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THIS MONTH

Fixed Income ETP flows surged in early February while Equities recovered
after a rocky start.

• Global ETP inflows finished February at $27.2bn spurred on by Janet Yellen’s February 
11th address to Congress, which was well received by equity markets.

• Fixed Income flows of $19.6bn set a new monthly record amid expectations for continued 
low interest rates and low inflation.

– US Treasuries brought in $11.4bn and Investment Grade Corporate gathered $3.6bn. 
High Yield Corporate added $1.4bn.

– Despite inflows into all duration buckets, Short Maturity funds had a record month taking 
in $7.4bn.

• Overall Equity flows were moderate at $5.8bn with investors continuing to favour non-US 
Developed Markets exposures.

– Japanese Equity inflows reached $4.1bn and Pan-European funds gathered $2.8bn as 
evidence continues to point toward improving growth in the region.

– US Equity outflows totaled ($0.2bn) and Emerging Markets shed ($4.5bn).

February played out as a tale of two halves and ETPs enabled market participants to 

efficiently reallocate capital as sentiment shifted.

Prior to Yellen’s remarks, Equity ETP redemptions reached ($21.2bn) while Fixed Income 

accumulated $16.8bn as investors waited out the equity market volatility that carried 

over from January.

Subsequently, the trend reversed with Equities recovering $27.1bn (largely US Equity) 

while Fixed Income cooled but still brought in an additional $2.8bn

Sources: BlackRock, Bloomberg.

Terry Krowtowski, Vice President
Radius Financial Education
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Decoding the “Buzz”
Around Smart Beta

ETFs are an ideal vehicle to gain exposure to smart beta strategies. Their flexibility, transparency and ease of
implementation have led to significant growth over the past year - capturing more than 29% of U.S. ETF equity
inflows and representing 19% of total December 2013 ETF assets.2

The Cogent study further reveals that while market-cap-weighted ETFs continued to be the most widely used
ETFs, nearly one-quarter (24%) of institutional asset managers currently use smart beta ETFs – a number that’s
expected to rise. According to the study, the primary reason institutional decision-makers use smart beta ETFs
stems from their belief that these funds “help manage volatility, increase diversification and provide access to
enhanced risk-adjusted returns.”

Perhaps even more noteworthy, smart beta ETFs are poised for the greatest growth relative to all other ETF
categories over the next three years. The study finds that more than half (53%) of institutional decision-makers
expect to increase their use of smart beta ETFs, while less than half (48%) say they intend to increase their use
of market-cap-weighted ETFs. 

While intelligent indexing has long been a part of the PowerShares’ DNA, it’s a
relatively new idea to many investors. A 2013 study from Cogent Research1 shows
how far Smart Beta has moved towards the mainstream of investor perception.

Michael Cooke
Head of Distribution
PowerShares
Canada
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Among U.S. registered investment advisors, the study reveals that
smart beta ETF use is driven by four primary objectives: tactical asset
allocation, reducing portfolio volatility, access to specific
markets/sectors and enhanced tax-efficiency.

And the evidence shows that professionals using smart beta ETFs
clearly recognize the value they provide. According to the study, 70%
feel they effectively manage portfolio volatility and nearly as many
(68%) feel smart beta ETFs provide better risk-adjusted returns than
cap-weighted ETFs.

PowerShares Smart Beta Strategies
Given the rapid adoption of Smart Beta options – and how quickly
many providers have introduced strategies to meet the growing
demand – it’s vital that investors understand the variety of options
available. Whether one is looking to fulfill a core or satellite asset
allocation, PowerShares Canada offers Smart Beta options in two
distinct categories: single-factor and multi-factor strategies. 

Single-Factor Strategies
Smart Beta strategies allow investors to gain access to specific
investment factors – like stocks with below average volatility – in
order to better manage risk or potentially outperform market-cap
weighted benchmarks. While the concept of low-volatility investing is
not new to investors, it has become more relevant following the
financial crisis of 2008, which has arguably made investors more
averse to volatility and risk. And the trend shows no sign of
weakening. Within the smart beta ETF category, low-volatility funds
experienced the greatest growth in 2013: an impressive 99%.3

The S&P 500® Low Volatility Index, provides a transparent benchmark
from which to evaluate the strategy. It consists of the 100 stocks from
the S&P 500 Index with the lowest realized volatility over the past 252
trading days, as of the most recent quarterly rebalancing. The index
exhibited 30% less volatility than the S&P 500 Index over a 10-year
period and 24% less over a 20-year period. Despite the lower
volatility, the S&P 500 Low Volatility Index outperformed the S&P 500
Index by 3.99% annualized over the 10-year period and by 2%
annualized over the 20-year period.4

A simple and cost-effective way to get exposure to a rebalanced
portfolio of low-volatility Canadian equities is to invest in
PowerShares S&P/TSX Composite Low Volatility Index ETF
(TSX:TLV) or its U.S. equities counterpart, PowerShares S&P 500
Low Volatility (CAD Hedged) Index ETF (TSX:ULV).

PowerShares Canada also offers a strategy focusing on high dividend
yielding stocks. Companies paying stable and increasing dividends
prove year-after-year that they generate abundant free cash flow and
are disciplined allocators of capital. The PowerShares Canadian
Dividend Index ETF (TSX:PDC) starts with all companies that have
had stable or increasing dividends over the past 5 years, screening
for the 60 companies with the highest dividend yield, and then builds
a portfolio of the largest 45 companies, weighted by their market
capitalization. The resulting portfolio - heavy in household name, blue
chip companies - has historically provided exceptional risk-return
characteristics and a much higher dividend yield when compared to
traditional market capitalization weighted indices.

Multi-Factor Strategies
Among PowerShares Canada’s multi-factor strategies, perhaps the
most prominent is the Fundamental Equity category, which utilizes
Research Affiliates’ Fundamental Index® (RAFI) methodology. 

The Fundamental Index® use four measures of company size to
determine a stock's weight in the index. Assigning weights based on
the size of a stock's financial footprint can help to reduce the impact
of price-distorting factors and provide a more objective
representation of the market.  In an effort to mitigate the effects of
mispricing, the Fundamental Index methodology assigns weights to
stocks based on four fundamental measures, sales, cash flow book
value and dividends. These are objective factors that exist
independently of a stock's price and seek to provide metrics of size
that are not swayed by the whims of the market.

The result: The potential for higher risk-adjusted returns.

PowerShares’ Fundamental Index ETF advantage is available for both
Canadian and U.S. equities: PowerShares FTSE RAFI Canadian
Fundamental Index ETF (TSX:PXC) and PowerShares FTSE RAFI
US Fundamental (CAD Hedged) Index ETF (TSX:PXU).

Conclusion
PowerShares believes that Smart Beta strategies employ the features of
both worlds, providing investors the opportunity to retain broad market
exposure, with the potential to achieve long-term outperformance when
compared to a traditional market-cap weighted index and reduce
portfolio risk in a liquid, transparent and low-cost way. 

Among smart beta ETF providers, the PowerShares brand stands out
as an industry leader with more than $100 billion in assets under
management worldwide. PowerShares Canada’s smart beta ETFs
give investors a powerful middle ground between actively managed
funds and cap-weighted indexes. As a supplement to other
investment strategies, this emerging fund category provides an
effective tool for investors seeking to lower costs, reduce risk and
provide superior risk adjusted returns.

For more information on PowerShares Canada’s products, please
visit www.powershares.ca

Michael Cooke, Head of Distribution
PowerShares Canada
michael.cooke@invesco.com 

1. All data sourced from Cogent Research, The Evolution of Smart Beta ETFs Report, Oct. 11, 
2013, unless otherwise noted.

2,3,4. Source: Bloomberg LP as of Dec. 31, 2013

Commissions, management fees and expenses may all be associated with investments in
exchange-traded funds (ETFs). ETFs are not guaranteed, their values change frequently and past
performance may not be repeated. Please read the prospectus before investing. Copies are
available from Invesco Canada Ltd. at www.powershares.ca. 

There are risks involved with investing in ETFs. Please read the prospectus for a complete
description of risks relevant to the ETF. Ordinary brokerage commissions apply to purchases and
sales of ETF units.

Most PowerShares ETFs seek to replicate, before fees and expenses, the performance of the
applicable Index, and are not actively managed.  This means that the Sub-advisor will not attempt
to take defensive positions in declining markets and the ETF will continue to provide exposure to
each of the securities in the Index regardless of whether the financial condition of one or more
issuers of securities in the Index deteriorates.  In contrast, if a PowerShares ETF is actively
managed, then the Sub-advisor has discretion to adjust that PowerShares ETF’s holdings in
accordance with the ETF’s investment objectives and strategies. 
ETFs are not diversified investments.

e
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There’s No Debating
the Intelligence of
“Smart Beta”

Exchange-traded funds (ETFs) are continuing their ascent in the Canadian marketplace, which comes as no
surprise given their inherent transparency, relatively low cost and liquidity – not to mention their ability to find
a comfortable fit in almost any portfolio. From the cautious buy-and-hold investor to the more aggressive
opportunity seeker, the ETF universe is expanding to meet the needs of all investor types.

