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A NOTE FROM ITAC
PRESIDENT & CEO

Firms in our industry continue to be besieged by an onslaught of securities regulations and legislative changes. Our Activity Update helps our members
keep on top of developments and provides a snapshot of our advocacy efforts.

Included are links to consultation documents, submissions, reports, industry educational material, compliance tools and templates, events and media
commentary.

NEW INITIATIVES IN THE JULY-AUGUST 2018 ISSUE:
e Debt Market Transparency (page 18)
e Canada’s Central Counterparty Clearing Service (CCP) (page 31)

UPDATED SECTIONS IN THE JULY-AUGUST 2018 ISSUE:

e |IROC Proposed Amendments Respecting Mandatory Reporting of Cybersecurity Incidents (page 4)
e |IROC Enforcement Alternative Forms of Disciplinary Action (page 5)

e Best Interest Standard and Targeted Reforms (page 6)

* Montreal Exchange - Extended Trading Hours Project (page 13)

e CSA Review of the Proxy Voting Infrastructure (page 16)

e |IROC Proposed Amendments to Transaction Reporting for Debt Securities (page 17)
e Financial Planning in Ontario/British Columbia (page 19)

* Anti-Money Laundering Regulations (page 20)

* Québec Immigrant Investor Program (QIIP) (page 25)

* Revenu Québec - Relevé 18 slip, box 20 (Securities Transactions) (page 26)

* Opportunities in the Canadian Green Bond Market (page 29)

If you have any questions about the Activity Update's contents, the I|AC staff contact for each item is listed, or you can contact me at any time.

Yours sincerely,

o T
lan Russell
President & CEO of the Investment Industry Association of Canada
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CSA-SRO IooUES

IIROC PROPOSED
AMENDMENTS

RESPECTING ——

MANDATORY
REPORTING OF
CYBERSECURITY
INCIDENTS

IIROC

On April 5, 2018, IIROC published Proposed Amendments to its Dealer Mem-
ber Rules which would require Dealers to report cybersecurity incidents to IROC
within three calendar days from discovering the incident, and submit an incident
investigation report within 30 days of the incident, unless otherwise agreed to by
[IROC. The Notice sets out the content requirements of the reports.

The IIAC formed a working group to respond to IROC’s Proposed Amendments,
and provided comments on May 22, 2018.

For more information, please contact Susan Copland (scopland@iiac.cal).

After considering the
comments received,
[IROC may recommend
revisions to the Proposed
Amendments.

MINIMUM DEALER
REGULATION FEE

The IIAC supported IIROC's proposed changes to the Minimum Dealer Regulation
Fee. It expressed its appreciation of IROC’s approach, which included consulting
with the IIAC Small and Independent Dealer Committee prior to publication of the
Proposals, as well as rigorous analysis in support of its proposed changes. The anal-
ysis clearly demonstrates the financial impact the new fee calculation will have on
member firms. The approach achieves IIROC's objectives without imposing unintend-
ed negative consequences on the industry.

For more information, please contact Susan Copland (scopland@iiac.ca).

The IIAC  will

monitor future fee

proposals relating
to Dealers.



http://www.iiroc.ca/Documents/2018/d2bca7f7-f219-4b80-905f-d030f505e29d_en.pdf
https://iiac.ca/wp-content/uploads/Response-to-IIROCs-Proposed-Amendments-Respecting-Mandatory-Reporting-of-Cybersecurity-Incidents_May-22-2018.pdf
mailto:scopland%40iiac.ca?subject=
http://www.iiroc.ca/Documents/2017/e0a7e7e0-219a-4d9b-852b-bb33e0a5475c_en.pdf
http://iiac.ca/wp-content/uploads/Letter-to-IIROC-re-Proposed-Amendments-to-the-Minimum-Dealer-Regulation-Fee-Dealer-Member-Fee-Model.pdf
mailto:scopland%40iiac.ca?subject=

On February 22, 2018, IIROC released Notice 18-0045, outlining two proposals designed to provide more tai-
lored enforcement responses. Under the proposed Minor Contravention Program, a Dealer Member or Approved

IIROC Person would agree to a sanction in circumstances where [IROC believes the contravention is minor enough not to
warrant formal disciplinary action, but where a cautionary letter may not be a sufficient deterrent. The other pro-
EN Fo RCEM ENT posal is to intfroduce the use of Early Resolution Offers to facilitate settlements earlier in the disciplinary process. IIAC is awaiting

| further develop-
ALTERNATIVE ents.

FORMS OF The IIAC formed a working group fo review the proposals and provided comments to IROC on May 23, 2018.

D I SCI PLI NARY For more information, please contact Adrian Walrath (awalrath@iiac.ca).
ACTION

On February 14, 2018, the British Columbia Securities Commission (BCSC) published a notice requesting

comment on the results of its consultations on FinTech and potential regulatory action to clarify or mod-

ernize securities laws to benefit all stakeholders, including investors in FinTech. The notice seeks input on The : IAC  will
Bcsc matters including crowdfunding and online lending, online advisory models, cryptocurrency funds, initial monitor develo.p-
co N s ULTATI o N coin offerings and cryptocurrencies, as well as the future of FinTech regulations. The IIAC formed a working ments and contin-

, and submitted its resp April 3,2018. ue to provide in-
ON FINTECH group, and submitted its response on Apri i

For more information, please contact Susan Copland (scopland@iiac.ca). on this topic.

In April 2017, the CSA issued Consultation Paper 51-504, Considerations for Reducing Regulatory
Burden for Non-Investment Fund Reporting Issuers. The CSA is seeking input from market participants
and stakeholders to identify and consider areas of securities legislation applicable to non-investment
fund reporting issuers that could benefit from a reduction of undue regulatory burden, without compro-
mising investor protection or the efficiency of the capital market. Parts of the Consultation Paper focus
CSA on considering options to reduce the regulatory burden associated with both capital raising in the

CONSU LTATION !OUb|iC(rnorketsr(i.e_ PFZ?pTctus reloteFJ requitrjments) and the ongoing costs of remaining a reporting \/
ON REDUCING issuer (i.e. continuous disclosure requirements).

REGULATORY Thheclzléf foerTd208w;(;l;i;gT}?rc?Llepéo respond to'the fonsultot{io}r: Paper onclﬂ s(u)bmiﬂe.d comments fo
the on July 28, . The was supportive of many of the proposals. Our primary concerns
BURDEN FOR related to the preliminary prospectus process and electronic delivery of documents.
NON-INVESTMENT The CSA rel d a Staff N March 27,2018, ind d with f
@ released a Statt Notice on Marc ; , indicating its intention to proceed with many o
FUND REPORTING the initiatives advocated in the IIAC submission.
ISSUERS

For more information, please contact Susan Copland (scopland@iiac.cal).



https://www.bcsc.bc.ca/Securities_Law/Policies/PolicyBCN/PDF/BCN_2018-01__February_14__2018/
https://iiac.ca/wp-content/uploads/IIAC-Response-to-BCSC-FinTech-Consultation-April-3-2018.pdf
mailto:scopland%40iiac.ca?subject=
http://www.iiroc.ca/Documents/2018/dcf3af16-1ea7-4e64-b49b-12e05eb9bce7_en.pdf
https://iiac.ca/wp-content/uploads/IIAC-Response-re-IIROCs-Enforcement-Alternative-Forms-of-Disciplinary-Action.pdf
mailto:awalrath%40iiac.ca?subject=
https://www.osc.gov.on.ca/documents/en/Securities-Category5/csa_20170406_51-404_considerations-for-reducing-regulatory-burden.pdf
http://iiac.ca/wp-content/uploads/IIAC-Response-to-CSA-Consultation-Paper-51-504-July-26.pdf
http://www.osc.gov.on.ca/en/SecuritiesLaw_csa_20180327_51-353_fund-reporting-issuers.htm
mailto:scopland%40iiac.ca?subject=

BEST
INTEREST
STANDARD

AND
TARGETED
REFORMS

In April 2016, the CSA released Consultation Paper 33-404 Proposals fo Enhance the Obligations of Ad-
visers, Dealers and Representatives Toward Their Clients regarding conflicts of interest, know-your-client,
know-your-product, relationship disclosure, suitability, proficiency requirements, titles and designations
used by representatives, and the roles of the ultimate designated person (“UDP”) and chief compliance
officer. The CSA is also considering a regulatory standard mandating that registrants act in their clients’
best interest. At the time of the paper’s release, all CSA jurisdictions supported the proposed targeted
reforms, but there was mixed support for the best interest standard. The BCSC expressly rejected a best
interest standard because it may be unworkable and have unintended consequences.

In its September 2016 comment letter, the IIAC encouraged regulators to first consider the results of the
CSA's announced multi-year Point of Sale (POS) and CRM impact study to inform the need for any new
regulation, as well as engage in a rigorous cost-benefit analysis. The IIAC noted that a broad, sweep-
ing and vague best interest standard has uncertain application which may lead to client confusion and
have negative consequences for investors—reducing choice among business models, reducing access
to financial products, decreasing affordability of financial advice, heightening uncertainty with respect
to client-advisor relationship obligations—resulting in onerous compliance requirements, and increasing
exposure fo risk and liability for advisors. The [IAC retained Deloitte LLP to conduct a Cost of Compliance
Survey respecting certain reforms. The findings can act as a launching pad for a full cost-benefit analysis

undertaken by the CSA.

