 1300.9 through 1300.13 provide for portfolio manager categories that are eliminated under the
proposed new category structure. They are therefore repealed in the proposed amendments.

References in Dealer Member Rule section 1300.15 to designated partners, officers, directors or futures contract principals will
be replaced by the proposed amendments with references to Supervisors.

The current registration categories include “Associate Portfolio manager.” An Associate Portfolio Manager must be supervised
by a full Portfolio Manager for two years before he or she is eligible to become a full Portfolio Manager. The proposed
amendments make portfolio management a service rather than a registration category.

A new Dealer Member Rule subsection 1300.15(c) will replace the Associate Portfolio Manager with a supervision requirement.
It will require that a person who has not previously provided portfolio management to clients for at least two years with a Dealer
Member, a Provincially registered Advisor or a government-regulated institution (for example a trust company) must be
supervised by another portfolio manager who is not under such supervision or by a Provincially registered Advisor under
contract. The latter option is necessary because in smaller centres it can be difficult for Dealer Members wanting to provide
portfolio management to hire a qualified person to provide the management or supervise those attempting to qualify to provide
portfolio management.
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Dealer Member Rule section 1300.15 requires a Dealer Member having managed accounts to establish a committee to conduct
an annual review of its policies and procedures to supervise managed accounts. An amendment to this provision will require
that the Chief Compliance Officer be a member of this committee because of the Chief Compliance Officer's overall
responsibility for monitoring the effectiveness of the Dealer Member’s policies and procedures.

Dealer Member Rule 1800

The proposed changes to Dealer Member Rule 1800 will change references to futures contracts and futures contracts options
principals to Supervisors as the current categories will no longer exist. They will also consolidate the provisions regarding
futures contracts and futures contracts options, which are identical, into one section instead of listing the provisions separately
with regard to the two products.

Current Dealer Member Rule subsections 1800.2(e)(1) and (f)(1) require that a Dealer Member have at least two people
approved to trade, respectively, the futures contracts and futures contracts options available at every office where they are
traded. This provision is designed to ensure that, because of the volatility and high leverage of futures contracts and futures
contract options, customers can at all times during trading hours get access to a person who can give them advice or take and
enter orders.

However, with modern communications systems it is unnecessary that there be two persons physically located in the same
office in order to provide the necessary back-up. The proposed revisions will therefore replace the sections with a requirement
(in revised Dealer Member Rule subsection 1800.2(e)) that the Dealer Member ensure that clients have access at all times
during normal business hours to an IR or RR qualified to trade in or advise on futures contracts or futures contracts options.

Current Dealer Member Rule subsection 1900.2(e) requires the delivery of a disclosure statement regarding options that is in
compliance with securities legislation. As the Corporation approves such document as they change, the rule will be amended to
refer to a disclosure document approved by the Corporation.

Dealer Member Rule section 1800.5 outlines the supervisory duties of the designated futures contracts principal, a category
being eliminated. None of the specific duties varies from general supervisory responsibilities outlined in the proposed
amendments to Dealer Member Rule 38 and the specific duties outlined in proposed Dealer Member Rule section 1800.2;
therefore section 1800.5 is repealed in the proposed amendments.

Dealer Member Rule section 1800.6 governs suitability requirements in dealings with registered advisers, dealers, acceptable
institutions and acceptable counterparties. As these requirements are dealt with in proposed NI 31-103 and Dealer Member
Rule 2700, the section is redundant and is repealed in the proposed amendments.

Dealer Member Rule subsection 1800.11(b) requires the retention of completed orders for six years. The proposed revisions
change this to seven years to make the requirement consistent with the records retention requirements of NI 31-103.

Dealer Member Rule 1900

Dealer Member Rule 1900 governing options trading will be amended to change references to options approvals. Options
activity will be a type of business and involvement in it a matter of notice. Specifically, the amendments will replace references
to the “registered options principal,” currently an Approval category, with “Supervisor qualified to supervise options trading.”

Current Dealer Member Rule subsection 1900.2(e) requires the delivery of a disclosure statement regarding options that is in
compliance with securities legislation. As the Corporation approves such documents as they change, the rule will be amended
to refer to a disclosure document approved by the Corporation.

Dealer Member Rule section 1900.4 reiterates account opening and supervision requirements covered in Dealer Member Rules
1300, 2500 and 2700. It will therefore be repealed in the proposed amendments.

Dealer Member Rule section 1900.7 states that other Corporation rules regarding trading and advising in securities apply, as
appropriate, to options trading and advising. Those rules apply without the need of an additional rule; therefore the section is
repealed in the proposed amendments.

Dealer Member Rule 2500

The proposed changes to Dealer Member Rule 2500 will change it from a prescriptive delineation of required structures and
procedures for the supervision of retail accounts to principles-based guidelines. However, the structures and procedures
established in the current Rule 2500 will continue to work for many multi-branch retail firms. The proposed amendments to Rule
2500 will therefore include the currently prescribed two-tier structure of branch and head office supervision as one that will meet
the requirements of the Rule, but not as the only option.
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As with the current Rule 2300, the proposed revisions will include reiterations of some of the principles and requirements
regarding supervision found in other Rules. Dealer Members have found that including them in one place with the guidelines
found only in Rule 2500 make it a more useable resource.

The proposed revisions presume that the repeal of Part VIII — Client Complaints passed by the IDA Board on October 17, 2007
will have been implemented prior to the implementation of the proposed changes.

Dealer Member Rule 2500 -
Introduction

The last paragraph of the introduction will be deleted. It presumes the current prescriptive requirements of Dealer Member Rule
2500, but gives Dealer Members the option of developing alternative supervision systems with the approval of the Corporation.
It is no longer applicable because of the change from the prescriptive branch/head office structure to a principles-based
approach. Dealer Members will be permitted to develop their own supervisory structures, subject to the principles enunciated in
Dealer Member Rule 38 and guidelines in the revised Rule 2500, but will not require advance approval to implement them.
Instead, they will be reviewed in operation during business conduct examinations.

Part | — Establishing and Maintaining Procedures, Delegation and Education

A proposed amendment to Dealer Member Rule 2500, Part I, section A.2 will replace a statement that new and amended
policies should have senior management approval to a statement with a requirement to have a procedure for approving new
policies and procedures. It will state that those have a significant impact on the Dealer Member’ compliance system should
have senior management approval. This change will give Dealer Members the option of having minor changes approved at
lower levels in the organization.

Dealer Member Rule 2500, Part I, section .B.1 requires the maintenance of evidence of account reviews that are part of a
Dealer Member’'s compliance process. Because record-keeping is critical to an effective system and the Corporation’s review of
the system, the requirements in subsection 1.B.1 will be moved into a new record-keeping section: |.F.

The new Dealer Member Rule 2500, Part I, section F adopts the record retention requirement of NI 31-103. Account review
records will be considered “activity records” under the terms used in NI 31-103 and must therefore be kept for seven years from
the date of creation, in a form in which they can be provided to the Corporation promptly for two years and within a reasonable
time for the rest of the retention period.

Proposed Dealer Member Rule 2500, Part I, section C is new. It will provide for a risk-based approach to selecting accounts for
review and gives examples of the factors that can be taken into account in a risk-based analysis. The current Rule 2500 uses
only commission amount as a basis for account selection. Commission level does not take into account such factors as size of
account. The same commission level can mean little for a very large account and a great deal for a small one or one trading in
derivatives where the commission may be small in relation to the risk. While not mandatory, a well-designed risk based
approach can develop a better focus on accounts requiring review.

Subsections 2 and 3 of the proposed new Dealer Member Rule 2500, Part |, section C establish requirements for a risk-based
approach, including documentation of the analytical approach and its consistent application across retail accounts. This does
not mean that a Dealer Member will be required to use a single-factor analysis. For example, a Dealer Member might have
different analyses or triggers for the review of equities-only or derivatives accounts, but the Dealer Member will be required to
apply those analyses or triggers consistently across accounts of a similar type within its analytical framework.

Proposed Subsection 4 of new Dealer Member Rule 2500, Part |, section C is an expansion of current section 1.B.3. It will
require enhanced supervision of “Approved Persons who have had a history of questionable conduct.” The proposed revision
adds examples of what should be considered as “questionable conduct.”

A proposed change to current Dealer Member Rule 2500, Part I, subsection D.1, renumbered E.1 in the proposed revisions, will
change the requirement to provide sales policies and procedures to all sales and supervisory personnel. It will limit the
requirement to those policies and procedures relevant to the individual’s function. A similar relevance criterion is added to
proposed subsection |.E.3 regarding communication of the information contained in compliance-related bulletins. In addition,
the proposed revision will explicitly accept access to policies and procedures maintained on electronic systems as one method
of providing them, but with the proviso that personnel must be trained on the use of the electronic systems.
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Part Il — Opening New Accounts

The proposed revisions will change references to account application forms throughout Dealer Member Rule 2500 by dropping
the word “forms” to recognize that account applications are frequently completed electronically. They will also change
references to “branch manager” to “Supervisor.”

The proposed amendments to Dealer Member Rule 2500, Part Il contain a new paragraph in the introduction referring to
gatekeeper obligations. It will explicitly require Dealer Members to ensure that their know-your-client procedures are directed at
meeting gatekeeper obligations by identifying clients that present a high risk to the Dealer Member or the securities markets. It
also makes reference to anti-money laundering and terrorist financing requirements, one important and specific type of
gatekeeper obligation to which Dealer Members are subject.

Current Dealer Member Rule 2500, Part I, section A.1 requires that a Dealer Member complete a New Account Application
Form for each account. A proposed revision will change the requirement to completing an account application for each
customer. The proposed revision will make it clear that an additional application will not have to be completed if the same
customer opens another account, unless a separate application is specifically required.

A proposed amendment to Dealer Member Rule 2500, Part Il, subsection A.2 on approval of new accounts adds a new
requirement to restrict a new account to liquidating trades if an account application received for approval after the first trade is
not fully completed. The Corporation staff believes that this is a necessary control to prevent ongoing trading by accounts that
have not been properly documented and approved. It is consistent with a revision to the anti-money laundering rules that
prohibits a Dealer Member from trading for a new client until the client’s identity has been verified.

Dealer Member Rule 2500, Part Il, subsection A.4 currently requires that the RR maintain a copy of the new account forms of
his or her clients. A proposed amendment will modernize the requirement by stating that this requirement can be met by
maintaining the information on the form in an electronic form accessible to the RR.

Dealer Member Rule 2500, Part Il, subsection A.5 requires RRs to update new account information when there is a material
change. Proposed amendments will specify controls on the processes for updating information that the Corporation already
requires Dealer Members to implement as part of a proper internal control system. These are:

. Restricting access to electronic systems containing customer information so that it is not changed without proper
approval, currently required in subsection 11.C.1, and

. Having procedures independent of the RR to verify material changes in customer information such as change of
address, financial situation, investment objectives or risk tolerance.

Proposed new Dealer Member Rule 2500, Part Il, subsection B.2 will support client agreement requirements found elsewhere in
the rules in terms of a requirement to have systems and procedures to prevent trading before the required agreements have
been obtained from the client.

Part lll — Account Supervision Generally [New]

Proposed Dealer Member Rule 2500, Part Il is a new section that will provide guidance on determining how to meet the general
supervision requirements in proposed Dealer Member Rule section 38.1. It encapsulates the considerations informing the
current prescriptive requirements and includes guidelines on supervision of retail business in locations remote from Head Office.
The guidance applies to supervision of trading in all instruments.

Dealer Member Rule 2500, Part I, section A sets out guidelines for establishing a supervisory structure:

. Taking all necessary factors into account in designing a supervisory structure and appointing supervisors.

° Ensuring proper supervision of remote business locations through the assignment of a specific Supervisor, an analysis

of the need for a resident Supervisor and, where there is no resident Supervisor, the necessity for periodic visits to the
location by the assigned Supervisor.

° Independent supervision of a Supervisor’'s handling of his or her own client accounts;
° Ensuring that a Supervisor with other duties devotes sufficient time and attention to Supervision.
° Ensuring that Supervisors are qualified to supervise trading in all products and provision of all services by those under

his or her Supervision. The guideline notes that it is possible to split supervisory duties provided there is adequate

September 26, 2008 (2008) 31 OSCB 9289



SRO Notices and Disciplinary Proceedings

communication between the Supervisors involved, an overall view of the client’s situation and clear assignment of
responsibilities.

o Ensuring that Supervisors have the necessary information.

. Ensuring proper back-up during a Supervisor’s absence.

. Providing oversight to ensure that Supervisors are properly fulfilling their assigned roles.

° Ensuring that Supervisors have the necessary authority to take appropriate remedial action. This provision notes that

escalation to a more senior Supervisor or Executive is an acceptable form of action.

Dealer Member Rule 2500, Part Ill, section B sets out guidelines regarding supervision of retail account activity including
possible methods of conducting reviews and the scope of matters to be looked for.

Part IV — Two-Tier Supervision

Dealer Member Rule 2500 currently prescribes a two-tier system of supervision requiring Branch Office (Part Ill) and Head
Office (Part 1V) daily and monthly reviews of account activity. While its current form is not in keeping with a more principles-
based approach to supervision, it is a good system that many Dealer Members may wish to keep. The proposed amendments
therefore retain in large part Parts Il and IV so that those firms that choose to retain such a system have assurance that it
continues to meet the requirements of the Corporation. The two parts are conjoined in a new Part IV and revised to refer to first
and second level reviews rather than branch and head office reviews.

The proposed Dealer Member Rule 2500, Part IV is less prescriptive. The introduction notes, for example, that the first level
review can be conducted by head office or on a regional basis. The sections on selecting accounts for monthly review allow for
alternative selection criteria, while leaving the current prescribed criteria as one choice that meets the guidelines.

Part V — Option Account Supervision

Proposed revisions to Dealer Member Rule 2500, Part V will remove references to the category Designated Registered Options
Principal, which will be merged into the general Supervisor category. It will introduce the term “Designated Options Supervisor”
for ease of reference to the Supervisor required to be designated in the proposed revisions to Dealer Member Rule section
1900.2.

Current Dealer Member Rule 2500, Part V, subsection A.4 notes that the DROP must indicate trading restrictions on the option
account application form. The proposed revision will remove the reference to the DROP and expand on the nature of these
restrictions, giving as their purpose the prevention of the use of strategies that are not in keeping with the customer’s investment
objectives or risk tolerance.

The proposed revision is less prescriptive than the current version, permitting a Dealer Member to develop its own criteria to
select activity for review. However, with one exception it adopts the current criteria for branch and head office reviews as
meeting the requirements of the Rule. The exception is the selection of accounts for monthly review. At present Part V permits
use of the same criteria as for head office review of non-options accounts. Because of the high leverage of options, the
commission-level criteria may not be appropriate for accounts that concentrate in options trading and the proposed revision
therefore suggests the development of alternate criteria for such accounts.