ETFs are getting more specialized too. There is a fairly new type of ETF on the street – one that looks beyond
systematic risk (beta) to other factors that tend to impact relative performance. It is called “smart beta.” While the
use of this term remains contentious (given the concern that by referring to these as “smart”, individuals may
perceive traditional ETFs as “dumb”), all smart beta ETF providers have one belief in common: that market
capitalization does not capture all of the relevant information about a company’s value and potential.

Smart beta ETFs strive to deliver superior risk-adjusted returns for investors, while addressing concerns that cap-
weighted indices will potentially expose them to overvalued stocks and higher volatility. As a result, the smart
beta market segment is growing rapidly. Some of the most well-known index providers in the world, including
Morningstar, MSCI, and Russell Investments, are focused on creating sophisticated, smart beta indices to meet
the evolving needs of investors.

Lifting the veil on this evolving topic.

Rohit Mehta
Senior Vice President,
First Asset Exchange
Traded Funds 



CANADIAN ETF WATCH 7

At First Asset, smart beta indexation means “factor-based” investing.
Factors are the empirically validated characteristics of stocks that
demonstrate a market-cap-weighted portfolio is not the only, nor
necessarily the best, way to hold a portfolio. Several of these First
Asset ETFs are built using Morningstar® CPMS™ – Morningstar’s
proprietary equity research platform that integrates fundamental and
technical data with analysts’ earnings estimates for over 3,600
Canadian and U.S. stocks. First Asset has created ETFs that aim to
replicate Morningstar® Indexes using quantitative models that capture
value, momentum, or dividend effects for Canadian investors.

For example, First Asset Morningstar Canada Momentum Index ETF
(TSX: WXM) and First Asset Morningstar Canada Value Index ETF
(TSX: FXM) are designed to provide diversified exposure to Canadian
issuers that have demonstrated, among other things, positive
momentum in earnings and price (in the case of WXM), and “value”
characteristics like low price to book and low price to earnings (for
FXM). For investors who value these highly important qualities when
investing in a company, WXM and FXM are effective solutions to
replace or supplement a traditional cap-weighted ETF.

First Asset offers other smart beta (factor-based) ETFs that are
focused on the volatility factor, including: First Asset MSCI Canada
Low Risk Weighted ETF (TSX:RWC), First Asset MSCI Europe Low
Risk Weighted ETF (TSX:RWE), First Asset MSCI USA Low Risk

Weighted ETF (TSX:RWU) and First Asset MSCI World Low Risk
Weighted ETF (RWW). All of First Asset’s foreign ETFs are available
in hedged and unhedged versions.

While any controversy over the term “smart beta” may remain a topic
of conversation for some time, the benefits of incorporating smart
beta strategies – or factor-based ETFs – into an investment portfolio
are clear. When seeking an indexing strategy that offers the potential
for superior risk-adjusted returns, smart beta works.

To learn more about the benefits of “smart beta” and factor-based
investing with First Asset ETFs, please contact First Asset Exchange
Traded Funds at 1.877.642.1289.

Rohit Mehta, Senior Vice President, First Asset Exchange Traded Funds
info@firstasset.com    

Disclaimer: This communication is intended for informational purposes only. First Asset ETFs are
offered by prospectus. Individuals should seek the advice of professionals, as appropriate, and
read a Fund’s prospectus prior to investing. Copies of the prospectus may be obtained from your
investment advisor, First Asset or at www.sedar.com. Commissions, trailing commissions,
management fees and expenses all may be associated with an investment in ETF Funds. ETF
Funds are not guaranteed, their values change frequently and past performance may not be
repeated. The opinions contained in this article are solely those of First Asset and are subject to
change without notice. First Asset is under no obligation to update the information contained
herein. The information should not be regarded as a substitute for the exercise of your own
judgment. The First Asset ETFs are managed by First Asset Investment Management Inc.
Morningstar® is a registered trademark of Morningstar, Inc. Morningstar Indexes have been
licensed for use for certain purposes by First Asset. Morningstar, Inc. does not sponsor, endorse,
issue, sell or promote the First Asset ETF’s noted, makes no representation regarding the
advisability of investing in those ETFs and bears no liability with respect to that security or any
other security linked to Morningstar Indexes. Morningstar Indexes cannot be invested in directly.
The past performance of Morningstar Indexes is not a guarantee of the Index’s future performa
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l’industrie financière  

canadienne a accueilli avec un 

soupir de soulagement l’entente 

intergouvernementale (EIG) sur-

venue entre le Canada et les États-

Unis concernant la FATCA (Foreign 

Account Tax Compliance Act).

Cette loi américaine sur les 

comptes à l’étranger, qui vise à 

combattre l’évasion fiscale de ci-

toyens américains qui habitent 

au Canada et dans tout pays 

étranger, doit entrer en vigueur le 

1er juillet prochain.

À L’AFFICHE Conseiller le plus engagé dans sa communauté 

de Finance et Investissement, Julien Dufour épouse plusieurs 

causes qu’il affectionne. À lire en page 4.
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C O M M I S S I O N  U N I Q U E

Le FMI  
s’en mêle

dans son dernier pro-

gramme d’évaluation du secteur 

financier canadien, le Fonds mo-

nétaire international (FMI) écrit 

que la mise en place d’un « ré-

gime coopératif de réglementa-

tion des valeurs mobilières » tel 

que préconisé par le gouverne-

ment fédéral serait bénéfique 

pour le Canada.

Ce constat n’est pas passé ina-

perçue à l’Autorité des marchés 

financiers (AMF).

Ainsi, le FMI lance carrément 

des f leurs au système écono-

mique et financier canadien.

« Si le système bancaire du Ca-

nada était une personne, une 

fiancée pourrait le présenter à ses 

parents : stable, solide, riche et 

prudemment réglementé », peut-

on lire dans le bulletin du FMI 

qui le résume.

Néanmoins, l’organisation in-

ternationale note certaines la-

cunes. Celle qui a trait à la régle-

mentation des valeurs mobilières  

a suscité le plus de réactions à 

Ottawa et au Québec.

« Il est surprenant que le FMI 

se préoccupe encore du débat 

le budget fédéral de 2014 

abolit deux avantages fiscaux  

liés aux fiducies, mais il assou-

plit les règles pour les dons 

successoraux.

La première mesure suppri-

mée, soit l’imposition au taux 

maximum des fiducies testa-

mentaires et des successions, 

était attendue. Le ministère des 

Finances avait mené des consul-

tations à cet effet en 2013.

La deuxième mesure est plus 

F I D U C I E S

Disparition 
de deux 
privilèges

PAR GUILLAUME POULIN-GOYER

FAT C A

Un accord 
bienvenu
PAR YAN BARCELO

L’organisation vante le 

régime canadien, mais 

favorise tout de même 

la commission unique.

PAR MARIE-CLAUDE FRENETTE

8e Colloque de conformité

Le Centre Sheraton Montréal

Pour de plus amples informations, consultez la page 30.
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there’s remarkable con-

sensus that the lack of regulation 

for financial planners needs to be 

addressed, but figuring out what 

to do is another matter.

For the better part of 20 years 

now, the complete absence of 

any oversight of or restriction on 

the practice of financial plan-

ning in most provinces has been 

identified as a glaring gap in the 

Canadian regulatory framework. 

The problem was pointed out in 

securities lawyer (now retired) 

Glorianne Stromberg’s seminal re-

port on the mutual fund industry 

way back in 1995. However, vari-

ous efforts at correcting this basic 

flaw over the years have inevitably 

faltered for one reason or another. 

Now, Ontario’s provincial govern-

ment is taking another crack at it. 

The Ontario Ministry of Fi-

nance’s economic outlook this 

past autumn signalled the inten-

tion to tackle this issue once again. 

Michael Smith, best known as a former Olympic decathlete and 

as a TV sports commentator, is an established investment advisor 

with Peters & Co. Ltd. in Calgary. Smith (pictured here at his home 

with his dog, Jersey) says his career as an athlete taught him 

valuable lessons about volatility, which he applies daily in working 

with his high net-worth clients. Says Smith: “I can talk people off 

a cliff or tell them not to party too hard.” (See story on page B8.)

F I N A N C I A L  P L A N N I N G 

Are new 
rules on the 
horizon?

for some time, policy- 

makers have been worried about 

rising household debt levels in 

Canada. Borrowing for the pur-

poses of investing appears to be 

following that trend, too, with 

margin debt now at record levels. 

Regulators also are increasingly 

concerned about suitability and 

disclosure when investors play 

with borrowed money.

The latest data from the 

Investment Industry Regulatory 

insurance companies are 

facing pressure to reinvigorate 

their product offerings in order 

to bolster client appetite, with 

several rounds of price hikes and 

diminishing guarantees having 

made many insurance products a 

tougher sell for financial advisors.