[IAC President and CEO lan Russell reiterated the industry’s concerns at a roundtable hosted by the OSC
on December 2016, and in an Investment Executive Letter to the Editor in February 2017.

The IIAC met with provincial securities commissions across the country to forcefully articulate the IIAC's
concerns with a proposed best interest standard and the targeted reforms.

On June 21, 2018, the CSA released its long-awaited proposals to address the client-registrant relation-
ship. The IIAC is pleased the CSA has proposed a harmonized approach and moved away from an
overarching best interest standard that would have created confusion and negative consequences for
advisors and their clients.

For more information, please contact Michelle Alexander (malexander@iiac.ca) or Adrian Walrath
(awalrath@iiac.ca).

The IIAC will respond
vigorously to the
CSA reforms related
to the client-registrant
relationship, engag-
ing with  member
firms, to put forward
recommendations for
more practical and
costeffective  rules
and greater clarity
in terms of expected
conduct.



http://www.osc.gov.on.ca/documents/en/Securities-Category3/csa_20160428_33-404_proposals-enhance-obligations-advisers-dealers-representatives.pdf
http://iiac.ca/wp-content/uploads/IIAC-Response-to-CSA-Consultation-Paper-33-404_Sept-30-2016.pdf
https://www.osc.gov.on.ca/static/media/02-panel-01.mp3
http://www.osc.gov.on.ca/en/NewsEvents_nr_20161110_roundtable-best-interest.htm
http://iiac.ca/wp-content/uploads/Letter-to-the-Editor-Investment-Executive-February-28-2017.pdf
mailto:malexander%40iiac.ca?subject=
mailto:awalrath%40iiac.ca?subject=

The IIAC is undertaking a project to develop a proposal for a framework
for regulatory accountability. Research will be conducted on how other
jurisdictions hold their regulators accountable for the regulatory process
and outcomes. We anticipate the proposal will include processes that re-

quire regulators to establish the need for regulation, investigate alternative
means of achieving the objective, undertake cost/benefit analysis, and re-

REGULATORY

ACCOUNTABI LITY recommendations, will be presented to regulators and legislators.

view the effectiveness of any regulatory action. The final product, including

The IIAC will consult with
industry and experts in
developing the proposal.

For more information, contact Susan Copland (scopland@iiac.ca).

EMBEDDED —
COMMISSIONS

On January 10, 2017, the CSA released a Consultation Paper on The Option of Discontinuing Embedded
Commissions. A Discussion Paper (i.e. the original consultation paper) was published in 2012 and subse-
quent research papers in 2015 and 2016.

The IIAC formed a Working Group and submitted a response to the January 10, 2017 Consultation Paper
on June 9, 2017.

The IIAC raised the concern of unintended consequences (specifically a greater shift of firms to fee-based
accounts), should the CSA prohibit embedded commissions. The IIAC also called for an adequate transition
period for the industry to adapt, should the regulators ultimately proceed with a ban. The IIAC pointed to
the possibility of regulatory arbitrage between the mutual fund and insurance industries—a segregated fund
may be an insurance product, but is basically sold as a mutual fund with embedded fees and would not be
subject to a potential ban.

On June 21, 2018, the CSA announced its policy decision on mutual fund embedded commissions. The
IIAC supports the proposal to continue permitting mutual funds with embedded commissions, and the CSA's
intent to prohibit all forms of the deferred sales carge option.

For more information, please contact Michelle Alexander (malexander@iiac.ca) or Adrian Walrath (awal-
rath@iiac.cal).

The CSA will
publish rule pro-
posals for com-
ment in Septem-
ber 2018, and
the IIAC will
determine next
steps in order to
respond.



http://www.osc.gov.on.ca/en/SecuritiesLaw_sn_20170110_81-408_consultation-discontinuing-embedded-commissions.htm
http://www.osc.gov.on.ca/documents/en/Securities-Category8/csa_2012123_81-407_rfc-mutual-fund-fees.pdf
http://www.osc.gov.on.ca/documents/en/Securities-Category8/rp_20150611_81-407_mutual-fund-fee-research.pdf
https://www.osc.gov.on.ca/documents/en/Securities-Category5/rp_20151022_81-407_dissection-mutual-fund-fees.pdf
http://iiac.ca/wp-content/uploads/IIAC-Response-re-CSA-Consultation-Paper-81-408-Consultation-on-the-Option-of-Discontinuing-Embedded-Commissions-June-9-2017.pdf
mailto:malexander@iiac.ca
mailto:awalrath@iiac.ca
mailto:awalrath@iiac.ca

BEST
EXECUTION

In December 2015, IIROC published proposed guidance to help dealer members strengthen
their compliance with their best execution obligation in a multi-marketplace environment.

The IIAC expressed concerns about the need for detailed disclosure relating to order han-
dling and routing practices. It noted it is inconsistent with the flexible manner in which firms
undertake best execution, based on a number of fluid factors and circumstances. The IAC
was also concerned that the proposals appeared to require non-executing brokers to de-
velop and audit best execution policies for their executing brokers, despite their lack of
expertise or ability to control such execution. Lastly, there appear to be issues regarding the
application of certain inappropriate best execution principles to the OTC market.

[IROC republished its proposals for comment in October 2016, incorporating many of IIAC’s
recommendations, but leaving a few problematic requirements in place, particularly for in-
stitutional trades.

In December 2016, the IIAC responded to IIROC enumerating a number of outstanding
concerns in relation to the Proposed Provisions and the accompanying Guidance.

On July 6, 2017, lIROC published Guidance on Best Execution that largely took into account
many of IIAC’s comments and requests for clarification.

For more information, please contact Susan Copland (scopland@iiac.cal).

The IIAC will monitor how the
Best Execution Guidance is
implemented and any issues
that need to be addressed. In
addition, the IIAC will monitor
the upcoming CSA proposal on
the Order Protection Rule and
how it may affect Best Execu-
tion principals.



http://www.iiroc.ca/Documents/2015/a61b9d2a-c4d1-4d17-a6dc-284a9980bec9_en.pdf
http://www.iiroc.ca/Documents/2016/84c19903-a02e-41b3-beda-49d58043d6b9_en.pdf
http://iiac.ca/wp-content/uploads/IIAC-Responds-to-IIROC-Proposed-Provisions-Respecting-Best-Execution.pdf
http://www.iiroc.ca/Documents/2017/1b8dfd31-462d-4a5d-8bdb-3cc2605b9d2c_en.pdf
mailto:scopland@iiac.ca

IIROC PLAIN
LANGUAGE
RULE

RE-DRAFT

COOPERATIVE
CAPITAL

In July 2016, the IIAC submitted comments regarding the re-publication of IIROC’s Proposed Plain
Language Rule Book, whose purpose is to restructure and clarify IROC's rules. The IIAC pointed to
a number of areas where the intended benefits may not be achieved because the changes identi-
fied do not improve regulatory policy or conform to existing requirements. An overarching concern
is the infroduction (under the proposed registration rules) of significant new burdens on registrants in
the absence of clear problems. Investors may be negatively impacted, if advisors are driven away
from the IIROC platform which has the highest standards in the industry.

On March 9, 2017, IIROC published a revised proposed Plain Language Rule Book for a 60-day
comment period. The IIAC provided comments on the proposed Rule Book on May 8, 2017.

On January 18, 2018, IIROC published another revised proposal, incorporating many of the IAC's
comments while disregarding others, and requested comments in writing by March 5, 2018. The
[IAC reconvened its working groups and provided comments on the March 5, 2018 deadline.

On March 16, 2018, the IIAC provided additional comments related to proficiency of research
SUpervisors.

For more information, contact Susan Copland (scopland@iiac.ca), Annie Sinigagliese (asini-
gagliese@iiac.ca) or Adrian Walrath (awalrath@iiac.ca).

The IIAC will mon-
itor developments
and respond ac-
cordingly.

MARKETS
REGULATORY
SYSTEM
(CCMRS)

Following earlier consultations on the CCMRS in 2014 and 2015, the Participating Jurisdictions released
a revised Capital Markets Stability Act(CMSA) in May 2016. The CMSA sets out powers granted to the
Capital Markets Regulatory Authority regarding national data collection, systemic risk related to capital
markets and criminal enforcement. The revised draft addressed many of the IIAC’s concerns regarding
the potential for undue regulatory burdens on capital market participants. It also included a number of
positive changes that will help to ensure that the new systemic risk powers granted to the Capital Markets
Regulatory Authority are used only if necessary, and in coordination with all Canadian regulators, to
promote efficient capital markets and achieve effective regulation.

On July 6, 2016, the IIAC submitted comments on the revised draft of the Act, suggesting additional
amendments for consideration.

The Supreme Court of Canada heard in March 2018 Quebec’s argument that a pan-Canadian securi-
ties regulator is unconstitutional. A decision is expected in the fall.

For more information, please contact Michelle Alexander (malexander@iiac.ca).

