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AUDITORSO REPORT

To the Members of

Mutual Fund Dealers Association of Canada

We have audited the balance sheets of Mutual Fund Dealers Association of Canada (“MFDA”)
as at June 30, 2005 and 2004 and the statements of revenues and expenses, changes in fund
balances and of cash flows for the years then ended. These financial statements are the respon-
sibility of MFDA’s management. Our responsibility is to express an opinion on these financial

statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards.
Those standards require that we plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material misstatement. An audit includes examin-
ing, on a test basis, evidence supporting the amounts and disclosures in the financial state-
ments. An audit also includes assessing the accounting principles used and significant estimates

made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial
position of MFDA as at June 30, 2005 and 2004 and the revenue and expenses, changes in
fund balances and cash flows for the years then ended in accordance with Canadian generally

accepted accounting principles.

-—-‘__'_____,_d—-‘
}\0"' Q,L 'M LLF

Deloitte & Touche LLP

Chartered Accountants
Toronto, Ontario
August 12, 2005
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BALANCE SHEETS

As at June 30
2005 2004
ASSETS
CURRENT ASSETS
Cash (Note 3) $ 4,569,505 $ 359,927
Membership fees billed in advance (Note 4) 4,588,393 4,510,672
MFDA Investor Profection Corporation assessments billed in advance (Note 5) 1,298,865 -
Other membership receivables 14,700 32,849
Prepaid expenses and other assefs 278,491 214,030
10,749,954 5,117,478
Capifal assets (Note 6) 1,638,210 1,266,053
Costs recoverable from MFDA Investor Protection Corporation (Note 7) 48,940 573,093
Employee benefit plan asset (Note 8) 175,500 =
$ 12,612,604 $ 6,956,624
LIABILITIES AND FUND DEFICIT
CURRENT LIABILITIES
Accounts payable and accrued liabilities $ 1,046,261 $ 699,050
Unearned membership fees (Note 4) 4,639,192 4,512,284
Membership application deposits 17,000 36,750
Due to MFDA Investor Protection Corporation (Nofe 5) 1,298,865 =
Obligation under capital lease (Note 10) 44244 19,252
7,045,562 5,267,336
Accrued employee benefit plans liability (Note 8) 304,500 259,300
Obligation under capital lease (Note 10) 162,332 88,631
7,512,394 5,615,267
FUND BALANCES
Operating Fund
Invested in capital assets 1,431,635 1,158,171
Unrestricted net assets 3,497,869 183,186
4,929,504 1,341,357
Discretionary Fund (Nofe 2) 170,706 =
5,100,210 1,341,357
$ 12,612,604 $ 6,956,624

Approved on behalf of the Board

Robert J. Wright, C.M., Q.C Larry M. Waite
Director Director
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STATEMENTS OF REVENUES AND EXPENSES

For the year ended June 30

OPERATING FUND

REVENUE
Membership fees
Late filing fees
Interest
Enforcement cost recoveries

Total Revenue

EXPENSES
Salaries and benefits
Rent and hydro
Amortization of capital assets
Travel
Computer software and maintenance
Office and general
Board of Direcfors—fees
Board of Direcfors—expenses
legal
Consultants
Education
Insurance
Meetings, seminars and communication
Telecommunications
Hearing Panels
Bank charges and interest
Regional councils
Loss on disposal of capital assets
Total Expenses
Excess of Revenue Over Expenses

DISCRETIONARY FUND (Note 2)

REVENUE
Fines
Interest

Total Revenue

EXPENSES

Confribution to the MFDA Investor Protection Corporation
Total Expenses
Excess of Revenue Over Expenses

MFDA | ANNUAL REPORT 2005

2005 2004
$ 18,143,931 $ 14,724,539
30,475 48,450
86,929 18,732
85,329 -
18,346,664 14,791,721
9,984,988 7,208,269
1,358,019 920,167
876,765 588,446
435,447 389,246
428,335 259,750
342,641 247,506
248,292 168,125
77,720 84,171
233,242 377,110
224,876 190,381
132,917 52,064
124,413 108,630
105,516 80,186
60,286 43,395
61,436 -
27,090 35,688
23,766 28,842
12,768 -
14,758,517 10,781,976
$ 3,588,147 $ 4,009,745
$ 2,650,000 $ =
20,706 -
2,670,706 -
2,500,000 -
2,500,000 -
$ 170,706 $ -




STATEMENTS OF CHANGES IN FUND BALANCES (DEFICIT)

For the year ended June 30

FUND BALANCES
(DEFICIT)

