
BY EMAIL: comments@osc.gov.on.ca  

  consultation-en-cours@lautorite.qc.ca   

          

June 9, 2017 

 

British Columbia Securities Commission 

Alberta Securities Commission 

Financial and Consumer Affairs Authority of Saskatchewan 

Manitoba Securities Commission 

Ontario Securities Commission 

Autorité des marchés financiers 

Financial and Consumer Services Commission, New Brunswick  

Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island 

Nova Scotia Securities Commission 

Securities Commission of Newfoundland and Labrador 

Superintendent of Securities, Northwest Territories 

Superintendent of Securities, Yukon 

Superintendent of Securities, Nunavut     

 

Attention:  The Secretary 

Ontario Securities Commission 

20 Queen Street West  

19
th

 Floor, Box 55  

Toronto, Ontario M5H 3S8 

 

Me Anne-Marie Beaudoin, Corporate Secretary 

Autorité des marchés financiers 

800, square Victoria, 22e étage 

C.P. 246, tour de la Bourse 

Montréal, Québec H4Z 1G3 

 

Dear Sirs/Mesdames:  

 

RE: Canadian Securities Administrators Consultation Paper 81-408  

Consultation on the Option of Discontinuing Embedded Commissions  

 

AGF Investments Inc. (“AGF”) is writing to provide comments in respect of the Canadian 

Securities Administrators (the “CSA”) Consultation Paper 81-408 Consultation on the Option of 

Discontinuing Embedded Commissions (the “Paper”), which describes “potential investor 

protection and market efficiency issues arising from the prevailing practice of remunerating 

dealers and their representatives for mutual fund sales through commissions, including sales 

and trailing commissions, paid by investment fund managers (“embedded commissions”)”.    

AGF is an independent Canadian-based firm (founded in 1957, and celebrating our 60
th

 year) 

that provides asset management services globally to institutions and individuals. AGF's products 

include a diversified family of mutual funds, mutual fund wrap programs and pooled funds. 

AGF also manages assets on behalf of institutional investors including pension plans, 

mailto:comments@osc.gov.on.ca
mailto:consultation-en-cours@lautorite.qc.ca
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foundations and endowments. AGF is registered in the categories of Investment Fund Manager, 

Mutual Fund Dealer, Exempt Market Dealer, Portfolio Manager, and Commodity Trading 

Manager. 

AGF appreciates the opportunity to provide feedback to the CSA’s concerns raised in the Paper 

with regard to the perception that embedded commissions “give rise to conflicts of interest that 

misalign the interests of investment fund managers, dealers and representatives with those of 

the investors they serve”.  AGF certainly acknowledges and appreciates that the CSA’s mandate 

toward the protection of investors is of the utmost importance, and that the continued 

safeguarding of investors is a paramount standard for the investment fund industry to observe 

and be regulated within.  Like the CSA, AGF upholds the principles that (i) investors should 

undeniably be protected against harmful risks associated with conflicts of interest; and (ii) 

investors should absolutely be fully aware of the compensation they pay to dealers and their 

representatives.  With respect, however, AGF does not agree with the suggestion that 

discontinuing embedded commissions is a necessary or even viable option toward furthering 

investor protection outcomes. 

SUMMARY OF AGF’S POSITION 

AGF is an ardent supporter of a financial industry that not only protects investors, but 

also upholds the principle of providing investors with options and choice.   

As outlined in AGF’s submissions below, AGF believes that regulatory reforms should not 

be subjectively advanced under the auspice of “investor protection” where:  

(i) there is no credible evidence that the current system of embedded 

commission compensation is harmful to investors; 

(ii) the unintended consequences from such reforms will invariably undermine 

investor interests (limiting investor choice, as well creating an “advice gap” 

and “wealth gap” for investors); and 

(iii) there is limited “call to action” from investors themselves.   

In advancement of the assertion that embedded commissions should not be discontinued, AGF 

makes the following submissions, supported by substantive and empirical data (where 

applicable).  These submissions reinforce our overarching position that the existing 

dealer/advisor compensation framework should be retained.  At the same time, AGF does also 

acknowledge that this an opportunity to consider certain enhancements that may be feasible 

within the industry.  To that end, this letter also includes certain proposals (ALTERNATIVES) for 

the CSA to consider in lieu of the proposed ban. 