The IIAC will monitor
developments  and
respond accordingly.



http://iiac.ca/wp-content/uploads/IIAC-Comments-on-IIROC%E2%80%99s-Re-Publication-of-the-Proposed-Plain-Language-Rule-PLR-Book.pdf
http://www.iiroc.ca/Documents/2016/b3f2adaa-0b21-4c1f-9317-580ddca9c84e_en.pdf
http://docs.iiroc.ca/DisplayDocument.aspx?DocumentID=12BEA46EC7734FE085E6C0E3CB9A906A&Language=en
http://iiac.ca/wp-content/uploads/IIAC-Responds-to-IIROC-PLR-Proposals.pdf
http://www.iiroc.ca/Documents/2018/7fa9adac-675a-4837-8a0b-72510f2fbffa_en.pdf#search=rule%20book
https://iiac.ca/wp-content/uploads/IIAC-Submission_IIROC-Dealer-Member-Plain-Language-Rule-Book-Proposed-Amendments_March-5-2018.pdf
https://iiac.ca/wp-content/uploads/IIAC-Submission-to-IIROC-re-Proficiency-Requirements-for-Research-Supervision-PLR-2018_March-16.pdf
mailto:scopland%40iiac.ca?subject=
mailto:asinigagliese%40iiac.ca?subject=
mailto:asinigagliese%40iiac.ca?subject=
mailto:awalrath%40iiac.ca?subject=
http://ccmr-ocrmc.ca/wp-content/uploads/cmsa-consultation-draft-revised-en.pdf
http://iiac.ca/wp-content/uploads/IIAC-Responds-to-Revised-Capital-Markets-Stability-Act.pdf
mailto:malexander@iiac.ca

EXCHANGE
TRADED FUNDS
(ETF)
DISCLOSURE
REQUIREMENTS

On December 8, 2016 the CSA released final rules that will require dealers to provide clients purchasing
ETF securities with a summary disclosure document called “ETF Facts” within two days of purchase. ETF
Facts contains key information about the purchased investment product, written in plain language.

As part of the CSA's initial consultation, the IIAC called for a sufficient implementation timeline to ensure
a positive investor experience as well as an efficient and cost effective implementation that avoids any
negative market impact.

Effective September 1, 2017, ETFs will be required to produce and file an ETF Facts and make it available
on the ETF’s or the ETF manager’s website. Dealer delivery obligations related to the ETF Facts will come

into effect on December 10, 2018.

For more information, contact Adrian Walrath (awalrath@iiac.ca).

IIROC
CONTINUING
EDUCATION -
CONSULTATION
o] WM.\

On April 27, 2017, IIROC published for comment a consultation paper on
Continuing Education (CE), seeking input on a variety of issues, including: the
goal of CE and what courses/activities qualify as CE; whether simple review
of a firm’s compliance manual should qualify for Compliance CE credits; the
ability to repeat ethics courses for credit; reducing the CE cycle to two years;
whether IIROC should bring the substantive CE course review function in-house

LANGUAGE RULE
(PLR) PROPOSALS
AND ONGOING
REVIEW

and conduct the accreditation reviews itself; providing grandfathering relief
from CE requirements; carry forward credit provisions; and Dealer Member
reporting and the consequences for non-compliance.

The IIAC will monitor
[IROC's regulatory
response.

The IIAC submitted comments on IIROC’s Continuing Education proposals on
June 30, 2017.

On January 25, 2018, IIROC published further amendments—clarifying earlier
proposals and taking some comments into account—and requested comments
by February 26, 2018. The IIAC reformed its working group and commented
on the proposals.

For more information, contact Susan Copland (scopland@iiac.ca).



http://www.osc.gov.on.ca/documents/en/Securities-Category4/ni_20161208_41-101_traded-mutual-funds.pdf
http://www.osc.gov.on.ca/documents/en/Securities-Category4/csa_20150618_41-101_rfc-amd-general-prospectus.pdfhttp://www.osc.gov.on.ca/documents/en/Securities-Category4/csa_20150618_41-101_rfc-amd-general-prospectus.pdf
mailto:awalrath@iiac.ca
http://www.iiroc.ca/Documents/2017/092a282f-4dc7-4188-8d1f-b43245307feb_en.pdf
http://iiac.ca/wp-content/uploads/IIAC-Comments-on-IIROC-Continuing-Education-proposals-PLR-and-Ongoing-Final.pdf
http://www.iiroc.ca/Documents/2018/4ea32a96-828f-4436-8f22-969a5ae160aa_en.pdf#search=continuing%20education%20february%2026
https://iiac.ca/wp-content/uploads/IIAC-IIAC-Submission-to-IIROC-on-Continuing-Education-Rules-%E2%80%93-Proposed-Amendments.pdf
mailto:scopland@iiac.ca

IIROC
PROPOSAL
ON CLIENT
IDENTIFIERS

On May 17, 2017, IIROC published the first paper in an extensive consultation on ways to expand
the use of client identifiers. The proposals would require client identifiers on each order sent to a mar-
ketplace and each reportable trade in a debt security. Dealer members would need to provide client
identifiers using a Legal Entity Identifier (LEI) for eligible clients (i.e. typically institutional clients, such
as pension funds) or an account number for clients not eligible to obtain an LEI (i.e. typically retail
clients), as well as unique client identifiers for clients of a foreign dealer equivalent whose orders are
entered under a routing arrangement and are automatically generated on a predetermined basis. In
addition to the client identifiers, the Proposals would introduce designations to flag orders sent using
Direct Electronic Access, orders entered under a Routing Arrangement and orders entered through
an Order-Execution Only service.

These Proposals have potentially significant effects on members. The IIAC formed a working group
to respond to the Proposals. The [IAC submitted its response on November 10, 2017.

For more information, contact Susan Copland (scopland@iiac.ca) or Jack Rando (jrando@iiac.ca).

IIAC MARKET
RESTRUCTURING
PROJECT

In 2016, IIAC established a Committee to examine the reasons behind the
recent wave of consolidation in the investment industry through mergers, ac-
quisitions and firm closure—both from a broad perspective and through lens of
the individual firm coping with challenging business conditions. It sought input
through in-depth interviews with executives of firms that are no longer IROC
members. The Committee also examined the impact of consolidation on capital
formation and market liquidity. The Committee identified a series of practical,
specific recommendations to address the issues raised by the executives, includ-

ing measures to: reduce the excessive regulatory burden; reduce barriers to

entry in the start-up of new firms, or the transfer of ownership of existing firms;
facilitate the return of firms from the exempt market to the mainstream investment
banking community; and improve capital formation in the public venture and
SME market. The IIAC presented its findings to IIROC in January 2017 and to
the CSA Chairs in September 2017.

For more information, contact Susan Copland (scopland@iiac.ca).

The 1IAC will be
working with regula-
tors and government
officials to implement
the Committee’s rec-
ommendations.



http://docs.iiroc.ca/DisplayDocument.aspx?DocumentID=4A9266EA6E564B0E8724F86EF47374BA&Language=en
https://iiac.ca/wp-content/uploads/IIAC-submission-to-IIROC-on-Proposed-Provisions-Respecting-Client-Identifiers.pdf
mailto:scopland@iiac.ca
mailto:jrando@iiac.ca
mailto:scopland@iiac.ca

STRATEGIC
REVIEW OF THE
OMBUDSMAN
FOR BANKING
SERVICES AND
INVESTMENTS

(OBSI)

CUSTODY AND

A 2016 independent review of OBSI produced a series of recommendations aimed at improving
its operations and practices for investment-related complaints. These recommendations formed the
basis of OBSI's strategic plan, released January 19, 2017.

Among the recommendations of the independent evaluators was that OBSI have the authority to
bind firms to observe its compensation recommendations when complainants’ cases are deemed

worthy of compensation.

The IIAC maintains that OBSI should not have binding compensation authority without a right of
appeal to an independent body.

For more information, contact Susan Copland (scopland@iiac.ca).

The IIAC will con-
tinue to consult with
OBSI to ensure that
recommendations
enacted as part of
OBSI's strategic plan

balance the interests
of all industry stake-

holders.

In November 2016, the CSA issued a Notice to provide information and guidance to
CSA-regulated portfolio managers that enter into custody and trading arrangements
with [IROC-regulated investment dealer firms. Under these arrangements, an invest-
ment dealer holds an investor’s assets and a portfolio manager trades those assets on

TRADING
ARRANGEMENTS
FOR PORTFOLIO
MANAGERS

a discretionary basis for the client. The investor is, thus, the client of both the portfolio
manager and the investment dealer firm who each have different regulatory obliga-
tions to the client.

The CSA's staff notice indicates that provincial regulators’ compliance reviews have

uncovered several concerns with the custody and trading arrangements, including:
inadequate or inconsistent disclosure to clients; inadequate or inconsistent agreements
between the portfolio manager and the firm; and portfolio managers relying on deal-
ers’ records instead of maintaining their own as well as relying on dealers’ account
statements without ensuring those statements are complete and accurate.

The IIAC formed a Working Group to assist the industry in complying with the require-
ments in a consistent manner. It also consulted with the Portfolio Management Associ-

ation of Canada (PMAC) on the draft.

For more information, contact Susan Copland (scopland@iiac.ca).

The 1IAC  working
group has developed
a template agreement
for use by firms under-
taking these types of
arrangements, and is in
the process of seeking
final IIROC feedback

prior to publication.



https://www.obsi.ca/assets/2016-Independent-Evaluation-Investment-Mandate-1465218315-e9fa5.pdf
https://www.obsi.ca/en/news-and-publications/media-releases/obsi-launches-five-year-strategic-plan-to-strengthen-services-to-canadians
mailto:scopland@iiac.ca
https://www.osc.gov.on.ca/documents/en/Securities-Category3/csa_20161117_31-347_portfolio-managers-service-arrangements.pdf
mailto:scopland@iiac.ca

MONTREAL

EXCHANGE -
CHANGES TO THE
GOVERNANCE
STRUCTURE OF
THE REGULATORY

The Montreal Exchange issued circular 038-17 on March 22, 2017 and requested comments on the
proposed governance structure of its Regulatory Division. Amendments proposed by the Montreal Exchange
would allow members of the Bourse’s Board of Directors to serve on the Special Committee that oversees
the exchange’s Regulatory Division.