However, insurers must strike a 

careful balance between offering 

long-term guarantees that appeal 

to clients and managing the risks 

associated with those guarantees, 

CHRIS BOLIN

WWW. INVESTMENTEXECUTIVE .COM
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International Investing –
Additional Factors
That Can Take a Bite
Out of Returns

Investing in international equities has a wealth of diversification benefits, and a simple and cost-effective way
of gaining exposure to these benefits is by using exchange traded funds (ETFs). However, in order for Canadian
investors to maximize their return net of taxes, it’s important to look into the potential impact of foreign
withholding taxes as part of the process for selecting the best investment solution.

Many countries impose a tax on income – whether that’s dividend or interest income – paid to foreign investors.
While the tax rate can vary from country to country, dividend payments from U.S. companies received by Canadian
investors are generally subject to a 15% withholding tax. Withholding taxes are deducted prior to the receipt of
the income and can often go unnoticed by investors. However, withholding taxes can have a substantial negative
impact on returns if they are not managed appropriately.

When an investor is looking to minimize withholding taxes on an ETF that provides international exposure, it is
important to consider two important components of the investment: 1) how the ETF is structured and 2) the type
of account in which the ETF will be held.

Stephen J. Hoffman
Vice President,
Exchange Traded
Funds,
RBC Global Asset
Management Inc.
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ETF Structure
How an ETF obtains its exposure to international markets can have
a significant impact on the amount of withholding tax ultimately paid
by an investor. Generally, a Canadian investor can gain exposure to
international markets through ETFs in one of three ways:

1 A U.S.-listed ETF that invests directly in a portfolio of international 
stocks

2 A Canadian-listed ETF that holds a U.S.-listed ETF that invests in 
a portfolio of international stocks

3 A Canadian-listed ETF that invests directly in a portfolio of 
international stocks

The differences between these three structures are subtle, but
striking, when it comes to the impact they can have on the amount
of withholding tax investors pay.

Note: A 15% foreign withholding tax rate was assumed for the purpose of this example. Rates vary from country to country. Depending on the
country mix, the U.S. ETF’s average withholding tax rate may be more or less than 15%.

Note: A 15% foreign withholding tax rate was assumed for the purpose of this example. Rates vary from country to country. Depending on the
country mix a Canadian ETF’s average withholding tax rate may be more or less than 15%.

By contrast, when a Canadian invests in a Canadian-listed ETF that gains exposure to international markets by investing directly in a portfolio of
international stocks, the Canadian investor is subject to only one level of withholding tax – by the country where the foreign stock is domiciled.
As shown below, a dividend paid by a foreign company would only be subject to one level of withholding taxes as the payments are sent to the
Canadian ETF.

When an investor holds a U.S.-listed ETF to gain exposure to
international stocks, they may be subject to two levels of withholding
tax. First, an investor is taxed by the country where the foreign stock is
domiciled. Second, they are taxed by the U.S. government when the
income is distributed by the U.S. ETF to the Canadian investor’s account.

Similarly, when an investor owns a Canadian ETF which gains
exposure to international markets indirectly by investing in a U.S.-
listed ETF (i.e. an ETF of ETFs), the Canadian ETF investor may again
be subject to two levels of withholding tax. As shown below, a
dividend paid by a foreign company would be subject to withholding
taxes as the payments are sent to the U.S. ETF, and distributions by
the U.S. ETF would be subject to U.S. withholding tax as they are
sent to the Canadian ETF.

Withholding taxes for Canadian-listed ETFs investing in

U.S.-listed ETFs to gain international equity exposure  

Pays a $1.00 
dividend 15% foreign 

withholding
tax = $0.15

Taxable foreign   
dividend income = $1.00  

Receives = $0.85
15% U.S. 

withholding
tax = $0.13

Taxable foreign 
dividend income = $0.85

Receives = $0.72

Foreign Security Canadian ETF U.S. ETF 

Withholding taxes for Canadian-listed ETF investing directly in international equities 

Pays a $1.00 
dividend

15% foreign withholding tax = $0.15 

Taxable foreign 
dividend income = $1.00

Receives = $0.85

Foreign Security Canadian ETF 

Continued on page 10
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Account Type
How an ETF obtains its exposure to foreign equities is only one part
of the picture: there is another level of complexity to the withholding
tax question. The type of account where an ETF is held is the second
important factor in determining the amount of withholding tax a
Canadian investor will pay. Different account types are subject to
withholding taxes in different ways. There are generally three groups
of accounts an individual investor may hold:

1 Taxable Accounts – Generally an investor can recover foreign 
withholding taxes paid directly via the “Foreign Tax Paid” box on 
your T3 or T5 slip. Withholding taxes paid indirectly are generally 
not recoverable.

2 Registered Accounts (RSPs, RIFs) – These accounts are not 
subject to U.S. withholding tax due to Canada-U.S. tax treaties,

3 TFSA/RESPs – These accounts are generally subject to withholding
taxes, regardless of where they are collected. No U.S. withholding 
tax exemption exists for these accounts.

Understanding the effects of 1) ETF structure and 2) the type of
account in which an ETF is held are two key ingredients which can
help an investor minimize withholding taxes. The chart below
summarizes the interaction between these two variables.

Other Tax Considerations
While minimizing withholding tax is an important objective, there may
be other tax considerations that investors may wish to consider.

U.S. Estate Taxes – High-net-worth investors should be aware of the
impact U.S. estate taxes may have on their estate upon their death.
For 2014, investors with over US$5.345 million in world-wide gross
assets and holding over US$60,000 in U.S. assets may be subject to
U.S. estate taxes, even if they are not U.S. citizens or residents. This
can result in significant, unanticipated expenses to their estate upon
death. With a maximum tax rate of 40%, it’s important to understand
which U.S. assets may be subject to the estate tax, and if there are
ways to minimize (or eliminate) this risk.

Assets such as U.S. real estate, stocks, bonds and units of U.S.
domiciled ETFs are among those that are subject to the U.S. estate
tax, while Canadian domiciled mutual funds and Canadian listed ETFs
that invest in the U.S. or foreign markets are not. As such, high-net-
worth Canadians looking to invest in U.S. or international equities may
wish to consider a Canadian domiciled ETF as one potential solution
that provides similar exposure, but is not subject to the U.S. estate tax.

CRA Foreign Reporting Requirements – As part of Canada’s 2013
federal budget, the Canada Revenue Agency (CRA) made changes to
the Foreign Income Verification Statement (Form T1135), requiring
taxpayers to report significantly more detail about their foreign property
ownership to the CRA than was required previously. Canadian residents
are now required to report their ownership interest in a number of
investments that are considered “specified foreign property” if the
cumulative costs (rather than market value) of all specified foreign
property exceeds C$100,000 at any time during the taxation year.

Specified foreign property generally includes (but is not limited to):
shares in foreign companies (even if held in a Canadian investment
account), bonds or debentures issued by foreign governments or
companies and interests in or units of foreign mutual funds (including
foreign-domiciled ETFs). Excluded from the reporting requirements are
property held in tax-deferred accounts (such as RSPs, RIFs, RESPs,
TFSAs and other registered accounts), units of Canadian registered
mutual funds (including Canadian domiciled ETFs) that invest in foreign
securities, and certain personal use and business properties.

Investors may wish to arrange their investment affairs, including the
selection of foreign investments such as Canadian-domiciled ETFs,
in such a way as to minimize their reporting obligations on these new
foreign reporting requirements.

Putting It All Together
Investing in international equities has many benefits to an investment
portfolio; however, it can also introduce additional complexities that must
be understood and considered. By ensuring that these tax considerations
are considered up-front in the decision making process, investors can
ensure they maximize their returns, while minimizing taxes.

Disclosure: Commissions, management fees and expenses may be associated with investments in
exchange-traded funds (ETFs). Please read the prospectus before investing. ETFs are not guaranteed,
their values change frequently and past performance may not be repeated. ETF units are bought and
sold at market price on a stock exchange and brokerage commissions will reduce returns. RBC ETFs
do not seek to return any predetermined amount at maturity. RBC ETFs are managed by RBC Global
Asset Management Inc., an indirect wholly-owned subsidiary of Royal Bank of Canada.