A. PERCEPTIONS OF CONFLICTS OF INTEREST 

 

The Paper is predicated on the argument that risks of harm may exist within the embedded 

commission compensation model due to potential conflicts of interest.  We agree – such risks 

may exist.  That said, we also contend that such “potential risks” should only elevate to the need 

for commensurate regulatory reform when there is actual harm occurring (to investors) that 

warrants intervention. 
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As outlined in The Gandalf Group’s Report
1
 (the “Gandalf Report”), their data shows that a 

substantial number (66%) of all investors acknowledge and agree that advisors have a conflict of 

interest based on how they earn commissions.  However, 54% of all such investors (including 

61% of advised investors) agreed that advisors are transparent about potential conflicts, while 

only 34% disagreed.  Further, most advised investors reported satisfaction with the degree to 

which investment recommendations they receive are free from conflict of interest: 50% were 

very satisfied, and only 8% were very dissatisfied.  More investors agreed that advisors care 

about how their clients’ investments perform (74% agreed, 21 % disagreed) than agreed that 

advisors have a conflict (66%).  To this end, investor sentiment clearly reveals that the risks of 

actual harm associated with potential conflicts of interest within the embedded commission 

compensation model are not as profound as may be perceived by the CSA.  In fact, there does 

not appear to be an accumulation of evidence-based data to substantiate the view that 

there is widespread harm being experienced by investors under the current embedded 

commission compensation structure.  As articulated in PricewaterhouseCooper LLP’s 

Research Report
2
 (the “PwC Report”), “there is no significant evidence that embedded 

commissions in Canada have been leading to conflicts of interest influencing financial advisors’ 

behaviour”.   

 

AGF also notes that the Paper does not provide any indications in support of any one 

compensation model being absent of potential conflicts of interest.  AGF argues that eliminating 

embedded compensation systems in favour of fee-based compensation arrangements will not 

eradicate all possible conflicts of interests within the dealer compensation realm.  In fact, the 

PwC Report cautions that “in principal-agent relationships, any compensation scheme creates a 

potential for conflicts of interest…under a fee-based platform, for instance, advisors might be 

incentivized to take undue risks to boost their own fees even where this is not in the best interest 

of their clients”.  A recent Investment Industry Regulatory Organization of Canada Report
3
 (the 

“IIROC Report”) further warns that “a significant number of dealers provide additional 

incentives to representatives in the form of performance bonuses linked to fee based assets”, 

leading to clients potentially being moved to these accounts unnecessarily (clearly a potential 

conflict of interest). 

 

AGF is not averse to fee-based compensation arrangements – in fact, AGF acknowledges that 

this type of compensation model may be ideal for some investors.  As stated in the IIROC 

                                                 
1 “The Canadian Investors’ Survey:  An Opinion Research Study on Fees & Advisory Services” (May 30, 2017) by The Gandalf 

Group.  This third-party survey, as conducted by The Gandalf Group (a Toronto-based consultancy firm that specializes in 

survey research), was commissioned by AGF.  Designed by The Gandalf Group, this recent survey of a core sample of 1299 

Canadian investors investigated issues relating to individual investors, the advisory services industry, fund providers and 

regulators, including: (i) satisfaction with advice, fees, transparency and investment options; (ii) the role of advisors, and their 

strengths and weaknesses; (iii) the perception of fee disclosure, transparency and new reporting obligations; (iii) general 

awareness and assessments of various types of commissions and fees (notably trailing commissions), and (iv) investors’ 

preferences for advisor compensation (i.e. fee-based or commission-based charges).  A copy of this report from The Gandalf 

Group is attached as Appendix A to this letter.  

2 “Economic Impact Assessment of Banning Embedded Commissions in the Sale of Mutual Funds” (June 2017) by 

PricewaterhouseCoopers LLP.  This research report was commissioned by The Investment Funds Institute of Canada to provide 

an independent economic assessment of the likely impacts that would result from a ban on embedded commissions in the sale of 

mutual funds in Canada through financial advisors. 

3 “Managing Conflicts in the Best Interest of the Client – Compensation-related Conflicts Review” (April 27, 2017) by the 

Investment Industry Regulatory Organization of Canada. 



 4 

Report, “whether a commission or fee-based account is appropriate for a client will depend on 

the circumstances of the client”.  This leads to the logical interpretation that reforms suited 

to advancing the interface/dialogue between dealers/advisors and their clients is where 

regulatory efforts should be focused. 