The IIAC submitted its comments in a form of a letter on June 1, 2017, stating the proposal creates a lack of
independence and contravenes a 2012 Decision by the Autorité des marchés financiers (AMF) requiring
the functions and activities of the Bourse’s Regulatory Division to be independent from its for-profit activities.
The IIAC believes a governance structure like that of ICE Futures Canada, with distinct regulatory and
business divisions and an independent committee to oversee the exchange’s self-regulatory function, would
meet all the AMF's requirements and best serve the interests of the Bourse, its Regulatory Division and

The IIAC
awaits the
Montreal

DIVISION

Canadian market participants.

For more information, contact Annie Sinigagliese (asinigagliese@iiac.ca).

MONTREAL
EXCHANGE -
EXTENDED
TRADING
HOURS
PROJECT

The IIAC was made aware of the Montreal Exchange Extended Hours project. The Bourse is looking into extending
trading hours for certain futures contracts. It should be noted that our members have had extensive conversations
with the Bourse on this topic over the years. Our industry has major concerns on market liquidity, market integrity
and market reputation if the Bourse does decide to extend its trading hours.

On May 19, 2017, the IIAC wrote to the Bourse to express its opposition to the Extended Hours project, outlining
major industry concerns regarding the initiative’s implications for market liquidity, integrity and reputation. The
letter also warned the project would result in additional costs and a potentially greater regulatory burden on IIAC
members with only minimal offset from the expected incremental increase in revenue.

On August 9, 2017, the Bourse’s CEO explained to members of the IIAC Derivatives Committee the steps being
taken to make sure the extended hours (now a “2 am open”) will not negatively impact market integrity. Our
members still had concerns.

On November 14, 2017, the Bourse issued Circular 165-17 requesting comments on amendments to the rules and
procedures to accommodate the extension of its trading hours. It also issued Circular 166-17 requesting comments
on amendments to the rules and procedures to expand the definition of approved persons.

On January 30, 2018, the IIAC once again wrote to the Bourse to express its opposition to the “Extended Hours”
project, outlining major industry concerns regarding the initiative’s implications for market liquidity, integrity and
reputation.

For more information, contact Annie Sinigagliese (asinigagliese@iiac.ca).

Exchange’s
response.

The IIAC is
assessing
next steps.



https://www.m-x.ca/f_circulaires_en/038-17_en.pdf
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IIROC’S FUTURES
MARKET

SEGREGATION
AND PORTABILITY
(SEG & PORT)
CUSTOMER
PROTECTION
REGIME

CSA - CONDUCT
RULES FOR OTC
DERIVATIVES

On May 18, 2017, lIROC issued Notice 17-0110 Amendments to Dealer Member Rules and
Form 1 relating to the futures market segregation and portability customer-profection regime.

The Amendments include an increase in IIROC's customer margin requirements for futures

positions to harmonize with the new Central Clearing Counterparty Gross Customer Margin
model (Seg & Port). The IIAC submitted a comment letter on August 15, 2017, which included
many concerns on the Seg & Port model.

For more information, contact Annie Sinigagliese (asinigagliese@iiac.ca).

The IIAC awaits
[IROC's response.

The CSA has issued the proposed National Instrument 93-101 on Conduct Rules for OTC
Derivatives Products. The proposals establish requirements that are similar to existing conduct
rules for dealers in equities markets. The proposals include a requirement for fair dealing and
include measures for dealing with conflicts of interest, suitability and know-your-client, disclo-

PRODUCTS

sure requirements and detailing senior management duties.

On September 1, 2017, the IIAC issued a letter requesting exemption for [IROC-regulated
Broker Dealers due to the duplication of rules.

For more information, contact Annie Sinigagliese (asinigagliese@iiac.ca).

The IIAC awaits the

CSA’s response.



https://www.osc.gov.on.ca/documents/en/Marketplaces/iiroc_20170518_iiroc-notice-17-0110.pdf
http://iiac.ca/wp-content/uploads/IIAC-Response-re-IIROC-Notice-17-0110-Seg-and-Port-August-15-2017.pdf
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0SC
PROPOSALS
ON FOREIGN
DISTRIBUTIONS

In June 2016, the OSC published for comment a proposed rule that would provide issuers with more certainty
when they sell securities to investors outside Canada. In its October 2016 response, the [IAC expressed support
for the OSC’s efforts to provide clarity regarding the extent of the application of the prospectus and registration
requirements in certain cross-border transactions, noting it will promote efficiency and cost savings by introducing
certainty and predictability in cross-border financings. It is important that provinces act in a unified manner. The
existing and ongoing divergence in securities regulation across jurisdictions creates costly inefficiencies in the
Canadian capital markets, increasing costs for issuers and investors, and reducing our competitiveness in the
global market.

In June 2017, the CSA published a revised version of the Proposals, reducing the circumstances where a prospec-
tus will be required. The IIAC formed a working group and commented on the Proposals on September 27, 2017.

The CSA published a new prospectus exemption on March 29, 2018 which reflected the IAC’s comments.

For more information, contact Susan Copland (scopland@iiac.ca).

MiFID Il comes into effect in January 3, 2018. One of the many provisions in the regulation is a
requirement that investment research be unbundled from transaction commissions. This will have
material implications for firms doing business in EU jurisdictions.

MIFID 1l
PROVISIONS
RELATING TO
RESEARCH

The unbundled pricing models will affect the equity as well as the fixed income space, trans-
forming the way in which investment research is delivered, priced and justified as an expense to
clients and regulators. It is expected that unbundling will increase the cost of research. This may

cause, or allow managers to look beyond traditional research sources, resulting in fragmenta-
tion of the research industry. Alternatively, it may push some firms to move research in-house.

The unbundling is also expected to affect the commission structure of all asset classes. In the
fixed income space, the Financial Conduct Authority (FCA) says it expects tighter bid offer
spreads in credit markets, as income research costs are typically embedded in the spread.

The rules also increase the regulatory scrutiny of research quality, and how it contributes to
better investment decisions. Where clients pay for research, there are strict requirements includ-
ing the use of dedicated research payment accounts funded by research charges to the firm’s
clients.

For more information, please contact Susan Copland (scopland@iiac.ca).

An IIAC working group
is discussing the regula-
tion, and sharing ideas
and practices on how
they may implement
changes to their sys-
tems to accommodate
the regulation.
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CSA REVIEW OF
THE PROXY

VOTING
INFRASTRUCTURE

Shareholder voting is essential to the quality and integrity of Canada’s public capital markets as it
enables shareholders of companies to have their say on corporate governance matters. In Canada,
shareholders typically vote by proxy, as opposed to in-person at shareholder meetings. Concerns
have been raised with respect to the quality of the shareholder voting process and the integrity of
the results. In response, the CSA undertook a multifaceted review of proxy voting with the aim of
improving the fragmented and complex proxy voting infrastructure. The IIAC participated in the
development of guidance on the roles and responsibilities of key participants in the proxy voting
process that describes the existing operational processes for tabulating proxy votes for shares held
through intermediary dealers. This guidance formed the basis of the CSA’s Proposed Proxy Voting
Protocols.

In July 2016, the IIAC commented on the Proposed Proxy Voting Protocols, noting they will increase
the transparency and accountability of the proxy voting process to the benefit of issuers and inves-
tors. The IIAC cautioned, however, that to the extent the Proposed Proxy Voting Protocols refer to
any new proxy voting processes that have not been developed, a careful review must be undertak-
en assess costs and benefits.

The IIAC met with the CSA and other stakeholders in October 2017 to discuss data that intermedi-
aries and transfer agents voluntarily collected. The data highlights issues related to U.S. intermedi-
aries and provides evidence that instances of over votes from Canadian intermediaries is very low.
CSA staff will receive ongoing input from a Technical committee made up of representatives from
key service providers involved in the proxy voting process. The IIAC met with the CSA and other
stakeholders again in January 2018.

The IIAC will continue to assess the Impact of the Proxy Protocols on the current proxy season.

For more information, contact Adrian Walrath (awalrath@iiac.ca).

The IIAC is working
with the CSA over
the next two proxy
seasons to monitor
the implementation
of the protocols and
assess the need for
any enhanced regu-
latory measures.

NEW tuses filed in Quebec as well as all documents incorporated by reference. Because
of this obligation, half of new “national issues” are not filed in Quebec. As a result,
ISSUES NOT investors in Quebec are largely excluded from the primary market. To address this

AVAILABLE IN problem, the IIAC has recommended the adoption of the “European approach” of

translating only a summary of the prospectus.

QUEBEC

Section 40.1 of the Quebec Securities Act mandates the translation of all prospec-

This issue will be pursued as part of a broader project of addressing the structural
issues that have contributed to a collapse of the IPO market in Quebec.

For more information, contact Annie Sinigagliese (asinigagliese@iiac.ca).

The IIAC will be collab-
orating with other pri-
vate secfor parficipants
and government entities
on this agenda.
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AMENDMENTS
TO UMIR

lIROC proposed amendments to its trading rules (UMIR) to include a new definition of Acceptable Foreign
Trade Reporting Facilities (FTRF) and allow large trades to be reported initially only to certain FINRA-operated
trade reporting facilities. The IIAC requested clarification concerning how the proposed amendments would
operate in practice, though it supports the intent of the proposal to mitigate the challenges posed by previously
issued guidance on the definition of a Foreign Organized Regulated Marketplace (FORM) which would have
required changing long-standing institutional trading practices and affected access to liquidity for large orders.