© RBC Global Asset Management Inc. 2014

Stephen J Hoffman, CA, CPA, CFA, Vice President,
Exchange Traded Funds, RBC Global Asset Management Inc.
stephen.hoffman@rbc.com

ETF Structure and Account Type Matter

ETF Structure

U.S.-Domiciled ETF 
Holding Foreign Stocks 

Directly

Canadian-Domiciled ETF 
Holding Foreign Stocks 
Indirectly via a U.S. ETF

Canadian-Domiciled ETF
Holding Foreign Stocks 

Directly

Taxable U.S. WHT Recoverable 
Foreign WHT Not Recoverable

U.S. WHT Recoverable 
Foreign WHT Not Recoverable

Foreign WHT 
Recoverable

Registered 
(RSP/RIF)

U.S. WHT Exempt* 
Foreign WHT Not Recoverable

U.S. and Foreign WHT 
Not Recoverable

Foreign WHT 
Not Recoverable

A
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nt
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yp

e

TFSA/RESP U.S. and Foreign WHT 
Not Recoverable 

U.S. and Foreign WHT 
Not Recoverable

Foreign WHT 
Not Recoverable

e

Continued from : International Investing   page 9
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RBC ETFs do not seek to return any predetermined amount at maturity. Index returns do not represent RBC ETF returns. 
RBC ETFs are managed by RBC Global Asset Management Inc., an indirect wholly owned subsidiary of Royal Bank of Canada.
® / TM Trademark(s) of Royal Bank of Canada. Used under licence. © RBC Global Asset Management Inc. 2014

Set yourself apart. Partner with the experience of Canada�s leading provider of 
income solutions. Visit rbcgam.com/etfs or call 1-888-770-2586. 
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With the leader in income solutions � including ETFs

New RBC Quant Dividend Leaders ETFs are another way to tap into the experience of RBC Global Asset Management. 
A proprietary rules-based investment approach helps deliver attractive income and higher growth potential. 
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ETF Success Still Tied
to Indexing 

Industry watchers continue to buzz about exchange traded funds (ETFs) based on “alterative indexes” that take
active risk, and even the prospect of ETFs that follow more traditional active strategies. Lost in the cacophony
is the primary reason ETFs continue to gain in popularity – the value of low-cost, broad-based, market-
capitalization-weighted indexing. 

But where does that value come from?

The zero-sum game 
Let’s start with the concept of a zero-sum game. The theory of a zero-sum game asserts that if one investor’s
dollars outperform the aggregate market, another investor’s dollars must underperform. As a result, the dollar-
weighted performance of all investors sums to equal the performance of the market.

In reality, investors pay commissions, management fees, bid-ask spreads, administrative costs, and, where
applicable, taxes – which combine to reduce realized returns. As a result, most of the dollar-weighted performance
of investors falls short of the aggregate market return.

Market-cap-weighted indexes remains key.

Atul Tiwari
Managing Director,
Vanguard
Investments Canada
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Implications for investors
Most traditional, index-based ETF have achieved returns close to
those of their target benchmarks, whereas the majority of actively
managed funds have failed to beat their benchmarks. 

Unfortunately, the record of such ETFs – and even traditional index
mutual funds – isn’t particularly extensive in Canada. As a result, our
research utilizes data from the U.S. index fund market to illustrate the
impact of investing in low cost index- based investments across
several investment categories. 

Our research takes into accounts “survivorship bias,” an important
consideration when measuring fund performance over time. Most
databases exclude “dead funds,” i.e., funds that didn’t survive the
full performance period because they were liquidated or merged out
of existence. However, by excluding survivorship bias, the degree of
underperformance by actively managed funds is understated and the
proportion of active managers that outperformed the market is overstated.

Percentage of active funds underperforming the average return of low-cost index funds

Investors whose portfolios have a significant allocation to such funds
often achieve lower investment costs, broader diversification, and the
potential for higher tax efficiency.

The indexing cost advantage
Considerable evidence exists that the odds of achieving
outperformance in an investing category are increased if investors
simply aim to seek the lowest possible cost for a given strategy.
Compared with traditional ETFs, active funds typically have higher
expense ratios because of higher operating costs.

While a fund’s expense ratio is easy to measure, many other fees are
hard to estimate. Turnover, or the buying and selling of securities
within a fund, results in transaction costs such as commissions, bid-
ask spreads, market impact, and opportunity cost. These costs are
incurred by every fund and detract from its net returns but are not
reflected in the fund’s expense ratio.

Note: The data represent the ten-year evaluation of actively managed funds across select investment styles. The data reflect the impact of survivorship
bias. Index funds are represented by funds with expense ratios of 20 basis points or less as of December 31, 2012. All returns are for the investor share
class. Past performance is no guarantee of future results. Note that hypothetical illustrations are not exact representations of any particular investment
since you cannot invest directly in an index or fund-group average.
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Benefits of including indexing in portfolios 
For investors seeking to achieve market returns or who wish to invest
in funds with low relative volatility, traditional, index-based ETFs are
suitable options. Specifically, such ETFs have three key advantages
relative to active strategies.

Diversification. These ETFs typically are more diversified than
actively managed funds, a by-product of the way indexes are
constructed. Except for ETFs that track narrow market segments,
most hold a broad range of securities in order to closely track their
target indexes, which dampens the risk associated with specific
securities and removes a component of return volatility.

Style consistency. Traditional ETFs maintain style consistency by
attempting to approximate the key characteristics of an index.
Conversely, an active manager may have a broader mandate, causing
the fund to be a “moving target” from a style point of view. Even if an
active manager has a well-defined mandate, the decision to over- or
underweight a security versus its weighting in the index can lead to
performance differences.

Continued on page 14



Taxes. Broad ETFs may provide a tax advantage over actively
managed funds. Because turnover is typically lower in both, they are
less likely to realize and distribute capital gains than its average
actively managed peer. That said, it’s important to note that the tax
efficiency of ETFs can vary tremendously, depending on the index a
fund seeks to track (all else being equal, narrower indexes may have
higher turnover) as well as the management process of the fund (all
else being equal, a full replication strategy would likely lead to lower
turnover than an optimization or sampling strategy).

The alternative index question
Of course, not all indexes are created equal. Called alternative
indexing, fundamental indexing, and, in some cases, smart beta –
these terms are used to describe any kind of index that follows an
alternative to the traditional method of market-capitalization
weighting of components. This means that to invest in an ETF based
off an alternative index means you’re taking a bet against the market. 

e
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Because investors end up betting against the market, the issues faced
by investors considering a rules-based passive strategy are similar to
those faced by investors considering actively managed funds, and
suggest investors evaluate these funds using an “active lens.”

However, evaluation of noncap-weighted strategies can be difficult.
Many are based on back-tested data. Our research demonstrates
that on average, back-tested performance does not appear to persist

past the live-index date (The date an index is first published to the
public and starts calculations using live data). In our view, this is
possibly because benchmarks are often being chosen for new
products based on their attractive past performance history. And of
course, past performance is no guarantee of future results.

Atul Tiwari, Managing Director, Vanguard Investments Canada
info-canada@vanguard.com 

A market-cap-weighted index is an “all-factor” index
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Based on funds surviving Based on survivors plus funds
for full period closed or merged during period

1 Year Large Blend 57% 60%
Small Blend 68% 69%
Foreign Large Blend 41% 45%
Emerging Markets 24% 28%
Intermediate Term Bond 19% 23%

3 Year Large Blend 77% 83%
Small Blend 73% 76%
Foreign Large Blend 51% 60%
Emerging Markets 36% 44%
Intermediate Term Bond 38% 49%

5 Year Large Blend 72% 82%
Small Blend 69% 78%
Foreign Large Blend 43% 57%
Emerging Markets 48% 59%
Intermediate Term Bond 21% 44%

10 Year Large Blend 69% 85%
Small Blend 74% 84%
Foreign Large Blend 52% 73%
Emerging Markets 60% 71%
Intermediate Term Bond 63% 80%

Continued from : ETF Success Still Tied to Indexing    page 13
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How much 
difference can 
1.73% make?
Lots, actually. It’s the average difference in MERs between 
the Vanguard ETFsTM and Canadian mutual funds. And that 
difference could add $70,454 in value to the typical Canadian 
portfolio over the next 10 years, and $229,715 over the next 20.

Compare your mutual funds to Vanguard ETFs 
vanguardcanada.ca/costcompare

Winner - Canada 
Vanguard Investments Canada Inc.

2013 Morningstar ETF Provider of the Year 
2013 Morningstar Best Equity ETF

Morningstar Awards 2013 ©. Morningstar, Inc. 
All Rights Reserved. Awarded to Vanguard Investments Canada Inc. for Morningstar ETF Provider of the Year and Best Equity ETF, Canada.  
For further information about the Morningstar Awards, including information relating to the criteria upon which the awards are based, please visit  
www.investmentawards.com. Source: Vanguard calculations using data from Morningstar, Inc. as of December 31, 2012. The hypothetical examples 
do not represent the return of any particular investment. The example above assumes a 6% annual return of the underlying investments and an initial 
investment of $250,000. For the ETF MERs we used the following MERs of the Vanguard ETFs as of December 31, 2012: For Canadian equity, 0.11%, 
Vanguard FTSE Canada Index ETF; for Canadian fixed income, 0.26%, Vanguard Canadian Aggregate Bond Index ETF; for emerging markets equity, 
0.54%, Vanguard FTSE Emerging Markets Index ETF; for global equity, 0.31%, average of MERs for Vanguard FTSE Developed ex North America Index 
ETF (CAD-hedged) and Vanguard S&P 500 Index ETF (CAD-hedged); for international equity, 0.43%, Vanguard FTSE Developed ex North America Index 
ETF (CAD-hedged). The rate of return is used only to illustrate the effects of the compound growth rate and is not intended to reflect future values 
of a Vanguard ETFTM or returns on investment in a Vanguard ETF. MERs for the Vanguard ETFsTM are as of December 31, 2012, and are based upon 
actual audited expenses including waivers and absorptions. Without waivers and absorptions, MERs would have been higher. Vanguard Investments 
Canada Inc. expects to continue absorbing or waiving certain fees indefinitely, but may, in its discretion, discontinue this practice at any time. The 
MER for the mutual funds is the average MER for Series A Funds as of December 31, 2012. For more detailed information visit, vanguardcanada.ca.  
© 2014 Vanguard Investments Canada Inc. All rights reserved.
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Finding Opportunities
in the Growing
Canadian Marketplace

These products continue to capture an increasingly large share of the investment marketplace in Canada, with
ETFs taking in the lion’s share. In 2013, for instance, the Canadian ETF industry saw net inflows of over $5 billion,
and Canadian-listed ETF assets hit a new all-time high. According to the Canadian ETF Association’s industry
statistics, the ETF marketplace ended the year at over $63 billion in assets and experienced double-digit
annualized growth of nearly 12%.