 

AGF strongly encourages the CSA to consider that Canada currently has a robust regulatory 

framework governing the provision of investment advice to investors.  Investors are inherently 

protected by the duty of dealers and advisors to act fairly, honestly and in good faith within a 

system of rules designed to capture, amongst other things, disclosure and management of 

conflicts and compensation disclosure.  The existing rules and regulations of the securities 

commissions and the self-regulatory organizations require advisors to observe high standards of 

ethics and conduct in the transaction of business with investors, and to provide proper disclosure 

in the area of conflicts of interest, as well as compensation.  Accordingly, focus might rather 

be better directed at enhancing compliance within the already established regulatory 

framework to better address areas of concern highlighted by the CSA in the Paper.  Recent 

statements and proposed initiatives from IIROC and the MFDA suggest that this approach is 

already occurring.    

 

Notwithstanding the strength of regulatory environment already applicable to dealers (and their 

representatives), AGF submits that if further regulatory reform is deemed essential, the CSA’s 

proposals under Consultation Paper 33-404 Proposals to Enhance the Obligations of Advisers, 

Dealers and Representatives Toward their Clients (“Consultation Paper 33-404”) are better 

suited toward developing a set of regulatory rules designed to combat conflicts of interest that 

may be perceived as resulting in tangible harm to investors.  While AGF does have concerns 

with certain of the targeted reforms suggested under Consultation Paper 33-404 (as conveyed in 

our response letter dated September 28, 2016), we recognize certain merit within those reforms, 

and moreover implore the CSA to allow for that regulatory initiative to take shape and effect 

before making a broader assumption that there are additional “harms” being experienced by 

investors (within the embedded commission compensation model) that warrant even further 

regulatory intervention. 

 

The CSA has expressed its view within the Paper that “the discontinuation of embedded 

commissions could be complementary to recent reforms and proposals in that those existing and 

ongoing initiatives were not designed to, and may not fully address, the key investor protection 

and market efficiency issues” identified in the Paper.  AGF challenges this presumption on the 

basis that (as supported above) the “risks for potential conflicts of interest” associated 

with embedded commission compensation should not be equated to “indications of actual 

harm”, given that there does not appear to be any credible evidence suggesting that the 

existing compensation framework gives rise to any pervasive abuse.       

 

B. INVESTOR TRANSPARENCY & DISCLOSURE 

 

In the Paper, the CSA indicated that its research shows that it is “clear that the majority of 

Canadian fund investors are not aware of what they pay for financial advice or that they pay for 

financial advice at all”.  In addition, the CSA has raised concern that “investors’ high level of 

trust and reliance on their advisors for investment decisions may cause them to not thoroughly 
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review disclosure documents and reports, and thus limit the benefits to be derived from 

disclosure”. 

 

With regard to transparency, AGF agrees with the expectation that investors should be aware of 

what they pay for financial advice.  AGF submits that investors are in fact made fully aware 

of the fees and commissions they pay when they invest.  This transparency has been enhanced 

by the CSA’s recent CRM2 and Point of Sale reforms.  Under CRM2, dealers must provide 

clients with annual reports which include disclosure of the total amount of trailing commissions 

in dollars and cents.  And, with the Fund Facts documents (Point of Sale disclosure), investors 

are made aware of whether compensation is paid by the fund manager to the dealer, as well as 

the amount as a percentage of the client’s investment.  These initiatives have undeniably 

increased the level of transparency in relation to investment fund fees, and made the associated 

disclosure more prevalent than ever.  In addition, AGF also acknowledges IFIC’s proposals with 

respect to CRM3 to advance even further levels of transparency for investors.  Again, the 

positive impacts of these current and future reforms must be given time to take shape.           

 

Of all advised investors surveyed under the Gandalf Report, a noteworthy 62% were very 

satisfied with regard to their advisors’ transparency about fees and commissions they pay to 

invest, and only 7% were very dissatisfied.  AGF suggests that it is therefore not 

transparency that is an issue. 