Current Dealer Member Rule 2500, Part V, section D requires the involvement of the DROP in establishing specific procedures
related to options accounts. The section has been rewritten in the proposed revisions to require implementation of the same
procedures without specific prescribing that the designated options supervisor be responsible for the conduct of those
procedures.

Part VI — Futures/Futures Options Account Supervision

Proposed amendments to Dealer Member Rule 2500, Part VI will remove references to the category Designated Registered
Futures Principal, which will be merged into the general Supervisor category. The proposed amendments introduce the term
“Designated Futures Supervisor” for ease of reference to the Supervisor required to be designated in Dealer Member Rule
section 1800.2.

Dealer Member Rule 2500, Part VI, subsection A.5 currently requires that the DRFP indicate trading restrictions on the futures
account application form. The proposed amendments will remove the reference to the DRFP and expand on the nature of those
restrictions, giving as their purpose the prevention of the use of strategies that are not in keeping with the customer’s investment
objectives or risk tolerance.
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New Dealer Member Rule 2500, Part VI, subsection A.5 will expand on requirements regarding loss limits. Current Dealer
Member Rule 2500, Part VI, subsection B.1 requires supervisors to look for cumulative losses exceeding the customer’s stated
risk capital. However, some Dealer Members do not have systems that can track cumulative losses beyond a year. In those
cases, Dealer Members have adopted an annual risk limit, to be updated annually taking into account any losses during the
previous year. This alternative approach will be recognized in the new section.

Current Dealer Member Rule 2500, Part VI contains no specific criteria establishing what must be reviewed at the branch or
head office or for selecting accounts for review. The proposed amendments will require a system reasonably designed to detect
improper activity, and will include the current list of examples of improper activity that supervision should identify

Current Dealer Member Rule 2500, Part VI, section C requires the involvement of the DRFP in establishing specific procedures
related to discretionary futures accounts. The proposed amendments will require implementation of the same procedures
without prescribing the Designated Futures Supervisor's role in the regular conduct of those procedures. It will also be
expanded to include other necessary procedures, generally parallel to those in Part V on options, re-named “Other Futures
Policies and Procedures.”

Part VIl — Discretionary Account Supervision
The proposed amendments to Dealer Member Rule 2500, Part VII eliminate references to categories being eliminated.

Current Dealer Member Rule 2500, Part VIl includes both discretionary and managed accounts. However, Dealer Member Rule
2500, Part VI, section E on managed accounts is solely a reiteration of the requirements of Dealer Member Rule 1300. The
proposed revisions will therefore delete section VII.LE and deal solely with discretionary accounts.

Current Dealer Member Rule 2500, Part VII, section A.3 states that an Approved Person cannot have discretionary authority
over an account anywhere else than at his/her Dealer Member. This provision is in place in Dealer Member Rule 1300 and
follows from registration requirements, so will be deleted.

A proposed new Dealer Member Rule 2500, Part VII, section A.3 will require that discretionary accounts be identified in a Dealer
Member’'s books and records in a manner that ensures they can be supervised. It will not prescribe the method used. This
proposed requirement flows out of supervisory necessities in any event, but has been an occasional point of contention during
business conduct examinations and will therefore be added for clarity.

Dealer Member Rule 2700

Several proposed amendments to Dealer Member Rule 2700 are technical. One will remove a reference to Dealer Member
Rule section 29.27, which under the proposed amendments will become part of Dealer Member Rule 38. Two others will
replace references to partners, directors or officers with references to Supervisors.

The proposed amendments will delete the definition of “Institutional Customer” in Dealer Member Rule 2700 as it will be added
to Dealer Member Rule section 1.1.

Proposed National Instrument 31-103 contains a definition of and suitability exemption regarding “permitted clients.” It contains
the same general suitability exemption regarding trades for financial institutions and other registered entities as currently
included in Dealer Member Rule 2700, but adds a suitability exemption for other “permitted clients” that sign a suitability waiver.
A proposed amendment to Rule 2700 will include the suitability waiver approach for “permitted clients” as defined in NI 31-103,
other than:

° those to which the exemption for financial institutions and dealers already applies, and

° individuals. Proposed NI 31-103 includes some individuals in the definition of “permitted client” based on an asset test,
whereas the definition of “institutional customer” in current Dealer Member Rule 2700, proposed to be moved into
Dealer Member Rule section 1.1, excludes individuals.

The Corporation staff does not believe that it is appropriate to grant a suitability waiver option to individuals.

Dealer Member Rule 2900, Part |

The proposed amendments to Dealer Member Rule 2900, Part | include technical amendments such as the replacement of the
term “registered” with “approved” and of “Canadian Securities Institute” with “CSI Global Education Inc.” They will not change

the proficiency requirements except where specifically noted below, but will change references to how the requirements apply
that mirror the changes in the category structure. For example, the proficiency requirements currently referring to portfolio

September 26, 2008 (2008) 31 OSCB 9291



SRO Notices and Disciplinary Proceedings

managers in the current Dealer Member Rule 2900, Part | refer in the proposed amendments to Representatives who conduct
discretionary portfolio management.

Currently Dealer Member Rule 2900, Part |, section A.1 deals with branch managers and sales managers. Under the proposed
amendments it will apply to Supervisors who supervise Approved Persons. It will retain the specific course requirements related
to different kinds of business, which will be moved into the section on Supervisors from the current product-related sections. It
will remove the requirement for Supervisors of branches in which options business is conducted to do the proficiencies for
options supervision. This change will permit Dealer Members to develop alternative means of supervising options business
where a resident Supervisor is not qualified to supervise it, subject to the general provisions of Dealer Member Rule 2500
regarding supervisory systems.

The proposed amendments will make Dealer Member Rule 2900, Part I, section A.2 applicable only to Directors and Executives,
not to all partners and officers. The section will continue, with appropriate reference changes, to make it clear that Directors and
Executives must also meet the proficiency requirements for other approved positions they hold, including RR or IR for trading or
advising customers and Supervisor for directly supervising others. The Director and Executive categories deal solely with the
overall management of the firm.

Proposed amendments to Dealer Member Rule 2900, Part I, section A.6 regarding portfolio managers will remove the current
requirements for the current associate portfolio manager categories. As noted above, the category will be replaced by a
supervision requirement in revised Dealer Member Rule 1300.15(c).

Rule 2900, Part I

Dealer Member Rule 2900, Part Il on course and examination exemptions has been rewritten extensively in the proposed
amendments without changing its requirements. The most significant change is to the re-writing requirements, in the form of the
reduction of an exhaustive list of categories with numerous exemptions for current and re-applying Approved Persons to two
general requirements in proposed part A. In summary, the courses of a person who has been Approved in a category under the
current categories, or conducted a type of business under the new approach, will remain valid for three years after their approval
lapses or they cease to do the type of business.

If a person completes required courses but never obtains approval in a category or, in the new system, does the type of
business, the course validity will expire after two years.

A new general exemption is proposed for both the writing and re-writing sections of Dealer Member Rule 2900, Part II. It will
exempt Approved Persons from having to fulfill new requirements not in place when they were approved unless the rule
implementing the change specifically requires them to do so. This is necessary so that every course change is not applied to
those who are already qualified to do the type of business or hold the category covered by the change. It will also exempt
applicants whose approval has lapsed but are re-applying for approval while their previous courses are still valid under the re-
write requirements. This will not change the current requirements.

B Comparable Rules in Other Jurisdictions

The proposed rules are designed to conform to the rules and principles of the Registration Reform Project and particularly NI 31-
103. Rules in other jurisdictions including Australia, the United Kingdom and the United States were reviewed and considered in
developing the CSA Registration Reform Proposals. They were not considered further in developing the IIROC rule proposals,
which do not deviate from the principles of the larger project.

(o Alternatives Considered

No other alternatives were considered.

D Systems Impact of the Amendments

Implementation of the proposed amendments will require changes to the NRD System. These changes are under development
by the NRD operator in coordination with the changes necessary to implement NRD changes related to the CSA Registration
Reform Project.

E Public Interest Objective

IIROC has determined that the proposed amendments are Public Comment Rule changes.

According to the Joint Rule Review Protocol for IIROC (the “Protocol), forming part of the Memorandum of Understanding
regarding oversight of IIROC, the Corporation must provide “a concise statement, together with supporting analysis, of the
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nature, purpose and effect of the proposed Rule.” Statements have been made elsewhere as to the nature and effects of the
proposed Rule, as well as analysis. The purposes of the proposed Rule are to:

° promote the protection of investors;

° foster fair, equitable and ethical business standards and practices;

. promote just and equitable principles of trade and the duty to act fairly, honestly and in good faith; and
° prevent fraudulent and manipulative acts and practices.

The proposed Rule does not impose any burden or constraint on competition or innovation that is not necessary or appropriate
in furtherance of IIROC’s regulatory objectives. It does not impose costs or restrictions on the activities of market participants
that are disproportionate to the goals of the regulatory objectives sought to be realized.

F Anticipated Effective Date

IIROC anticipates that the proposed Rule will be made effective on the same date as National Instrument 31-103 and the related
changes to implement the CSA Registration Reform Project. The coordination of the two sets of changes is necessary because
of the significant changes in the NRD System that must be made at the same time.

] COMMENTARY

A Filing In Other Jurisdictions

The proposed Rule amendments will be filed with each of IIROC’s Recognizing Regulators, in accordance with s.3 of the
Protocol.

B Effectiveness

The proposed Rule amendments should be effective in ensuring Dealer Members meet minimum standards in relation to the
proficiency and supervision of Approved Persons and in ensuring that they meet their obligations under the IIROC Rules and
other laws and regulations affecting the conduct of their securities-related business.

C Process

The proposed Rule amendments were developed by IIROC staff after initial discussions with District Councils, the Compliance
and Legal Section and the Private Client Advisory Committee. They were reviewed in draft by and technical changes were
made after comments by District Councils, a special task committee of the Compliance and Legal Section and the Private Client
Advisory Committee.

v SOURCES
References:
° Proposed National Instrument 31-103, Companion Policy 31-103CP and related amendments to National Instrument

31-102 and 33-109.
http://www.osc.gov.on.ca/Regulation/Rulemaking/Current/Part3/rule_20080229_31-103_rfc-reg-req.pdf

o IIROC Dealer Member Rules 1, 4, 7, 18, 20, 29, 38, 40, 1300, 1800, 1900, 2500, 2700 and 2900
http://iiroc.knotia.ca/Knowledge/Browse/BrowseToc.cfm?kType=445&nc=12175786428220080624

\' REQUIREMENT TO PUBLISH FOR COMMENT

IIROC proposes to publish for comment the accompanying proposed amendments. The IIROC Board has determined that the
proposed amendments would not be contrary to the public interest. Comments are sought on the proposed amendments.
Comments should be made in writing. One copy of each comment letter should be delivered within 30 days of the publication of
this notice, addressed to the attention of Larry Boyce, Vice-President, Business Conduct Compliance, Investment Industry
Regulatory Organization of Canada, Suite 1600, 121 King Street West, Toronto, Ontario, M5H 3T9 and one copy addressed to
the attention of the Manager of Market Regulation, Ontario Securities Commission, 20 Queen Street West, 19th Floor, Box 55,
Toronto, Ontario, M5H 3S8.
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Those submitting comment letters should be aware that a copy of their comment letter will be made publicly available on the
IOROC website (www.iiroc.ca) under the heading “lIROC Rulebook - Dealer Member Rules - Policy Proposals and Comment
Letters Received”).

Questions may be referred to:

Larry Boyce

Vice-President, Business Conduct Compliance
Investment Industry Regulatory Organization of Canada
(416) 943-6903

Iboyce@iiroc.ca
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INVESTMENT INDUSTRY REGULATORY ORGANIZATION OF CANADA
AMENDMENTS TO IMPLEMENT THE REGISTRATION REFORM PROJECT

BOARD RESOLUTION

THE BOARD OF DIRECTORS of the Investment Industry Regulatory Organization of Canada hereby makes the following
amendment to the Rules and Forms of the Corporation:

1. Dealer Member Rule 1 is amended by:

(a) Repealing the definitions of the terms “Designated Person”, “Officer’, “Sales Manager”, “Senior Officer” and
“Sub branch Office” in section 1.1.

(b) Repealing and replacing the definitions of the terms “Investment Representative” and “Registered
Representative” in section 1.1 with the following:

“Investment Representative” means a partner, director, officer, employee or agent of a
Dealer Member who trades in but does not advise on an investment product on behalf of
the Dealer Member;

“Registered Representative” means a partner, director, officer, employee or agent of a
Dealer Member who trades and advises on trades in an investment product on behalf of
the Dealer Member;

(c) Enacting definitions for the terms “Business Location”, “Designated Supervisor”, “Director’, “Executive”,
“Institutional Customer”, “Retail Customer” and “Supervisor” in alphabetical order in section 1.1 as follows:

“Business Location” means a physical location at which any employee or agent of a
Dealer Member conducts on a regular and ongoing basis business requiring approval of
the Corporation or registration under Provincial securities legislation;

“Designated Supervisor” means a Supervisor designated by a Dealer Member as having
responsibility to fulfill a supervisory role defined in a Rule, including but not limited to:

(1) the Supervisor designated to be responsible for the opening of new accounts and
the supervision of account activity under Rule 1300.2

(2) the Supervisor designated to be responsible for the supervision of discretionary
accounts under Rule 1300.4

(3) the Supervisor designated to be responsible for the supervision of managed
accounts under Rule 1300.15

(4) the Supervisor designated to be responsible for the supervision of options
accounts under Rule 1800.2(a)

(5) the Supervisor designated to be responsible for the supervision of futures
contract accounts under Rule 1900.2

(6) the Supervisor or Supervisors designated to pre-approve advertising, sales
literature and correspondence, including research reports, under Rule 29.7(3)
and Rule 3400, Guideline 7;

“Director” means a member of the Board of Directors of, as the context dictates, a Dealer
Member or the Corporation or a person performing a similar function in a Dealer Member
that is not a corporation;

“Executive” means a partner, director or officer of a Dealer Member who is involved in the
management of the Dealer Member, including but not limited to anyone fulfilling the role of
chair or a vice-chair of the Board of Directors, chief executive officer, president, chief
administrative officer, chief financial officer, chief compliance officer, member of an
executive management committee or any position designated by a Dealer Member as
being an Executive position;
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“Institutional Customer” means:

(1) An Acceptable Counterparty (as defined in Form 1);

(2) An Acceptable Institution (as defined in Form 1);

(3) A Regulated Entity (as defined in Form 1);

(4) A Registrant (other than an individual registrant) under securities legislation; or

(5) A non-individual with total securities under administration or management
exceeding $10 million;

“Retail Customer” means a customer of a Dealer Member that is not an institutional
customer;

“Supervisor” means a person to whom a Dealer Member has given responsibility and
authority and who is approved by the Corporation to manage the activities of other
partners, directors, officers, employees or agents of the Dealer Member so as to ensure
their compliance with laws and regulations governing their and the Dealer Member's
securities-related activities;

(d) Enacting new section 1.3 as follows:

1.3 Where the context indicates, references to a Dealer Member include the
partners, directors, officers, employees and agents of the Dealer Member.