TSX-listed ETPs offer access and exposure to several asset classes, sectors and strategies. TSX provides the
investing community – from individual investors to pension funds – with financial products to help meet their
investment objectives. Whether an investor is bullish or bearish on a particular sector or the broad market, or
seeking an actively or passively managed fund, TSX has a product to reflect their investment outlook and help
diversify their portfolio.

Online Source for ETP Information
Given the rapid growth in both the diversity and availability of ETPs in the Canadian marketplace, a comprehensive online
resource was created to help investors better understand the wide range of investment choices available to them.

The Exchange Traded Product (ETP) marketplace in Canada has grown considerably, both in size and
scope, since the world’s first exchange-traded, index-linked product was introduced on Toronto Stock
Exchange (TSX) in 1990. Since then, the total number of TSX-listed ETPs has increased to more than 300,
comprised mainly of Exchange Traded Funds (ETFs) and about a dozen Exchange Traded Notes (ETNs).

Amelia Nedovich
Head, Business
Development,
ETFs and Structured
Products,
Toronto Stock
Exchange



CANADIAN ETF WATCH 17

TMXmoney.com – TMX Group’s online hub for current and helpful
financial information about the capital markets – has developed an
innovative portal to address the need for information, education and
resources for ETP investors. The ETP Centre (tmx.com/etp), as it
has become known, is designed as an interactive, easy-to-access
investment portal to provide detailed and up-to-date information
about TSX-listed ETPs.

Among the Centre’s many features – which include detailed ETF
quotes, educational information, new ETF listings and much more – the
ETP Directory stands out as a key tool for investors. A comprehensive
directory of ETFs and ETNs listed on TSX, it provides a wealth of

information based on asset class, sector and geographic region,
among other search criteria. Investors can also perform advanced
searches to collect more specific information.

Here is a closer look at some of the information contained in the ETP
Directory. Listed below is a complete, top-level view of all the indices
that TSX-listed ETFs and ETNs track.

Canadian Equities
There are currently over 70 ETFs listed on TSX that provide exposure
to Canadian-based equities. The table below lists a total of 46 indices,
across five index types, which track the Canadian equity market.

 

 

Canadian Equity Indices 

Dow Jones Canada Select Dividend Index S&P*/TSX Canadian Dividend Aristocrats Index 

Dow Jones Canada Select Equal Weight REIT 
Index 

S&P*/TSX Capped Composite Index 

Dow Jones Canada Select Equal Weight Utilities 
Index 

S&P*/TSX Capped Consumer Staples Index 

Dow Jones Canada Select Growth Index S&P*/TSX Capped Energy Index 

Dow Jones Canada Select Value Index S&P*/TSX Capped Energy Index (Total Return)  

Dow Jones North America Select Junior Gold 
Index 

S&P*/TSX Capped Financials Index 

FTSE Canada All Cap Index  S&P*/TSX Capped Financials Index (Total Return)  

FTSE Canada All Cap Real Estate Capped 25% 
Index 

S&P*/TSX Capped Information Technology Index 

FTSE Canada High Dividend Yield Index S&P*/TSX Capped Materials Index 

FTSE Canada Index S&P*/TSX Capped REIT Index 

FTSE RAFI Canada Index S&P*/TSX Capped Utilities Index 

Jantzi Social Index S&P*/TSX Completion Index 

Morningstar Canada Dividend Target 30 Index S&P*/TSX Composite High Beta Index 

Morningstar Canada Momentum Index S&P*/TSX Composite Low Volatility Index 

Morningstar Canada Value Index S&P*/TSX Equal Weight Diversified Banks Index 

Morningstar National Bank Québec Index S&P*/TSX Equal Weight Industrials Index 

MSCI Canada Minimum Volatility Index (CAD) S&P*/TSX Equal Weight Oil & Gas Index 

MSCI Canada Risk Weighted Index S&P*/TSX Equity Income Index 

NASDAQ Select Canadian Preferred Share Index S&P*/TSX Preferred Share Index 

NASDAQ Select Canadian Dividend Index S&P*/TSX Preferred Share Laddered Index 

S&P*/TSX 60 Equal Weight Index S&P*/TSX SmallCap Index  

S&P*/TSX 60 Index S&P*/TSX Venture Select Index 

S&P*/TSX 60 Index (Total Return) Sustainable Oil Sands Sector Index 

Index Types 

Market Cap 

Capped 

Equal Weight 

Factor 

Total Return 

 
             

          
             

              
  

 
                 

           
 

 

 

 
 

These indices provide exposure to a number of sectors, including: consumer staples, energy, financials, industrials, materials, real estate, social
responsibility, technology and utilities. TSX-listed Canadian equity ETFs are available across several fund types, from dividend and income, growth,
value and momentum, to high beta, low volatility, covered call, venture and small cap.

It should be noted that not all of the ETFs in this category are index-tracking products; some are what are generally referred to as “actively-
managed” or “quasi actively-managed” products.

Continued on page 18



U.S. and International Equities
There are also currently over 100 TSX-listed ETPs that provide broad exposure to U.S. and other international markets. By tracking the 74 indices
listed below, these internationally-focused funds can broaden an investor’s reach and exposure in an increasingly interconnected, global economy.
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U.S. and International Equity Indices 

AlphaDEX European Dividend Index MSCI Emerging Markets Investable Market Index 

AlphaShares China Index 
MSCI Emerging Markets Minimum Volatility Index 

(USD) 

BNY Mellon BRIC Select ADR Index (CAD Hedged) MSCI Europe Quality Index (CAD Hedged) 

BNY Mellon China Select ADR Index MSCI Europe Risk Weighted Top 100 Index  

BNY Mellon India Select DR Index 
MSCI Europe Risk Weighted Top 100 Index (CAD 

Hedged) 

CBOE S&P* 500 BuyWrite Index MSCI Japan Index 

CNX Nifty Index CAD MSCI US Broad Market Index (CAD Hedged) 

Cohen & Steers Global Realty Majors Index MSCI USA Minimum Volatility Index (USD) 

CRSP US Total Market Index  MSCI USA Risk Weighted Top 150 Index  

Dow Jones Brookfield Global Infrastructure North 
American Listed Index 

MSCI USA Risk Weighted Top 150 Index (CAD 
Hedged) 

Dow Jones Industrial Average Index (CAD hedged) MSCI World Index 

Dow Jones North America Select Junior Gas Index MSCI World Risk Weighted Top 200 Index 

Dow Jones North America Select Junior Oil Index 
MSCI World Risk Weighted Top 200 Index (CAD 

Hedged) 

Dow Jones U.S. Large-Cap Banks Equal Weight 
Total Stock Market Index 

NASDAQ 100 Index 

Dow Jones U.S. Large-Cap Banks Equal Weight 
Total Stock Market Index (CAD Hedged) 

NASDAQ 100 Index (CAD Hedged) 

Dow Jones U.S. Large-Cap Health Care Equal 
Weight Total Stock Market Index (CAD Hedged) 

NASDAQ US Dividend Achievers Select Index  

FTSE China 25 Index 
NASDAQ US Dividend Achievers Select Index (CAD 

Hedged)  

FTSE Developed ex North America Index  Russell 2000 Index (CAD Hedged) 

FTSE Emerging Index  S&P* 500 High Beta Index (CAD Hedged) 

Continued from : Finding Opportunities in the Growing Canadian Marketplace   page 17
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Canadian investors can gain exposure to a wide range of sectors globally, including: agriculture, energy, financials, healthcare, infrastructure,
materials, metals and mining, real estate, technology and natural resources. The ETFs listed on TSX provide exposure to major developed markets
such as Japan, Europe and the U.S., as well as emerging markets including Brazil, China, India and Latin America.

Some of the products in this category are not index-tracking products.