 

When it comes to disclosure, AGF respectfully disagrees with the CSA’s assumption that 

investors may not be reviewing disclosure provided to them.  According to the Gandalf Report, 

most investors said they read the details included in statements provided to them by advisors, 

financial institutions or fund providers about the fees and commissions they are charged:  53% 

said they read this information in every statement, and an additional 36% read that information 

occasionally.  These percentages do not vary significantly between the advised and non-advised 

investors that were surveyed.  To this end, AGF submits that the intake of disclosure by 

investors also does not appear to be an issue. 

 

AGF concurs with the indicative and insightful statement made in the PwC Report that 

“transparency, financial literacy and long-term relationships between advisors and investors 

are the ultimate assurance for a well-functioning financial advisory market, where interests of 

advisors and investors are aligned”.   Evidence in the investment fund marketplace suggests 

that transparency and long-term relationships with advisors are already established to be in 

existence.  What is therefore lacking from PwC’s equation is investors’ financial literacy. 

 

The Gandalf Report provides recognition that while investors are fully informed (i.e. there is 

transparency) and they do in fact read disclosure, there is an inherent gap in commensurate 

knowledge/understanding about the fees and commissions they are charged.  Most investors 

would appear to have at best a moderate level of knowledge about fees they pay in respect of 

funds they own:  38% said they were very knowledgeable, another 38% had a moderate level of 

knowledge, and 16% admitted they knew very little about the fees and commissions they pay.  

Few have heard a great deal about trailing commissions per se:  only 13% of investors surveyed 

had heard a great deal about these commissions recently; 31% felt they had heard something; 

28% very little; and 24% said they had heard nothing about these commissions.  This does not 
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mean that the embedded commission compensation framework is risky or harmful (or in need of 

discontinuance in favour of other compensation models under which investors’ knowledge-level 

does not appear to have been proven to be more profound); it simply means that investors may 

need more tools to understand and appreciate the fees/commissions (and corresponding 

disclosure).  The PwC Report even challenges that “the increased transparency rules that were 

fully implemented in Canada in 2016 are capable of mitigating the fee information gap that 

existed prior to this legislation…we do not have yet empirical data to test the validity of the 

effectiveness of these rules in conveying fee information to investors…however, the relatively 

high education profile of Canadian investors and the fact that currently the majority of 

Canadian investors in mutual funds are informed support the hypothesis that Canadian 

investors would be able to understand information disclosed about their investments, even upon 

a cursory review of the statements sent to them”. 

 

As a result of the foregoing, AGF encourages the CSA to focus ALTERNATIVE efforts on the 

“financial literacy” of investors.  PwC’s analysis suggests that existing reform, given more 

time to assess the impact, may already be impactful in bridging the financial asymmetry gap.  In 

addition, the Gandalf Report indicates that 39% of all investors (including 42% of advised 

investors) have noticed improvements in the amount of information being disclosed to them in 

recent years.  More time is clearly needed to allow for the positive impacts of transparency and 

disclosure to continue to be felt among investors, and assessed by the regulators.  Nonetheless, 

in the event that more work is proven to be more imminently warranted in this area, AGF 

believes that the industry would be extremely supportive in working together with the CSA on 

developing tactical initiatives toward the advancement of financial literacy in the area of 

dealer/advisor compensation generally, and embedded commissions specifically. 

 

AGF also urges the CSA to re-examine its position on the ALTERNATIVE of “enhancements 

to disclosure”.  Given that the data shows that investors do read disclosure, if investors are 

given the tools to increase their knowledge (the alternative indicated above) to be able to 

understand and interpret additional information to benefit from added/enhanced disclosure, this 

should be put back in contention as a plausible option for reconsideration by the CSA. 

 

C. VALUE OF ADVICE 

 

One of the most fundamental concerns associated with discontinuing the embedded commission 

compensation model is that investors will ultimately be impacted in a negative way – i.e. in 

contravention of the “investor protection” standard being advocated by the CSA.  Perceptions of 

conflicts of interest and misconceptions around transparency and disclosure aside, research and 

data signals are leading to the unfortunate (and unintended) realization that the CSA’s proposal 

to discontinue embedded commissions would undermine the tenet of the “value of advice”, 

and would create an “advice gap” to the detriment of investors. 

 

The PwC Report succinctly outlines the unintended consequences associated with the Paper’s 

proposals:  “banning embedded commissions in Canada would likely lead to negative 

consequences for the mass-market investors in the form of:  (a) less access to financial advice; 

(b) lower savings available at retirement; and (c) higher cost of advice for those who would 

want to continue receiving financial advice”.  This clearly would be a negative outcome for 
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investors, and underscores the critical need for the CSA to focus efforts on analyzing these 

adverse consequences. 

