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Dealer Related Person - Frequently Asked Questions

Executive Summary

To assist Dealer Members in interpreting and applying the definitions of “Dealer Related Person order”3

and “Dealer Related Person account” under IIROC’s Universal Market Integrity Rules (UMIR) and the

3 “Dealer Related Person order” means an order for the purchase or sale of a security for a Dealer Related Person

account.

“Dealer Related Person account” means an account that is controlled or directed by:

(a) an employee or Approved Person of a Dealer Member,
(b) an employee of an affiliate of a Dealer Member,
or
(c) an employee of a related entity of a Participant
whose role or function would have access to:
(i) a material fact or material change with respect to an issuer that is in the Dealer Member’s possession and that has
not been generally disclosed and would reasonably be expected to affect the price of a security of that issuer,
or
(i) trading-related information that is in the Dealer Member’s possession that could reasonably be expected to
affect interest in the purchase or sale of a security or the execution of a trade
where the control or direction is exercised by the employee or Approved Person outside of his or her required role or
function.
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IIROC Rules (Amendments), IIROC has compiled a a list of frequently asked questions along with our

responses in this Guidance, which is effective on **.

The Guidance clarifies various requirements in UMIR and the IIROC Rules and provides further detail as

to how Dealer Members can comply with the Amendments.
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. General
1. What are the general impacts of the Amendments?

The Amendments would replace the definition of a “non-client account” with a “Dealer Related Person
account”, which changes the scope of the definition. UMIR previously defined all orders from an
employee of a Participant or related entity as “non-client orders”. The definition of a “non-client
order” in the IIROC Rules* was even broader than the UMIR definition as it combined orders from both
a Dealer Member’s proprietary account as well as orders from an Approved Person’s account.
The “Dealer Related Person account” definition captures an account controlled or directed by:

e an employee or Approved Person at the Dealer Member

e an employee of an affiliate of a Dealer Member

e an employee of a related entity of a Participant

that has access to confidential information as defined in clauses (i) and (ii) of the definition.
We also introduced a new definition of “Dealer Member account” in the IIROC Rules.
We have adopted a principles-based approach to provide Dealer Members with greater flexibility to
identify which accounts fall within the “Dealer Related Person account” definition and which orders are
to be considered Dealer Related Person orders. Below, we have set out certain considerations to assist

Dealer Members when identifying a Dealer Related Person account.

Il. Confidential information

2. What does it mean to have access to “confidential information”?
In determining whether an employee or Approved Person has access to confidential information with

respect to an issuer-> or trading®-related information, Dealer Members may consider the type and

4 1IROC Notice No. 18-0014 — Rules Notice — Request for Comments — DMR - Re-Publication of Proposed IIROC Dealer
Member Plain Language Rule Book (January 18, 2018) proposed a new definition of “non-client accounts” or “non-client
orders” to mean :

Accounts or orders in which the Dealer Member or an Approved Person has a direct or indirect interest other than
the commission charged.

5 Clause (i) of the definition of a “Dealer Related Person account” provides:

(i) a material fact or material change with respect to an issuer that is in possession of the Dealer Member and that has
not been generally disclosed and would reasonably be expected to affect the price of a security of that issuer

6 Clause (ii) of the definition of a “Dealer Related Person account” provides:

(i) trading-related information that is the Dealer Member’s possession that could reasonably be expected to affect
interest in the purchase or sale of a security or the execution of a trade.
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extent of access to information the employee or Approved Person has and the information barriers in
place at the Dealer Member.
For example, if a Dealer Member stores or manages confidential information on an internal system
that is accessible to every employee, then it would be difficult to exclude any employee from the
definition of a “Dealer Related Person account”, even if certain employees are not required to access
the system as part of their role or function.
However, if a Dealer Member can point to documented barriers that safeguard confidential
information and limit the accessiblity of the confidential information to identifiable individuals, then
the Dealer Member would only need to include accounts controlled by the identified individuals under
the “Dealer Related Person account” definition.