The IIAC wrote to IIROC and the OSC in June 2016. The IIAC remains concerned that retail trading challenges
that emerged with the FORM guidance remain unaddressed and that its application to prohibit access to FTRFs
for all retail order flow will weaken retail trading market efficiency.

The IIAC recommended that the results of a review in respect to retail order flow to the U.S. inform any consid-
eration of trading restrictions so to avoid unintended negative consequences for retail investors.

For more information, contact Susan Copland (scopland@iiac.ca).

Developments
will continue to
be monitored.

IIROC PROPOSED
AMENDMENTS TO
TRANSACTION

On March 8, 2018, IIROC published proposed amendments to its trade reporting requirements
for debt transactions. Included in the proposal is a shortening of the transaction reporting dead-
line to 10 p.m. on the day of execution (compared to the existing requirement of 2 p.m. on the
day following execution). IIROC also proposes collecting additional data fields including: Vari-
able Rate Note indicator, Callable bond indicator, a Derivatives indicator (to show whether the
price results from the exercise of a derivative), the fee associated with a new issue distribution,
and the name or code of the retail advisor executing the trade. IIROC also proposes material
new reporting requirements related to repo transactions conducted by its dealer members.

[IROC indicates that the purpose of the proposals is to enhance its debt surveillance capabil-
ities. Data may be shared with the Bank of Canada so it can better assess vulnerability in the

REPORTING FOR
DEBT SECURITIES

financial system.

The proposed amendments, if implemented, would affect member firms. Operational and sys-
tems changes may be required to accommodate the shorter transaction reporting deadlines
and the new data fields.

The IIAC organized a meeting with [IROC staff in May 2018 to discuss the proposals. The IIAC
submitted its response to the IIROC proposals on June 6, 2018.

For more information contact Jack Rando (jrando@iiac.cal).

The IIAC s
awaiting further
developments.
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IIROC
PROPOSED
OEO GUIDANCE

Order Execution Only (OEO) firms execute trades based solely on client instructions, and do not provide any
investment advice or recommendations. In response to technological evolution, competitive pressures and
client demand, OEO firms make available tools and educational resources that investors may find helpful
in informing their self-directed investment decisions. Clients benefit from access to accurate information from
reputable sources, and Canada’s investment industry and markets benefit from well-informed investors.

On November 3, 2016 IIROC issued guidance setting out expectations and requirements for OEO firms.
The IIAC raised several concerns in its response to IIROC-issued guidance. The guidance has implications
for the entire OEQ business model and, therefore, the industry. If implemented, the guidance would, among
other things, limit the range of tools available to clients through OEO firms. This would force clients to make
self-directed investment decisions without the benefit of access to information that might assist in making
well-informed decisions. Even worse, it may cause clients to look to unreliable sources for information. This
could result in negative outcomes for clients, and runs counter to [IROC’s mission to protect investors and
support healthy Canadian capital markets.

On August 8, 2017, lIROC provided an update to IIAC members. IIROC was still reviewing and analyzing
comments received by the industry.

On January 23, 2018, IIROC provided an update to IIAC members.
On April 9, 2018, IIROC issued final OEO guidance. The proposed guidance has been significantly amend-
ed based on IIAC comments. However, the industry members are concerned with new items included in the

guidance that were not previously discussed.

For more information, please contact Annie Sinigagliese (asinigagliese@iiac.cal).

The IIAC and
members  are
assessing next
steps .

The Canadian Securities Administrators (CSA) released a proposed framework for mandatory

DEBT
MARKET

TRANSPARENCY rities. The IIAC has set up a working group to review the proposed amendments.

posttrade transparency of trades in government debt securities as well as a proposal to ex-

pand the framework for mandatory posttrade transparency of trades in corporate debt secu-

If you have any questions, please contact Todd Evans (tevans@iiac.ca).

The IIAC will provide
comments to the
CSA by the August
29, 2018 deadline.
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GOVERNMENT &
TAX ISSUES

FINANCIAL
PLANNING

IN ONTARIO/
BRITISH —
COLUMBIA

On June 10, 2016, the IIAC submitted a comment letter to the Ontario Expert Committee to Consider Financial Advi-
sory and Financial Planning Policy Alternatives. The IIAC outlined its support for additional clarity and standardization
for the provision and supervision of financial planning in the industry, as it is important for consumers that financial
planners satisfy minimum proficiency levels regardless of the regulatory channel within which they work. The IIAC also
welcomed the recommendation that firms and individuals providing financial planning through other existing regulato-
ry frameworks be allowed to have their activities regulated by their existing regulator to avoid regulatory duplication.
However, the IIAC has concerns with a number of recommendations, including those related to implementing a statu-
tory best interest duty and prohibitions on referral arrangements.

The IIAC has stressed the need for the harmonization of financial planning standards not only in Ontario, but across
Canada to ensure maximum effectiveness and efficiency. The BC Government is examining the issue of financial plan-
ning, and the IIAC met with government representatives to discuss its position, as outlined above.

In November 2016, the Expert Committee released its final report supporting a number of recommendations made by
the IAC including: 1) that those that hold themselves out as financial planners, or provide financial advice, be regulat-
ed by their existing regulator; and 2) that financial advisors whose activities occur outside the current regulatory frame-
work for securities, insurance and mortgage brokering, be regulated by the FSCO/FSRA. The IIAC was pleased to see
that the Expert Committee supported the [IAC’s recommendation to develop a harmonized regulatory framework and
create harmonized proficiency standards and titles for those who wish to hold themselves out as financial planners.

In its November 2017 Ontario Economic Outlook and Fiscal Review, the Ontario government indicated that it plans
to develop legislation to regulate financial planners in Ontario. Under the proposed framework, financial planners
would be required to meet specified proficiency requirements. The government will also take steps to reduce consumer
confusion created by the wide variety of titles used in the industry, by restricting the use of titles related to financial
planning. Moving forward, the government will consult with stakeholders in shaping the proposed framework.

The Ontario government released its Consultation Paper in March 2018 which specifically looks at restricting the use
of the title of Financial Planner, the use of other titles, and creating a central database of information related to finan-
cial planners. The government will release other aspects of the proposed framework as they are developed. On April
16, 2018, the IIAC commented on the government’s proposals.

For more information, contact Michelle Alexander (malexander@iiac.ca)

The 1IAC  will
participate in
stakeholder con-
sultations, and en-
gage with other
industry groups to
attempt to devel-
op consensus on
a framework to
regulate financial
planners in On-
tario.

Awaiting next
steps from the On-
tario government.
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ANTI-MONEY —
LAUNDERING
REGULATIONS

In June 2016, the IIAC became an active member of the federal government’s new Advisory Committee on Money
Laundering and Terrorist Financing. Through the Committee, the IIAC continues to encourage Finance Canada to
implement amendments that have been discussed in the past, most notably regarding the removal of the $75 million
asset requirement for public corporations and an exemption from the authorized signing officer verification of foreign

bodies.

In March 2017, the IIAC’s Anti-Money Laundering Committee participated in FINTRAC's regulatory consultation with
the securities sector. The meeting served as the final consultation on guidance regarding the Regulations Amending the
Proceeds of Crime (Money Laundering) and Terrorist Financing Regulations and the regulatory amendments coming
into force on June 17, 2017. Questions raised by IIAC members relating to new methods of identifying clients, including
the use of technology, new risk assessment considerations and identification of beneficial owners were shared as part
of the discussion.

In April 2017, the IIAC submitted comments to Finance Canada in advance of the upcoming five-year review of the
Proceeds of Crime (Money Laundering) and Terrorist Financing Act, as well as Canada’s Anti-Money Laundering and
Anti-Terrorist Financing regime. The IIAC recommended improvements to Canada’s AML and ATF regime through better
disclosure and transparency with the investment industry to obtain more accurate beneficial ownership information and
improvements to the client identification method. This would reduce the administrative burden on member firms without
sacrificing risk mitigation efforts. In addition, the IIAC continues to advocate for exemptions from ascertaining the
identify of authorized signers of foreign-regulated entities. This would allow [IAC member firms to compete on a level
playing field with foreign dealers.

On February 7, 2018, the Department of Finance Canada published a discussion paper, Reviewing Canada’s Anti-
Money Laundering and Anti-Terrorist Financing Regime. This paper will support the upcoming study of the Proceeds
of Crime (Money Laundering) and Terrorist Financing Act by the House of Commons Standing Committee on Finance
and its consideration of the issues relating to money laundering and terrorist financing in Canada. At the same time,
Finance is seeking input from stakeholders in response to this paper to support the development of forward policy and
technical measures that could lead to legislative changes or inform the Department’s longer-term approaches to anti-
money laundering and anti-terrorist financing. The I|AC responded to the Department of Finance request for comments
on May 18, 2018.

On March 27, 2018, IIAC President and CEO lan Russell testified before the House of Commons Standing Committee
on Finance on the five-year statutory review of the Proceeds of Crime (Money Laundering) and Terrorist Financing Act.
His testimony is available here.

