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The market 
for mutual funds 

is shifting. 
How should you 
and your clients 

navigate 
the changing 
investment 
landscape?
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Your little voice knows

© 2018 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar; (2) may not be copied or distributed; and (3) is 
not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of 
this information.

**The payment of distributions is not guaranteed and may fluctuate. If distributions paid by the fund are greater than the performance of the fund, then your original 
investment will shrink. Distributions should not be confused with a fund’s performance, rate of return, or yield. You may also receive return of capital distributions from 
a fund.  Please consult with your tax advisor regarding the tax implications of receiving distributions. See the fund facts as well as the prospectus for more information 
on a fund’s distributions policy.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the fund facts as well as the 
prospectus before investing.  The indicated rates of return are the historical annual compounded total returns including changes in share/unit value and reinvestment 
of all dividends/distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable by any securityholder that would 
have reduced returns.  Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated.

Manulife Funds are managed by Manulife Investment Management. Manulife, Manulife & Stylized M Design, Stylized M Design and Manulife Investment Management 
are trademarks of The Manufacturers Life Insurance Company and are used by it, and by its affiliates under license.
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it’s good to stand up for 
an investment that has 
stood the test of time.
The words “long term” get used a lot. We’re prepared to 

quantify it. Manulife Monthly High Income Fund has 

outperformed 97% of its peer group over a 21-year period.* 

That’s something to stand for.

 1 
Year

3 
Year

5 
Year

10 
Year

15 
Year

20 
Year

21 
Year

Fund returns 6.71% 5.97% 6.41% 8.88% 6.96% 9.14% 8.58%

Category+ avg returns 5.99% 5.61% 4.35% 6.51% 4.96% 4.90% 4.70%

Outperformance 0.72% 0.36% 2.06% 2.37% 2.00% 4.24% 3.88%

% of Peers Beaten 65% 65% 65% 91% 85% 97% 97%

Funds in category+ 759 674 504 193 89 37 30

Investing. Do it different.

 manulifeinvestments.ca/different

Performance as of April 30, 2019 for Manulife Monthly High Income Fund Advisor 
Series (Canadian Neutral Balanced Category+) over a 21 year period* (Inception 
Date September 30, 1997):

*  Manulife Monthly High Income Fund Advisor Series, remains capped as of August 28 2015. 
Performance histories are not indicative of future returns.  The fund is available in Series B and 
Series F. Fees and expenses may differ between series.
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W
hen financial markets have a down year, sales of invest-
ment products usually move in the same direction. This is 
part of the natural ebb and flow of the 86-year-old Can-
adian mutual fund industry, which has endured multiple 

recessions and bear markets. 
Yet in 2018, the trend of falling markets causing falling sales was 

only partly true. There was a pronounced shift in sales leadership: 
ETFs — outweighed by a factor of roughly 10 to one in assets under 
management — outsold mutual funds for the first time in a decade.

Plunging equities in the fourth quarter of 2018 spooked mutual 
fund investors, causing a reversal of the previously positive inflows. 
For the full year, long-term funds had $2.5 billion in net redemptions, 
the Investment Funds Institute of Canada (IFIC) reported. Mean-
while, the Canadian ETF Association reported net ETF creations 
of $20.9 billion last year, behind only 2017’s record $25.8 billion, with 
equity ETFs leading the way. 

It would be wrong, however, to characterize the recent sales trends 
in terms of winners and losers among investment fund providers. 
Increasingly, mutual fund companies — in one form or another — are 
also involved in the ETF business. There’s an attitude 
of confidence that whatever fund structure investors 
and financial advisors want is fine. In a sign of industry 
convergence, IFIC began this year to also cover ETFs in its 
monthly reports on fund industry assets and sales. 

For their part, fund companies that have chosen not 
to create ETFs can still draw upon huge distribution 
networks, such as deposit-takers’ branch networks, 
other proprietary sales forces and independent dealers 
who aren’t licensed to do business on stock exchanges. 
But these fund sponsors recognize that there’s intensi-
fied competition, downward pressure on management 
fees and high compliance costs. This situation has 
created a sense of urgency to operate efficiently, deliver 
competitive returns and provide excellent service.