(e) Renumbering sections 1.3 through 1.5 as sections 1.4 through 1.6.
2. Dealer Member Rule 4 is repealed and replaced by:
RULE 4
BUSINESS LOCATIONS

4.1. Every Business Location of a Dealer Member in a District having a Supervisor who is
normally present at the Business Location is a Branch Office Member of the District.

4.2. There is no Membership or other fees for Branch Office Membership.
4.3. A Branch Office Member has the same privileges in its District as any other Branch Office
Member except that at a District meeting each Dealer Member has only one vote no

matter how many Branch Office Members it has in the District.

4.4, The representative of any Branch Office Member in any District is eligible for election as
Chair or member of the District Council of the District.

4.5. Each Branch Office Member may send one or more representatives to the Annual Meeting
of the District.

4.5A. Repealed.

4.6. A Dealer Member must notify the Corporation in accordance with Rule 40 of the opening
or closure of a Business Location.

4.7. Repealed.
4.7A. Repealed.
4.8. Repealed.

4.9. Repealed.
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49A. Repealed.

4.10. Repealed.

4.11. Repealed.

4.12. Repealed.

4.13. Repealed.

4.14 Repealed.

3. Dealer Member Rule 7 is repealed and replaced by:
RULE 7
DEALER MEMBER DIRECTORS AND EXECUTIVES

71 Definitions
For the purposes of this Rule 7, “actively engaged in the business of the Dealer Member”
means, participating in any regular business activities of the Dealer Member including but
not limited to trading in securities or futures contracts and related services, research,
investment banking, operations or promotion of the Dealer Member’s services, but shall
not include participation in meetings of the board of directors or related corporate
governance committees of the board of directors or occasional referrals to the Dealer
Member where such referrals do not result from solicitation of business on behalf of the
Dealer Member.

7.2 Approval

No person may be a Director or Executive of a Dealer Member unless that person has
been approved as such by the Corporation.

7.3 Directors
(a) At least 40% of the Directors of a Dealer Member must:
(1) Either:

(A) Be actively engaged in the business of the Dealer Member and
devote the major portion of their time to the securities industry,
except those on active government services, or who for health
reasons are prevented from such active engagement; or,

(B) Occupy positions at related or affiliated securities dealers or
affiliated financial institutions that a equivalent to that of a
Director or Executive;

and
(2) Have satisfied the applicable proficiency requirements in Rule 2900,
Part I.LA(2); and
(3) Have experience acceptable to the Corporation in the financial services
industry for at least five years or such lesser period as may be approved
by the Corporation.
(b) The remaining Directors, if actively engaged in the business of the Dealer

Member or a related company of the Dealer Member must have the qualifications
described in paragraphs 7.3(a) (1) and (2).
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7.4 Executives
(a) All of the officers of a Dealer Member must:

(1) Be actively engaged in the business of the Dealer Member and devote
the major portion of their time to the securities industry, except those on
active government services, or who for health reasons are prevented
from such active engagement; or,

(2) Be Executives or Directors of related or affiliated securities dealers, or
affiliated financial institutions; and

3) Have satisfied the applicable proficiency requirements outlined in Rule
2900, Part LLA(2);

(b) Not less than 60% of the Executives of a Dealer Member must have experience

acceptable to the Corporation in the financial services industry for at least five
years or such lesser period as may be approved by the Corporation.

7.5 Exemptions

The applicable District Council may grant an exemption, in whole or in part, from any
requirement under Rules 7.3 and 7.4, where it is satisfied that to do so would not be
prejudicial to the interest of the Dealer Member, its clients, the public or the Corporation
and, in granting such an exemption, it may impose such terms and conditions as it
considers necessary.

7.6 Persons Owning or Controlling a Significant Equity Interest in a Dealer Member

(a) Any Director of a Dealer Member who directly or indirectly owns or controls a
voting interest in the Dealer Member of 10% or more must have the proficiency
requirement outlined in Rule 2900, Part I.A(2)(a);

(b) Any person other than a Director, who is actively engaged in the business of a
Dealer Member and directly or indirectly owns or controls a voting interest in the
Dealer Member of 10% or more must have the proficiency requirement outlined
in Rule 2900, Part .A(2)(a).

7.7 Remuneration of Directors and Executives

No Director or Executive of a Dealer Member shall accept or permit any associate to
accept, directly or indirectly, any remuneration, gratuity, advantage, benefit or any other
consideration from any person other than the Dealer Member, its affiliates or related
companies, in respect of the activities carried out by the Director or Executive on behalf of
the Dealer Member, its affiliates or related companies in connection with the securities-
related activities of any of them.

7.8 Jurisdiction

Every person whose application for approval as a Director or Executive of a Dealer
Member has been accepted is subject to the jurisdiction of the Corporation, must comply
with the Rules of the Corporation as they are from time to time amended or supplemented
and, if such approval is subsequently revoked, must forthwith terminate his or her
relationship as a Director or Executive with the Dealer Member in respect of which he or
she is approved at the time of such revocation.

7.9 Late Filing Fees re Executive and Directors

A Dealer Member is liable for and must pay the Corporation fees in the amounts
prescribed from time to time by the Board of Directors for the failure of the Dealer Member
to file within ten business days after the end month a report in writing with respect to the
conditions imposed on approval or continued approval of a Director or Executive of the
Dealer Member pursuant to Rule 20.
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4. Dealer Member Rule 18 is repealed and replaced by:

18.1.

18.2.

RULE 18

REGISTERED REPRESENTATIVES AND INVESTMENT REPRESENTATIVES

Repealed.

(a)

(b)

(c)

No person may act and no Dealer Member may permit any person to act as a
registered representative or investment representative on behalf of the Dealer
Member unless:

0] The Dealer Member is registered or licensed to trade, as the case may
be, in securities or futures contracts under the statutes relating to the
sale of securities or futures contracts in all jurisdictions in which
customers of the Dealer Member reside or is exempt from the
registration or licensing requirements under those statutes;

(ii) The person is registered or licensed to trade, as the case may be, in
securities or futures contracts under the statutes relating to the sale of
securities or futures contracts in all jurisdictions in which customers of
the person reside or is exempt from the registration or licensing
requirements under those statutes; and

(iii) The Corporation has approved the person as a Registered
Representative or Investment Representative under this Rule.

A Dealer Member must notify the Corporation of the types of businesses which a
Registered Representative or Investment Representative will conduct, as follows:

0] Customer Type: the types of customers the Registered
Representative or Investment Representative will deal with, either:

A. retail business — taking orders from or giving advice to all types
of customers regarding trades in securities, or

B. institutional business — restricted to taking orders from or giving
advice to institutional customers

(i) Product(s): the types of financial instruments in which the Registered
Representative or Investment Representative will deal, being:

A. restricted to mutual funds, Government or Government-
guaranteed debt instruments and deposit instruments issued
by a federally-regulated bank, trust company, credit union or
caisse populaire, excluding those on which all or part of the
interest or return is indexed to the performance of another
financial instrument or index

B. general securities business, including equities, fixed income
and other investment products other than options or futures

C. options business
D. futures contracts and futures contracts options

(iii) Portfolio Management: whether the Registered Representative will
engage in discretionary portfolio management under the provisions of
Rule 1300.

A person may not conduct on behalf of a Dealer Member and a Dealer Member

may not permit a person to conduct on its behalf a type of business described in
(a) unless the Dealer Member has notified the Corporation:
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0] that the person will conduct the type of business; and

(ii) that the person has completed the proficiencies required to conduct the
type of business as specified in Rule 2900, Part | within the proficiency
time limits specified in Rule 2900, Part Il.

For the purposes of this subsection (c), an application to the Corporation for
initial Approval is notice that the person will conduct the types of business
identified in the application.

18.3. (a) An applicant for approval as a Registered Representative or Investment
Representative must complete or obtain an exemption from the applicable
proficiency requirements in Rule 2900, Part I, section A.3(a) before the
Corporation will grant approval.

(b) A Dealer Member must take reasonable steps to ensure that all of its Registered
Representatives and Investment Representatives are proficient and understand
the products they trade in or advise on to a sufficient degree to meet the
requirements of the Rules of the Corporation. At a minimum, the Dealer Member
must ensure that all Registered Representatives and Investment Representatives
meet the applicable proficiency requirements of Rule 2900.

18.4. The Approval of a Registered Representative is suspended automatically if the person
fails to satisfy the requirement in paragraph A.3(b) of Part | of Rule 2900 until the person
has satisfied the requirement.

18.5. Repealed.

18.6. (a) A Dealer Member must closely supervise a Registered Representative or
Investment Representative who conducts retail business in accordance with the
“‘Registered / Investment Representative Monthly Supervision Report” as
specified by the Corporation for a period of six months after the Corporation is
notified that the person will deal with retail customers. The Dealer Member must
keep this report for inspection by the Corporation.

(b) Subsection (a) does not apply if:

0] the Registered Representative was previously approved for six months
or more to advise on trades for retail customers for a securities firm
which is a member of a self-regulatory organization or a recognized
foreign self-regulatory organization; or

(ii) the Investment Representative was previously approved for six months
or more to advise on trades or to trade for retail customers for a
securities firm which is a member of a self-regulatory organization or a
recognized foreign self-regulatory organization;

18.7. (a) A Registered Representative or Investment Representative qualified to conduct
mutual funds business only must:

(i) within 270 days of initial approval, complete the proficiency
requirements in Rule 2900, Part I, sections A.3(a)(i)(A) and (B); and

(i) within 18 months of initial approval, complete the training programme
required under Rule 2900, Part |, section A.3(a)(i)(C).

(b) A Dealer Member must notify the Corporation:
0] when a Registered Representative or Investment Representative

restricted to mutual funds business only has completed the
requirements in each of subsections (a)(i) and a(ii); and
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(ii) within 18 months of initial approval, that the Registered Representative
or Investment Representative will conduct either retail or institutional
business without restriction to mutual funds.

(c) Subsections (a) and (b) do not apply to a Registered Representative or
Investment Representative who was restricted to mutual funds only on the date
on which this section becomes effective and who is registered only in Provinces
in which a restriction on an Investment Representative or Registered
Representative with a Dealer Member to mutual funds business only complies
with the securities legislation, rules and policies of the Province.

18.08. Repealed.
18.09. Repealed.
18.10. Repealed.

18.11. (a) A Registered Representative or Investment Representative of a Dealer Member
is subject to the jurisdiction of the Corporation, must comply with the Rules and
Rulings of the Corporation as the same are from time to time amended or
supplemented.

(b) If the approval of a Registered Representative or Investment Representative is
revoked, the Registered Representative or Investment Representative must
immediately cease acting as a Registered Representative or Investment
Representative of his or her Dealer Member.

18.12. Repealed.
18.13. Repealed.

18.14. A Registered Representative or Investment Representative may have, and continue in,
another gainful occupation if:

(a)

0] Either the Registered Representative’s or Investment Representative’s
other gainful occupation is in a remote area where there is no office of a
broker or dealer in securities and the Registered Representative’s or
Investment Representative’s activities as such are limited to such
remote area in which he or she resides; or

(ii) The securities commission in the jurisdiction in which the Registered
Representative or Investment Representative acts or proposes to act as
a Registered Representative or Investment Representative, or the
securities legislation or policies administered by such securities
commission, specifically permit him or her to devote less than his or her
full time to the securities business of the Dealer Member employing him
or her; and

(b) Repealed.
(c) The Dealer Member establishes and maintains procedures acceptable to the
Corporation to ensure continuous service to clients and to address potential

problems of conflict of interest; and

(d) Any other occupation of the Registered Representative or Investment
Representative is not

(i) One which would bring the securities industry into disrepute; or

(i) With another Dealer Member of a recognized self-regulatory
organization unless
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) Such Dealer Member is a related company of the Dealer
Member employing the registered representative or investment
representative and the Dealer Member and related company
provide cross-guarantees pursuant to Rule 6.6, and

(2) Such dual employment is not contrary to the provisions of the
applicable securities legislation or any policy made pursuant
thereto.

18.15. No Registered Representative or Investment Representative may accept or permit any
associate to accept, directly or indirectly, any remuneration, gratuity, benefit or any other
consideration from any person other than the Dealer Member or its affiliates or related
companies, for the securities-related activities her or she conducts on behalf of the Dealer
Member or its affiliates or its related companies.

18.16. No Dealer Member shall permit a Registered Representative or Investment
Representative to use a designation when dealing with the public that wrongly indicates
that he or she conducts or has been approved by the Corporation to conduct a type of
business or fulfils or has been approved by the Corporation to fulfil a role.

18.17. Repealed.

18.18. Each Dealer Member is liable for and must pay to the Corporation fees in the amounts
prescribed from time to time by the Board of Directors for the failure of the Dealer Member
to file within ten business days of the end of each month a report with respect to the
conditions imposed under Rule 20 on the approval or continued approval of a Registered
Representative, or Investment Representative of the Dealer Member pursuant to Rule 20.

5. Dealer Member Rule section 20.18 is repealed and replaced by:
20.18 Powers of District Council
(1) The District Council shall have the power, which it may delegate to a Sub-

Committee of the District Council comprised of three industry members or to
Corporation Staff, to:

(a) approve an application for approval as a:
(i) Supervisor under Rule 4,
(ii) Director or Executive under Rule 7,
(iii) Registered Representative or Investment Representative,

under Rule 18,

(iv) Ultimate Designated Person, Chief Financial Officer or Chief
Compliance Officer under Rule 38, or

(v) trader under Rule 500.

(2) The District Council shall have the power, which it may delegate to a Sub-
Committee of the District Council, pursuant to subsection (1), to:

(a) approve an application for approval referred to in Rule 20.18(1)(a)
subject to such conditions as may be considered just and appropriate;

(b) refuse an application for approval referred to in Rule 20.18(1)(a), if in its
opinion:

(i) the Applicant does not meet any requirements prescribed by
the Rules or Rulings;
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(ii) the Rules and Rulings of the Corporation will not be complied
with by the Applicant;

(iii) the Applicant is not qualified for approval by reason of integrity,
solvency, training or experience; or

(iv) such approval is otherwise not in the public interest.
(3) The District Council shall have the power, which it may delegate to a Sub-
Committee of the District Council, pursuant to subsection (1), to impose such
conditions on the continued approval of an Approved Person as the District
Council considers appropriate and in the public interest.
6. Dealer Member Rule section 20.19 is repealed and replaced by:

20.19 Review Hearings

(1) Corporation Staff or the Applicant may request a review of a decision under Rule
20.18 by a Hearing Panel within ten business days after release of the decision.

(2) If a review is not requested within ten business days after release of the decision,
the decision under Rule 20.18 becomes final.

(3) No member of a District Council who has participated in a decision under Rule
20.18 shall participate on the Hearing Panel.