On June 9, 2018, the Canada Gazette published the Department of Finance’s Canada’s second AML regulatory
package. The package is subject to a 90-day comment period, ending September 7, 2018. An overview of the
changes and a table of concordance is expected to be published by the end of June. While the spirit of the regulations
is intended to stay the same, there are a number of significant updates, including those related to legal entities, virtual
currency and online records. The extensive rewrite (250 pages) is due to a rephrasing of Canadian laws/regulations
to an updated standard, however it could lead to unintended consequences.

For more information, contact Michelle Alexander (malexander@iiac.cal).

The [IAC's AML
Committee will be
reviewing the June
9, 2018 regulatory
package and sub-
mitting a comment
letter by September
7, 2018 deadline.
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TAX
REPORTING
ON LINKED
NOTES

The 2016 Federal Budget introduced new tax measures on Linked Notes as well as new tax reporting obligations
for investment dealers transacting in these instruments. Finance Canada proposed implementing the new measures
effective October 2016; however, the IIAC, in collaboration with other industry associations, successfully con-
vinced Finance to delay implementation of the regulations until 2017 to allow additional time for firms and service
providers to develop the necessary systems and procedures to fulfill their tax reporting obligations on Linked Notes
for the 2017 tax year.

In its draft 2017 T5 Guide shared with industry this September, the Canada Revenue Agency (CRA) revealed its
intent to introduce a new box on the T5 slip (Box 30) to capture deemed interest from the assignment or transfer
of Equity Linked Notes (pursuant to subsection 20(14.2) of the Act). This new requirement would entail substantial
systems development on the part of industry not previously contemplated and not likely to be completed in time
for the 2017 tax reporting season.

On October 2, 2017, the IIAC wrote to the CRA requesting administrative relief for the industry pertaining to some
of the required tax reporting—specifically, that Equity Linked Notes interest be reported on Box 13 of the T5 slip,
similar to interest reported from other Canadian sources. On October 17, 2017, the IIAC received confirmation
that CRA is granting our request for the 2017 taxation year only.

For more information, contact Jack Rando (jrando@iiac.ca).

The 1IAC  has
formed and in-
dustry  working
group comprised
of members and
various  industry
service providers
to examine imple-
mentation  issues
related to the new
tax measures.

CRA considers the increase in value of property held in a registered plan that indirectly results

‘ADVANTAGF’
RULES FOR
INVESTMENT
MANAGEMENT

FEES ON
REGISTERED
PLANS

from investment management fees being paid outside of the plan to constitute an “advantage”
as set out in the /ncome Tax Act At the November 2016 Canadian Tax Foundation Conference,
CRA representatives indicated that registered plan holders should pay investment management
fees charged to those plans out of the plan’s assets to avoid adverse tax consequences.

Under the “advantage rules”, CRA may charge a 100 per cent penalty tax on fees paid by an
investor that are deemed to be an advantage. CRA will allow a transitional period for the indus-
try to adapt and will not assess tax in respect of such fees paid outside a registered plan before
January 2018 (provided that such payments do not relate to services to be provided after 2017).

On September 15, 2017, the CRA informed the IIAC that it will defer implementation of the Ad-
vantage Rules until January 2019.

For more information, contact Jack Rando (jrando@iiac.cal).

The IIAC is participat-
ing in industry discus-
sions with the CRA to
determine which fee
arrangements will be
affected by this poli-
cy. CRA has commit-
ted to release a folio
with more details.
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TFSA —
DEBIT-
BALANCES

The IIAC had brought to CRA’s attention concerns about how certain “administrative/procedural” overdrafts
in Tax Free Savings Accounts (TFSAs) (such as through settlement mismatches or automated fee charges where
there is insufficient cash in the account to cover the fee) were being viewed by the CRA as a “borrowing” by
the annuitant, putting the TFSA offside with the terms of its use and exposing the account holder to potential
penalties. The IIAC indicated that these unintended and incidental shortterm overdrafts are not meant to
enhance TFSA values through the use of leverage, and requested that the CRA consider appropriate adminis-
trative relief in these cases to avoid adverse tax consequences to the annuitant.

In response to the IIAC’s arguments, the CRA granted administrative relief to avoid adverse tax consequences
and the de-registration of TFSA accounts. Although the IIAC’s concerns were in the context of TFSAs, the In-
come Tax Act imposes borrowing restrictions on RRSPs, RRIFs, RDSPs and RESPs similar to those imposed on
TFSAs. The CRA administrative position applies to all five registered plans.

For more information, contact Jack Rando (jrando@iiac.cal).

HIGH-VALUE
TFSAS AND
SMALL

The IIAC continues to work on a high-value TFSA matter that leaves dealers exposed to
considerable risk of loss. In a February 2015 letter to Finance Canada, the IIAC requested
an amendment to the /ncome Tax Actthat ensures TFSA trustees (including IAC member
firms) not be held liable for any shortfall in taxes should funds within a TFSA be insufficient

to cover off any liability stemming from the account being found to have carried on as a
BORROWINGS business.

The IIAC has drafted proposed amendments to the federal legislation that would address
the industry’s concerns, and has provided the draft to the Department of Finance for its
consideration.

For more information, contact Jack Rando (jrando@iiac.cal).

The IIAC continues
to monitor develop-
ments.
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U.S. TAX
REPORTING AND
WITHHOLDING -

FATCA

In June 2014, the Canadian government passed legislation (Part XVIII of the Income Tax Act)
and published detailed guidance to implement the intergovernmental agreement (IGA) with the
United States to facilitate the provisions of the Foreign Account Tax Compliance Act (FATCA) in
Canada. All Reporting Canadian financial institutions (which will include all IIROC-registered
investment dealers) should have registered and obtained a Global Intermediary Identification
Number (GIIN) by December 31, 2014. The first FATCA/Part XVIII reporting to the CRA oc-
curred on May 1, 2015. Due diligence on all pre-existing accounts to identify U.S. reportable
persons should have been completed by all Reporting Canadian Fls by June 30, 2016. In
December 2016, the CRA released significant revisions to the Part XVIII guidance in response

The IIAC will monitor
CRA's response to
comments submitted
and will reply ac
cordingly.

to industry dialogue, and to better align with the OECD Common Reporting Standard (CRS)

requirements. The IIAC U.S. Tax Committee reviewed these revisions and provided additional
comments to the CRA in January 2017.

For more information, contact Adrian Walrath (awalrath@iica.cal).

U.S. TAX
WITHHOLDING
— SECTION 302/
304 DTC
WITHHOLDING

In 2008, the IRS proposed regulatory changes to the Internal Revenue Code section 302 rules, which recom-
mended amended procedures for certain distributions on redemptions of U.S. stock held by non-U.S. resident
shareholders which may be subject to U.S. withholding tax. The procedures would have involved the U.S. payor
(and not the Q) placing 30 per cent of the proceeds into escrow, pending receipt of a certification from the
account holder (within 60 days), as proceeds from sale or as dividends. Even though regulations were never
finalized by the IRS, the Depository Trust Company (DTC) notified all Canadian QI participants that these proce-
dures would be implemented by DTC beginning January 1, 2016. The IIAC made a written submission to the IRS
in December 2016, asking it to consider alternative arrangements that would be less disruptive and costly for Ca-
nadian Qls and their clients. The IIAC also worked with members to develop Sections 302 and 304 Certification
forms and FAQs for advisors, and continues to compile an industry list of Sections 302 and 304 transactions.

For more information, contact Adrian Walrath (awalrath@iica.ca).

The IIAC will fol-
low up with the
IRS on its written
submission.

The IIAC Section
302  Working
Group is pro-
viding a forum
for members to
discuss
ing section 302

and 304 trans-

actions.

upcom-
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U.S. TAX
WITHHOLDING
— Ql RELATED

ISSUES

On December 30, 2016, the IRS released Revenue Procedure 2017-15, which contains the final version of the
revised Qualified Intermediary (Ql) Agreement. The Agreement and its preamble contain a number of provisions
addressing the concerns raised by the [IAC in its written submissions to the IRS throughout 2016. These provisions
will:

* Grant Qualified Derivatives Dealers (QDDs) additional time to implement and comply with new section
871(m) computations.

* Reduce confusion by providing important clarification for Qls and QDDs regarding certain section 871(m)
tfransactions.

e Reduce the risk of overtaxation on Qls, QDDs and their clients.

* Specific information on the changes made by the IRS and their benefits to IIAC member firms is available
here.

The revised Agreement contains a number of other important clarifications and changes. The IRS has activated
the new Qualified Intermediary Application and Account Management System, through which Qls can renew
their existing QI Agreements and apply for QDD status. Qls must renew their agreements (and if applicable,
apply for QDD status) using this system. The IIAC had requested additional time for firms to renew, which the IRS
granted, by extending the deadline from March 31, 2017 to May 31, 2017.

On October 12, 2017, the IIAC submitted a letter requesting for an extension of the expiry date for existing
client’s treaty statements. The additional time would increase response rates and align treaty renewals with
W-8BEN-E renewals.

On March 16, 2018, the IIAC submitted a letter to the IRS requesting guidance for Qls with respect to their
Responsible Officer certification obligations. On April 4, 2018, the IRS released the certification questions in the
Ql portal (new section titled “Periodic Certification”) which will assist Dealer Members in their preparations for
certification.

For more information, contact Adrian Walrath (awalrath@iica.ca).

