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Attn: Jason Bennett, Corporate Secretary

Dear Mr. Bennelt,
Re: Task Force on Governance Issues — Comment Solicitation

We are writing on behalf of both Royal Mutual Funds Inc. (‘RMFI") and Phillips, Hager & Nerth
Investment Funds Ltd. ("PH&N"). RMFI and PH&N are separate corporate entities, which are
affiliated, and are members of the MFDA (“Members”).

RMFI and PH&N commend the Task Force for undertaking a public consultation on issues
relating to the governance of the MFDA. We appreciate the opportunity to provide our views on
issues under examination by the Task Force. As suggested in MFDA Bulletin 366-M, our
submission will not be limited to the Task Force's proposed course of action but will extend to
other operating issues and concerns related to the corporate governance of the MFDA and the
fulfillment of its mandate as a self-regulatory organization (SRO).

Amendments to By-law 1, Terms of Reference of the Governance Commitiee and Changes
to the Nomination Process

We agree with the proposed amendments to By-law 1 that would increase the Board size to 15 by
adding an additional Industry Director and an additional Public Director. We note that this number
of directors is consistent with the overall size and composition of HROC's board of directors,
which has 15 members and equal participation of industry and non-industry directors.

With respect to Industry Directors, we support the proposal to mandate Member representation
according to membership level and size. We recommend however that, for consistency, this
requirement be expanded to ensure representation from each membership type. More
specifically, we propose that By-law 1 require at least one of the Industry Directors represent
Level 4 Members. In addition, we propose that the Governance Committee’s Terms of Reference
include a corresponding requirement that at least one Industry Director nominee represent large
size Members (i.e., Members with over 100 Approved Persons and over $500 million of assets
under administration).



We note that the proposed process for taking into account potential conflicts of interest is limiled
to nominations of Public Directors. We question such a limited application of this process and
recommend that the Governance Committee consider and appropriately address the potential
conflicts of interest of each potential director. This would be in line with the HROC Corporate
Governance Committee Charter which requires its corporate governance committee to consider
all relevant factors in the nomination of directors in order to ensure that all potential conflicts of
interest are addressed,

With respect to guidance on nomination criteria, we suggest that gender representation be
expanded to include consideration for diversity in general (i.e., ethnicity, gender, age, natichal
origin, disability, etc.). We are also of the view that the guidance on “previous or current
significant enforcement, compliance or other regulatory concerns” be clarified. More specifically,
we recommend that the following statement be added to the end of Section 4 of Part B, 4" bullet
“..., such that it would impact the ability of the nominee to serve as a director.”

Finally, we support the proposals to enhance the director nomination process, including the
establishment of nomination practices that are fransparent and communicated clearly to the
public. We note that certain of these proposals are limited to Industry Directors. We recommend
that in the interest of full transparency, the enhanced director nomination process apply to all
potential directors. In addition, we strongly support the input of Members in the selection of all
eligible directors at the early stages of the selection process.

MFDA Rule-Making and Policy Development Processes

As described in MFDA Bulletin 356-M, one of the primary issues of concemn that arose from the
Annual General and Special Meeting of Members held in December 2008 related to the process
for making and/or amending MFDA By-laws and Rules. It appears, however, that an oversight
was made with respect to this matter in MFDA Bulletin 366-M, since the published proposals do
not encompass considerations of MFDA rule-making activities.

In our view, the MFDA's administration of its rules and policies is an area that would greatly
benefit from a robust review into its effectiveness. As indicated in our recent submissions to the
MFDA on various regulatory initiatives (most recently, our submission on proposed amendments
to Rule 2.2, Policy No. 2, Rule 5.3 and Rule 2.8, dated September 9, 2008), we strongly support
flexible, principles based securities regulation. Principles based regulation not only avoids a “one-
size-fits-all" approach, but also means that firms, in striving to meet clearly established principle
and policy objectives, have to look more carefully at how they meet the desired regulatory
outcomes than if they were simply complying with prescriptive rules.,

In meeting its public interest mandate, an SRO such as the MFDA should balance investor
protection with the legitimate needs of the regulated entities that comprise the SRO membership,
the vast majority of which run their businesses efficiently, effectively, and in compliance with the
faw. In our view, the imposition of prescriptive rules that apply to all Members starts from a
premise that there is a systemic problem, in which case the extent of the seriousness of such a
problem should be clearly described by the MFDA. For example, where an issue has been
identified through compliance or enforcement cases, the matter should be addressed within a
risk-based framework that allocates regulatory and Member resources in proportion to the
potential risks to the public that the specific issue presents. That is to say, non-systemic issues
could be addressed more effectively with regulatory tools other than rules, such as the provision
of enhanced training, additional guidance to Members and uitimately, where necessary, the use
of vigorous enforcement.

From a practical perspective, a rigid, overly prescriptive approach to Member regulation may, in
fact, detract from the effectiveness of Members' efforts and promote “tick-the-box” compliance.
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