 

The PwC Report makes it clear that the repercussion of discontinuing embedded commissions is 

that “advisors who serve mass-market investors will not find it economically worthwhile to 

continue to serve some of those clients, if they are forced to reduce their fee significantly below 

what they currently receive from embedded fees…in those cases, mass-market investors who 

wish to continue being served by a financial advisor will find the cost of advice higher as a 

result of the need to compensate for the dis-economies of scale involved in serving smaller 

accounts”. 

 

The recent MFDA Client Research Report
4
 (the “MFDA Report”) identifies that 

notwithstanding deposit taking firms are responsible for servicing the majority of MFDA 

Member households, financial advisory firms do still form a significant part of the industry – 

servicing 2.36 million mass market households.  The MFDA Report contends that financial 

advisory firms would be the most likely to experience an impact from a ban on embedded 

compensation.  The MFDA Report provides that (i) “approximately 56% of advisors licensed 

with financial advisory firms have small books of business and primarily rely on DSC 

commissions to finance their operations”; and that (ii) “mass market clients are more likely to 

purchase DSC funds and therefore are also more likely to experience an impact from 

discontinuing embedded commissions”.  This is clearly an unintended consequence that would 

result from the proposals in the Paper.  

 

Fee-based compensation arrangements in Canada require minimum size portfolio assets – and, 

many investors who currently use an advisor simply do not meet the $100,000-$300,000
5
 

threshold.  Aside from the investable asset threshold limitations, advised investors (as evidenced 

in the Gandalf Report) also appear to have a clear preference to pay for advisory services 

indirectly (out of the funds they buy, and with the payment made by the fund provider or 

financial institution) as opposed to paying directly by way of a payment (cash, cheque, bank 

payment or credit card):  55% (indirect) versus 33% (direct).   

 

Based on survey data from the Gandalf Report, 24% of all investors surveyed expressed 

that if mutual funds no longer had embedded commissions paid from the funds (and 

advisors instead charged for advice and service directly), they would be less likely to seek 

out advice from an advisor.  In addition, for this subset of investors who would be 

impacted by the “advice gap”, such investors are expected to ultimately save less for their 

futures.  The PwC Report suggests that “those who could potentially be deprived of access to 

financial advice following the ban on embedded commissions would accumulate on average 

$240,000 less in savings prior to retirement than those with access to advice” (i.e. the “wealth 

gap”). 

     

AGF maintains that the advice and wealth gaps articulated above should not be overlooked or 

downplayed.  AGF believes that investors’ access to advice, and their incentives to invest, 

                                                 
4
 “MFDA Client Research Report:  A Detailed Look Into Members, Advisors and Clients” (May 23, 2017) by the Mutual Fund 

Dealers Association of Canada. 
5 PWC Report – p.52. 
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should be protected – not only to the benefit of those individuals, but also in an effort to 

continue to propel Canada’s socio-economic expectations and priorities. 

   

The importance and value of advice lies at the foundation of the Canadian financial 

marketplace.  Academic research, as cited in the PwC Report, confirms that “while financial 

advisors are not able in their investment choices to consistently beat relevant market 

benchmarks after fees, their advice generates significant net benefits to investors in terms of a 

more disciplined savings behaviour, overall higher asset values, more efficient tax planning, 

and retirement confidence”.  Investors trust and rely upon advisors to guide them with respect to 

financial decision-making.  Of the investors surveyed under the Gandalf Report, nearly half 

(48%) said that they rely on advisors to help them with most or all of their investment decisions.  

Further, a large majority (79%) of investors surveyed under the Gandalf Report agreed that 

advisors play a very important role in encouraging people to start saving and investing; and 77% 

concurred that advisors can mean the difference between investors meeting and missing their 

financial objectives.  When it comes to overall satisfaction, it is also important to note that a 

striking majority (70%) of advised investors surveyed under the Gandalf Report expressed high 

satisfaction levels with their financial advisors.   

 

All of this evidence and research points to the critical importance of access to advice for 

the Canadian investing public.  The above-noted unintended consequences associated with 

discontinuing embedded commissions will undoubtedly result in Canadians being deprived 

of a resource (financial advice) that they clearly rely upon heavily. 