Balance, beginning
of year

Excess of revenue
over expenses

Purchase of capital
assets

Loss on disposal of
capital assets

Repayment of capital
lease obligation

Amortization of
capital assets

Balance, end of year
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2004
Operating Fund
Invested in Unrestricted Discretionary
Capital Assets Net assets Fund Total Total

$ 1,158,171 $ 183,186 $ b $ 1,341,357 $ (2,608,388)
b 3,588,147 170,706 3,758,853 4,009,745
1,119,267 (1,119,267) b b =
(12,768) 12,768 b b =
43,730 (43,730) b b =
(876,765) 876,765 b b =
$ 1,431,635 $ 3,497,869 $ 170,706 $ 5,100,210 $ 1,341,357
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STATEMENTS OF CASH FLOWS

For the year ended June 30

CASH PROVIDED BY (USED IN)

OPERATING ACTIVITIES
Excess of revenue over expenses - Operating Fund
Excess of revenue over expenses - Discretionary Fund
ltem not involving cash
Amortization of capital assets

Loss on disposal of capital assets

Changes in non-cash working capital
Membership fees billed in advance
Other membership receivables
MFDA Investor Protection Corporation assessments billed in advance
Prepaid expenses
Accounts payable and accrued liabilities
Membership application deposits
Unearned membership fees

Due to MFDA Investor Protection Corporation

Employee benefit plan asset

Accrued employee benefit plans liability

INVESTING AND FINANCING ACTIVITIES
Purchase of capital assets
Principal payments on capital lease

Costs recovered from Investor Protection Corporation
INCREASE IN CASH

CASH (BANK INDEBTEDNESS), BEGINNING OF YEAR
CASH, END OF YEAR (NOTE 3)
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2005 2004
$ 3,588,147 $ 4,009,745
170,706 -
876,765 588,446
12,768 -
4,648,386 4,598,191
(77,721) (1,341,688)
18,149 (32,849)
(1,298,865) -
(64,461) (49,820)
347,211 (155,299)
(19,750) (70,953)
126,908 873,923
1,298,865 -
4,978,722 3,821,505
(175,500) -
45,200 (152,900)
4,848,422 3,668,605
(1,119,267) (525,469)
(43,730) (14,490
524,153 (32,334)
(638,844) (572,293)
4,209,578 3,096,312
359,927 (2,736,385)

$ 4,569,505 $ 359,927




NOTES TO THE FINANCIAL STATEMENTS

1 NATURE OF THE ORGANIZATION

The Mutual Fund Dealers Association of Canada (MFDA) is the national self-regulatory organization for the
distribution side of the Canadian mutual fund industry. The MFDA does not provide trade association activities
for its members. Its Members are firms that have been registered by provincial securities commissions to carry on
business as mutual fund dealers. The MFDA regulates the activities of its Members and the approximately 70,000
Approved Persons sponsored by them. The MFDA's regulatory activities include developing rules and policies to
govern the business conduct and operations of its Members and their Approved Persons, monitoring compliance
with these requirements and applicable securities laws, and enforcing them through disciplinary proceedings

conducted before impartial and independent MFDA hearing panels.

The MFDA was incorporated as a not-for-profit corporation on June 19, 1998 under Part II of the Canada
Corporations Act and has been formally recognized as a self-regulatory organization by a number of provincial

securities commissions in Canada.

As of June 30, 2005, the MFDA had 182 members (191 members as of June 30, 2004).

2 SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared by management in accordance with accounting principles generally
accepted in Canada. Because the precise determination of many assets and liabilities is dependent upon
future events, the preparation of financial statements for a period necessarily involves the use of estimates and
approximations which have been made using careful judgment. Actual results could differ from those estimates.
The financial statements have, in management’s opinion, been properly prepared within reasonable limits of

materiality and within the framework of the accounting policies summarized below.

Fund Accounting

The MFDA uses the deferral method of accounting for not-for-profit organizations in the preparation of its

financial statements consisting of two funds, namely the Operating Fund and the Discretionary Fund.

The Operating Fund accounts for the regular business and activities of the MFDA and consists of the investment Finemae eindl Admfinidmeiion gel

in capital assets and unrestricted net assets. of MFDA Toronto office

The Discretionary Fund is an internally restricted fund established by the MFDA Board of Directors. The
Discretionary Fund receives monies from the collection of enforcement fines and the disgorgement of profits
imposed by order of a MFDA hearing panel. Disbursements from the Discretionary Fund are restricted to
payments to the investor protection fund and payments for special projects that are in the public interest and

beneficial to the public and/or Canadian capital markets, as determined by the MFDA Board of Directors.

Membership application deposits
A non-refundable deposit is required on all membership applications. The deposit is applied to membership fees

when the applicant is accepted for membership.