(4) A review hearing held under this Part shall be held in accordance with the
Corporation Practice and Procedure.

(5) The Hearing Panel may:
(a) affirm the decision;
(b) quash the decision;
(c) vary or remove any terms and conditions imposed on approval;

(d) limit the ability to re-apply for approval for such period of time as it
determines just and appropriate; and

(e) make any decision that could have been made by the District Council
pursuant to Rule 20.18.

(6) No appeal shall be available from the decision of the Hearing Panel.
7. Dealer Member Rule 29 is amended by:
(a) Repealing and replacing sections 29.5 and 29.6 with the following:

29.5. Every director of a corporation any of whose securities are held by the public has a
fiduciary obligation not to reveal any privileged information to anyone not authorized to
receive it. Except to the extent referred to in the third paragraph of this Rule 29.5, a
director is not released from the necessity of keeping information of this character to
himself or herself until there has been full public disclosure of such information,
particularly when the information might affect the market price of the corporation's
securities. Any director of such corporation who is also a Director, Executive or Employee
of a Dealer Member should recognize that his or her first responsibility in this area is to the
public corporation on whose board he or she serves and that he or she must, except to
the extent referred to in the third paragraph of this Rule 29.5, meticulously avoid any
disclosure of inside information to the Directors, Executives, employees, customers, or
research or trading departments of the Dealer Member.
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Where a representative of a Dealer Member is not a director of a corporation but is acting
in an underwriting or advisory capacity to such corporation and is discussing confidential
matters, his or her responsibilities regarding disclosure are the same as those that would
apply if such representative were a director of such corporation.

With reference to the two preceding paragraphs of this Rule 29.5, a Director or a
representative, as the case may be, of a Dealer Member may consult with other personnel
of the Dealer Member if a matter requires such consultation but in this event adequate
measures should be taken to guard the confidential nature of the information to prevent its
misuse within or outside the organization of the Dealer Member and the responsibilities of
any such other personnel regarding disclosure are the same as those that would apply if
such personnel were directors of the relevant corporation.

29.6. No Dealer Member or any Director, Executive or employee or shareholder of a Dealer
Member shall give, offer or agree to give or offer, directly or indirectly, to any partner,
director, officer, employee, shareholder or agent of a customer, or any associate of such
persons, a gratuity, advantage, benefit or any other consideration in relation to any
business of the customer with the Dealer Member, unless the prior written consent of the
customer has first been obtained.

(b) Repealing and replacing section 29.7 (3) with the following:

29.7 (3) The policies and procedures referred to in subsection (2) may provide that such review
and supervision will be done by pre-use approval, post use review or post use sampling,
as appropriate to the type of material. However, the following types of advertisements,
sales literature or correspondence must be approved prior to publication or use by a one
or more Supervisors specifically designated to approve each specified type of material:

(a) Research reports,
(b) Market letters,
(c) Telemarketing scripts,
(d) Promotional seminar texts (not including educational seminar texts),
(e) Original advertisements/original template advertisements; and
(f) Any material used to solicit clients that contain performance reports or summaries.
(c) Repealing section 29.27.
8. Dealer Member Rule 38 is repealed and replaced by:

RULE 38
COMPLIANCE AND SUPERVISION

38.1 a Dealer Member must establish and maintain a system to supervise the activities of each
partner, director, officer, registered representative, employee and agent of the Dealer
Member that is reasonably designed to achieve compliance with the Rules of the
Corporation and all other laws, regulations and policies applicable to the Dealer Member’s
securities and commodity futures business. Such a supervisory system shall provide, at a
minimum, the following:

(i) The establishment, maintenance and enforcement of written policies and
procedures acceptable to the Corporation regarding the conduct of the types of
business in which it engages and the supervision of each partner, director,
officer, registered representative, employee and agent of the Dealer Member that
are reasonably designed to achieve compliance with the applicable laws, rules,
regulations and policies;
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(ii) Procedures reasonably designed to ensure that each partner, director, officer,
registered representative, employee and agent of the Dealer Member
understands his or her responsibilities under the written policies and procedures

in (i);

(iii) Procedures to ensure that the written policies and procedures of the Dealer
Member are amended as appropriate within a reasonable time after changes in
applicable laws, regulations, rules and policies and that such changes are
communicated to all relevant personnel;

(iv) Sufficient personnel and other resources to fully and properly enforce the written
policies and procedures in (i);

(v) The designation of Supervisors with the qualifications and authority to carry out
the supervisory responsibilities assigned to them. Each Dealer Member shall
maintain an internal record of the names of all Supervisors, the scope of their
responsibility and the dates for which such responsibility and authority is or was
in effect. The records must be preserved by the Dealer Member for seven years,
and on-site for the first year;

(vi) Procedures for follow-up and review to ensure that supervisory personnel are
properly executing their supervisory functions. Where the supervision is
conducted and supervisory records are maintained at a branch office, the follow-
up and review procedures shall include periodic on-site reviews of branch office
supervision and record-keeping as necessary depending on the types of
business and supervision conducted at the branch office;

(vii) The maintenance of adequate records of supervisory activity, including on-site
reviews of branch offices as described in (vi), compliance issues identified and
the resolution of those issues.

38.2 (a) A Dealer Member must appoint as many Supervisors as are necessary to
properly supervise the officers, partners, employees and agents of the Dealer
Member, taking into account the scope and complexity of its businesses to
ensure that the businesses of the Dealer Member are carried out in compliance
with the Rules and Rulings of the Corporation and any other laws or regulations
governing the Dealer Member’s business conduct.

(b) A Dealer Member must take reasonable steps to ensure that all of its Supervisors
are proficient and understand the products that persons under their supervision
trade in or advise on and the services that persons under their supervision
provide to a sufficient degree to properly supervise those persons. At a
minimum, the Dealer Member must ensure that all Supervisors meet the
applicable proficiency requirements of Rule 2900.

38.3 No person may act and no Dealer Member may permit a person to act as a Supervisor
without the approval of the Corporation.

38.4 (a) A Supervisor must fully and properly supervise each partner, director, officer,
registered representative or agent in accordance with the supervisory
responsibilities assigned to the Supervisor, the Rules of the Corporation and the
written policies and procedures of the Dealer Member so as to ensure their
compliance with the Rules of the Corporation and all other laws, regulations and
policies applicable to the Dealer Member's securities and commodity futures
business.

(b) A Supervisor may delegate specific supervisory functions or procedures,
provided that:

(i) the delegation of such functions in not contrary to applicable laws,
regulations, rules or policies;
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38.5

38.6

38.7

(ii) the person to whom such functions are delegated is qualified by virtue
of registration, training or experience to properly execute them;

(iii) the Supervisor conducts sufficient follow-up and review to ensure that
the person to whom the functions have been delegated is properly
executing them; and

(iv) the Dealer Member records the terms of the delegation and the follow
up and review.

Ultimate Designated Person

(a) A Dealer Member must, subject to the Approval of the Corporation, its Chief
Executive Officer or another Executive with the equivalent responsibility to act as
the Ultimate Designated Person, who shall be responsible to the Corporation for
the conduct of the firm and the supervision of its employees.

(b) Where a Dealer Member is organized into two or more separate business units
or divisions, the Dealer Member may designate an Ultimate Designated Person
for each separate business unit or division.

(c) The Ultimate Designated Person must ensure that policies and procedures are
developed and implemented which adequately reflect the regulatory
requirements of the Dealer Member.

Chief Financial Officer

(a) Each Dealer Member must, subject to the Approval of the Corporation, appoint
one Executive as Chief Financial Officer who, in addition to the requirements
under Rule 7.4(a), must have met the proficiency requirements of Rule 2900,
Part |, section A.2A. The Chief Financial Officer need not be engaged full time in
the business of the Dealer Member.

(b) Notwithstanding subsection (a), if the Chief Financial Officer of a Dealer Member
terminates his/her employment with the Dealer Member and the Dealer Member
is unable to immediately appoint another qualified person as Chief Financial
Officer, the Dealer Member may, with the Corporation’s approval, appoint an
Executive as Acting Chief Financial Officer, provided that within 90 days of the
termination:

1) the Acting Chief Financial Officer meets the requirement of subsection
(a) and is approved by the Corporation as Chief Financial Officer; or

(2) another qualified person is appointed Chief Financial Officer by the
Dealer Member and approved by the Corporation.

(c) The Chief Financial Officer must monitor adherence to the Dealer Member’'s
policies and procedures as necessary to provide reasonable assurance that the
Dealer Member complies with the financial rules of the Corporation.

Chief Compliance Officer

(a) Every Dealer Member must, subject to the Approval of the Corporation, appoint
an Executive to act as Chief Compliance Officer.

(b) A Dealer Member may appoint the Ultimate Designated Person to act as the
Chief Compliance Officer.

(c) Where a Dealer Member is organized into two or more separate business units
or divisions, a Dealer Member may, with the Approval of the Corporation,
designate a Chief Compliance Officer for each separate business unit or division.
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(d) The Chief Compliance Officer must have the qualification required under Rule
2900, Part |, section A.2B.

(e) Notwithstanding subsection (a), a Dealer Member may, with the Corporation’s
approval, appoint an officer as Acting Chief Compliance Officer if the Chief
Compliance Officer terminates his or her employment with the Dealer Member
and the Dealer Member is unable to immediately appoint another qualified
person as Chief Compliance Officer provided that, within 90 days of the
termination of the previous Chief Compliance Officer:

(i) the Acting Chief Compliance Officer meets the requirement of
subsection (d) and is approved by the Corporation as Chief Compliance
Officer; or

(ii) another qualified person is appointed Chief Compliance Officer by the

Dealer Member and is approved by the Corporation.

(f) The Corporation may grant to a Dealer Member an exemption from subsection
(d) where it is satisfied that the nature of the Dealer Member’s business is such
that the qualification is not relevant to the Dealer Member and that to do so would
not be prejudicial to the interests of the Dealer Member, its clients, the public or
the Corporation. In granting such an exemption, it may impose such terms and
conditions as it considers necessary.

(9) The Chief Compliance Officer must monitor adherence to the Dealer Member’s
policies and procedures as necessary to provide reasonable assurance that in
conducting its securities-related activities the Dealer Member meets the non-
financial requirements to which the Dealer Member is subject.

(h) The Chief Compliance Officer must report to the Board of Directors (or
equivalent) of the Dealer Member as necessary but at least annually on the
status of compliance at the Dealer Member. The Chief Compliance Officer must
have access to the Ultimate Designated Person and the board of directors (or
equivalent) at other times to raise significant issues requiring their attention.

38.8 The Board of Directors (or equivalent) of the Dealer Member must review the report of the
Chief Compliance Officer and determine what actions are necessary to rectify any
compliance deficiencies noted in the report and ensure such actions are carried out. The
Board of Directors (or equivalent) must maintain records of the actions it determines to be
necessary and the monitoring to ensure that those actions are carried out.

38.9 A Dealer Member must file with the Corporation:

(a) A copy of a governance document setting out the organizational structure and
reporting relationships, which support the compliance arrangement set out
above; and

(b) Notice of any material changes to the organizational structure and reporting

relationships as set out in subsection (a).

9. Dealer Member Rule 40 is amended by:
(a) Repealing paragraphs (17) and (18) of section 40.1
(b) Repealing and replacing section 40.3 with the following:

40.3 Approvals and Notifications

) Each Dealer Member making an application for approval of an individual in any
capacity required under any Rule of the Corporation shall make such application
to the Corporation through the NRD on Form 33-109F4.

(2) Each Dealer Member shall notify the Corporation of the appointment of an
Ultimate Designated Person pursuant to Rule 38.5(a), a Chief Compliance

September 26, 2008 (2008) 31 OSCB 9307



SRO Notices and Disciplinary Proceedings

Officer pursuant to Rule 38.7(a) or a Chief Financial Officer pursuant to Rule
38.6(a) through the NRD on Form 33-109F4.

3) Each Dealer Member making an application under subsection (1) shall be liable
for and pay such fees as are prescribed from time to time by the Board of
Directors, including but not limited to application fees payable to the NRD
Administrator for use of the NRD for the making of such an application.

(4) Any fees payable to the Corporation or to the NRD Administrator pursuant to
subsection (3) above shall be submitted by electronic pre-authorized debit
through NRD.

(c) Repealing and replacing section 40.4 with the following:
40.4 Change of Approval Category or Type of Business

1) Each Dealer Member making an application for approval of any Approved Person
in a different or additional capacity requiring approval under any Rule of the
Corporation or to surrender an existing approval shall make such application to
the Corporation through the NRD on Form 33-109F2.

(2) Each Dealer Member making an application under subsection (1) shall be liable
for and pay such change of status fees as are prescribed from time to time by the
Board of Directors, including but not limited to application fees payable to the
NRD Administrator for use of the NRD for the making of such an application.

(3) Any fees payable to the Corporation or the NRD Administrator pursuant to
subsection (2) above shall be submitted by electronic pre-authorized debit
through NRD.

(4) Each Dealer Member must notify the Corporation through NRD on Form 33-
109F2 when an Approved Person changes the type of business in which he or
she engages as described in Rule 18.2(b).

(5) Prior to providing notice of a change in the type of business in which an
Approved Person will engage, a Dealer Member must ensure that it has notified
the Corporation through NRD of the completion of the proficiency requirements
under Rule 2900 necessary to undertake the type of business or that the
Approved Person has been granted an exemption from the proficiency
requirements under Rule 2900 and Rule 20.

(d) Repealing and replacing section 40.8 with the following:
40.8 Notification of Opening or Closing of a Business Location

(1) Each Dealer Member required to notify the Corporation of the opening or closing
of a Business Location pursuant to Rule 4.6 must do so through the NRD on
Form 33-109F3 within the time period prescribed in NRD Multilateral Instrument
33-109 for a registered firm, as defined in NRD Multilateral Instrument 33-109, to
notify the regulator of the opening or closing, as applicable, of a business
location.

(2) Each Dealer Member must notify the Corporation through the NRD of any
change in the address or supervision of any Business Location within the time
period prescribed in NRD Multilateral Instrument 33-109 for a registered firm, as
defined in Multilateral Instrument 33-109, to notify the regulator of a change in a
business location.

(e) Repealing sections 40.10 and 40.13.
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10. Dealer Member Rule 1300 is amended by:
(a) Repealing and replacing sections 1300.2 through 1300.8 with the following:
1300.2.
(a) A Dealer Member must designate a Supervisor to be responsible for the opening of new

accounts establishing and maintaining procedures acceptable to the Corporation for
account supervision to ensure that the handling of client business is within the bounds of
ethical conduct, consistent with just and equitable principles of trade and not detrimental
to the interests of the securities industry. As part of this supervision each new account
must be opened pursuant to a new account form which meets the guidelines provided for
in Rule 2500 for retail accounts, in Rule 2700 for institutional accounts and in Rule 3200
for accounts exempt from suitability reviews.

(b) Where a Dealer Member conducts more than one of retail business, institutional business
and suitability-exempt business under Rules 1300.1(t) and 3200.B, the Dealer Member
may designate separate Supervisors for each type of business.

