AUMJ December 2018 = Bulletin

Stocking Stuffers

Although staff of the securities regulators have been
known to finish up the year in a flurry of regulatory
initiatives, December 2018 has so far been relatively
quiet. So this month we've decided to present you
with a few “stocking stuffer-sized” tidbits of
information, accompanied by a recap of the 2018
regulatory highlights that we covered in the past
year. As an added bonus, we have included links to
the relevant articles, in case you'd like to catch up on
your reading.

Happy Holidays and all the best for 2019!

In this bulletin:

1. Regulatory Highlights of 2018

“A"is for AML-ATF and Alternative Mutual Funds

“B" is for Best

“C" is for Cannabis, Crypto-Commotion and CCMRS

“D" is for Data Privacy / Digital Security, Derivatives and Diminished Capacity
“E" is for Exam Report Cards and Exempt Distributions

“F" is for Fintech

“G" is for Guidance

“H" is for Housing

Reminder: Investment Funds Have a January 30 Deadline to File Reports of Exempt Distribution
New Sanctions List to Check under Anti-Terrorist Legislation

FINRA Publishes Compliance Exams Report

SEC Issues Report on Exam Sweep Focused on Electronic Messaging
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In Brief: FSPC's Updated Professional Conduct Standards Take Effect on January 1 = CSA Proposes
Trading Fee Rebate Pilot Study

1. Regulatory Highlights of 2018
A. “A" is for AML-ATF and Alternative Mutual Funds

AML-ATF: The money laundering and terrorist financing environment has evolved substantially in the
past few years. Registrants, exempt advisers and exempt dealers must stay on top of their existing
compliance and reporting obligations and keep informed of potential changes in the regulatory
landscape.

= |n February, we wrote about the updated guidance issued by the Canadian Securities
Administrators (CSA) on reporting obligations relating to suppression of terrorism and Canadian
sanctions, as well as the federal government'’s discussion paper, which was published to support
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. In Brief

FSPC’s Updated Professional
Conduct Standards Take
Effect on January 1

On December 11, the Financial
Planning Standards Council
(FSPC) announced that revised
Standards of Professional
Responsibility (Standards) have
been adopted and will come
into effect on January 1, 2019.
The Standards will apply to
individuals who are CFP
Professionals or FPSC Level 1
Certificants in Financial
Planning. Among other things,
the revised Standards:

" Replace the “client first”
standard with a duty of
loyalty;

" Prohibit lending to or
borrowing from clients;

" Require more detailed
disclosure to clients about
costs and compensation
arrangements;

" Introduce new obligations to
prospective clients;

® Require reasonable steps to
ensure that any third party to
whom the client is referred
has the appropriate
qualifications to provide the
services for which the referral
is made; and

® Require reasonable steps to
assist any client who ends the
engagement by, e.g., ensuring
a smooth transition to a new
planner.

CSA Proposes Trading Fee
Rebate Pilot Study

On December 18, the Canadian
Securities Administrators (CSA)
proposed a Trading Fee Rebate
Pilot Study to examine the
effects of prohibiting rebate
payments by Canadian

Parliament's five-year review of its anti-money laundering and anti-terrorist
financing (AML-ATF) legislation.

In June, the Federal Government proposed amendments to the AML-ATF
regime to help address deficiencies in Canada'’s regulatory framework and
operationalize some of the legislative changes to Canada's regime enacted
in 2017.

In August, FINTRAC updated its guidance on beneficial ownership.

In November, we discussed the recommendations developed by the House
of Commons' Standing Committee on Finance regarding potential reforms
to the AML-ATF regime.

In this month's bulletin, we're advising you that the Federal Government has
amended the schedule for the Justice for Victims of Corrupt Foreign
Officials Regulations to include seventeen Saudi nationals linked to the
murder of Jamal Khashoggi.

Alternative Mutual Funds: In October, we reported on Canada’s second most
eagerly anticipated legalization of a product line (alternative mutual funds)
and followed that article up with a brochure, which you can access online here.

B. “B"is for Best

An all-encompassing “best interest” standard might be off the table for now,
but we think the regulatory framework for registrants is fundamentally shifting
in that direction anyway.