In explaining why ETF inflows have been more resilient, Carlos 
Cardone, senior managing director with the Toronto office of New 
York-based Strategic Insight Inc., says ETFs are benefiting from a 
substitution effect. To a large extent, direct holdings of securities in 
the brokerage channel are being replaced by ETFs. This is particularly 
true of bonds. “You’re finding ETFs these days in the fixed-income 
space with flavours that are very difficult to access for brokers, for 
pretty much anyone,” Cardone says.

In many cases, ETFs are also replacing mutual funds in the full- 
service and discount brokerage channels. Among the funds most vul-
nerable to redemptions, says Cardone, are broadly based equity funds 
with holdings similar to the market benchmark that charge higher 
fees than their ETF rivals. “Those funds are not finding it very easy to 
continue to grow.”

Depressing sales of all investment types is the accelerated payment 
of household debt. Strategic Insight calculates that in 2018, an addi-
tional $45 billion moved into debt paydowns on top of everything else 
Canadians were already paying off. “Higher interest rates are consti-

tuting a very significant incentive for people to do more 
of that,” Cardone says.

In today’s mutual fund market, particularly in 
the advisor channels, says Cardone, there’s a greater 
emphasis on value for money. That does not necessarily 
mean low-fee passive strategies. “We continue to hear 
from some companies that have products that have 
been selling very well and are actively managed.”

Carol Lynde, president and CEO of Toronto-based 
Bridgehouse Asset Managers, cautions against 
reading too much into recent product preferences. Sales 
trends run in cycles and can change quickly, she says. 
For example, mutual funds again outsold ETFs in the 

first quarter of 2019. 
“When we look at what we have to offer to Canadian investors and 

to advisors, it’s important for us to focus on the fundamentals of what 
we do, be consistent with our style [and] be consistent in how we ser-
vice our clients, our advisors and our dealer firms,” says Lynde, who is 
IFIC’s vice chairwoman and will take over as the group’s chairwoman 
later this year.

As an industry leader, Lynde looks to work with securities regula-
tors to create a “level playing field” for mutual funds. “In some cases, 
perhaps there’s a greater level of oversight and cost related to mutual 
funds than there is to other vehicles” she says. “We need to [ask], 
‘Have we gone too far in terms of the regulation minutiae around 
owning a mutual fund?’ Because Canadians are questioning the cost 
vs that benefit, and [they] may be going to products that are less regu-
lated than a mutual fund.”

Bridgehouse offers several lines of actively managed mutual funds 
but isn’t jumping on the ETF bandwagon. “What’s really important is 
the value that you’re receiving from the manager; the style, the invest-
ment philosophy of that particular manager,” says Lynde. “That’s 

For the first time in a decade, ETFs outsold mutual funds last year. 
Was this the result of a down market, or a sign of things to come?

BY RUDY LUUKKO
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Fund companies 
that have chosen 

not to create 
ETFs can still 

draw upon huge 
distribution 
networks





28   Investment Executive’s Mutual Fund Guide 2019

PRODUCTS

what’s important, not so much the product structure itself.”
Jordy Chilcott, head of investment distribution with Toronto-based 

Sun Life Global Investments (Canada) Inc., says most advisors 
aren’t looking to be able to trade during the “23,400 seconds a day” 
that the market is open. Chilcott adds that for strategies that invest 
in less liquid markets, bid-ask trading spreads may make ETFs a less 
efficiently priced vehicle than mutual funds, which always trade at net 
asset value at the market close.

Even so, most of the mutual fund industry’s biggest names are 
now offering ETFs. At the forefront of this convergence is Toronto- 
based BMO Asset Management Inc., which ranks a strong second 
in ETF assets, and in 2018 it was the bestselling ETF sponsor for the 
seventh consecutive year. 

Long-time mutual fund sponsor Mackenzie Investments, also 
of Toronto, ranked third for the year in net ETF creations, less than 
three years after the launch of its first ETFs.

Meanwhile, mutual fund giant RBC Global Asset Management 
Inc. (RBC GAM) has teamed up with the largest ETF provider, Toron-
to-based BlackRock Asset Management Canada Ltd. Consisting 
mostly of BlackRock’s iShares ETFs, the strategic alliance, announced 
in January 2019, is being marketed as RBC iShares. As of the end of the 
first quarter, it held $65 billion in assets and a 38% market share. 

“We are very much an ETF business as well,” says Doug Coulter, 
president of Toronto-based RBC GAM, which has more than  
$225 billion in mutual funds under management and a 15% market 
share of that product segment. “It becomes a choice from the consum-
ers’ perspective.”