(c) The Designated Supervisor or another Supervisor assigned the responsibility for doing so
in the policies and procedures of the Dealer Member must approve and record the
approval of the opening of an account prior to or promptly after the completion of any
transaction.

Discretionary and Managed Accounts
1300.3. In this Rule 1300 unless the context otherwise requires, the expression:

“discretionary account” means an account of a customer other than a managed account in
respect of which a Dealer Member or any person acting on behalf of the Dealer Member
exercises any discretionary authority in trading by or for such account, provided that an
account shall not be considered to be a discretionary account for the sole reason that
discretion is exercised as to the price at which or time when an order given by a customer
for the purchase or sale of a definite amount of a specified security, option, futures
contract or futures contract option shall be executed;

“futures contracts managed account” means a managed account which includes only
investments in commodity futures contracts or commodity futures contract options;

“investment” includes a commodity futures contract and a commodity futures contract
option;

“managed account” means any account solicited by a Dealer Member in which the
investment decisions are made on a continuing basis by the Dealer Member or by a third
party hired by the Dealer Member;”

“portfolio manager” means a registered representative exercising discretionary authority
over a managed account;

“responsible person” means a partner, director, officer, employee or agent of a Dealer
Member who:

(a) exercises discretionary authority over the account of a client or approves
discretionary orders for an account when exercising such discretion or giving
such approval pursuant to Rule 1300.4, or

(b) participates in the formulation of, or has prior access information regarding
investment decisions made on behalf of or advice given to a managed account

but does not include a sub-adviser under Rule 1300.7(a)(ii);
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1300.4. A registered representative may not exercise discretionary authority over a customer
account unless:

(a) the Dealer Member has designated a Supervisor or Supervisors to be
responsible for discretionary accounts;

(b) the customer has given prior written authorization in compliance with in
compliance with Rule 1300.5; and

(c) a Supervisor designated under subsection (a) has approved the account as a
discretionary account and recorded that approval,

(d) the registered representative authorized to effect discretionary trades for the
account has actively dealt in, advised on or performed analysis for a period of
two year with respect to all types of products which are to be traded on a
discretionary basis; and

(e) the account is maintained at the Dealer Member of the Registered
Representative.

1300.5. The prior written authorization provided for by clause (a) of Rule 1300.4 must:

(a) define the extent of the discretionary authority which has been given to the
Dealer Member;

(b) except for a managed account, have a term of no more than twelve months,
unless the Dealer Member has satisfied the Corporation that a longer term is
appropriate and the customer is aware of such longer term;

(c) except for a managed account, only be renewable in writing;

(d) only be terminated by the customer by notice in writing, effective on receipt of the
notice by the Dealer Member except with respect to transactions entered into
prior to the receipt; and

(e) only be terminated by the Dealer Member by notice in writing, effective not less
than 30 days from the date of delivery to the customer.

1300.6. In addition to any other account supervision requirements under the Rules, the designated
Supervisor must review at least monthly the financial performance of each discretionary
account other than a managed account, including a review to determine whether any
person permitted to effect discretionary trades for the account should continue to do so.
The Designated Supervisor may not be delegate the conduct of the review to any other
person.

1300.7. A Dealer Member may not exercise any discretionary authority with respect to a managed
account unless:

(a) the individual who is responsible for the management of the account is:
(i) a portfolio manager; or
(i) a sub-adviser with which the Dealer Member has entered into a written

sub-adviser agreement, provided that

A. the sub-adviser is an individual or firm registered in the
jurisdiction in which it resides, in a category of registration that
permits the person or company to provide discretionary
portfolio management services or as a broker or investment
dealer active as a portfolio manager; and

B. the Dealer Member has determined that the sub-adviser is
subject to legislation or regulations containing conflict of
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interest provisions at least equivalent to Rules 1300.18 and
1300.19 or has entered into an agreement with the sub-adviser
that the sub-adviser will comply with Rules 1300.18 and
1300.19.

(b) the customer has given prior authorization to the Dealer Member in accordance
with Rule 1300.8

(c) the Supervisor designed under Rule 1300.15(b) or in the Dealer Member’s
policies and procedures has specifically approved the account as a managed
account and the approval has been recorded;

(d) the Dealer Member has provided to the accountholder a copy of its policy
ensuring fair allocation of investment opportunities.

1300.8. The prior written authorization provided for by clause (b) of Rule 1300.7 must:

(a) describe the investment objectives and risk tolerance of the customer with
respect to the managed account or accounts;

(b) where permitted by the Dealer Member, describe any constraints imposed by
customer on investments to be made in the managed account or accounts;

(c) only be terminated by the customer by notice in writing, effective on receipt by
the Dealer Member except with respect to transactions entered into prior to the
receipt; and

(d) only be terminated by the Dealer Member by notice in writing, effective not less

than 30 days from the date of delivery of the notice to the customer.

(b) Repealing sections 1300.9 through 1300.14

(c) Repealing and replacing sections 1300.15 through 1300.17 with the following:

1300.15.A Dealer Member that has managed accounts or futures contracts managed accounts

must establish and maintain a system acceptable to the Corporation to supervise the
activities of those responsible for the management of such accounts under Rule 1300.7.
The system must be reasonably designed to achieve compliance with the Rules and
Forms of the Corporation. A Dealer Member firm’s supervisory system must provide, at a
minimum, for the following:

(a) the establishment and maintenance of written procedures, including:

(i) procedures designed to disclose when a responsible person has
contravened Rules 1300.18 or 1300.19;

(ii) procedures to ensure fairness in the allocation of investment
opportunities among its managed accounts;

(b) the designation of one or more Supervisors specifically responsible for the
supervision of managed accounts.

(c) direct supervision of any Registered Representative providing discretionary
management to managed accounts who has less than two years experience
providing such discretionary management, including at least one year managing
on a discretionary basis more than $5 million in assets, by

0] a Registered Representative at the Dealer Member or another Dealer
Member who is authorized to provide discretionary management to
managed accounts and who is not in the period of supervision, or
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(i) A person registered as an advisor under Canadian securities legislation
who has entered into a contract with the Dealer Member to provide the
supervision.

The period of experience includes any period spent providing discretionary
management as a registered advisor under Canadian securities legislation or
while employed by a government-regulated institution.

(d) in addition to any other account supervision requirements under the Rules, a
review by the Designated Supervisor with respect to each managed account, to
be conducted at least quarterly, to ensure that the investment objectives of the
client are being diligently pursued and that the managed account or futures
contracts managed account is being conducted in accordance with the Rules.
The review may be conducted at an aggregate level for managed accounts for
which key investment decisions are made centrally and applied across a number
of managed accounts, subject to minor variations to allow for client-directed
constraints and the timing of client cash flows into the managed account.

(e) the establishment of a committee, including at least the Designated Supervisor of
managed accounts and the Chief Compliance Officer, that shall review at least
annually the supervisory system and procedures for managed accounts and
recommend to senior management any action necessary to achieve the Dealer
Member's compliance with applicable securities legislation and with the Rules
and Forms of the Corporation.

1300.16. A Dealer Member may charge a client directly for services rendered to a managed
account but, except with the written agreement of the client, the charge may not be based
on the volume or value of transactions initiated for the account or be contingent upon
profits or performance.

1300.17. A Dealer Member may not pay remuneration to anyone managing a managed account
that is computed on the basis of the value or volume of transactions in the account.

(d) Repealing and replacing sections 1300.20 and 1300.21 with the following:

1300.20. Where investment decisions are made centrally and applied across a number of managed
accounts, Rule 29.3A does not apply to the managed accounts of partners, directors,
officers, registered persons, employees or agents of the Dealer Member who participate
on the same basis as client accounts in the implementation of those decisions.

1300.21. Except as specifically permitted in the Rules or Rulings, a Dealer Member may not charge
a customer a fee that is contingent upon the profit or performance of the customer's

account.
11. Dealer Member Rule 1800 is amended by:
(a) Repealing and replacing section 1800.2 with the following:
1800.2. (a) A Dealer Member that trades in futures contracts or futures contract options on

behalf of customers must designate a Supervisor qualified to supervise trading in
futures contracts and futures contract options to be responsible for the opening of
new accounts and establishing and maintaining procedures acceptable to the
Corporation for account supervision to ensure that the handling of client business
is within the bounds of ethical conduct, consistent with just and equitable
principles of trade and not detrimental to the interests of the securities industry.

(b) A Dealer Member must enter into a futures contract trading agreement or futures
contract options trading agreement in compliance with Rule 1800.9 with a
customer before effecting the customer’s initial trade in futures contracts or
futures contract options;

(c) The Supervisor designated under Rule 1800.2(a) or another Supervisor qualified
to supervise futures contracts or futures contract options trading must approve
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the opening of the account of each customer of the Dealer Member for trading in
futures contracts or futures contract options before the customer’s first trade in
futures contracts or futures contract options.

(d) A Dealer Member must:

(i) provide to each customer the then current risk disclosure statement
approved by the Corporation and obtain from the customer
acknowledgement of its receipt before the customer’s initial trade in
futures contracts or futures contract options

(i) distribute to each customer having a futures contract or futures contract
options account any amendments to the risk disclosure statement
approved by the Corporation; and

(iii) Maintain records showing the names and addresses of all persons to
whom a current risk disclosure statement or an amendment thereto has
been provided and the date or dates on which they were provided;

(e) A Dealer Member must have systems and procedures to ensure that in normal
circumstances customers of the Dealer Member have access at any time during
usual business hours to a registered representative or investment representative,
as appropriate to the services provided to the client, qualified to advise on or
trade in futures contracts or futures contract options and registered as necessary
in the jurisdiction in which the client resides.

(f) A Dealer Member must obtain the approval of the Corporation of its accounting,
settlement and credit control systems for trading in futures contracts or futures
contract options for customer and firm accounts with respect to futures contracts
or futures contract options before trading in futures contracts or futures contract
options.

(b) Repealing sections 1800.3, 1800.5 and 1800.6
(c) Repealing and replacing sections 1800.7 through 1800.11 with the following:

1800.7. A Dealer Member that trades in futures contracts must file any reports on that are required
by the Corporation. A Dealer Member must report to the Corporation on a form of monthly
position report approved by the Corporation the greater of the market value of the total
long or the total short futures contracts for each commodity, determined as at the close of
business on the last day of each month or, where that day is not a trading day, on the next
preceding trading day.

1800.8. A Registered Representative or Investment Representative must identify all non-customer
orders entered for the purchase or sale of futures contracts or futures contract options. A
"non-customer" order is an order for an account in which the Dealer Member or any
Approved Person of the Dealer Member has a direct or indirect interest other than an
interest in the commission charged.

1800.9. The account agreement required in Rule 1800.2(b) must define the rights and obligations
between the Dealer Member and the customer on the subjects that the Corporation may
from time to time determine, including the following:

(a) The rights of the Dealer Member to exercise discretion in accepting orders;

(b) The Dealer Member's obligation with respect to errors and/or omissions and
qualification of the time periods during which orders will be accepted for
execution;

(c) The customer’s obligation in respect of the payment of his or her indebtedness to

the Dealer Member and the maintenance of adequate margin and security,
including the conditions under which the funds, securities or other property held
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in the account or any other accounts of the customer may be applied to such
indebtedness or margin;

(d) The obligation of the customer in respect of commissions, if any, on futures
contracts or futures contract options bought and sold for his or her account;

(e) The obligation of the customer in respect of the payment of interest, if any, on
debit balances in his or her account;

() The extent of the right of the Dealer Member to make use of free credit balances
in the customer's account either in its own business or to cover debit balances in
the same or other accounts, and the consent, if given, of the customer to the
Dealer Member taking the other side to the customer's transactions from time to
time;

(9) The rights of the Dealer Member in respect of raising money on and pledging
securities and other assets held in the customer's account;

(h) The extent of the right of the Dealer Member to otherwise deal with securities
and other assets in the customer's account and to hold the same as collateral
security for the customer's indebtedness;

(i) The customer's obligation to comply with the rules pertaining to futures contracts
or futures contract options with respect to reporting, position limits and exercise
limits, as applicable, as established by the commaodity futures exchange on which
such futures contracts or futures contract options are traded or its clearing house;

() The right of the Dealer Member, if so required, to provide regulatory authorities
with information and/or reports related to reporting limits and position limits;

(k) The acknowledgement by the customer that he or she has received the current
risk disclosure statement required by Rule 1800.2(d);

0] The right of the Dealer Member to impose trading limits and to close out futures
contracts or futures contract options under specified conditions;

(m) That minimum margin will be required from the customer in such amounts and at
such times as the commaodity futures exchange on which a contract is entered or
its clearing house may prescribe and in such greater amounts at other times as
prescribed by the Rules and as determined by the Dealer Member, and that such
funds or property may be commingled and used by the Dealer Member in the
conduct of its business;

(n) In the case of futures contract options accounts, the method of allocation of
exercise assignment notices and the customer's obligation to instruct the Dealer
Member to close out contracts prior to the expiry date; and

(0) Unless provided for in a separate agreement, the authority, if any, of the Dealer
Member to effect trades for the customer on a discretionary basis, which
authority shall be separately acknowledged in a part of the agreement
prominently marked off from the remainder and shall not be inconsistent with any
Rules relating to discretionary accounts.

1800.10.Rule 1800.9 does not apply to the opening of a futures contracts or futures contract
options account where the customer is a dealer on its own behalf, a dealer on behalf of its
customer if the dealer is required to maintain with its customer an account agreement
substantially similar to that described in Rule 1800.9, an adviser registered under any
applicable legislation relating to trading or advising in respect of futures contracts or
futures contract options, an acceptable institution or an acceptable counter-party, provided
the Dealer Member has obtained from the customer a letter of undertaking specifying:

(a) That the person opening the account will comply with the by-laws, rules and
regulations of the exchange and clearing house upon or through which trades in
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contracts are to be effected including without limitation, the rules and regulations
establishing position and reporting limits; and

(b) Where the customer also maintains with the same Dealer Member an account on
which the customer is charged interest when there is a debit balance in the
account, the conditions under which transfers of funds, securities or other
property held in such other account will be made between accounts, unless
provision is made elsewhere in a document signed by the person opening the
account.

1800.11(a) A Dealer Member must keep a record of any order or other instruction given or
received with respect to a trade in a futures contract or futures contract option,
whether executed or unexecuted, showing:

(i) The terms and conditions of the order or instruction and any
modification or cancellation of the order or instruction;

(ii) The account to which the order or instruction relates;

(iii) Where the order relates to an omnibus account, the component
accounts within the omnibus account on whose behalf the order is to be
executed;

(iv) Where the order or instruction is placed by a person other than the

customer in whose name the account is operated, the name, or
designation, of the party placing the order or instruction;

(v) The time of the entry of the order or instruction, and, where the order is
entered pursuant to the exercise of discretionary authority by the Dealer
Member, identification to that effect;

(vi) To the extent feasible, the time of altering instructions or cancellation;
and
(vii) The time of report of execution.
(b) A Dealer Member must keep in a form accessible to the Corporation the records

of all unexecuted orders for two years and all executed orders for seven years
from the date of the order.