The IIAC U.S.
Tax Commit-
tee will contin-
ve to monitor
policy devel-
opments.
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U.S. TAX
WITH-
HOLDING
— SECTION
871(M)

Internal Revenue Code section 871(m) treats dividend equivalent payments on certain financial products that reference under-
lying U.S. securities—such as options, swaps, futures and others—as U.S.-source dividends for U.S. withholding tax purposes.
Starting January 1, 2017, Canadian financial institutions that are Qualified Derivatives Dealers, including some IIAC member
firms, are required to withhold tax on certain dividend equivalent payments received by clients holding the affected products.

In December 2015, and again in June 2016, the IIAC provided comments to the IRS, raising significant concerns about de-
layed regulation, and a lack of guidance with respect to the newly proposed “Qualified Derivatives Dealer” program, the
applicability of the regulations to exchange-traded options, and the requirements for combining transactions. Given the lack of
guidance, the IIAC recommended in a number of letters to Treasury and the IRS that the general implementation deadline for
section 871(m) be delayed to January 1, 2018. Otherwise, there could be significant negative implications for global capital
markets, as financial institutions choose not to enter into transactions with unknown tax consequences. In December 2016, the
IRS agreed to delay implementation for all non-delta-one contracts until January 1, 2018, and confirmed that implementation
during the 2017 and 2018 calendar years would be on a “good faith efforts” basis. On August 4, 2017, the IRS agreed to
further delay implementation of non-delta-one contracts until January 1, 2019.

On January 19, 2017 the IRS issued final and temporary regulations containing additional guidance for the implementation
of section 871(m). On September 22, 2017, the IIAC submitted additional comments to the IRS and Department of Treasury
outlining remaining concerns that members have with the proposed regulations.

The amendments contain a number of technical clarifications, including the adoption of the IIAC’s recommendation to deter-
mine the “delta” of an option listed on a regulated exchange at the close of business on the business day before the date of
issuance. This confirmation by the IRS will facilitate the application of the delta test with respect to these contracts, which would
have been extremely difficult for dealers, if not impossible, under the previous version of the regulations.

On September 22, 2017, the IIAC submitted additional comments to the IRS and Treasury outlining remaining concerns that
members have with the proposed regulations.

In addition, the IAC submitted a request to the IRS and Treasury to preserve the Qualified Securities Lender Regime or, at
the least, provide additional transition time for members. On December 22, 2017, the IRS and Treasury granted a two-year

extension to Qualified Securities Lending Regime.

For more information, contact Adrian Walrath (awalrath@iica.cal).

The [IAC will
continue to
advocate  for
amendments to
section 871(m)
to reduce the
compliance
burden and the
potential  for
double  taxo-
tion.

QUEBEC
IMMIGRANT

On March 26, 2018, the IIAC wrote (in French) to the Quebec Ministry of Immigration, Di-
versity and Inclusion to obtain more information concerning the Québec Immigrant Investor
Program (QIIP) and the impact of the modernization taking place.

INVESTOR

PROGRAM (QlIP)

In May 2018, the Quebec Ministry of Immigration, Diversity and Inclusion wrote that it could
not currently provide further information on the Program, as it is still under review.

IAC will request addi-
tional information, pend-
ing review.

For more information, please contact Annie Sinigagliese (asinigagliese@iiac.ca).
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U.S. TAX

WITHHOLDING -
SECTION 305(C)

REVENU QUEBEC
- RELEVE 18 SLIP,

In 2015, the IRS announced its intentions to audit and enforce the requirements of In-
ternal Revenue Code section 305(c), which deems a holder of rights or convertible se-
curities in a corporation (such as warrants, rights or convertible debt) to have received
a taxable distribution upon the occurrence of a conversion rate adjustment (CRA) that
increases the number of shares that the holder would receive upon a conversion or
exercise of the instrument.

In April 2016, the IRS published draft regulations for industry review and comment
which provide additional clarity around (i) who is deemed to be a withholding agent
with respect to section 305(c) distributions; (ii) when such deemed distributions and
obligations to withhold arise; and (iii) the method of calculating the amount of the

deemed distribution.

The IIAC provided a written submission to the IRS in July 2016, pointing out that identi-
fying these transactions and building systems to withhold and report would be a signifi-
cant undertaking for the entire industry, and would require adequate time for implemen-
tation. The IIAC also recommended that the IRS consider placing more responsibility
on issuers to post the information that withholding agents and Qs require to carry out
withholding and reporting on a publicly available repository (which could potentially
be facilitated by the IRS, or using an existing system, such as EDGAR). Without this
change, withholding agents and Qls would be required to continuously search for
information manually, or engage an outside service provider, at considerable expense.

For more information, contact Adrian Walrath (awalrath@iica.ca).

The IIAC awaits
further regulatory
guidance  from

the IRS in 2018.

BOX 20
(SECURITIES
TRANSACTIONS)

Revenu Québec asked the IIAC to create a working group to discuss RL-18 (CRA Form
T5008). Revenu Québec may require all firms to populate Box 20 of RL-18 (Securities
Transactions - cost or book value). The IIAC has met with its Québec Compliance Com-
mittee members and is looking for ways to implement a solution that will satisfy Revenu
Québec, the CRA and our members.

Furthermore, Revenu Québec may implement a standard tax slip in relation to Relevé 18.

For more information, please contact Annie Sinigagliese (asinigagliese@iiac.ca).

The IIAC is waiting to

meet with Revenu Qué-
bec to further discuss.
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REVENU

QUEBEC -
WITHHOLDING

Taxes are withheld by financial institutions when clients withdraw funds from their reg-
istered accounts. For withdrawals made between December 22 and December 31,
Revenu Québec (RQ) requires firms to remit payment of taxes withheld by the third
business day of January. The Canada Revenue Agency (CRA), meanwhile, requires
this remittance by January 15. Firms that miss either of these deadlines are assessed
heavy penalties and face interest charges. Logistical barriers make it difficult for firms
to ensure all withholding taxes are paid to RQ by its due date.

On January 31, 2017, the IIAC and IFIC wrote to the Ministére des Finances du

The IIAC will continue to
monitor developments.

TAX

OECD
COMMON

REPORTING
STANDARD
(CRS) ———

Québec to request that RQ’s deadline be extended to January 15 to align with the
CRA deadline, and to lessen the risk of late remittances.

For more information, please contact Annie Sinigagliese (asinigagliese@iiac.cal).

In the summer of 2014, the OECD published a final version of the framework for a Common Reporting Stan-
dard (CRS), which would require multilateral information sharing of non-resident tax information (similar to
FATCA) among all countries that adopt the CRS and implement local legislation to implement the Standard.
Canada has committed to implementing the CRS as of July 1, 2017 and will begin sharing information with
other jurisdictions in 2018.

In December 2016, the Canadian government passed the implementing legislation (now “Part XIX” of the In-
come Tax Act), and the Canada Revenue Agency (CRA) published comprehensive guidance for Fls, along with
certification forms and general information for individual and entity clients. Most notably, IIAC efforts to have
TFSAs excluded from the scope of CRS due diligence and reporting were successful, as they are now listed as
“excluded accounts” in the tabled version of the Canadian legislation.

In January 2018, the IIAC commented on draft Mandatory Disclosure Rules aimed to prevent CRS avoidance
arrangements and certain offshore structures. The IIAC wants assurance that the rules do not inadvertently pre-
vent legitimate retirement strategies, such as transferring funds from a non-registered account into a registered
account for the tax deferral or tax refund.

For more information, contact Adrian Walrath (awalrath@iica.cal).

The IIAC OECD CRS
Working Group will

monitor  implemen-

tation issues and
provide  additional
feedback and rec
ommendations to the
CRA as necessary.
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OPERATIONAL
ASSISTANCE

BEST PRACTICES, TOOLS AND TEMPLATES

The IIAC offers a variety of materials to help member firms operate efficiently and effectively in an ever-changing regulatory environment. We also
develop best practices on new or complex processes and provide templates and samples that leverage our members’ collective expertise. Access is
reserved for IAC members.

INDUSTRY DATA

Our Member firms have access to a cross-section of industry data.

IIAC’S MEMBER OFFERS
Our Partners look forward to assisting you and your employees to drive your business success and improve your bottom line through various benefit
programs offered at preferred rates. For more information, contact Jack Rando (jrando@iiac.cal).

INFORMATION PERTAINING TO SMALL AND INDEPENDENT DEALERS (SAIDs)
In our “Small Dealers” tab of our website, there are areas accessible only to Member firms where you will find publications, tools and committee meeting
minutes specific to SAIDs. For more information, contact Susan Copland (scopland@iiac.ca).

CYBERSECURITY MICROSITE
The IIAC's website has a section that provides information, tools and updates on cybersecurity. Access is reserved for IIAC members. For more informa-
tion, contact Susan Copland (scopland@iiac.cal).

CLIENT RELATIONSHIP MODEL (CRM) MEMBER SUPPORT
A wealth of information at your fingertips. Access is reserved for IAC members.
For more information, contact Adrian Walrath (awalrath@iiac.ca).
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IIAC TECHNOLOGY AND OPERATIONAL RISK COMMITTEES

As firms look to leverage technology to improve operating efficiencies, reduce costs, facilitate compliance and mitigate risk, the importance of under-
standing emerging technology trends and how they might benefit Member firms has heightened greatly. Given technology’s broad application, so too
has the need for industry collaboration. To facilitate better understanding and collaboration, the IIAC established in early 2016 two Technology and
Operational Risk Committees (one focused on Market Data, the other on Equity Infrastructure) to assist Member firms. The Committees and related
working groups provide a forum for Member firms to discuss emerging trends and innovations. They provide an important industry voice on technology
matters in discussions with regulators, exchanges, vendors and other market participants, as well as input and assistance to other IIAC Committees. Op-
portunities for technical collaboration between IIAC Member firms are also explored. For more information, contact Annie Sinigagliese (asinigagliese@
iiac.ca).