In June, we reported on one of the year's most significant regulatory
developments, when the CSA proposed changes to National Instrument 31-
103 - Registration Requirements, Exemptions and Ongoing Registrant
Obligations (NI 31-103) relating to the know-your-client (KYC), know-your-
product (KYP), suitability, conflicts of interest, and relationship disclosure
information (RDI) requirements. Although the proposed changes do not
include a comprehensive “best interest” obligation, specific best interest-like
obligations are incorporated into various provisions in NI 31-103, with some
representing new requirements and others codifying what regulators
consider to be good practice.

In the same month, we also reported that the staff of the Ontario Securities
Commission (OSC) were pursuing a case against Caldwell Investment
Management for allegedly failing to provide best execution for its clients.
That case is working its way through the hearing process, and we likely
won't learn the outcome until sometime in 2019.

The 2017-18 annual report published in August by the Compliance and
Registrant Regulation (CRR) Branch at the OSC also addressed a range of
topics that emphasize the importance of registrants putting clients’
interests first.

This month, we write about the Financial Planning Standards Council's
amendments to its Standards of Professional Responsibility, which will,
among other things, replace the existing “client first” strategy with a
comprehensive duty of loyalty.
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In Brief cont’d

marketplaces. Currently,
Canadian equity marketplaces
typically charge a fee to one
party of the trade and pay a
rebate to the other party. CSA
staff are concerned that the
payment of rebates may create
hard-to-manage conflicts of
interest affecting dealer routing
decisions, contribute to the
segmentation of order flow,
and/or increase intermediation
on actively traded securities
(where liquidity is least needed).
The design and future
operation of the Pilot Study are
likely to be of interest primarily
to Investment Industry
Regulatory Organization of
Canada (IIROC) dealer
members, since they have
direct access to exchanges, but
also may be of interest to
portfolio managers who use
direct electronic access.

During the proposed Pilot
Study, Canadian marketplaces
(including exchanges and
alternative trading systems) will
be temporarily prohibited from
paying trading fee rebates to
dealers for executing orders for
a sample set of equity
securities, including both highly
liquid and actively traded,
medium liquidity securities. The
Pilot Study is expected to run at
the same time as a similar
study being conducted in the
United States by the SEC. The
comment period closes on
February 1, 2019.

C. “C"is for “Cannabis”, Crypto-Commotion and the CCMRS

Cannabis: The much anticipated legalization of cannabis in Canada, combined
with the U.S. government’s rescission of its forbearance approach to the
enforcement of federal laws relating to that controversial weed, led to a bit of
reefer madness in 2018.

In January, we wrote about the implications of the U.S. government's
rescission of the Cole Memorandum;

In February, we reported that the CSA had revised Staff Notice 51-532 -
Issuers with Marijuana-Related Activities to provide for more specific and
prominent risk disclosures, in light of the illegal nature of marijuana under
U.S. federal law; and

In October, we discussed the CSA's review of disclosure practices by
reporting issuers in the cannabis industry.

Crypto-Commotion: Crypto assets continued to attract a great deal of
attention in 2018 and, as a result, we wrote about the subject frequently.

In January, we wrote about proposed rule changes in the United States
that would facilitate the listing of Bitcoin exchange-traded funds (ETFs),
compared the initial coin offering (ICO) process to a traditional initial public
offer process, and reported that regulators globally including the
International Organization of Securities Commissions (IOSCO) were
expressing concern about ICOs;

In our February article “Fintech Regulation: A Myriad of Things”, we
reported that the British Columbia Securities Commission (BCSC) was
seeking feedback on a range of fintech issues, including regulatory
concerns about ICOs and about firms that manage crypto-currency funds;

In our April article “Is Bitcoin a Security? Definitely Maybe”, we discussed a
case that illustrates how regulators are dealing with challenges regarding
the application of securities laws to crypto-currency;

We followed up in May with an article about North American securities
regulators’ coordinated crackdown on fraudulent crypto-currency
investment products;

In June, the OSC issued a report discussing financial consumers’
understanding of crypto-assets and its staff published follow-up guidance
on token offerings; and

In November, we noted that the House of Commons Standing Committee
on Finance's recommended that the AML-ATF regulatory framework be
extended to deal with crypto-exchanges and crypto-wallets.

CCMRA: Will we, or won't we, live long enough to see a national securities regulator?

= In May, the governments participating in the Cooperative Capital Markets Regulatory System
(CCMRS) published for comment draft prospectus and related registration exemption regulations
under the proposed Capital Markets Act, while also acknowledging that the Capital Markets
Regulatory Authority (CMRA) would not be ready for launch by the end of 2018.
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