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Frozen Edition

This month, some people might be wondering if
Queen Elsa snapped again and froze a good portion
of North America. Figuratively, the government to
the south of us froze shut for over a month as a
political storm raged on. And now an actual wind is
howling outside, as we face a new year with some
new rules and fresh guidance. For private CBCA
corporations, the past will be in the past soon (in
June), when they'll have to start keeping share
registers with detailed information about the
significant, beneficial owners of their shares. And
Ontario market participants are hopeful that the
OSC's Burden Reduction Task Force will persuade
the powers that be to let those unnecessary
regulatory burdens go.

In this bulletin:

1. OSC Consults on Reducing Regulatory Burdens

2. SEC Settles Its First Enforcement Actions against Robo-Advisors

3. 1IROC, the SEC, and FINRA Announce Their Compliance Priorities for 2019

4. New Share Register Requirements for Beneficial Owners with “Significant Control” Come into Force

for Private CBCA Corporations this June
FINTRAC Updates Its Guidance on Suspicious Transaction Reports
6. FINRA Publishes Report on Effective Cyber-Security Practices

o

In Brief: OSC Invites Ontario Businesses to Participate in Global Launchpad

1. OSC Consults on Reducing Regulatory Burdens

On January 14, the Ontario Securities Commission (OSC) published Staff Notice 11-784 Burden
Reduction (the Notice) to solicit feedback on steps that it can take to reduce regulatory burdens and
improve the investor experience. This public consultation builds on the OSC's creation of a Burden
Reduction Task Force (Task Force) with the Ontario Ministry of Finance last November.

The Task Force wants feedback on new initiatives that it should pursue, including the following:

= Are there operational changes that could be made to the regulatory branches, such as the
Compliance and Registrant Regulation (CRR) Branch, to make market participants’ interactions
with the OSC easier or less costly, enhance certainty about regulatory requirements or outcomes,
or reduce the unnecessary burdens associated with forms and filings?
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. In Brief

OSC Invites Ontario
Businesses to Participate in
Global Launchpad

On January 31, the Ontario
Securities Commission (OSC)
published a news release
inviting innovative, Ontario
businesses to apply for a pilot
project (Pilot Project) to test
financial products, services and
business models across borders.
Successful applicants will be
able to simultaneously trial and
scale their products or services
in multiple jurisdictions and
gain real-time insights into how
they might operate in these
markets. The application
deadline is February 28, and the
pilots are expected to run in the
second half of 2019.

The Pilot Project is an initiative
of the Global Financial
Innovation Network (GFIN),
which we wrote about in our
August 2018 bulletin.
Participating regulators in the
Pilot Project include the British
Columbia Securities
Commission (BCSC), OSC and
Autorité des Marchés Financiers
(AMF) in Canada. Of potential
interest to the asset
management industry,
regulators from financial
centres in Bermuda, Dubai,
Hong Kong, Guernsey, Jersey,
Singapore and the United
Kingdom are also participating,
but the only participating U.S.
regulator is the Consumer
Financial Protection Bureau. If
you want to find out more
about the Pilot Project or
submit an application, we can
help. Please contact us.

= Are there any OSC rules that are inconsistent with rules in other
jurisdictions and that could be harmonized?

=  Are there OSC rules that no longer serve a valid purpose?

*  What can the OSC do to enhance how investors experience disclosure
before they invest?

=  Are there any interim changes that the OSC could make to help market
participants while it pursues national changes on a coordinated basis with
other regulators?

This consultation supplements initiatives that the OSC and other members of
the Canadian Securities Administrators (CSA) are pursuing to reduce regulatory
burdens for reporting issuers. The Notice also indicates that the Task Force will
consider relevant submissions made in respect of other initiatives, such as the
proposed client-focused reforms, proposed amendments relating to embedded
commissions for investment funds, and proposed regime for over-the-counter
(OTCQ) derivatives. Accordingly, there is no need to repeat comments provided
in response to these other projects.

Submissions are due by March 1, 2019. The OSC also plans to hold an initial
roundtable on March 27, 2019 to consider the comments it has received. A
comment letter is the price of admission to the roundtable.