12. Dealer Member Rule 1900 is amended by:
(a) Repealing and replacing sections 1900.1 and 1900.2 with the following:

1900.1. For the purposes of this Rule 1900, unless the subject matter or content otherwise
requires:

“Option” means a call option or put option issued by the Canadian Derivatives Clearing
Corporation, Intermarket Services Inc., The Options Clearing Corporation, Intermarket
Clearing Corporation, International Options Clearing Corporation or any other corporation
or organization recognized by the Board of Directors for the purposes of this Rule but
does not include a futures contract or futures contract option as defined in Rule 1800.1.

1900.2. (a) A Dealer Member that trades in options on behalf of customers must designate a
Supervisor qualified to supervise options trading to be responsible for approving
customer accounts to trade in options and for establishing and maintaining
procedures acceptable to the Corporation for the supervision of account activity
involving options, to ensure that the handling of customer business is within the
bounds of ethical conduct, consistent with just and equitable principles of trade
and not detrimental to the interests of the securities industry;
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(b) A Dealer Member’'s must enter into an options trading agreement in compliance
with Rule 1900.6 with a customer before effecting the customer’s initial trade in
options;

(c) The Supervisor designated under Rule 1900.2(a) or another Supervisor qualified to

supervise options trading must approve each customer account of the Dealer
Member for trading in options before the customer’s first trade in options;

(d) A Dealer Member must:
(i) provide to each customer the then current disclosure approved by the

Corporation and obtain from the customer acknowledgement of its receipt
before the customer’s first trade in options;

(ii) Provide to each customer having an account approved for options
trading any amendments to the disclosure document in subsection (i);
and

(iii) Maintain records showing the names and addresses of all persons to

whom a current disclosure statement or an amendment thereto has been
provided and the date or dates on which they were provided.

(e) A Dealer Member must comply with the applicable rules and rulings of any
exchange, clearing corporation or other organization on or through which the
option is traded or issued including, without limitation, those respecting position
limits and exercise limits.

(b) Repealing sections 1900.3 and 1900.4
(c) Repealing and replacing sections 1900.5 and 1900.6 with the following:

1900.5. A Dealer Member that trades in options must file reports as required by the Corporation on
the following matters:

(a) All transactions together with a summary of open positions showing those that
are covered and those that are uncovered; and

(b) All holdings on the previous day in aggregate long or short positions of any single
class of options of the minimum amount or over as specified by the rules,
regulations or by-laws of the exchange or the clearing house on or through which
the option is traded. For each class of option the report must include the number
of options in each position and, in the case of short positions, whether they are
covered.

1900.6. (a) The options trading agreement required in Rule 1900.2(b) must define the rights
and obligations between the Dealer Member and the customer on the subjects
that the Corporation may from time to time determine, including the following:

(i) The rights of the Dealer Member to exercise discretion in accepting
orders;
(ii) The Dealer Member's obligations with respect to errors and/or

omissions and qualification of the time periods during which orders will
be accepted for execution;

(iii) The method of allocation of exercise assignment notices;

(iv) The notice that maximum limits may be set on short positions and that
during the last 10 days to expiry cash only terms may be applied and, in
addition, that the Corporation may impose other rules affecting existing
or subsequent transactions;
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(v) The customer's obligation to instruct the Dealer Member to close out
contracts prior to expiry date;

(vi) The customer's obligation to comply with applicable Rules and Rulings
of the Corporation and any exchange, clearing corporation or other
organization on or through which the option is traded or issued
including, without limitation, those respecting position limits and
exercise limits;

(vii) The acknowledgement by the customer that he or she has received the
current disclosure statement referred to in Rule 1900.2(d);

(viii) A statement of the time limit set by the Dealer Member prior to which
the client must submit an exercise notice; and

(ix) Any other matter required by the exchange, clearing corporation or
other organization on or through which an option is traded or issued.

(b) Notwithstanding Rule 1900.6(a), if the client is an acceptable institution or
acceptable counter-party the Dealer Member may, in lieu of maintaining an
options trading agreement, accept a letter of undertaking from the acceptable
institution or acceptable counter-party in which the institution or counter-party
agrees to abide by the Rules, Rulings and requirements of the Corporation and
of the exchange, clearing corporation or other organization on or through which
an option is traded including those relating to exercise and position limits.

(d) Repealing section 1900.7
13. Dealer Member Rule 2500 is repealed and replaced by:
RULE 2500
MINIMUM STANDARDS FOR RETAIL ACCOUNT SUPERVISION
Introduction
This Rule establishes minimum industry standards for retail account supervision.

These standards represent the minimum requirements necessary to ensure that a Dealer Member has in
place procedures to properly supervise retail account activity. The Rule does not:

(a) relieve Dealer Members from complying with specific SRO by-laws, rules, regulations and policies
and securities legislation applicable to particular trades or accounts; or

(b) preclude Dealer Members from establishing a higher standard of supervision and in certain
situations a higher standard may be necessary to ensure proper supervision.

Many of the standards in this Rule are taken from existing Rules of the Corporation and of other self-
regulatory organizations. Securities legislation was generally not canvassed. To ensure that a Dealer
Member has met all applicable standards, Dealer Members are required to know and comply with
Corporation and other self-regulatory organization by-laws, rules, regulations and policies and applicable
securities legislation which may apply in any given circumstance.

The following principles have been used to develop these minimum standards:

(a) The term "review" in this Rule has been used to mean a preliminary screening to detect items for
further investigation or an examination of unusual trading activity or both. It does not mean that
every trade meeting the selection process of this Rule must be investigated. The reviewer must use
reasonable judgement in selecting the items for further investigation.

(b) While Dealer Members must provide the necessary resources and qualified supervisors to meet
these standards, the standards do not specify what the resources must be. The Dealer Member
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must determine what resources and supervisors are necessary based on the nature of the Dealer
Member’s business.

(c) The compliance with the know-your-client rule and suitability of investment requirements is
primarily the responsibility of the registered representative. The supervisory standards in this Rule
relating to know-your-client and suitability are intended to provide supervisors with guidelines on
how to monitor the handling of these responsibilities by the registered representative.

1. Establishing and Maintaining Procedures, Delegation and Education
Introduction

Effective self-regulation begins with the Dealer Member establishing and maintaining a supervisory
environment which fosters the business objectives of the Dealer Member and enables the Dealer Member to
meet regulatory requirements and its obligations to its customers. To that end a Dealer Member must
establish and maintain procedures which are supervised by qualified individuals. A major aspect of self-
regulation is the ongoing education of staff in all areas of business conduct.

A. Establishing Procedures
1. A Dealer Member must:
(a) appoint designated principals who have the necessary knowledge of industry regulations

and Dealer Member policy to properly perform their duties;
(b) maintain written policies and procedures to document supervision requirements; and

(c) supply written instructions to all supervisors and alternates to advise them on what is
expected of them.

2. A Dealer Member must have a procedure establishing the approval process for new policies and
procedures. Those having a significant impact on the Dealer Member’s compliance system should
be approved by senior management approval.

B. Maintaining Procedures

1. A Dealer Member must have a reasonable process to review the efficacy of its business conduct
procedures and practices and rectify any deficiencies identified.

C. Risk-based Procedures
1. A Dealer Member may select accounts for review on the basis of risk-based procedures, taking into

account factors such as the size of account, nature of the trading, products traded, volume of activity,
commissions generated or Approved Persons advising the customer.

2. A Dealer Member must document the basis used for selecting accounts for review in its policies and
procedures.

3. The procedures for selecting accounts for review must be applied consistently across retail accounts.

4. At a minimum, a Dealer Member must conduct enhanced supervision of trading by Approved Persons

who have had a history of questionable conduct. Evidence of such conduct can include trading
activity that frequently raises questions in account reviews, frequent or serious client complaints,
regulatory investigations, frequent account credit problems or failure to take appropriate remedial
action on account problems identified.

D. Delegation
1. Supervisors may delegate tasks but not responsibility.
2. A Dealer Member must advise supervisors of those specific functions that cannot be delegated.
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3. The supervisor delegating the task must ensure that these tasks are being performed adequately
and that exceptions are brought to his or her attention.

4. Those to whom tasks are delegated must have the qualifications to perform them and should be
advised in writing what is expected.

E. Education

1. A Dealer Member must provide all sales and supervisory personnel with the current sales practices
and policies relevant to their functions. The provision can be done through access to electronic
systems on which the policies and procedures are maintained, in which case personnel must be
trained on use of the systems. A Dealer Member should obtain and record acknowledgements from
all sales and supervisory personnel that they have read and understood the policies and
procedures relevant to their responsibilities.

2. A Dealer Member must provide introductory and continuing education to all approved persons on
the Dealer Member’s policies and procedures and any relevant changes to them.

3. A Dealer Member must communicate information contained in compliance-related bulletins from
the Corporation and other SROs and Regulatory Organizations to all sales and other approved
persons to whom it is relevant. A Dealer Member must maintain procedures relating to the method
and timing of distribution of compliance-related bulletins.

F. Records

1. A Dealer Member must maintain records of supervisory review for seven years.

2. A Dealer Member must maintain the records in a manner that permits them to be provided to the
Corporation promptly for the first two years after its creation and within a reasonable time
thereafter.

3. The evidence must record who conducted the review and when, inquiries made, replies received

and actions taken.
. Opening New Accounts
Introduction

To comply with the "Know-Your-Client" rule each Dealer Member must establish procedures to maintain
accurate and complete information on each client. The first step towards compliance with this rule is
completing proper documentation when opening new accounts. Accurate completion of the documentation
when opening a new account allows both the registered representative and the supervisory staff to conduct
the necessary review to ensure that recommendations made for any account are appropriate for the client
and in keeping with his investment objectives. Maintaining accurate and current documentation will allow
the registered representative and the supervisory staff to ensure that all recommendations made for any
account are appropriate for the client and in keeping with the client's investment objectives.

“Know-Your-Client” procedures must also be directed at meeting a Dealer Member’s gatekeeper obligations
by identifying clients that present a high risk to the Dealer Member or a high risk of conducting improper
activities in the securities markets. The procedures must also meet the requirements of anti-money
laundering and terrorist financing legislation and regulations.

A. Documentation

1. A Dealer Member must complete an account application for each new customer that conforms to
the account information requirements of this Policy.

2. A Supervisor authorized in the Dealer Member’s policies and procedures to do so must approve a
fully completed new account application no later than the business day after the initial trade. ‘Fully
completed’ means that all information necessary to assess suitability, creditworthiness and risk has
been obtained but does not mean that the client must have signed the application if the Dealer
Member requires that the client do so. Alternate procedures for securing interim approval are
acceptable to prevent undue delays provided the Supervisor applies prompt final approval following
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the initial trade. If an account application received after the initial trade is not fully completed, a
Dealer Member must restrict the account to liquidating trades only until a fully completed
application has been approved.

3. Where the customer is an employee or agent of another registered dealer, a Dealer Member must
obtain written approval of the customer’'s employer or principal before opening the account. A
Dealer Member must designate such accounts as non-client accounts.

4. A Dealer Member must maintain a complete set of documentation regarding each account. The
Registered Representative(s) handling an account must maintain a copy of the account application.
A Dealer Member can meet this requirement by maintaining the information on the application in an
electronic application accessible to the Registered Representative.

5. The Registered Representative must update the information on the application where there is a
material change in client information. The update must be approved in the manner provided in
subsection A.2. A Dealer Member must restrict the access of Registered Representatives and other
persons to its electronic systems for maintaining know-your-client information so that material
information cannot be changed without the required approval. A Dealer Member must have
procedures independent of the Registered Representative for verifying material changes to
customer information, such as changes of address, financial situation, investment objectives or risk
tolerance.

6. When there is a change of Registered Representative, the new Registered Representative must
verify the account information to ensure it is current. A Dealer Member must have a procedure for
recording that the new Registered Representative has reviewed the customer information and that
the appropriate Supervisor is satisfied that it has been reviewed and has approved any material
changes. It is acceptable for the Registered Representative to record and initial any changes on a
photocopy of the existing application provided that it was previously approved within two years of
the review.

7. A Dealer Member must not assign an account number for a new customer unless it has the proper
name and address of the customer.

B. Pending Documents

1. A Dealer Member must have procedures in place to ensure supporting documents are received
within a reasonable period of time of opening the account.

2. A Dealer Member must have systems or procedures to prevent:

. Trading on margin until the customer entered into a margin agreement with the customer
as described in Rule 200.1(i)(2)

° Trading in futures contracts or futures contract options until the customer has entered into
a futures contracts or futures contract options trading agreement with the customer as
described in Rule 1800.2(b)

° Trading in options until the customer has entered into an options trading agreement with
the customer as described in Rule 1900.2(b)

3. A Dealer Member must have a system for recording pending account documentation and following
up where it is not received in a reasonable time.

4. A Dealer Member must take positive action specified in its policies and procedures to obtain
required documentation not obtained within 25 business days of the opening of the account.

C. Other Requirements

1. All hold mail must be authorized by the client in writing and be controlled, reviewed on a regular
basis and maintained by the responsible Supervisor.

2. Returned mail must be properly investigated and controlled by a person who is independent of the
sales function but may be located within a branch.
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3. For supervisory purposes, "non-client" accounts, RRSP accounts, managed accounts,
discretionary accounts and restricted accounts must be readily identifiable.

lil. Account Supervision Generally
Introduction

Rule 38.1 requires a Dealer Member to implement systems of supervision and control to ensure that is
reasonably designed to achieve compliance with the Rules and Rulings of the Corporation and all other
laws, regulations and policies applicable to the Dealer Member’s securities and commodity futures business.
This section provides guidance on the means used by Dealer Members to meet that requirement with
respect to retail customer accounts.

A. Supervisory Structure

1. In maintaining a supervisory structure and appointing Supervisors, a Dealer Member must take into
consideration all factors necessary to ensure the adequacy of the supervision, including the
products traded, type of trading, location of business and other functions of Supervisors.

2. Where the Dealer Member conducts retail business in business locations outside its Head Office, it
should consider the following:

. A resident supervisor is in the best position to know the Registered Representatives in the
office, know or meet many of the clients, understand local conditions and needs, facilitate
business through the timely approval of new accounts and respond immediately to
questions or problems. However, a Dealer Member may determine to what extent a
resident supervisor is necessary, considering factors such as:

o The number of Registered Representatives in the location
o The experience of Registered Representatives in the location
o The nature of the business conducting in the location
o The availability of a Supervisor or Supervisors in nearby locations
o Other systems and controls mitigating the risk of remote supervision
. Where a business location does not have a Supervisor working in the office, it must have

an outside Supervisor assigned to it. A Dealer Member’s policies and procedures and the
instructions to the outside Supervisor must include provision for periodic visits to the
location by the Supervisor as necessary to ensure that business is being conducted
properly at the location.