Membership fees
Membership fees are calculated annually on a defined formula based on each members’ assets under administra-

tion, invoiced to members on a quarterly basis and recorded as revenue on a monthly prorated basis.

Membership fees billed in advance are reflected on the balance sheet as unearned membership fees.
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Late filing fees
In December, 2003, the MFDA initiated a policy of levying late filing fees to members that do not submit the
financial statements required by MFDA rules within the specified due dates. The late filing fees are billed and

recorded as revenue on a monthly basis.

Capital Assets

Capital assets are recorded at cost and are amortized on the following basis:

Computers and software development Straight-line method over 3 years

Office furniture and equipment Straight-line method over 10 years

Leasehold improvements Straight-line method over the term of the lease
Equipment under capital lease Straight-line method over the term of the lease

Employee benefit plans
The MFDA accrues its obligations under employee benefit plans and the related costs, net of plan assets. The
MFDA has adopted the following policies:

+ The cost of pensions and other retirement benefits earned by employees is actuarially determined using the
projected benefit method pro-rated on service and management's best estimate of expected plan investment

performance, salary escalation, retirement ages of employees and expected health care costs.

+ The discount rate used to determine the accrued benefit obligation is determined by reference to market
interest rates at the measurement date on high-quality debt instruments with cash flows that match the timing

and amount of expected benefit payments.
« For the purpose of calculating the expected return on plan assets, those assets are valued at fair value.

+ The excess of the net actuarial gain (loss) over 10% of the greater of the benefit obligation and the fair value of
plan assets is amortized over the average remaining service period of active employees. The average remaining
service period of the active employees is 28 years (2004 — 28 years) for the registered pension plan, 11 years
(2004 — 12 years) for the supplementary executive retirement plan and 19 years (2004 —19 years) for other

post-retirement benefits.

Provision for income taxes
MFDA is a not-for-profit organization within the meaning of the Income Tax Act(Canada). Accordingly, there is

no provision for income taxes in these financial statements.

3 CASH

Cash includes an amount of $168,238 (2004—$Nil), which is restricted in use for the Discretionary Fund.

4 MEMBERSHIP FEES BILLED IN ADVANCE

The membership fees billed in advance represent billings issued in June for the quarterly membership fees due

July 15 and are reflected on the balance sheet as unearned membership fees.
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5 MFDA INVESTOR PROTECTION CORPORATION ASSESSMENTS
BILLED IN ADVANCE

On May 3, 2005 the Alberta, British Columbia, Nova Scotia and Ontario Securities Commissions and the
Saskatchewan Financial Services Commission (the “Commissions”) provided notice of the approval of the MFDA
Investor Protection Corporation (“IPC”) as a compensation fund for customers of mutual fund dealers that are
members of the MFDA. The IPC commenced coverage of customer accounts on July 1, 2005. Member assess-
ments are calculated annually on a defined formula based on each members’ assets under administration, and are
invoiced to members on a quarterly basis. The MFDA invoices the members on behalf of the IPC and is liable to

the IPC for the total of these member assessments.

The IPC assessments billed in advance represent billings issued in June 2005 for the quarterly assessments due
September 30, 2005.

6 CAPITAL ASSETS

2005
Accumulated Net Book
Cost Amortization Value
Computers and software development $ 1,675,409 $ 1,279,772 $ 395,637
Office furniture and equipment 809,957 238,493 571,464
Leasehold improvements 1,045,161 580,972 464,189
Equipment under capital lease 270,275 63,355 206,920
$ 3,800,802 $ 2,162,592 $ 1,638,210
2004
Accumulated Net Book
Cost Amortization Value
Computers and software development $1,291,625 $ 895051 $ 396,574
Office furniture and equipment 586,448 157,497 428,951
leasehold improvements 604,406 275,579 328,827
Equipment under capital lease 127,852 16,151 111,701
$ 2,610,331 $ 1,344,278 $ 1,266,053

7 COSTS RECOVERABLE FROM MFDA INVESTOR
PROTECTION CORPORATION

Certain start-up costs pertaining to the IPC amounting to $936,612 ($573,093, as at June 30, 2004) have
been incurred by the MFDA. The MFDA recovered $887,672 from the IPC in June, 2005.
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8 EMPLOYEE BENEFIT PLANS

MFDA has two defined benefit pension plans for eligible employees, being a registered plan (“RPP”) and a
supplementary executive retirement plan (“SERP”). The purpose of the SERP is to supplement the registered plan
for designated executive employees. As well, the MFDA has post-retirement benefits (“PRB”) that include health

care and dental coverage for retired employees.