Depending on the distribution channels RBC GAM is targeting, 
investment strategies can be offered as mutual funds, ETFs or both, 
Coulter says. The company can launch new offerings that have identical 
holdings, “priced exactly the same, and one would be 
called an ETF and one would be called a mutual fund.”

Another ETF entrant is long-time mutual fund firm 
Franklin Templeton Investments Corp., which is based 
in Toronto and began offering ETFs in May 2017. As of 
February 2019, offerings now include Canada’s first pas-
sively managed ETFs investing in Japan and in Europe, 
excluding the U.K.

“At the end of the day it’s not so much we market 
product, but we market our investment capabilities,” 
says Duane Green, president and CEO of Franklin 
Templeton. “Our goal is to put whatever wrapper an 

investor wants to have in terms of creating that vehicle that suits their 
purposes when they’re building their portfolios and give them the 
right building blocks.”

Recognizing that not all advisors can access its ETFs, the company 
launched three Franklin Multi-Asset ETF Portfolios in February, with 
management fees of 0.40% for Series F units for fee-based advisors. 
Green says the firm’s key strategies for success include providing insti-
tutional quality of investments to all market segments, being competi-
tively priced and “making sure that we have strong relationships with 
our key intermediaries, distributors and partners.” 

For fund companies that sell through advisor channels, these rela-
tionships are evolving. At the end of 2018, for the first time in history 
in the full-service brokerage channel, more than 50% of the assets 
were fee based, according to Strategic Insight. This has had an impact 
on product choices. 

“When advisors move to fee based, the movement is not necessarily 
product neutral,” Cardone says. “What happens in many cases is that 
advisors try to preserve and maybe in some cases even increase their 
own compensation within fee-based accounts.” As a result, he adds, 
these advisors may be more inclined to recommend index types of 
products, or lower priced products in general, though not necessarily 
exclusively.

Steve Hawkins, president of Toronto-based Horizons ETFs 
Management (Canada) Inc., expects ETFs’ share of the investment 
fund market to continue to increase, as it has in the U.S. over the past 
five years. “ETFs make up 35% of the marketplace in the U.S., com-
pared to only 11% in Canada,” he says. “Canada always lags [behind] 
the U.S. when it comes to investment products.” Though Hawkins 
acknowledges that there has been a significant downward shift in 
mutual fund fees, “ETFs still have a strong hold on being a lower-cost 

product for investment advisors to use for their end 
clients. And we’re seeing a significant increase in self-
directed investors.”

While the number of ETF providers has grown 
rapidly, there’s been a trend toward consolidation 
among fund companies, with smaller firms being swal-
lowed up. “Not everyone in the mutual fund space or 
the asset-management space is able to survive that mar-
gin compression we’re all experiencing,” says Chilcott. 
“It’s extremely difficult for the smaller asset managers 
that haven’t achieved scale.” Excel Funds Management 
Inc. of Mississauga, Ont., for one, was acquired by Sun 
Life Global Investments in January 2018.  

Fund managers need to be flexible in their product 
development, Chilcott says. As a recent example, he points to the Octo-
ber 2018 launch of five Sun Life Tactical ETF Portfolios, which hold 
low-fee ETFs within an actively managed mutual fund. 

Why not an ETF structure for the portfolios themselves? “I don’t 
think ETFs in all situations are as cost-effective as portrayed when you 
get into certain asset classes,” says Chilcott. “Mutual funds, especially 
in the F series without the advisor compensation, are continuing 
to come down and are getting quite aggressive in management fee 
reductions.” For Series F units, management fees of Sun Life’s ETF 
portfolio funds range from 0.45%-0.5%, which is competitive with 
non-passive ETFs that are rules-based or actively managed.

Among bank-owned management firms, which control about half 
the mutual fund industry and are increasing their presence in ETFs, 
mutual funds are solidly entrenched as the investment product of 
choice in their huge retail branch networks. RBC GAM’s Coulter notes 
that bank branches, through which 60% of RBC mutual fund assets 
are held, aren’t set up to process ETF transactions. 

Nor are most fund purchasers looking to make intraday trades at 
their bank branches. 

“If they did want that, then we have a discount channel and we 
have a brokerage channel,” says Coulter. “What’s under the hood in 
terms of the investments and how we manage the money wouldn’t 
change from a mutual fund structure to an ETF structure.” •
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S&PDJI can

Factors add new variables into the 

investing mix and require focused 

insight, robust data, and 

transparent methodologies. 

