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2. We would support increasing the size of the Board to 15 (from 13), thereby adding a Public
Director and an Industry Director.

3. If there were to be 7 Industry Directors it would seem appropriate that at least three should be
from small and medium size level 1,2 or 3 dealers. Under this arrangement there would still be
four Industry Directors from level 4 dealers and other large institutions. Having a minimum of
three Industry Directors from “smaller” level 1,2 or 3 dealers would provide better “representation
by population” based on the principle that each Member is equal and therefore should have equal
rights including with respect to issues such as corporate governance. In this regard, we note that,
as at December 31, 2008, there were a total of 117 level 1,2 and 3 dealers whereas there were only
42 level 4 dealers. We realize that the large institutions might argue that since they pay 90% of the
fees they should get 90% of the votes. However, similar to the Canadian electoral system whereby
a financially wealthy individual and a financially poor individual each get one vote, the MFDA
was created on the basis of one vote per Member, regardless of size.

We would also note that we are disappointed that over the years the Governance Committee has
chosen not to pursue a policy of promoting a “healthy turnover” of Industry Directors. For
example, in 2008 a total of 9 individuals were identified as Industry Director candidates. However,
in the end, the Governance Committee “nominated” two existing Industry Directors and a former
Industry Director (who had moved from one major chartered bank to another) to fill the three
vacant positions. Unfortunately, decisions like this give the appearance that, in many ways, the
MFDA Board functions much like a “club” that does not wish to embrace change. (See also our
attached letter dated July 30, 2004.)

4. We support the suggestion with respect to 4(i). With respect to 4(ii) we would change the
wording to the following:

In the case of Industry Directors:
s Diversity of membership based on size, business type and ownership structure
such that three Industry Directors represent level 1, 2 or 3 dealers and that:
s Atleast I nominee will represent a “small” size Member with less than 10 APs
and/or AUA of less than $100 million; and
»  Atleast 1 nominee will represent a “medium” size member with 10-100 APs
and/or AUA of $100--$500 million

We have suggested adding “and/or” since it would provide the MFDA with greater flexibility. In
our own case, for example, we have 5 employees and assets under administration of over $100
million. Therefore, our firm would not qualify as either a “small” or “medium” firm under the
proposed definitions. We believe that a number of other firms would also be subject to the same
“definitional” problems.

With respect to 4 (iii) we would add the words “and expertise” after the word “experience” as this
would broaden the definition with respect to the appropriate qualifications for Public Directors.
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Part C. ----The Nomination Process

As an overall comment, we believe the suggested changes to the nomination process do not go far enough
in changing the process for the betterment of the Organization. Please see also our attached letter dated
July 30, 2004, which was written in response to your request for comments regarding the nomination
process at that time. Consistent with our July 30, 2004 letter, we would make the following overall
suggestions:

A. The current process for Members to nominate Directors (both Public and Industry) does not

need changing. It works fine the way it is.

B. The problems arise at the stage where the Governance Committee narrows down the list to

those “selected” individuals---including existing Directors---- whose names they put forward
to be “confirmed” as Directors. It is at this stage where it would be appropriate for Members to
have a voice (or for the Governance Committee to have less unrestricted decision making
authority) in the selection of Industry Directors.

While there are a number of ways that this could be done, our preferred solution is that
Members would be able to vote for a slate of “eligible” Industry candidates. Obviously, there
would be some technical issues to deal with such as regional representation, but we believe
that these could be resolved in a reasonable fashion. If, for technical reasons, it was felt that
not all eligible Industry Directors could be “elected” by Members, then the Board could
appoint perhaps one or two Industry Directors with the balance being elected by the Members.

An alternative would be that the Nomination Committee could consist of non-Directors of the
MFDA (i.e., a blue chip panel of “outsiders™). For example,
o In the case of the OSC, the Board is comprised of the members of the
Commission, each of whom is appointed by the Lieutenant Governor in
Council.
o In the case of the Ottawa Community Foundation the Chair of the
Nominating Committee is the Governor of the Bank of Canada.