3. While it is not always possible in a very small firm, a Dealer Member should ensure independent
supervision of all retail accounts. A Supervisor’s advice and trades for his or her own clients should
be supervised by another Supervisor.

4. A Dealer Member must ensure that a Supervisor who advises and trades for his or her own clients
devotes sufficient time and attention to his or her supervisory role.

5. A Dealer Member must ensure that Supervisors are qualified to supervise trading activity in all
products traded by those under his or her supervision and any other services that they provide to
retain customers. Where the Supervisor is not so qualified, the Dealer Member may divide the
supervision between two or more Supervisors, but must ensure that there are appropriate
mechanisms for them to communicate with one another, that the system ensures that the Dealer
Member maintains an overall view of the client’s situation and activity and that the assignment of
responsibilities is clear and complete. One acceptable mechanism for doing so is the appointment
of a primary Supervisor to whom the other Supervisor(s) provide advice with regard to the activity in
the products or services the primary Supervisor is not qualified to supervise.

6. A Dealer Member’s supervisory system must provide Supervisors with the information necessary to
properly conduct their supervision. For account reviews this includes readily accessible client
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information and full information about account activity including relevant non-trade activity such as
receipts, deliveries, deposits, withdrawals and journal entries.

7. A Dealer Member’s supervisory system must provide for back-up during the absence of responsible
Supervisors. For any prolonged absence of a Supervisor, the back-up Supervisor should be
advised as necessary of any ongoing issues or concerns as necessary to provide proper
supervision.

8. A Dealer Member must have systems of supervision and review to ensure that Supervisors are
properly fulfilling their supervisory functions. This requirement can be met by a two-tiered system
of first and second level reviews as described in this policy.

9. A Supervisor must have sufficient authority to take effective and timely remedial action where
account activity or any other matter under his or her supervision falls or appears to fall outside the
bounds of proper conduct, just and equitable principles of trade or good business practice.
Escalation for a decision by a more senior Supervisor or Executive will be considered an
acceptable form of action.

B. Supervision of Account Activity

A Dealer Member must have systems and procedures to supervise trading activity in retail accounts. The
supervision must provide reasonable assurance that the Dealer Member is meeting its regulatory
obligations, including those to clients such as suitability and gatekeeper obligations such as preventing
market abuses. The following principles should be taken into consideration:

1. Reviews may be conducted on a pre-trade or post-trade basis. A properly crafted pre-trade review
process may obviate or lessen the need for post-trade reviews.

2. Review procedures must cover all accounts. Where a Dealer Member offers both commission and
fee-based accounts, it cannot select accounts for review solely on the basis of commission levels; it
must also have a procedure for selecting fee-based accounts for review.

3. Reviews procedures must be able to identify patterns of activity that are not apparent by reviewing
trades singly. For example, a review of trading over a longer period may raise questions about the
overall level of activity even though each trade, looked at singly, appears to be suitable for the

client.

4. Reviews must encompass non-trade issues such as late payment, margin problems, trade
cancellations or transfers and flows of funds or securities that might be suspicious of money
laundering.

5. The selection of activity for post-trade review may be done using a risk-based approach reasonably

designed to detect improper activity. A risk-based approach can be used to determine the period of
activity to be reviewed. For example, in some cases it may be appropriate to conduct longer-term
reviews of monthly activity; in others they may consider shorter or longer periods.

6. Reviews must take into consideration, and reviewers must have access to, information about
customers that may reasonably be assessed as presenting a higher risk of improper market activity
such as those known by the Dealer Member to have access to material non-public information
about issuers, holders of control blocks of public issuers and market professionals.

7. All account activity of employees and agents should be subject to review.

8. Reviews must be done on a timely basis, as established in the Dealer Member’s policies and
procedures. The timing should be reasonably designed to identify as early as possible matters
requiring supervisory attention.

9. It is acceptable to use computer analysis to assist in selecting activity to be reviewed.

Iv. Two-Tier Reviews

In a Dealer Member with multiple business locations conducting retail account activity, a two-tier system of
post-trade activity reviews as described in this section is an acceptable structure.
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The first level review will normally be conducted by a Supervisor at each business location having a resident
supervisor. Such reviews may also be carried out on a regional basis or at a Dealer Member's head office
provided that the systems and resources to conduct the review are available at the regional or head office
and that the Dealer Member has adequate systems and procedures for dealing with any issues identified.

The second-tier review will normally be conducted at the Dealer Member's Head Office, but may also be
done regionally. The second level of supervision is generally not at the same depth as first level supervision.
It should and be reasonably designed to identify serious account problems, including all those listed
regarding first level reviews, that may have been missed by the first level supervision and ensure that first
level supervision is being adequately conducted.

Where second level reviews are conducted by personnel or a department responsible only for monitoring
activity, the Dealer Member should have procedures for referring issues that cannot be resolved with first
level Supervisors to a higher level Supervisor who has the authority to resolve them.

A. First-Tier Daily Reviews

A first-tier review examines the previous day's trading using means described in the Dealer Member's
procedures to attempt to detect the following:

° unsuitable trading;
° undue concentration of securities in a single account or across accounts;
° excessive trade activity;
° trading in restricted securities;
° conflict of interest between registered representative and client trading activity;
. excessive trade transfers, trade cancellations etc. indicating possible unauthorized
trading;
. inappropriate / high risk trading strategies;
. quality downgrading of client holdings;
° excessive / improper crosses of securities between clients;
° improper employee trading;
° front running;
° account number changes;
° late payment;
° outstanding margin calls;
o violation of any internal trading restrictions;
° undisclosed short sales;
° manipulative or deceptive trading;
° insider trading.
B. First-Tier Monthly Reviews
1. A first-tier monthly review should encompass the areas of concern as described in subsection IV.A

for daily activity reviews.
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2. It may not be possible to review each statement produced. A first-tier monthly review starts with
the selection, on a basis reasonably designed to detect improper account activity, of retail client
accounts to be reviewed. A Dealer Member can meet this obligation by reviewing the activity of all
customers charged gross commissions of $1,500 or more for the month.

3. A first-tier monthly review should include all non-client accounts showing any activity other than
receipt of dividends or interest or payment of interest.

4. This review should be completed within 21 days of the period covered unless precluded by unusual
circumstances.

C. Second-Tier Daily Reviews
1. Daily reviews should cover the following:
° trades meeting criteria established in the Dealer Member’s policies and procedures. For

this purpose, the following meet the requirement:

o stock trades with a value over $5,000 and a price under $5.00 per share;
o stock trades with value over $20,000 and a price at or over $5.00 per share;
o bond trades over $100,000 value per trade;

. non-client trading;

. client accounts of producing branch managers;

. all client accounts not reviewed by a branch manager;

o trade cancellations;

° trading in restricted accounts;

. trading in suspense accounts;

° account number changes;

° late payment;

. outstanding margin calls.

2. Daily reviews should be completed no later than the business day following the activity unless

precluded by unusual circumstances.
D. Second-Tier Monthly Reviews

1. A Dealer Member must select accounts for second-tier review based on criteria established in its
policies and procedures. This requirement can be met using the following criteria::

o accounts of customers charged more than $3,000 in commission during the month;
° accounts of, all customers and non-clients charged more than $1,500 in commission
during the month that were not subject to a first level review by the normal first level

Supervisor, including the customer accounts of producing first-tier Supervisors.

2. Monthly reviews should be completed within 21 business days of the period covered unless
precluded by unusual circumstances.

E. Other Activity

In addition to transactional activity, a Dealer Member must have systems and procedures designed to
identify, deal with and keep first level Supervisors informed about other client related matters such as:

September 26, 2008 (2008) 31 OSCB 9324



SRO Notices and Disciplinary Proceedings

° client complaints;
° cash account violations;
o transfers of funds and securities between unrelated accounts or between pro and client

accounts or deposits from pro to client accounts;
. trading while under margin.
V. Option Account Supervision
Introduction

A Dealer Member dealing in options or Exchange traded commodity or index warrants must appoint a
Supervisor (the “Designated Options Supervisor”’) qualified to supervise options trading to have overall
responsibility for the opening of new option accounts and the supervision of account activity. The
Designated Options Supervisor must ensure that the Dealer Member implements policies and procedures
reasonably designed to ensure that all recommendations made for any account are and continue to be
appropriate for the customer and in keeping with his or her investment objectives. In addition, a Dealer
Member should, where the level of options trading activity warrants it, have a qualified Supervisor to assist in
supervisory activities and to carry out the functions of the Designated Options Supervisor in his or her
absence. All supervisory procedures regarding options must be conducted by options qualified Supervisors.

A. Account Opening and Approval

1. The option trading agreement and option account application must be completed and the client’s
agreement recorded before the first trade. This applies to new accounts or existing accounts
approved for other products.

2. The option trading agreement contents must meet or exceed Corporation requirements.

3. The Designated Options Supervisor or another options qualified Supervisor must approve all
accounts to trade in options and their approval and the date of approval must be recorded.

4. The approving Supervisor must determine whether the risk characteristics of the strategies the
customer intends to use are appropriate for the customer and in keeping with his or her investment
objectives and risk tolerance. If they are not, the approving Supervisor should restrict the account
from using inappropriate strategies and note with the option account approval any trading
restrictions imposed. The Supervisor must ensure that the Registered Representative handling the
account is aware of any restrictions.

B. Activity Reviews
1. A Dealer Member's supervisory procedures must include reviews of option trading activity for
suitability, exceeding position or exercise limits, concentration, commission activity, and exposure

of uncovered positions.

2. A two-tier post-trade review system using the following criteria is not mandatory but will be deemed
to meet the review requirement:

o Daily first-tier review of all option trading activity;

e Daily second-tier review of opening option trading activity in excess of ten contracts in any one account.

C. Monthly Reviews

Accounts must be selected for monthly first- and second-tier reviews of account using criteria reasonably
designed to detect improper activity. For accounts that trade in equities and fixed income products as well as
options, it may be appropriate to use the criteria described in Section IV.D. For accounts in which the trading
is more concentrated in options, the criteria should take into account the risks related to the type of
strategies being used.
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D. Other Options Policies and Procedures
A Dealer Member’s policies and procedures must include, where applicable:

1. The Designated Options Supervisor’s involvement in the approval and daily and monthly reviews of
any discretionary managed accounts trading in options The Designated Options Supervisor need
not conduct such reviews but should be aware of the use of options in discretionary or managed
accounts and exercise heightened care to ensure that it is conducted and supervised properly.

2. Procedures to ensure clients are notified of impending expiry dates.

3. Procedures to ensure the dissemination of information on new developments in the trading and
regulation of options in a prudent and appropriate manner; and the dissemination to all clients of
any changes in a firm's business policy.

4. Procedures for notifying clients of significant changes in options contracts in which they have open
positions resulting from changes to the underlying security.

5. Procedures to ensure that only qualified Registered Representatives or Investment
Representatives engage in trading in or advising on options and that they do so only after the
Corporation has been notified as required in Rule 18.

6. Procedures to review and approve advertising and sales literature relating to options. The
Designated Options Supervisor need not conduct such reviews but should be aware of the use of
advertising or sales literature and exercise heightened care to ensure that it is prepared and
supervised properly.

7. Procedures requiring the review and approval of the use of and solicitation of clients to use option
programmes.
VL. Future and Futures Options Account Supervision

Introduction

A Dealer Member dealing in futures contracts and futures contract options must designate a Supervisor
qualified to supervise futures contract and futures contract options trading (the “Designated Futures
Supervisor”) to have overall responsibility for the opening of new futures and futures options accounts and
the supervision of account activity. The Designated Futures Supervisor must ensure that the Dealer Member
implements policies and procedures reasonably designed to ensure that all recommendations made for any
account are and continue to be appropriate for the client and in keeping with his or her investment
objectives. In addition, a Dealer Member should, where the level of futures and futures options trading
activity warrants it, have a qualified Supervisor to assist in supervisory activities and to carry out the
functions of the Designated Futures Supervisor in his or her absence. All supervisory procedures regarding
futures and futures options must be conducted by futures and futures options qualified Supervisors.

A. Account Opening and Approval

1. The futures trading agreement or letter of undertaking under Rule 1800.2(b) and futures account
application must be completed, and the client's agreement recorded, before the first trade. This
applies to new accounts or existing accounts approved for other products.

2. The Designated Futures Supervisor or another futures qualified Supervisor must approve all
accounts and their approval and the date of approval must be recorded before any trading.

3. The Supervisor approving the opening of a hedging account must ensure that the Dealer Member
has reliable evidence establishing acceptability of a client as a hedger. Such evidence can take the
form of a hedge letter or statement supported by verification procedures.

4. The approving Supervisor must determine whether the risk characteristics of the futures contracts
or futures contract options and strategies the customer intends to use are appropriate for the
customer and in keeping with his or her investment objectives and risk tolerance. If they are not,
the approving Supervisor should restrict the account from using inappropriate contracts or
strategies and record with the futures account approval any trading restrictions imposed. The
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approving Supervisor must ensure that the Registered Representative handling the account is
aware of any restrictions.

5. A Dealer Member’s futures account application or futures account agreement must include, other
than for a hedging account, a risk limit for futures trading indicating the maximum amount of
cumulative loss the client can afford to sustain. The maximum loss can be stated on a lifetime
basis or on an annual basis. If the loss limit is stated on an annual basis, the Dealer Member must
have a procedure to update it annually and the Designated Futures Supervisor or a Supervisor
qualified to supervise futures must review and approve the updated loss limit and ensure that it
takes into account any previously accumulated losses.

B. Supervision

A Dealer Member’s supervisory procedures must be reasonably designed to detect improper
activity such as the following:

. excessive day trading resulting in trading large numbers of contracts;
. trading while under margin;
° trading without approval of the account;
. trading beyond margin or credit limits;
° cumulative losses exceeding risk limits;
° unsuitable trading;
. inappropriate trading strategies;
° position and exercise limits;
° front running;
° conflicts of interest;
° excessive commission activity;
° speculative trading in hedge accounts;
. exposure to delivery through holding contracts into delivery month;
. excessive risk or loss to account guarantors.
C. Other Futures Policies and Procedures

A Dealer Member’s policies and procedures must include where applicable:

1. The Designated Futures Supervisor’s involvement in the approval and daily and monthly reviews of
discretionary or managed futures or futures options accounts. The Designated Futures Supervisor
should approve any use of discretionary authority in a futures account.

2. A monthly review of the financial performance of each discretionary account by the Designated
Futures Supervisor or a Supervisor qualified in futures contracts acting under the Designated
Futures Supervisor’s supervision.

3. Procedures to ensure that positions with pending delivery months are handled properly.
4. Procedures to ensure the dissemination of information on new developments in the trading and

regulation of futures contracts, such as changes in minimum margin requirements, in a prudent and
appropriate manner; and the dissemination to all clients of any changes in a firm's business policy.
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5. Procedures to ensure that only qualified Registered Representatives engage in trading in or
advising on futures contracts or futures contracts options and that they do so only after the
Corporation has been notified as required in Rule 18.