 

AGF also cautions the CSA from relying upon robo-advice and other passive investing options 

as a panacea to resolving an advice gap that would be caused by banning embedded 

commissions.  AGF agrees with The Investment Funds Institute of Canada’s (“IFIC”) reasoning 

that the widespread use by mass market investors of online advice and passive investment 

strategies “has yet to weather a full market cycle”, and therefore should not be conveyed as a 

preferred alternative for investors.  Similarly, with regard to passive investing, AGF echoes the 

view of IFIC that while active and passive investing can/should co-exist in the Canadian 

financial marketplace to meet the varying needs and interests of investors, the regulators “need 

not ‘tip the scale’ in favour of one product of another…in fact, doing so may result in 

unintended consequences”. 

 

AGF also points the CSA to recent research data published by HSBC
6
 which revealingly 

reported that of 1001 Canadians represented in the survey, only 7% said that they’re likely to 

trust recommendations delivered by a robo-advisor, and only 18% felt that rob-advisors would 

be able to offer more accurate advice than human advisors.  Canadians clearly are not at the 

forefront of embracing this sort of technology-driven advice channel.  As a result, the CSA 

should not place strong reliance on robo-advice to counteract the negative effects of banning 

embedded commissions. 

 

 

  

 

                                                 
6
 “Trust in Technology” Report (May 2017) commissioned by HSBC. 
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D. PRESERVING INVESTOR CHOICE 

 

In the Paper, the CSA articulated an anticipatory recognition of the impact of discontinuing 

embedded commissions on independent investment fund manager stakeholders:  “independent 

investment fund managers will still be at a disadvantage as they may not be able to gain access 

to those firms with closed, proprietary only, product shelves”.  AGF submits that this outcome 

would only prove to be detrimental to investors.  Availability of investment choice should be 

at the forefront of any regulatory initiatives aimed at protecting investor interests.  

Moreover, AGF contends that in implementing any associated regulatory reforms, it is 

vital that the CSA ensure that they do not produce outcomes that limit or reduce 

investment choice and access to affordable investment advice. 

 

Presuming, as the CSA suspects, that the proposals in the Paper could have the effect of 

narrowing product shelf offerings, AGF submits that this adverse outcome would reduce the 

diversity of investment products available for investors.  AGF accordingly argues that this is not 

beneficial to investors, nor can it be viewed as being in the best interest of investors. 

   

AGF urges the CSA to expand the scope of its analysis toward improving avenues for open 

architecture (versus closed product shelves) within distribution channels in an effort to 

safeguard investor choice.  Moreover, AGF agrees with IFIC’s assertion (as supported by the 

PwC Report) that banning embedded commissions will only “further concentrate the market for 

investment products and services by favouring scale and affiliated vertically integrated financial 

institutions….the end result will be a market with less choice, less access and less competition”.  

None of these outcomes best serves investor interests.  AGF suggests that by instead targeting 

avenues for change within the captive sales force/closed distribution networks, the CSA could 

effectively negate any disruption that would otherwise be felt by pursing the proposals set out in 

the Paper.   

FOREIGN JURISDICTION EXPERIENCE 
 

Notwithstanding the CSA’s position in the Paper that “while observations about the impacts of 

relevant reforms in other jurisdictions are informative and insightful, we [the CSA] consider 

that the potential impacts from similar reforms in Canada might not be the same”, AGF 

believes that the determinations and experiences from foreign jurisdictions must be reviewed 

with a lens toward informing the Canadian financial marketplace about comparative 

jurisdictional similarities and/or rationale for action (or no action). 

Analysis recently published by IFIC
7
 reveals a number of significant trends that should not be 

disregarded by the CSA in assessing the proposal to discontinue embedded commissions: 

1. Few jurisdictions have banned embedded commissions  

“The option of banning embedded commissions has been evaluated by securities regulators in 

many jurisdictions. Only four (Australia, the Netherlands, the U.K. and South Africa) have 

opted to proceed. In three of these countries, the decision to ban embedded fees was triggered 

                                                 
7
 “Global Regulatory Developments and Impacts” Report (April 2017) by The Investment Funds Institute of Canada. 
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by unique local circumstances. In both the U.K. and the Netherlands, a commission ban was 

introduced following a number of miss-selling scandals in the insurance and mortgage sectors.  