The funded status of the MFDA’s benefit plans reconciled to the amounts recorded in the financial statements at

June 30 is as follows:

2005 2004
RPP SERP PRB Total Total
Fair value of assets $1,213,300 $ 848,600 $ b $2,061,900 $ 983,800
Accrued benefit
Ob“gcﬂion 1,620,500 1,070,700 382,300 3,073,500 1,738,100
Funded status
(deficit] (407,200)  (222,100)  (382,300)  (1,011,600) (754,300
Unamortized
transitional (assets)/
Ob“gcﬂion (5,700) 21,200 12,800 28,300 31,100
Unamortized net
actuarial loss 321,300 376,400 156,600 854,300 463,900
Accrued benefit
olan asset (licbility) $ (91,6000 $ 175500  $(212,900)* $(129,000)  $(259,300)

* The total of $304,500 represents accrued employee benefit plans liability as of June 30, 2005.

As of June 30, 2005 the RPP plan assets are invested in a balanced pool fund and the SERP assets, held by
the trustee, are invested in a balanced portfolio. At June 30, 2005, $408,518 (June 30, 2004, $204,000) is being held
in a non-interest bearing retirement compensation arrangement refundable tax account at the Canada Revenue
Agency, as required by law. Pension benefits transferred out in 2005 totalled $2,675 for the RPP
(2004-$27,334).

The most recent actuarial valuation was completed as of April 1, 2004, where the next required valuation will be

as of April 1, 2007. The measurement date for the three plans is June 30.

The MFDA’s net benefit expense and contributions are as follows:

2005 2004
RPP SERP PRB Total Total
Net benefit expense $ 508,700 $ 173,000 $ 97,000 $ 778,700 $ 483,400
Contributions
Employer 501,000 408,000 b 909,000 636,300
Employee 91,600 b B 91,600 54,800

MFDA | ANNUAL REPORT 2005



The significant actuarial assumptions adopted in measuring the MFDA’s accrued pension obligations are

as follows:

2005 2004
Weighted average discount rate for pensions 6.00% 6.50%
Weighted average discount rate for post retirement benefits 5.50% 6.50%
Weighted expected rafe of return on plan assefs 7.00% 7.00%
Weighted average rate of compensation increase 4.5 t0 5% 5.00%

The post-retirement benefits reflect a 10% to 15% annual rate of increase in the cost of medical benefits for 2006.

These rates are assumed to decrease gradually to 5 percent for 2016 and remain at that level thereafter. The

dental benefits are assumed to increase at an annual rate of 3.5%.

9 CREDIT FACILITIES

The MFDA has a demand credit facility limited to a maximum of $3,000,000. The credit facility bears an

interest rate of prime plus 0.5% per annum. The MFDA has granted a general security interest to the bank in

connection with this facility. As of June 30, 2005 the credit facility was not utilized.

The bank granted the release of the guarantees provided by the Alberta, British Columbia and Ontario Securities

Commissions on the previous credit line of $12,000,000 in July, 2004.

10 COMMITMENTS

(a) Lease obligations

The MFDA has entered into operating leases for its office premises and three capital leases for office equip-

ment. The capital leases have implicit interest rates of 7.1%, 4.9% and 5.4%, and expire in March 2009,

March 2010 and February, 2010, respectively. The aggregate future minimum lease payments associated

with these three leases is $233,213, which includes interest charges of $26,637.

Operating and capital lease obligations, excluding operating costs for future years and sales tax, are

as follows:

2006 $ 561,839
2007 222,917
2008 69,896
2009 41,905
2010 18,108
Thereafter -

$ 914,665

(b) Guarantees

The MFDA provided a guarantee of the $30 million line of credit granted to the IPC by the bank.
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INFORMATION ABOUT THE MFDA

Toronto Office

121 King Street West

Suite 1000

Toronto, Ontario M5H 3T9
Tel: 416-361-6332

Toll Free: 1-888-466-6332
Fax: 416-943-1218

Membership Services
Tel: 416-361-6332 or 1-888-466-6332 (Option #1)
Fax: 416-943-1218

Email: membershipservices@mfda.ca

Enforcement

Tel: 416-361-6332 or 1-888-466-6332 (Option #2)
Fax: 416-361-9073

Email: complaints@mfda.ca

Financial Compliance
Tel: 416-361-6332 or 1-888-466-6332
Fax: 416-362-6382

Email: financialexaminers@mfda.ca

Pacific Office

650 West Georgia Street

Suite 1220

P.O. Box 11614

Vancouver, British Columbia V6B 4N9
Tel: 604-694-8840

Fax: 604-683-6577

Email: pacificoffice@mfda.ca

Prairie Office

355-4th Avenue S.W.
Suite 2330

Calgary, Alberta T2P 0J1
Tel: 403-266-8826

Fax: 403-266-8858

Email: prairieoffice@mfda.ca

MFDA Website

www.mfda.ca
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