Investors count on S&P Dow Jones 

Indices as a market leader for all 

things factors, and to express their 

views with  straightforward single-

factor indices as well as the most 

complex multi-factor strategies.

weigh all the factors

indexology®rethink factors

spdji.com/indexology

Copyright © 2019 S&P Dow Jones Indices LLC. All rights reserved. S&P®, S&P 500® and Indexology® are registered trademarks of Standard & Poor’s Financial Services LLC. 

Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC. It is not possible to invest directly in an index. S&P Dow Jones Indices receives compensation for 

licensing its indices to third parties. S&P Dow Jones Indices LLC does not make investment recommendations and does not endorse, sponsor, promote or sell any investment product 

or fund based on its indices.
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W
ith ETF growth and downward pressure on mutual 
fund fees, choosing funds can be a heady exercise for a 
cost-conscious investor. Selecting a fund with a manage-
ment fee on the far side of 0.50% might be the investment 

equivalent of settling for a ho-hum romantic partner: Why settle when 
you can find funds for free?

Last year, Boston-based FMR LLC (a.k.a. Fidelity Investments) intro-
duced two no-fee index mutual funds in the U.S., and in Canada, Toronto- 
based Horizons ETFs Management (Canada) Inc. offered two 
zero-fee ETFs. Such headline-grabbing funds demonstrate how fierce 
competition is among asset managers, especially in the U.S. A report by 
Chicago-based Morningstar Inc., released in April 2019, said U.S. investors 
paid less in 2018 to own funds than ever before, with the asset-weighted 
average expense ratio of U.S. mutual funds and ETFs hitting 0.48%, down 
from 0.93% in 2000. In Canada, mutual fund fees fell 13.3% between 2007 
and 2017, according to the Investment Funds Institute of Canada (IFIC).

Tom Bradley, president and co-founder at Steady-
hand Investment Funds in Vancouver, says mutual 
fund price decreases often apply to smaller or under-
performing funds within a fund family. He says many 
funds have stable fees, or relatively high ones, such as 
liquid alternatives with performance fees.

Jason MacKay, head of wealth-management inter-
mediaries for Invesco Canada Ltd. in Toronto, puts 
downward price pressure in context, saying lower mutual 
fund fees are part of the larger trend whereby tech has 
impacted most industries’ cost structures. Further, ultra-
low-fee funds tend to be bulk beta, he says, or they make 
revenue in other ways, such as through securities lending.

Still, the heightened focus on fees is largely welcome and expected, 
with the mutual fund’s antiquated legacy of embedded compensation 
and multiple series. “Transparency matters above all else,” so that 
investors and financial advisors can make informed portfolio decisions, 
MacKay says, but he warns that transparency should extend to all 
products. When total costs are calculated, the price difference between a 
Series F mutual fund and an equivalent ETF isn’t large, he says.

Bradley notes that, unlike management fees, dealer costs for advice 
and distribution haven’t experienced downward price pressure. In 
step with initiatives such as the second phase of the client relationship 
model (CRM2), he’d like to see continued improvement in investor 
understanding of product costs vs dealer costs, he says, adding that 
his firm gains a “gradually stronger flow” of new clients displeased 
with fees at their previous brokerages. 

As transparency improves — for example, as fund families stream-
line their shelves and firms unbundle fees — a baseline cost for active 
management will emerge, MacKay says. But that cost won’t be zero, he 
says, because active management is worth more than buying the market. 

In fact, he expects active managers will evolve to differ markedly from 
their benchmarks through specialized, value-added capabilities. “If you’re 
truly adding alpha in a world where that’s becoming more rare, you will 
have the opportunity to price accordingly,” MacKay says. 

If two proposed class-action lawsuits are any indication, clients are 
loath to pay extra for supposed active managers who hug the index. In 
April 2019, class actions were filed in B.C.’s Supreme Court against RBC 
Global Asset Management Inc. in Toronto and its Montreal-based 
subsidiary, the Royal Trust Co., and Toronto-based TD Asset Manage-
ment Inc. over excess fees paid for alleged “closet indexing.” At the time 
Investment Executive went to press, the class actions had not been certified.