FTSE RAFI Developed ex US 1000 Index S&P* 500 Index 

FTSE RAFI Emerging Markets Index S&P* 500 Index (CAD Hedged) 

FTSE RAFI Japan Index (CAD Hedged) S&P* 500 Index (Total Return) 

FTSE RAFI US 1000 Index  S&P* 500 Low Volatility Index (CAD Hedged) 

FTSE RAFI US 1000 Index (CAD Hedged) S&P* Emerging Markets BMI Index 

MFC Global Agriculture Index 
S&P* Global 1200 Consumer Discretionary Index 

(CAD Hedged) 

MFC Global Infrastructure Index 
S&P* Global 1200 Health Care Sector Index (CAD 

Hedged) 

Morningstar Dividend Yield Focus Index (CAD 
Hedged) 

S&P* Global 1200 Industrials Index (CAD Hedged) 

Morningstar U.S. Dividend Target 50 Index S&P* Global Water Index 

Morningstar US Momentum Target 50 Index 
S&P* High Yield Dividend Aristocrats Index (CAD 

Hedged) 

Morningstar US Value Target 50 Index S&P* Latin America 40 Index 

MSCI All Country World Minimum Volatility Index 
(USD) 

S&P*/TSX Equal Weight Global Base Metals Index 
(CAD Hedged) 

MSCI Brazil Index S&P*/TSX Equal Weight Global Gold Index 

MSCI EAFE Index S&P*/TSX Global Base Metals Index 

MSCI EAFE Index (CAD Hedged) S&P*/TSX Global Gold Index 

MSCI EAFE Investable Market Index S&P*/TSX Global Mining Index 

MSCI EAFE Minimum Volatility Index (USD) 
S&P*/TSX North American Preferred Stock Index 

(CAD Hedged) 

MSCI Emerging Markets Index Zacks Global Multi-Asset Income Index 

Index Types 

Market Cap 

Fundamental 

Equal Weight  

ADRs 

Total Return 

 

Continued on page 20



DEX 2015 Maturity Canadian Corporate Bond 
Index  

DEX Short Term Provincial Bond Index 

DEX 2016 Maturity Canadian Corporate Bond 
Index  

DEX Ultra DLUX Long Government Bond Index 

DEX 2017 Maturity Canadian Corporate Bond 
Index  

DEX Universe + Maple Short Term Corporate Bond 
Index  

DEX 2018 Maturity Canadian Corporate Bond 
Index  

DEX Universe Bond Index 

DEX 2019 Maturity Canadian Corporate Bond 
Index  

DEX UniverseXM Bond Index 

DEX 2020 Maturity Canadian Corporate Bond 
Index  

DLUX Capped Bond Index 

DEX 2021 Maturity Canadian Corporate Bond 
Index 

FTSE TMX Canada Universe Discount Bond Index 

DEX All Canada Bond Barbell Index 
J.P. Morgan EMBI Global Core Index (CAD 

Hedged) 

DEX All Corporate Bond Index 
Markit iBoxx USD Liquid High Yield Total Return 

Index (CAD Hedged) 

DEX All Government Bond Index 
Markit iBoxx USD Liquid Investment Grade Total 

Return Index (CAD Hedged) 

DEX Convertible Bond Index 
Morningstar Emerging Markets Composite Bond 

Index 

DEX Corporate Bond Barbell Index 
RAFI Bonds US High Yield 1-10 Index (CAD 

Hedged) 

DEX FRN Index 
S&P*/LSTA U.S. Leveraged Loan 100 Index CAD 

Hedged 

Fixed Income
The fixed income ETF space has grown and diversified considerably in the past few years. Investors are increasingly turning their attention to
these types of funds to build more flexibility into their investment portfolios.

20 MARCH 2014 canadianetfwatch.com

 

Fixed Income Indices 

Barclays Capital Emerging Markets Tradable USD 
Sovereign Bond Index (CAD Hedged) 

DEX Government Bond Barbell Index 

Barclays Capital Global Aggregate Canadian Float 
Adjusted Bond Index 

DEX HYBrid Bond Index 

Barclays Capital Global Aggregate Canadian 
Government/Credit 1–5 Year Float Adjusted Bond 

Index 

DEX Investment Grade 1-5 Year Laddered 
Corporate Bond Index 

Barclays Capital U.S. High Yield Very Liquid Index 
(CAD Hedged) 

DEX Long Term Bond Index 

Barclays Capital US Treasury 2Y/10Y Yield Curve 
Index 

DEX Long Term Corporate Bond Index 

Barclays Global Aggregate Canadian Credit 1-5 
Year Float Adjusted Bond Index 

DEX Long Term Federal Bond Index 

Barclays US Investment Grade 1 to 5 Year 
Corporate Bond Capped Index (CAD Hedged) 

DEX Long Term Provincial Bond Index 

Barclays US Investment Grade 5 to 10 Year 
Corporate Bond Capped Index 

DEX Mid Term Corporate Bond Index 

Barclays US Investment Grade 5 to 10 Year 
Corporate Bond Capped Index (CAD Hedged) 

DEX Mid Term Federal Bond Index 

DEX 1-10 Year Laddered Corporate Bond Index DEX Mid Term Provincial Bond Index 

DEX 1-10 Year Laddered Government Bond Index DEX Real Return Bond Index 

DEX 1-5 Year Corporate Bond Index DEX RRB Non Agency Bond Index 

DEX 1-5 Year Government Bond Index DEX Short Term Bond Index  

DEX 1-5 Year Laddered Government Strip Bond 
Index 

DEX Short Term Corporate Bond Index 

DEX 2014 Maturity Canadian Corporate Bond 
Index  

DEX Short Term Federal Bond Index 

Continued from : Finding Opportunities in the Growing Canadian Marketplace   page 19
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TSX-listed fixed income ETPs are available across four categories – aggregate, government, corporate and target maturity – and provide exposure
to both domestic and global fixed income markets. Many of these ETFs have niche focuses, such as high yield or short duration, or contain built-
in strategies such as laddering, barbell and floating rates. Some are designed to provide short-term, medium-term or long-term exposures.

Again, some of the products in this category do not track an index.

Commodities
Pure commodity exposure through ETFs can be achieved through
either physically-backed ETFs or futures contract ETFs: both types
are available on TSX, as well as a few others that track specialized
indices. These ETFs provide exposure to broad commodities, energy
and metals.

Currency, Volatility & Alternatives and Multi-Asset
There are several currency ETPs listed on TSX, including four ETNs
that provide exposure to various exchange rates and strategies.
These products target currencies such as the U.S. dollar, Euro, British
pound and Japanese yen.

Fund Types 

Barbell 

Total Return 

Money Market 

High Interest Saving 

Tactical Short-Term, Mid-Term, Long-Term 

Floating Rate 

Senior Loan 

Laddered 

High Yield 

Short Duration High Income 

Convertible 

Hybrid 

Real Return 

Commodity Indices 

Barclays WTI Crude Oil Pure Beta Total Return Index (CAD 
Hedged) 

Morningstar Global Long/Flat Commodity Index 

Sectors 

Broad 

Energy 

Metals  

Currency Index 

Barclays Optimized Currency Carry Index 

Currencies 

Euro/U.S. Dollar 

U.K. Pound/U.S. Dollar 

U.S. Dollar 

Yen/U.S. Dollar 

Volatility & Alternatives Indices 

Auspice Broad Commodity Excess Return Index 

Auspice Managed Futures Excess Return Index 

Morningstar Broad Hedge Fund Index  

S&P* 500 Dynamic VIX Futures Total Return Index 

S&P* 500 VIX Mid-Term Futures Total Return Index 

S&P* 500 VIX Short-Term Futures Index 
S&P* 500 VIX Short-Term Futures Total Return Index (CAD 

Hedged) 

Some of the TSX-listed ETPs in the Volatility and Alternatives
category track various futures contracts while others are actively
managed. 

Finally, there are a dozen TSX-listed ETFs in the Multi-Asset category,
some of which are “actively-managed” while others are “funds of
funds.” These products do not track indices.

Amelia Nedovich, Head, Business Development, ETFs and Structured
Products, Toronto Stock Exchange   amelia.nedovich@tmx.com
 
All figures as of February 28, 2014.

The information is provided for information purposes only. Neither TMX Group
Limited nor any of its affiliated companies guarantees the completeness of the
information contained in this publication and we are not responsible for any errors
or omissions in, or your use of, or reliance on, the information. This document is not
intended to provide legal, accounting, tax, investment, financial or other advice, and
should not be relied on for such advice. The information provided is not an invitation
to purchase securities listed on Toronto Stock Exchange. TMX Group and its
affiliated companies do not endorse or recommend any securities referenced in this
document. Please seek the advice of professionals, as appropriate, regarding the
evaluation of any specific security, index, report, opinion, advice or other content in
this publication. ©2014 TSX Inc. All rights reserved. Do not sell or modify any of the
content or materials in this document without TSX Inc.’s prior written consent. 