3. What type of trading-related information is captured by the “Dealer Related Person

account” definition?

Indications of interest, orders, historical trade and position data, as well as trading strategies are
important trading-related information that could fall under the definition. For example, an
examination of a client’s historical trades may reveal a series of trades indicative of a pattern of buying
or selling in a specific security that could also be considered “trading-related” information that could
fall under the definition. Under a principles-based approach, the Dealer Member should consider
whether a client’s holdings reveal a certain trading strategy in its assessment of confidential trading-

related information under clause (ii) of the “Dealer Related Person account” definition.

IIl. Control or direction

4. How should Dealer Members determine who has control or direction over an
investment account?
The “Dealer Related Person account” definition focuses on the individual that has investment authority
over the account, rather than on the person who holds the account. Therefore the key is in
determining who can direct trading for the account, regardless of whether the account is held by:
e an employee or Approved Person, whether it is held directly in his or her own name, or held
indirectly through a joint account or another entity (e.g. corporation) in which the employee or
Approved Person has beneficial ownership
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e someone connected to the employee or Approved Person, such as a spouse, children, other
family members or individuals living at the same household or elsewhere.
To exclude an account from the definition, the Dealer Member would need to conclude that the
employee or Approved Person has no ability to direct trading for that account. For example, the
definition would not capture a managed account that is held directly by an employee, but over which
the employee has no control or direction. However, if an employee is able to influence trading for the
managed account, then the account would be captured under the “control or direction” part of the
“Dealer Related Person account” definition. For example, a Dealer Member may conclude that senior
executives always have the potential to affect trading in their managed accounts, and mark them as
Dealer Related Person accounts.
Under a principles-based approach, we expect Dealer Members to consider and document the controls
in place that prohibit or restrict unauthorized persons from placing orders for the account in question.
5. How should Dealer Members treat portfolio managers or traders that have control or
direction over a client’s account?

In interpreting confidential information under the clause (ii) of the “Dealer Related Person account”
definition, we would include knowledge of trading-related information for accounts handled by the
portfolio manager or trader during his or her employment. For example, a portfolio manager
generating an order for an account under his or her management would be considered knowledge of
confidential trading-related information for the purpose of clause (ii) of the “Dealer Related Person
account” definition.
The portfolio manager or trader should not use confidential trading-related information to benefit
investment decisions in accounts over which they have control or direction outside of their
employment, such as a family member’s account over which the portfolio manager or trader has

trading authority.
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IV. Supervision

6. What is IIROC’s expectation on Dealer Members when reviewing whether an account
is properly flagged as a “Dealer Related Person account”?
For the purpose of marking an account under the Amendments, IIROC does not expect Dealer
Members to detect employees or Approved Persons covertly directing trades using someone else’s
account. When reviewing for control or direction over an account, IIROC would instead focus on formal
controls and documentation. The onus is on Dealer Members to demonstrate they have:
e areasonable method of restricting accounts to prevent unauthorized trading
o effective policies and procedures to identify accounts that would qualify as Dealer Related
Person accounts.
7. What are IIROC’s expectations in terms of updating the status of accounts?
In addition to having the ability to add new accounts as a “Dealer Related Person account”, Dealer
Members must also be able to stop marking an existing account as a “Dealer Related Person account”
when it falls outside of the definition.
Dealer Members should not “over-mark” orders as Dealer Related Person orders because this impacts
other IIROC rules. For example, the individual at issue may lose the benefit of certain trading rules that
ensure Dealer Members treat clients with priority over other principal orders or “Dealer Related
Person orders”.
If an individual has moved to a new role where they no longer have access to confidential information
(including where the person no longer works at a Dealer Member), or no longer has control or
direction over an account:
e that account would be no longer be considered a “Dealer Related Person account”
e the Dealer Member should not continue to flag their orders as such.
8. How often should Dealer Members review for the accurate marking of accounts?
We expect Dealer Members to review and update the “Related Dealer Person” status of accounts no

less than once every 12 months.
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