Cerulli Associates, based in Boston, forecasts from its U.K. research 
that, rather than move toward zero-fee funds, managers will increas-
ingly innovate, potentially with performance fees.

Along with performance, Doug Coulter, president of RBC Global 
Asset Management, cites volatility as typically missing from the fee 

conversation. While low fees contribute to returns, price 
is “only one of many factors,” he says. Building wealth 
with acceptable risk is key, Coulter says.

Getting investors to embrace that fuller viewpoint 
might be difficult when regulators focus on cost as a 
factor in positive investor outcomes, as in the Canadian 
Securities Administrators’ proposal to ban embedded 
commissions.

Bradley says low-cost passive investing isn’t a pana-
cea, estimating that such portfolios work successfully 
for less than 10% of investors because they don’t address 
investors’ various financial and behavioural challenges.

His firm, which sells directly to clients, offers fee dis-
counts based on client tenure and asset thresholds. “We think the right 
way to lower fees is having long-standing clients,” Bradley says. A 2017 
report from New York-based Strategic Insight Inc. noted that many 
dealers lower fund fees as unitholder assets rise, and/or offer preferred 
pricing and other discounts.

Like ultra-low fees, such innovation is starting to grab headlines as 
more firms customize client services with pricing programs or other 
fee reductions. The 2017 Strategic Insight report forecasted that fund 
fees will increasingly diverge due to the ability to adjust fees based on 
assets, along with the unbundling of advisors’ fees. 

At the same time, customization could also present challenges, as 
it makes tracking a fund’s total cost increasingly complex, the report 
says. (Strategic Insight calculates total cost using a framework that 
includes fund costs from acquisition through redemption.)

Regardless of where fees land, it seems investors and mutual funds 
will continue their love affair. IFIC’s 2018 investor survey found that 
89% of investors are confident mutual funds will meet their financial 
goals — an all-time high after 13 years of tracking. •

COULD 0% 
BE THE FEE 
OF THE 
FUTURE?

ER
HU

I1
97

9 
/ I

ST
O

CK
PH

O
TO

Repricing of 
mutual funds likely won’t result 
in rock-bottom fees, experts say

BY MICHELLE SCHRIVER

 
In 2018, the 

asset-weighted 
average expense 
ratio of U.S. funds 
hit 0.48%, down 

from 0.93% in 2000
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For the first time in a decade,  
ETFs outsold mutual funds last year.  

New entrants come to market monthly.  
Regulators are prioritizing ETF regulation, 

particularly for active funds. 

To stay on top of the evolving ETF environment, 
attend the second-annual ETF Summit and receive 

a full day of educational insights, perspectives  
and analysis.
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retirement strategies to help me 
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to best serve advisors and their clients. Take retirement planning. Through our 

online Retirement Resource Centre, you can access client-centric tools and 
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Diversify by risk, not asset classes, according to  
Amol Sodhi from TD Asset Management

Solving the Retirement  
Income Conundrum

Amol Sodhi
Vice President and Director  
at TD Asset Management

The information contained herein has been provided by TD Asset Management Inc. and is for information purposes only. The information has been drawn from sources believed to be reliable. The information does not provide 
financial, legal, tax or investment advice. Particular investment, tax, or trading strategies should be evaluated relative to each individual’s objectives and risk tolerance.  Certain statements in this document may contain forward-
looking statements (“FLS”) that are predictive in nature and may include words such as “expects”, “anticipates”, “intends”, “believes”, “estimates” and similar forward-looking expressions or negative versions thereof. FLS are 
based on current expectations and projections about future general economic, political and relevant market factors, such as interest and foreign exchange rates, equity and capital markets, the general business environment, 
assuming no changes to tax or other laws or government regulation or catastrophic events. Expectations and projections about future events are inherently subject to risks and uncertainties, which may be unforeseeable. Such 
expectations and projections may be incorrect in the future. FLS are not guarantees of future performance. Actual events could differ materially from those expressed or implied in any FLS. A number of important factors including 
those factors set out above can contribute to these digressions. You should avoid placing any reliance on FLS. TD Mutual Funds, TD Managed Assets Program Portfolios and TD ETFs are managed by TD Asset Management 
Inc., a wholly-owned subsidiary of The Toronto-Dominion Bank and are available through authorized dealers. TD Asset Management Inc. is a wholly-owned subsidiary of The Toronto-Dominion Bank.® The TD logo and other 
trade-marks are the property of The Toronto-Dominion Bank.
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produced by the Content Services team in collaboration with the company. Investment Executive journalists are 
not involved in writing these articles. For more information: anna-christina.diliberto@tc.tc

1  Statistics Canada, “Age and sex, and type of dwelling data: Key results from the 2016 Census,” May 3, 2017; 
Statistics Canada, “A portrait of the population aged 85 and older in 2016 in Canada,” May 3, 2017.