FINTECH WORKING GROUP

The mandate of the Working Group is to understand the nature of the FinTech space—including the business, developers, clients, products and existing
and proposed regulation—and how it will impact member firms and other market participants (i.e. risks and opportunities). Some of the questions the
Working Group will address include: Who are the new Fintech players IAC member firms are competing against2 How are these competitors inter-
acting with their clients, and how will this change members’ relationship with the clients2 How can we ensure a level-playing field between member
firms and FinTech companies? How will investors benefit from FinTeche What financial Apps are being created2 How can our member firms benefit
from FinTech? What are the barriers to entry, expansion, or adoption for IAC member firms2 What are the regulatory/compliance issues a firm will
encounter in becoming more “tech”2 What is the current regulatory framework for financial services2 What role should regulators play (sandboxes,
provincial committees, scope of involvement with the industry)2 What does the future hold2 For more information, contact Susan Copland (scopland@
iiac.ca) or Annie Sinigagliese (asinigagliese@iiac.cal).

OPPORTUNITIES IN THE CANADIAN GREEN BOND MARKET

The IIAC has published a discussion paper on its website that outlines opportunities in the Canadian green bond market. There has been a positive
initial response to the paper by many dealers, and the paper has attracted media discussion in trade publications, the National Post and on CBC radio.
As a result of the positive response, the IIAC has set up a working group to provide further specifics, recommendations and insights to promote the
advancement of a more liquid green bond market in Canada. For more information, please contact Todd Evans (tevans@iiac.ca).

NPC-IIAC CYBERSECURITY WEBINAR

NPC, an IIAC offiliate and partner, created a webinar specifically for IAC members to advise them of the current cybersecurity risks, and how they
can take steps to protect their businesses. The webinar, tiled Ransomware, BEC and Cyberjacking. The New Front of The Cyber War - Defense Strat-
egies for Companies Large and Small is available for viewing. Click here.
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CYBERSECURITY VENDOR DUE DILIGENCE CHECKLIST

The recent IIROC Cybersecurity survey identified lack of due diligence when working with third parties as an area that small dealers must address as
part of their cybersecurity efforts. The IIAC formed a working group comprised of IIAC member firms, industry vendors and IIROC representatives and
developed guidance and a checklist to assist dealers in evaluating potential and existing vendors’ cybersecurity to ensure they understand the risks and
measures that must be taken to protect their own systems when working with third parties. For more information, contact Susan Copland (scopland@
iiac.ca).

SMALL DEALER SALARY SURVEY

As a follow-up to a similar survey conducted in 2012, the IIAC surveyed small and mid-sized dealers in early 2017 to assess the current range of sala-
ries paid for non-advisory roles within the sector. The results of the survey were provided to dealers that participated in the survey to ensure they have
the latest competitive intelligence. For more information, contact Susan Copland (scopland@iiac.ca).

TEMPLATE FOR PORTFOLIO MANAGERS - DEALER SERVICE ARRANGEMENT
The IIAC is in the process of finalizing a template agreement to be used by executing dealers and portfolio managers incorporating the guidance in
CSA Staff Notice 31-347 Guidance for Portfolio Managers for Service Arrangements with lIROC Dealer Members.
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PUBLICATIONS

IIAC NEWSLETTER

On Monday mornings, the IIAC distributes an e-newsletter to subscribers, including industry participants, regulators, media and government officials.
The newsletter contains the latest IAC news and advocacy initiatives, as well as information on upcoming events and the previous week’s media
commentary. Register for free here.

IIAC LETTER FROM THE PRESIDENT

The IIAC Letter from the President is distributed monthly to CEOs, senior industry executives, regulators and financial media. The Letter is a distillation of
topical financial and regulatory issues impacting the performance and well-being of the Canadian investment industry and domestic capital markets.
Previous volumes of the Lefter are available here.

SECURITIES INDUSTRY SAVINGS-TO-INVESTMENT PROSPERITY CYCLE
Provides a snapshot of the securities industry, and highlights graphically how the industry connects savers and investors to help generate economic
activity and jobs. It is an excellent tool for members to use in their social media and advocacy efforts.

FIXED INCOME MARKET REGULATORY UPDATE
This monthly publication sets out new developments in the regulation of fixed income markets in Canada, as well as highlights of major developments
in the U.S., Europe and Asia. Past editions are available here.

IIAC WHITE PAPER ON GOVERNMENT DEBT MARKET TRANSPARENCY

On March 28, 2018, the IIAC published a position paper titled ‘Filling the Gap: Perspectives on Transparency for Canada’s Government Debt Mar-
kets'. The paper argues that market-led initiatives have been effective in providing the information required for most Canadian market participants to
transact confidently in Canadian government bond markets. The IIAC identifies retail investors as potentially benefitting most from the transparency
solution Canadian regulators propose to soon mandate, and makes several recommendations in the design of the transparency system. Click here to
read the paper. For more information, contact Jack Rando (jrando@iiac.ca)

CANADA’S CENTRAL COUNTERPARTY CLEARING SERVICE (CCP)

The IIAC has engaged the services of Deloitte to write a paper outlining the evolution and evaluating the contributions of Canada’s central counter-
party clearing service (CCP) to domestic repo markets. Over time, the CCP has added selected fixed income cash trading and, more recently, begun
adding buy side participants. The paper is meant to showcase what we believe has been a successful collaboration between industry participants—the
Canadian Derivatives Clearing Corporation (CDCC), IIAC, and Bank of Canada, among others.
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NORTH AMERICA CYBERSECURITY BRIEF

The Financial Services Information Sharing and Analysis Center (FS-ISAC), the Investment Industry Association of Canada (IIAC), and the Securities
Industry Financial Markets Association (SIFMA) are working together to provide member firms a monthly newsletter that highlights cybersecurity
topics and emerging threats to the securities industry within North America. The information provided in the monthly newsletter is intended to in-
crease the cybersecurity awareness of end users and help them behave in a more secure manner. Past editions of the newsletter are available here.

RETAIL PUBLICATIONS

IIAC has several retail publications of interest to our members. They are available here.

THE ‘SECURITY’ IN THE SECURITIES INDUSTRY BROCHURE
This brochure summarizes some of the major regulatory and structural elements unique to the Canadian securities industry that safeguard investors.
It touches on the roles of IROC, CIPF, securities commissions and the clearing agencies.

EQUITY CAPITAL MARKETS NEW ISSUE PRACTICES HANDBOOK (FORMERLY SYNDICATE PRACTICES
HANDBOOK)

The Handbook helps firms improve the efficiency of the underwriting process, especially in the execution of bought deals. It also provides member
firms with a better understanding of their responsibilities in underwriting and selling newly issued securities to the public by providing a base-line
reference point for syndicate managers to indicate possible differences from the normal practice.

DEBT MARKETS SYNDICATION BEST PRACTICES HANDBOOK
The Debt Markets Syndication Best Practices handbook illustrates industry “best practices” in the syndication of corporate and provincial debt of-
ferings. The document was prepared by a working group of industry professionals under the auspices of the IIAC.

PROTECTING SENIOR INVESTORS REPORT

In 2014, the IIAC released a guidance report, Canada’s Investment Industry: Protecting Senior Investors, to share best practices investment dealer
firms and advisors are using when working with senior clients. The report underscores how seriously the industry takes its responsibility to ensure
senior investors are being served in an ethical, respectful and informed manner. It also calls attention to the important role firms and advisors play

in protecting this client base.

32


http://iiac.ca/member-support/cybersecurity-resource-centre/resources/
http://iiac.ca/publications/
http://iiac.ca/wp-content/themes/IIAC/resources/149/original/The%20security%20in%20the%20securities%20industry%20EN.pdf
http://accvm.ca/wp-content/themes/IIAC/resources/60/original/Equity_Capital_Markets_New_Issue_Practices_V2010.pdf
http://iiac.ca/wp-content/uploads/Debt-Markets-Syndication-Practices-v1.1-August-2014.pdf
http://iiac.ca/wp-content/uploads/Canadas-Investment-Industry-Protecting-Senior-Investors_March-18-2014.pdf

PROFILE-BUILDING
INITIATIVES

IIAC INVESTMENT INDUSTRY HALL OF FAME
The /IAC Investment Industry Hall of Fame honours excellence, integrity and leadership in Canada’s investment industry. More information is available
here.

IIAC TOP UNDER 40 AWARD
The /IAC Top Under 40 Award recognizes the new generation of talented young professionals whose drive, dedication, qualities and accomplishments
have brought distinction to the investment industry. More information is available here.

IIAC MEDIA COVERAGE
Read more in The IIAC in the News.

IIAC SOCIAL MEDIA
Connect with us on LinkedIn, Twitter, Facebook, Google+, YouTube and Elickr, and check out the [IAC Blog.

SECURITIES INDUSTRY INFOGRAPHIC

The infographic conveys the important contribution the industry makes to capital markets, the economy and communities across Canada. The info-
graphic has proven useful and compelling in summarizing the characteristics of our industry to clients and others, creating content for news releases or
marketing opportunities, and in distributing visual content on social media.

UPCOMING IIAC EVENTS AND PRESENTATIONS

For a list of our upcoming events, click here.
For a list of upcoming presentations by [IAC staff, click here.
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