After considering the suggestions it has received along with input from its
advisory committees, the OSC intends to identify a series of short, medium and
long-term actions to reduce regulatory burdens. There is no timeline indicated
for this next step, but we expect that the Task Force will offer a progress report
by the end of 2019.

AUM Law will monitor developments with respect to this initiative and keep
you informed. If you are interested in making a submission, please contact us.

2. SEC Settles Its First Enforcement Actions against Robo-Adyvisors

In late December, the U.S. Securities and Exchange Commission (SEC) reached
settlements with two robo-advisers, Wealthfront Advisors LLC (Wealthfront)
and Hedgeable Inc. (Hedgeable). These cases, which are the SEC's first
enforcement cases against robo-advisors, are of particular interest because
they highlight some of the pitfalls for firms that use digital media as part of
their marketing and communication strategies.

A. Wealthfront's Twitter Downfall

The Wealthfront settlement agreement shows how Wealthfront used
problematic social media strategies without, in the SEC's view, adopting
reasonably designed written policies and procedures for its marketing and
investor communication activities. For example:

*  Wealthfront used Twitter to post advertisements and communicate online
with clients but didn't always preserve copies of the ads or retain
communications made through its Twitter account relating to
recommendations or advice given to clients.
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= [t re-tweeted positive posts by other Twitter users whom it knew or should have known had an
economic interest in promoting Wealthfront, without disclosing these conflicts of interest. For
example, some of the re-tweeted posts originally were made by Wealthfront employees,
Wealthfront investors, and Wealthfront clients who received free services if a reader used the
client's personalized landing page to enroll with Wealthfront. Its compliance policies and
procedures did not ensure that all re-tweets were assessed by the Compliance Department for
compliance with SEC rules before they were posted.

=  For about a year, Wealthfront paid certain bloggers who successfully solicited new clients to open
accounts, without the disclosures and documentation required under rules governing cash
solicitations. Wealthfront also failed to comply with its own policies and procedures, which called
for the chief compliance officer (CCO) to review and approve agreements with people soliciting
clients under this program.

The SEC also asserted that Wealthfront made false statements about a tax-loss harvesting strategy
that it offered to clients. It told clients that it would monitor all accounts for transactions that might
trigger a wash sale, which can diminish the benefits of the harvesting strategy, but failed to do so.

Pursuant to the Settlement, Wealthfront agreed to pay a penalty of $250,000, entered into a cease and
desist order regarding the problematic conduct, and undertook to provide each of its advisory clients
with a copy of the settlement order.

B. Hedgeable

According to the Hedgeable settlement agreement, Hedgeable made misleading statements about its
investment performance on its website and through social media. It purported to compare the
investment performance of its clients with those of two robo-advisor competitors. However, the
performance comparisons were misleading because Hedgeable included less than 4% of its client
accounts, which had higher than average returns, and compared these returns with rates of return that
weren't based on its competitors’ actual trading models.

The SEC faulted Hedgeable for having an ineffective compliance program. Although Hedgeable's
policies required employees to obtain the CCO's approval before sending any written communications
to investors or prospective investors, this language wasn't broad enough to require the review of
marketing and promotional material posted on digital media. During the relevant period, Hedgeable's
CCO didn't know that social media posts were considered marketing materials under the Investment
Advisers Act of 1940 (Advisers Act) and, consequently, did not review those posts.

Pursuant to the settlement agreement, Hedgeable agreed to pay a civil penalty of $80,000, was
censured, and agreed to a cease and desist order. The relatively low penalty (and absence of a
commitment to notify its clients of the settlement) may be because it was winding down its advisory
business and reportedly had no assets under management as of September 2018.

C. Our Takeaway

These cases highlight the importance for firms that are (or considering becoming) active on social
media to fully analyze how regulatory provisions may apply to social media and other digital media
activities identify the potential risks, and draft policies and procedures that extend to these activities if
they are subject to regulation. Of course, it's also important to train relevant employees so that they
understand their compliance obligations and monitor these activities to detect and prevent non-
compliance. AUM Law can assist you with all of these matters. Please contact us to learn how we can
help.
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