The type of arrangements noted above (and there are numerous other options) would ensure
that the Board of Directors is not viewed as being a “club” that favours re-electing existing
Directors rather than promoting a healthy turnover of Directors.

With respect to Public Directors, our main concern is with respect to the lack of a healthy
turnover since the creation of the MFDA. As noted above, Public Directors who have served
since 1998 hold three of the six positions.

5. Regarding item 5, as noted above, we are very much in favour of the MFDA making changes in
the Director nomination process to allow for greater clarity and participation. With respect to the
specific points:

i.

We are not in favour of inviting non-Director Member representatives to participate with the
Governance Committee in its consideration of eligible nominees unless such non-Director
Member representatives are voted for by the Members to act in this capacity. In this regard, we
fear that there could be the appearance that “friends™ of either current or potential Directors
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may be asked to be the non-Director Member representatives. This would make the process
more “political” rather than “less political”, which would be counterproductive.

ii. We believe that the current nomination principles, criteria and processes are very clear and do
not need rewriting unless the MFDA undertakes some fundamental change in the way
Directors are actually selected and elected. Any changes in this area would simply represent
“cosmetic changes™ that would do little or nothing to improve the overall nomination process.

6. With respect to sections (i), (it) and (iit) of item 6, we believe that these suggested changes would
also simply be cosmetic changes, adding little or nothing to improve the process. At the present
time all of these items are very well covered in bulletins and letters sent to Members.

Section 6(iv} has merit and we would support this move. Indeed, our preferred solution, as noted
above, would be to allow Members to vote from a list of “eligible” candidates.

As a comment concerning the overall issue of Corporate Governance, we believe very strongly that if the
MFDA is to remain a Self Regulating Organization (SRO) its Members need to have a strong voice in the
selection of its Board of Directors. The alternative is to change the nature of the Organization such that it
is no longer an SRO, but rather a regulatory organization reporting directly to various provincial
government bodies. If this were to be the case, then the dealers that are regulated would not be expected
to have a voice in the selection of the Board of Directors. At present, we have an SRO but the Members
do not have a voice in its Governance; a situation that invites dysfunctional behavior. This problem can
only be resolved properly by some fundamental change either in the nature of the Organization or in the
way in which its Directors are selected.

As a final point, we should mention that we are both confused and somewhat concerned regarding the fact
that Mr. Wright and Ms. Pau have continued to act as Directors of the MFDA since the December Annual
General Meeting. While our interpretation may be incorrect, our reading of the situation is that (a) their
terms of office expired in December 2008 and (b} according to the current by-law they are not eligible to
be re-elected or re-appointed. Therefore, it would seem to us that, until and unless the current by-law is
changed, the MFDA currently has three vacant Public Director positions, rather than one. We would
appreciate greatly receiving a clarification from the Board of Directors on this matter so that we can
reassure ourselves that the Board does not have a “double standard” of expecting Members to abide by the
MFDA’s by-laws while perhaps not abiding by them itself.

We sincerely hope that the above comments will be helpful in this process to enhance the governance of
the MFDA.

Yours truly,

TR

Robert C, White
President, Tradex Management Inc.

Attachment
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Tradex Management Inc.
Clarica Centre

50 O’Connor Street, Suite 1120
Ottawa, Ontario

K1P 61.2

July 30, 2004

Mr. Gregory J. Ljubic

Corporate Secretary

Mutual Fund Dealers Association of Canada
121 King Street West, Suite 1600

Toronto, Ontario

MSH 3T9

Dear Mr. Ljubic,

I am writing in response to your request to provide comments as to the current process regarding the
nomination and election of Directors for our Association.