*”S&P” is the trade-mark of Standard & Poor’s Financial Services LLC, and “TSX”
is the trade-mark of TSX Inc.
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The #1ETF Myth

The most common misconception I encounter about ETFs concerns their liquidity. An ETF’s liquidity is not
determined, like regular stocks, by the number of shares that trade daily on the stock exchange. Instead, ETFs
are as liquid as the underlying securities they hold. I think that it is important for investors to know this, and to
understand why.

Like mutual funds, ETFs are open-ended investment companies. This means that new shares can be created
daily, on a continual basis, if and whenever needed. New shares are created with the help of Market Makers, who
are large institutional investors, such as banks. Market Makers can deliver new ETF shares to the secondary
market if there are too few sellers in the market at that time; or they can buy ETF shares from the secondary
market if there too few buyers. The cost that Market Makers charge for this service is priced into the bid/ask
spread they offer to investors. This cost is typically very small, usually only 1¢ to 2¢ per share.

Market Makers also provide another important function. They generally maintain a tight bid/ask spread through
arbitrage trading, so that the market price of an ETF closely approximates the ETF’s net asset value (NAV)
throughout the trading day. They do this by buying or selling shares from their own inventory if bid or ask prices
get too far from the ETF’s NAV. For example, if a particular ETF was underpriced relative to the value of its holdings,
the Market Maker would buy the ETF and simultaneously sell the underlying shares, reaping an immediate profit.
This transaction would close the gap in price between the ETF and its underlying constituents.

The point I’m making is that investors don’t have to worry about being able to buy or sell shares of an ETF at a
fair price, even if they see little or no volume on the exchange. They should feel comfortable placing an order
whenever they choose to execute a trade. For large orders – typically 10,000 shares or more – working with a
broker or trading desk is recommended.

If you would like to know more about why ETF liquidity is not determined by daily trading volume, I would
encourage you to read Horizons ETFs’ brochure Volume vs. Liquidity on our website, horizonsetfs.com.

Howard Atkinson, President, Horizons ETFs Management (Canada) Inc.   hatkinson@horizonsetfs.com

Howard Atkinson
President,
Horizons ETFs
Management
(Canada) Inc.
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What does the Canadian FATCA
Intergovernmental Agreement
with the United States mean for
Canadian Investment Funds?

The draft legislation provides further guidance for FATCA implementation including reporting deadlines and
penalties for non-compliance. Since FATCA will now be implemented under Canadian domestic law, Canadian
investment funds will need to comply with FATCA when the provisions take effect on July 1, 2014, even if they
do not receive any income from sources within the US. This article will briefly describe key provisions of the
Canadian IGA and discuss the impact of the Canadian IGA on Canadian investment funds and other entities
treated as Canadian financial institutions (FIs).

Background
FATCA is a US law designed to combat tax evasion by US citizens and US residents through the use of offshore
accounts and investments. This law focuses on reporting by FIs in Canada and other countries to the Internal
Revenue Service (IRS) about financial accounts and substantial financial interests held by US taxpayers. The 30%
FATCA withholding tax on certain US source income is used as a penalty to compel Canadian FIs to provide
information about US account holders and US owners. Broadly speaking, most investment funds controlled and
managed in Canada and regulated investment fund managers will be required to comply with FATCA regardless
of their investments or investor base.

On February 5, 2014, Canada announced that it had signed a Foreign Account Tax
Compliance Act (FATCA) intergovernmental agreement (IGA) with the United States (US).
In addition, Finance released draft legislation to implement the IGA under Canadian law.

Keno Chan
Partner
US Corporate Tax
practice,
KPMG
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Highlights of the Canadian IGA
The Canadian IGA has clarified and, in some instances, streamlined
the FATCA compliance obligations for Canadians.  

Registration and Reporting

Canadian FIs that have a reporting obligation (i.e. Reporting Canadian
FIs) will need to register with the IRS in order to obtain a Global
Intermediary Identification Number (GIIN) that will be used for FATCA
compliance.  Canadian FIs that register by April 25, 2014, will be
listed on the first IRS FFI list that will be published in June 2014.
Otherwise, Canadian FIs must register before December 22, 2014 in
order to be on the IRS FFI list to be published in January 2015 and
avoid the 30% FATCA withholding tax imposed on certain US source
withholdable payments (e.g. interest, dividends) to Canadian FIs
beginning January 1, 2015.

Under the IGA, there is no requirement for a reporting Canadian FI to
enter into an FI agreement with the IRS to comply with FATCA. This
is different from the final FATCA regulations. FATCA reporting by
Canadian FIs will be provided to the Canada Revenue Agency (CRA)
which will in turn provide the information to the IRS.  Canadian FIs will
need to file their FATCA reports with the CRA by May 2 of each year.
The first FATCA report will be due May 2, 2015 (under the draft
Canadian implementation legislation).

The IGA does not require a Canadian FI to appoint a responsible
officer to certify the accuracy of its FATCA report. However a
responsible officer will need to be named for purposes of registering
the Canadian FI with the IRS.

Reporting Canadian FI FATCA Obligations

Under the IGA, a Reporting Canadian FI must perform certain due
diligence procedures with respect to their preexisting and new Financial
Accounts (defined below) in order to identify accounts held by certain
US persons1 (US Reportable Accounts2) and accounts held by
Nonparticipating FIs (i.e. FIs that are not on the IRS FFI list). Certain
information related to these reportable accounts must then be provided
annually to the CRA in order to satisfy a Canadian Reporting FI’s annual
FATCA reporting obligations. Reporting Canadian FIs that comply with
their FATCA obligations will not be subject to FATCA withholding and
will not be required to close an account held by a recalcitrant account
holder (generally, a person that fails to comply with requests by the FI
for certain information required for FATCA due diligence).

Non-Reporting Canadian FIs and Excluded Accounts

Annexes I and II of the IGA exclude certain Canadian entities,
accounts and financial products from the FATCA reporting
requirements because such entities and financial products have a
low risk of being used by US persons to evade taxes.

Under the IGA, only a Reporting Canadian FI is required to comply
with the FATCA due diligence and reporting requirements. A Reporting
Canadian FI is defined as any Canadian FI that is not a Non-Reporting
Canadian FI under the IGA. Annex II describes various categories of
Non-Reporting Canadian FIs including Exempt-Beneficial Owners
(EBOs) and Deemed-Compliant FIs (DCFIs). An EBO includes the
Bank of Canada, certain international organizations operating in
Canada and certain Canadian retirement or pension funds. The listing
of DCFIs in Annex II includes certain Canadian FIs with substantially
all Canadian resident customers, certain “small” Canadian deposit-
taking institutions, certain Canadian FIs with only small accounts and
certain restricted funds.  Investment funds that only have Canadian

resident investors may qualify as DCFIs (e.g. as restricted funds) if
various requirements are satisfied, including performing a full review
of their investor accounts for US indicia. Qualifying EBOs and DCFIs
should also not be subject to FATCA withholding.
 
Generally, a Financial Account means an account maintained by an
FI, including non-regularly traded equity or debt interests in certain
FIs. However, the definition of a Financial Account under the IGA does
not include any of the Canadian financial products and accounts
contained in Annex II.  Such excluded products, for which no due
diligence or reporting is required, include registered accounts such as
Registered Retirement Savings Plans (RRSPs), Registered Retirement
Income Funds (RRIFs), Registered Pension Plans (RPPs), Registered
Education Savings Plans (RESPs), Registered Disability Savings
Plans (RDSPs), Tax-Free Savings Accounts (TFSAs) and Deferred
Profit Sharing Plans (DPSPs) as well as certain eligible funeral
arrangements and escrow accounts.

Annex II also identifies certain categories of Financial Accounts for
which Reporting Canadian FIs do not need to perform due diligence
procedures including:

1 preexisting individual Financial Accounts that have a balance of 
less than US$50,000 as of June 30, 2014; and

2 preexisting entity Financial Accounts that have a balance of less 
than US$250,000 as of June 30, 2014.  

In general, Reporting Canadian FIs do not need to review, identify or
report on these Financial Accounts unless the balance of these
accounts subsequently exceeds US$1,000,000.

Reporting Canadian FI Due Diligence Procedures

Annex I to the IGA contains procedures for identifying US Reportable
accounts and accounts held by Nonparticipating FIs. The due
diligence procedures to be performed by Reporting Canadian FIs
generally depend on whether the holder of the account is an
individual or an entity and whether the account is a new account or
a preexisting account (i.e. an account in existence on June 30, 2014).  

In general, for preexisting individual accounts:

1 with a value of between US$50,000 and US$1,000,000 as of
June 30, 2014, Reporting Canadian FIs must electronically search 
their records for certain US indicia (i.e. factors that indicate that 
the account holder may be a US person);

2 with a value above US$1,000,000 as of June 30, 2014 (High-Value 
Accounts), a Reporting Canadian FI must perform a paper search 
of its current customer master file, and certain other information 
collected, for US indicia if the electronically searchable 
information does not include all the required US indicia. In 
addition, if the account is assigned to a relationship manager, the 
FI must inquire as to whether the relationship manager has actual 
knowledge that the account holder is a US person.