6. Procedures to review and approve sales literature or advertising relating to futures The Designated
Futures Supervisor need not conduct such reviews but should be aware of the use of futures
advertising or sales literature and exercise heightened care to ensure that it is prepared and
supervised properly.

7. Procedures requiring the review and approval of the use and solicitation of clients to use futures
programmes.
VII. Discretionary Account Supervision

Introduction

Simple discretionary accounts are accounts where the discretionary authority has not been solicited and
which are designed to accommodate customers who are frequently or temporarily unavailable to authorize
trades.

Managed accounts are investment portfolios solicited for discretionary management on a continuing basis
where the Dealer Member has held itself out as having special skills or abilities in the management of
investment portfolios.

A Dealer Member must consent to accepting discretionary accounts and have the proper documentation and
supervisory procedures in place to handle such accounts.

A. Account Approval
1. The designated Supervisor under Rule 1300.4(a) must approve any request for discretion.
2. The Dealer Member and customer must enter into a discretionary account agreement that includes

any restrictions to the trading authorization. The Supervisor designated under Rule 1300.4(a) must
approve the agreement.

3. The Dealer Member must identify discretionary accounts in its books and records in a manger that
ensure that the Dealer Member can properly supervise them.

B. Entry of Orders

1. A Supervisor must approve any discretionary order for a discretionary account handled by a
Registered Representative prior to the order being entered unless:

. the Registered Representative is qualified to provide discretionary management services
and the Dealer Member has notified the Corporation that he or she provides those
services, or

. the Registered Representative is also an approved Executive.

2. A discretionary account may not hold any publicly traded securities of the Dealer Member or its
affiliates.

C. Account Supervision

1. The Supervisor designated under Rule 1300.4(a) must review discretionary orders entered by an

Executive no later than next day unless the Executive is also a Registered Representative qualified
to provide discretionary management services and the Dealer Member has notified the Corporation
that he or she provides those services.
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14. Dealer Member Rule 2700 is repealed and replaced by:
RULE 2700
MINIMUM STANDARDS FOR INSTITUTIONAL ACCOUNT OPENING, OPERATION AND SUPERVISION
Introduction

This Rule covers the opening, operation and supervision of institutional accounts, which are accounts for
investors that are not individuals who meet the requirements of the definition herein.

This document sets out minimum standards governing the opening, operation and supervision of institutional
accounts.

Pursuant to Rule 38, the Dealer Member must provide adequate resources and qualified supervisors to
achieve compliance with these standards.

Adherence to the minimum standards requires that a Dealer Member have in place procedures to properly
open and operate institutional accounts and monitor their activity. Following these minimum standards,
however, does not:

(a) relieve a Dealer Member from complying with specific SRO by-laws, rules, regulations and policies
and securities or other legislation applicable to particular trades or accounts; (e.g. best execution
obligation, restrictions on short selling, order designations and identifiers, exposure of customer
orders, trade disclosures);

(b) relieve a Dealer Member from the obligation to impose higher standards where circumstances
clearly dictate the necessity to do so to ensure proper supervision; or

(c) preclude a Dealer Member from establishing higher standards.

Any account which is not an institutional account governed by these standards will be governed by the
Minimum Standards for Retail Account Supervision (Rule 2500).

A Dealer Member may, with the written approval of the Corporation, establish policies and procedures that
differ from this Rule, provided that, in the opinion of the Corporation, the Dealer Member’s policies and
procedures are appropriate to supervise trading of its institutional customers.

L. Customer Suitability

1. When dealing with an institutional customer, a Dealer Member must make a determination whether
the customer is sufficiently sophisticated and capable of making its own investment decisions in
order to determine the level of suitability owed to that institutional customer. Where a Dealer
Member has reasonable grounds for concluding that the institutional customer is capable of making
an independent investment decision and independently evaluating the investment risk, then a
Dealer Member’s suitability obligation is fulfilled for that transaction. If no such reasonable grounds
exist, then the Dealer Member must take steps to ensure that the institutional customer fully
understands the investment product, including the potential risks.

2. In making a determination whether a customer is capable of independently evaluating investment
risk and is exercising independent judgment, relevant considerations could include:

(a) any written or oral understanding that exists between a Dealer Member and its customer
regarding the customer’s reliance on the Dealer Member;

(b) the presence or absence of a pattern of acceptance of the Dealer Member's
recommendations;
(c) the use by a customer of ideas, suggestions, market views and information obtained from

other Dealer Members, market professionals or issuers particularly those relating to the
same type of securities;
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(d) the use of one or more investment dealers, portfolio managers, investment counsel or
other third party advisors;

(e) the general level of experience of the customer in financial markets;

() the specific experience of the customer with the type of instrument(s) under consideration,
including the customer’s ability to independently evaluate how market developments
would affect the security and ancillary risks such as currency rate risk; and

(9) the complexity of the securities involved.

3. A Dealer Member has no suitability obligation under Section 1.1 and is not required to make a
determination required under Section 1.2 when the Dealer Member executes a trade on the
instructions of another Dealer Member, a portfolio manager, investment counsel, limited market
dealer, bank, trust company or insurer.

4. A Dealer Member has no suitability obligation under Section I.1and is not required to make a
determination required under Section 1.2 when the Dealer Member executes a trade on the
instructions of a “permitted client” as defined in Section 1.1(1) of National Instrument 31-103, other
than an individual or a customer described in Section 1.3, if the customer has waived, in writing, the
protections offered to the customer under Sections I.1 and 1.2

. New Account Documentation and Approval
1. A Dealer Member must complete a new customer account form for each Institutional Customer;

2. A Dealer Member may establish a ‘master new account documentation file, containing full
documentation and, when opening sub-accounts, it should refer to the principal or ‘master’ account
with which it is associated.

3. Each new account must be approved by a Supervisor who is Department Head or his or her
designate prior to the initial trade or promptly thereafter. Such approval must be recorded in writing
or auditable electronic form.

4. The Dealer Member must exercise due diligence to ensure that the new customer account form is
updated whenever the Dealer Member becomes aware that there is a material change in customer
information.

L. Establishing and Maintaining Procedures, Delegation and Education

Introduction

Effective self-regulation begins with the Dealer Member establishing and maintaining a supervisory
environment which fosters both the business objectives of the Dealer Member and maintains the self-
regulatory process. To that end, a Dealer Member must establish and maintain procedures which are
supervised by qualified individuals.

A. Establishing Procedures

1. A Dealer Member must appoint a designated Supervisor, who has the necessary knowledge of

industry regulations and Dealer Member policy to properly establish procedures reasonably
designed to ensure adherence to regulatory requirements and to supervise Institutional Accounts.

2. Written policies must be established to document and communicate supervisory requirements.

3. All supervisory alternates must be advised of and adequately trained for their supervisory roles.
4. All policies established or amended should have senior management approval.

B. Maintaining Procedures

1. Evidence of supervisory reviews must be maintained for seven years and on-site for one year.

September 26, 2008 (2008) 31 OSCB 9330



SRO Notices and Disciplinary Proceedings

2. A periodic review of supervisory policies and procedures should be carried out by the Dealer
Member to ensure they continue to be effective and reflect any material changes to the businesses
involved.

C. Delegation of Procedures

1. Tasks and procedures may be delegated but not responsibility.

2. The supervisor delegating the task must take steps designed to ensure that these tasks are being

performed adequately and that exceptions are brought to his/her attention.

3. Those to whom tasks are delegated must have the qualifications to perform them and should be
advised in writing what is expected.

D. Education

1. The Dealer Member’s current sales practices and policies must be made available to all sales and
supervisory personnel. Dealer Members should obtain and record acknowledgements from all
sales and supervisory personnel that they have received, read and understood the policies and
procedures relevant to their responsibilities.

2. A major aspect of self-regulation is the ongoing education of staff. The Dealer Member is
responsible for appropriate training of institutional sales and trading staff, as well as ensuring that
Continuing Education requirements are being met.

E. Compliance Monitoring Procedures

Dealer Members must establish compliance procedures for monitoring and reporting adherence to
rules, regulations, requirements, policies and procedures. A compliance monitoring system should
be reasonably designed to prevent and detect violations. The compliance monitoring system will
ordinarily include a procedure for reporting results of its monitoring efforts to management and,
where appropriate, the board of directors or its equivalent.

V. Supervision of Accounts
A. Policies and Procedures
1. Dealer Members must implement policies and procedures for the supervision and review of activity

in the accounts of institutional customers. Such procedures may include periodic reviews of
account activity, exception reports or other means of analysis.

2. The policies and procedures may vary depending on factors including, but not limited to, the type of
product, type of customer, type of activity or level of activity.

3. The policies and procedures should outline the action to be taken to deal with problems or issues
identified from supervisory reviews.

B. Account Activity Detection

The supervisory procedures and the compliance monitoring procedures should be reasonably
designed to detect account activity that is or may be a violation of applicable securities legislation,
requirements of any self-regulatory organization applicable to the account activity and the rules and
policies of any marketplace on which the account activity takes place, and would include the

following:
1. Manipulative or deceptive methods of trading;
2. Trading in restricted list securities;
3. Employee or proprietary account frontrunning;
4. Exceeding position or exercise limits on derivative products; and
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5. Transactions raising a suspicion of money laundering or terrorist financing activity.
V. Client Complaints
1. Each Dealer Member must establish procedures to deal effectively with client complaints.
(a) The Dealer Member must acknowledge all written client complaints.
(b) The Dealer Member must convey the results of its investigation of a client complaint to the

client in due course.

(c) Client complaints involving the sales practices of a Dealer Member, its partners, directors,
officers or employees must be in writing and signed by the client and then handled by
sales supervisors or compliance staff. Copies of all such written submissions must be
filed with the compliance department of the Dealer Member.

(d) Each Dealer Member must ensure that registered representatives and their supervisors
are made aware of all complaints filed by their clients.

2. All pending legal actions must be made known to head office.

3. Each Dealer Member must put procedures in place so that senior management is made aware of
complaints of serious misconduct and of all legal actions.

4. Each Dealer Member must maintain an orderly record of complaints together with follow-up
documentation for regular internal/external compliance reviews. This record must cover the past
two years at least.

5. Each Dealer Member must establish procedures to ensure that breaches of the by-laws,
regulations, rules and policies of the SROs as well as applicable securities legislation are subjected
to appropriate internal disciplinary procedures.

6. When a Dealer Member finds complaints to be a significant factor, internal procedures and
practices should be reviewed, with recommendations for changes to be submitted to the
appropriate management level.

15. Dealer Member Rule 2900, Part | is repealed and replaced by:
RULE 2900
PROFICIENCY AND EDUCATION:
PART | — PROFICIENCY REQUIREMENTS
INTRODUCTION

This Part | outlines the proficiency requirements for Approved Persons. These proficiency requirements
consist of both entrance thresholds and on-going requirements.

DEFINITIONS
For the purpose of this Part I:

“Recognized Foreign Self-regulatory Organization” means a foreign self-regulatory organization which offers
a reciprocal treatment to Canadian applicants and which has been approved as such by Corporation.

All courses and examinations, unless otherwise specified, are administered by CSI Global Education Inc.
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A. Proficiency Requirements for Approved Persons
1. Supervisors
(a) The proficiency requirements for Supervisors of Approved Persons dealing with retail

customers are:

0] Two years of relevant experience working for a broker or dealer in securities or
such equivalent experience as may be acceptable to the applicable District
Council;

(i) If supervising Registered Representatives dealing with retail customers,

successful completion of
A. The Branch Managers Course, and

B. The Effective Management Seminar within 18 months after beginning to
supervise Registered Representatives dealing with retail customers .

(iii) If supervising Investment Representatives only, successful completion of the
Branch Managers Course

(iv) If supervising options trading, successful completion of The Options Supervisors
Course
(v) If supervising futures contract and futures contract options, successful

completion of:

A. 1. The Derivatives Fundamentals Course and the Futures
Licensing Course (“FLC”), or

2. The FLC and the National Commodity Futures Examination
administered by the National Association of Securities Dealers;

and
B. the Canadian Commodity Supervisors Examination.
(b) The proficiency requirements for Supervisors of Approved Persons dealing with

institutional accounts only are:

(i) Successful completion of:
A. The Branch Managers Course, or
B. the Partners, Directors and Senior Officers Course, and
(ii) The proficiency requirements necessary to conduct or supervise any trading

activity carried on by Approved Persons he or she supervises.
2, Directors and Executives
The proficiency requirements for a Director or Executive under Rule 7.3 or 7.4 are:
(a) Successful completion of the Partners, Directors and Senior Officers Course;

(b) If also approved in a trading category, successful completion of the applicable proficiency
requirements; and

(c) If supervising the handling of customer accounts, successful completion of the applicable
proficiency requirements for a Supervisor.

September 26, 2008 (2008) 31 OSCB 9333



SRO Notices and Disciplinary Proceedings

2A. Chief Financial Officers
1. The proficiency requirements for a chief financial officer pursuant to Rule 38.6 are:

(a) A financial accounting designation, university degree or diploma, or equivalent
work experience; and

(b) Successful completion of the Partners, Directors and Senior Officers Course, and
(c) Successful completion of the Chief Financial Officers Qualifying Examination.
2. A person approved as Acting Chief Financial Officer pursuant to Rule 7.5(b) shall have 90

days from the date of termination of the Chief Financial Officer to successfully complete of
the Chief Financial Officers Qualifying Examination.

3. Any Dealer Member that fails to provide to the Corporation proof of successful completion
of the Chief Financial Officers Qualifying Examination within 10 days of the dates specified
for successful completion in section 2 above, or such other dates as the Corporation may
specify, shall be liable for and pay to the Corporation such fees as the Board of Directors
may from time to time prescribe.

2B. Chief Compliance Officers

1. The proficiency requirements for a chief compliance officer pursuant to Rule 38.7 are:
(a) Successful completion of the Partners, Directors and Senior Officers Qualifying
Examination;
and
(b) Successful completion of the Chief Compliance Officers Qualifying Examination.
2. Notwithstanding subsection 1(b) above, any person approved as Chief Compliance Officer

with a Dealer Member as of October 1, 2007 shall have until April 1, 2009 to successfully
complete the Chief Compliance Officers Examination in order to maintain approval as
Chief Compliance Officer.

3. A person approved as acting Chief Compliance Officer pursuant to Rule 38.7 shall have
90 days from the date of termination of the Chief Compliance Officer to successfully
complete of the Chief Compliance Officers Qualifying Examination.

4. Any Dealer Member that fails to provide to the Corporation proof of successful completion
of the Chief Compliance Officers Qualifying Examination within 10 days of the dates
specified for successful completion in sections 2 or 3 above, or such other dates as the
Corporation may specify, shall be liable for and pay to the Corporation such fees as the
Board of Directors may from time to time prescribe.

3. Regis