Our overriding concern with the current procedure is that MFDA Members have no voice in the selection
of Directors. In this regard, the MFDA was created to be a self-regulatory organization for mutual fund
dealers in Canada. The entire concept of a “self-regulatory organization” is built on the principle that its
Members will have a voice in the governance, policies and operation of the organization. However, in the
case of the MFDA, Members are excluded from having any input into in the selection of the most
important individuals in the governance structure, i.¢., the Directors. This is evident in the wording of By-
law 3.3.3, which states:

“Each Industry Director to be elected at an Annual Meeting shall have been recommended by the
Governance Committee to the Board of Directors for nomination for election by the Members
according to the requirements of the By-laws and the terms of reference of the Governance
Committee adopted by the Board of Directors.”

We contrast this with the Investment Dealers Association of Canada policies (By-law 10), which state:

“There shall be a Board of Directors composed of ...... up to eight public directors, and up to
thirteen other persons nominated by the Nominating Committee referred to in By-law 13.4 and
approved by the Board of Directors or nominated by any Member at the Annual Meeting (which
nomination shall be made by the Member and if he or she is an individual or by the senior partner,
director or officer of the Member present at the Annual Meeting) and confirmed at the Annual
Meeting...” (Underlining added by Tradex).
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We also contrast the selection of MFDA Directors with the selection of representatives on MFDA
Regional Councils (which is a very democratic process). In the case of selecting Regional Council
representatives:

“The first part of the process is to conduct elections of Member representatives in each of the
regions. The process will be conducted using mail-in Nomination Forms and Election Ballots
provided by the MFDA. Following completion of the Nomination Process, Members in each
Region will receive an Election Ballot containing the names of all eligible candidates nominated
for election to the Regional Council in that Region. Members will have a period of 4 weeks to
record their voting choices on the Election Ballot and return the Election Ballot to the MFDA. The
individuals receiving the most number of votes recorded on Election Ballots returned to the
MFDA will be elected to the applicable Regional Council.” (Source: MFDA Bulletin #0065-P)

We would therefore recommend that the nomination process be “opened up” such that Members would
have a direct voice in the nomination and election of Directors.

I would also like to make two other comments on governance:

1.

Last year, 21 candidates were nominated for the position of Industry Director. However, in the
final analysis, the MFDA Governance Committee chose to recommend that existing Directors fill
all 6 Industry Director positions, as opposed to bringing any “new blood™” onto the Board.
Furthermore, we note that two of the six Industry Directors, i.e., 33%, were employees of one of
the six major Canadian chartered banks whereas these banks make up well less than 5% of MFDA
Membership. We are disappointed that the Governance Committee felt it appropriate to select a
disproportionate number of Directors from among the six major banks particularly since the
challenges facing the mutual fund arms of these institutions are typically far different than the
challenges facing an independent mutual fund dealer. We are equally disappointed that, when one
of the Directors employed by a major bank ceased to become a Director in mid-2004, the
Governance Committee chose to replace him with an employee from one of the other major banks,
thus keeping two Directors from the major banks on the Board. This would seem to be a “missed
opportunity” with respect to the stated policy of making the Board increasingly representative of
the diversity of the whole membership with respect to size of business, type of business, and
ownership structure.

It would be very beneficial if the MFDA Board and senior management team increased the [evel
of communication with Members. At present Members receive next to no information relating to
governance issues. For example, we are given no information on the composition of Board

Committees, we see no minutes of Board meetings or Board decisions, and there seems to be no
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annual report or other reports to Members, other than the audited financial statements. Indeed, we
are not even informed when there is a change in the composition of the Board, such as when Mr.
Geist replaced Mr. Cadsby. In addition, we receive no information on other issues affecting us,
such as ongoing developments regarding the investor protection fund (and the possible timing for
implementation), a forecast for MFDA Membership fees over a 2-3 year period, speeches or
presentation by the CEO or other members of senior management, and other like subjects that are
important to Members.

As a MFDA Member who strongly supports the goals of our Association, we have made the above
comments in the spirit of providing honest, constructive feedback. We at Tradex have a very strong
interest in seeing our Association deal effectively with the issues facing the mutual fund industry and
working for the benefit of all Canadian investors. It is our hope is that these comments will help the
MFDA move forward in achieving these goals.

Yours truly,

Robert C. White
President
Tradex Management Inc.