The Australian reforms were established in reaction to the collapse of three major financial 

firms. 

Securities regulators and governments in seven countries have explicitly ruled out a total ban on 

embedded commissions (Denmark, Ireland, Sweden, Hong Kong, Germany, New Zealand and 

Singapore). 

In all, only 13% of total worldwide mutual fund assets of $39.4 trillion are covered, or slated to 

be covered, by a ban on embedded commissions.” 

2. Early evidence of unintended consequences  

While the IFIC report acknowledges that “it is too early to evaluate success in the markets that 

have made sweeping changes, the report also contends that early evidence can serve as a guide 

to other regulators that are considering similar changes”.  In the United Kingdom, for example, 

the Financial Advice Market Review (FAMR) has found that accessibility to financial advice 

“has been reduced such that advice is primarily available and affordable only for the more 

affluent”. 

3. Enhanced disclosure is the favoured regulatory option in most jurisdictions 

“The majority of markets have made enhanced disclosure a key element of newly developed 

financial principles and policies. Enhanced disclosure initiatives have been implemented in 

every country reviewed except the U.S. The majority of disclosure has come in the form of 

detailed information on fees and commissions to improve transparency.” 

AGF disputes the proposition that Canada’s circumstances are so unique as to warrant 

special consideration for the banning of embedded commissions.  As expressed throughout 

this letter, no evidence has been presented by the CSA to suggest that Canada’s investors 

are experiencing actual harm associated with the embedded commission compensation 

model.  In fact, Canada-specific data instead suggests that the unintended consequences 

associated with a ban would far outweigh any perceived benefits to investors. 

As articulated throughout this letter, AGF maintains that there is no investor demand for the 

discontinuance of the embedded commission compensation model in Canada.  The Gandalf 

Report independently suggests that “there is limited dissatisfaction with the current system of 

financial advice in Canada and the way advisor compensation is calculated”.  To that end, AGF 

strongly encourages the CSA to reconsider its views expressed in the Paper.   

For over 60 years, AGF has had the privilege of serving Canadian retail mutual fund 

investors, and has been fortunate to be able to sustain its independence in an increasingly 

global and consolidating environment.  As a result, AGF is a fierce proponent of the 

principles of investor “options and choice”, and believes that securities regulators should 

strive to sustain such principles in all aspects of regulatory reform.  AGF does not believe 

that “investor protection” reforms should be subjectively advanced where:  (i) there is no 
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evidence that embedded commissions are innately harmful to investors; (ii) the unintended 

consequences from such reforms will invariably undermine investor interests (limiting 

investor choice, as well creating an “advice gap” and “wealth gap” for investors); and (iii) 

there is limited investor “call to action”.  The expected disruption to the industry (which 

will inevitably cascade down to investors in the form of less access to investment choice 

and financial advice) is, in AGF’s view, an extremely high price to pay for very little 

upside advancement in improving investor outcomes.   

Notwithstanding our principled (and data-supported) view that the current system is not broken, 

nor is it riddled with inherent risk of harm for investors, AGF does accept that there is room for 

certain improvements within the realm of compensation awareness within the investment fund 

industry.  Certain of our proposed ALTERNATIVES (with respect to re-focusing efforts on 

financial literacy and enhanced disclosure) have been identified above.  AGF also submits 

that the following ADDITIONAL ALTERNATIVE REFORMS (as raised and further explained in 

IFIC’s response letter) may warrant further analysis: 

 With investor agreement, allow for dealer fees to be paid by investment fund 

managers out of redeemed fund units/shares 

 Allow for Series A (or equivalent) units/shares to be sold only in channels where 

advice is permitted 

 Allow DSC funds to be available only within established guidelines (i.e. suitable, 

given the client’s age or time horizon) 

 Simplify pricing, and standardize naming conventions for fund series 

We thank you for the opportunity to raise the above issues with you.  We look forward to 

continued constructive dialogue with respect to the optimal methods for improving the 

experience of investment fund investors in relation to the compensation payments they make to 

dealers and their representatives.   

 

Yours very truly,  

 

AGF INVESTMENTS INC. 

 

 

Per: 

Blake C. Goldring 

Chairman 

 



APPENDIX A 

GANDALF REPORT 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 

 