If US indicia is found, then the Reporting Canadian FIs must treat such
accounts as US Reportable Accounts unless the Reporting Canadian
FI obtains self-certification from the individual that he or she is not a
US citizen or US resident and certain other documentation. 

For new individual accounts opened after July 1, 2014, a Reporting
Canadian FI needs to obtain self-certification from the individual as
to whether the account holder is a US citizen or US resident and if so,
the Reporting Canadian FI must also obtain his or her tax
identification number.

Continued on page 26
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For preexisting Entity accounts, Reporting Canadian FIs must review
information maintained, including information collected from
AML/KYC procedures, to identify US Reportable Accounts. 

For new Entity accounts opened after July 1, 2014, the Reporting
Canadian FI must generally obtain self-certification from the account
holder as to its status as either a Specified US Person, FI or Active
or Passive NFFE (and any Controlling Persons).

Canadian Reporting FI due diligence on preexisting accounts must
generally be completed by June 30, 2016.  However, the deadline for
completing due diligence for High-Value Accounts is June 30, 2015.

Information to be Reported

For US Reportable Accounts, a Reporting Canadian FI must provide
certain information on its annual FATCA report to the CRA including:

1 Name, address, TIN of each Specified US Person or Passive 
NFFE (having Controlling Persons who are US citizens or US 
residents) and each Specified US Person who is a Controlling 
Person of such Passive NFFE;

2 Account number;
3 Name and GIIN of reporting FI; 
4 Gross income paid (beginning with the 2015 reporting period and 

thereafter)
5 Gross proceeds paid (beginning with the 2016 reporting period 

and thereafter)

Further, Reporting Canadian FIs must annually report payments to
Nonparticipating FIs.

What Canadian FIs Should Be Doing?
With the signing of the IGA, Canadian investment funds and
investment advisors and managers should now consider their
potential FATCA compliance obligations, including:

1 Confirming their FATCA entity classification under the IGA;
2 Registering Reporting Canadian FIs with the IRS;
3 Reviewing and revising new investor onboarding procedures to 

collect certification and other document required for new accounts;
4 Performing account due diligence procedures for preexisting 

accounts; and
5 Preparing for reporting by reviewing systems to ensure account 

information that needs to be reported is being collected and can 
be easily retrieved.

Since the provisions of FATCA are scheduled to take effect July 1,
2014, Canadian investment funds and advisors should take action
now to determine the impact of FATCA on them.

Keno Chan, Partner, US Corporate Tax practice, KPMG
kenochan@kpmg.ca
  
1 In general, a U.S. person is an individual who is a U.S. citizen or a U.S. resident;
a corporation or partnership organized in the U.S.; a trust subject to U.S. law that
is controlled by U.S. citizens or U.S. residents; or a testamentary trust of a
decedent that was a U.S. citizen or a U.S. resident at the time of death. 
2 A U.S. Reportable Account is a Financial Account held by:  (1) one or more
Specified U.S. Persons (generally, U.S. persons other than specifically excluded
persons listed in the IGA such as, for example, corporations whose shares are
regularly traded on an established securities market); or (2) a Passive Non-
Financial Foreign Entity (NFFE) that has as Controlling Persons one or more U.S.
citizens or U.S. residents.  A Passive NFFE generally includes a non-regularly
traded entity that earns significant (>50%) passive income (e.g. interest or
dividends) or has significant (>50%) assets that generate passive income.  A
Controlling Person is generally a natural person who exercises “control”, as
defined in the IGA, over an entity.

e

Continued from : What does the Canadian FATCA...   page 25

     

Balance

© 2014 KPMG LLP, a Canadian limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with  
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

kpmg.ca/assetmanagement

Peter Hayes
National Director 
Alternative Investments
T: 416-777-3939
E: phayes@kpmg.ca

James Loewen 
National Leader 
Asset Management
T: 416-777-8427
E: jloewen@kpmg.ca

In today’s market we are all being asked to balance 
costs, compliance and customers. With ETFs, 

margins are tight and the pressure is on to be more 
competitive by shrinking MERs. To add to the strain 

are the extra costs to comply with an evolving and 
increasingly complex regulatory environment.  

At KPMG, we understand how regulatory transformation 
impacts your business. Our dedicated asset management 

team is working on these issues right now and brings 
practical experience to the table.

Let’s start the conversation.



European equities

AlphaDEX

Currency-hedged 

benefits of an ETF

EUR
www.firsttrust.ca

1-877-622-5552 Portfolios Canada®

First Trust

Commissions, trailing commissions, management fees and expenses all may be associated with ETF investments. ETFs are not 
guaranteed, their values change frequently and past performance may not be repeated. Please read the prospectus before investing.

     Now is the time to capitalize  
on attractive European dividend 
yields with TSX:EUR, First Trust 
AlphaDEX™ European Dividend 
Index ETF (CAD-Hedged).

AlphaDEX™

 AlphaDEX™ Methodology

Q1 Q2 Q3 Q4

  Canada’s 
       First 
   European 
         ETF

 First Trust AlphaDEX™ European Dividend Index ETF  

* Maximum annual management fee of 0.80%



Harness opportunity.  Sustain growth. 

Specialized services for 

ETF providers 

©2014.  A BNY Mellon and CIBC Joint Venture Company.  CIBC Mellon is a licensed user of the CIBC trade-mark and certain BNY Mellon trade-marks.

Manage costs and manage risk. With CIBC Mellon, ETF providers in Canada can access a unique combination of local market 

expertise plus access to global resources and advanced technology.  Access includes: customized basket creation and dissemination; 

streamlined order facilitation between providers and designated brokers; and flexible reporting through online, customizable 

dashboards.  We also offer full end-to-end services including custody, fund accounting, securities lending administration, and 

more. It’s why more ETF providers operating in Canada have chosen CIBC Mellon over any other custodian.   

For further information, contact:

Ronald C. Landry

Executive Director, ETFs and Alternative Investments

416-643-3660

cibcmellon.com



Exchange Traded Receipts 
from the Royal Canadian Mint
ETRs issued through the Mint’s Canadian Gold Reserves and Canadian Silver  

Reserves programs offer a secure, efficient and low cost investment in gold or silver.

Secure 
• Direct beneficial ownership of gold or silver (no intermediaries) 

• Stored at the Royal Canadian Mint, a Crown Corporation

Convenient 
• TSX listed in both C$ and US$ (MNT/MNT.U for gold and MNS/MNS.U for silver)

•  Qualified investments for all Canadian registered accounts including RRSPs and TFSAs

•  Flexible redemption options for newly casted bullion products including  

99.9% pure silver London Good Delivery bars and 100 oz bars; 99.99% pure  

1 oz Maple Leaf coins, gold kilobars and London Good Delivery bars

Low Cost 
•  All-in annual service fee of 0.35% for gold ETRs and 0.45% for silver ETRs

Visit our website for more information: www.reserves.mint.ca 
Pour plus d’information, visitez notre site Web : www.reserve.monnaie.ca

An investment in ETRs involves a degree of risk, resulting primarily from fluctuations in bullion price. For further information, see the website. This notice is for information purposes only and does not constitute an offer to sell or a solicitation of an offer to buy ETRs. 
Investir dans des RTB implique certains risques, en particulier ceux qui découlent de la fluctuation du cours des métaux précieux. Consulter le site Web pour des renseignements complémentaires. Le présent avis n’est fourni qu’à titre indicatif et ne constitue pas une 
proposition de vente ni une sollicitation d’achat de RTB.

© 2013 Royal Canadian Mint. All rights reserved. © 2013, Monnaie royale canadienne. Tous droits réservés.

Reçus de transactions boursières 
de la Monnaie royale canadienne
Les reçus de transactions boursières (RTB) de la Réserve d’or canadienne et de la 
Réserve d’argent canadienne sont des produits d’investissement en or ou en argent 
sûrs, efficaces et abordables.

Sûr 
• Propriété directe d’or ou d’argent physique (aucun intermédiaire) 
• Entreposés à la Monnaie royale canadienne, une société d’État

Pratique 
•  Négociés à la Bourse de Toronto (TSX) en $CAN (MNT pour l’or et MNS pour 

l’argent) et en $US (MNT.U pour l’or et MNS.U pour l’argent)
•  Admissibles à tous les régimes enregistrés d’épargne canadiens, y compris les REER 

et CELI
•  Options de rachat flexibles – produits d’investissement nouvellement frappés, 

y compris les lingots de bonne livraison et les lingots de 100 oz en argent pur à 
99,99 %, les pièces Feuille d’érable de une once, les lingots de un kilogramme et 
les lingots de bonne livraison en or pur à 99,99 %

Abordable 
•  Frais annuels de 0,35 % pour les RTB – Or et de 0,45 % pour les RTB – Argent 