2  “The Retirement Income Conundrum: How status quo may not be enough for the next generation of retirees,” 
TD Asset Management, February 2018; Statistics Canada, CANSIM Table 109-5202, February 2018. 

3 TD Asset Management calculations; Statistics Canada, CANSIM Table 109-5202, February 2018. 

“The industry needs to rethink 
some of its assumptions about 
retirement planning,” asserts 

Amol Sodhi, Vice President and Director at 
TD Asset Management. Sodhi is a senior 
Portfolio Manager and co-manages TD 
Comfort Portfolios, TD Retirement Portfolios 
and TD Strategically Managed Portfolios. 
The traditional asset mix of a typical retire-
ment portfolio is not sufficient to deal with 
the Canadian reality of decumulating assets 
during a long retirement, Sodhi contends. 

These traditional portfo-
lio mixes were designed 
by the industry to focus 
more on accumulating 
retirement assets and 
may not be appropriate 
for investors actually in 
retirement. Furthermore, 
Sodhi notes that cur-
rent population, longev-
ity and market trends of 
lower returns also require a reboot of how 
investors and investment professionals view 
retirement income. A new approach that fo-
cuses on diversifying by risk factors, rather 
than just asset classes, may be required. 
This new approach aims to not only deliver 
the best possible outcomes for retiree in-
vestors, but better utilizes the benefits of 
diversification to help improve the overall 
investment journey. However, this may re-
quire advisors and other industry profes-
sionals to take another look at how they 
approach their business and their clients’ 
portfolios. 

“The customary conservative, balanced 
and aggressive portfolio continuum was 
really designed by the industry for the ac-
cumulating client,” says Sodhi. “For the 
past 10–30 years, the business has been 
focused on this segment because it was the 
biggest in the industry. But these portfolios 
were just not designed with the objective of 
providing stable and predictable retirement 
income over a long period of time.”

Why rethink retirement?
Sodhi groups the issues driving the retire-
ment “rethink” into three broad categories: 
population demographics, life expectancy 
and the nature of fixed income markets 
themselves:

1. Material shift in demographics: It’s 
hardly new information, but it bears re-

peating: the baby boom generation cur-
rently transitioning into retirement is lead-
ing to the biggest cohort of seniors and 
retirees in history.1 In Canada, at least half 
a million people will retire each year for 
the next 15 years.2 This creates a dominant 
market segment that the industry needs to 
better serve.

2. Increased life expectancy: It’s well known 
that lifespans are increasing in the industrial-
ized world, but the impact of this develop-

ment on investment and 
saving merits further at-
tention. Currently, there is 
a more than 40% chance 
someone turning 65 now 
will live past 90.3 Stated 
in investment terms, this 
means that the time ho-
rizon for decumulation in 
retirement is almost equal 
to the time horizon for ac-
cumulation. This makes 

effective investing while in retirement even 
more critical than before.

3.	A	 new	 normal	 for	 fixed	 income	 mar-
kets: Despite the recent cycle of interest-
rate increases from several central banks, 
interest rates were still historically low at the 
beginning of 2019. And recent economic 
uncertainty has central banks now holding 
off on further interest-rate normalization, 
meaning the current low-rate and low-yield 
environment will likely continue for longer 
than anticipated. Returns from investments 
based on interest rates may not be ad-
equate for the current and upcoming gen-
eration of retirees. 

Diversifying by risk exposure, not 
asset allocation
If the interest-rate-heavy traditional retire-
ment portfolio is no longer suitable for this 
generation of long-lived retirees, what op-
tions do advisors and investment managers 
have? Increasing equity exposure could be 
one solution, as long-term equity prices are 
generally driven by fundamentals. How-
ever, increasing equity exposure alone can 
increase a portfolio’s volatility profile, po-
tentially beyond an investor’s comfort level 
and introduces new investment risks such 
as sequence of returns risk. 

Sodhi believes advisors and other invest-
ment professionals need to change the 
types of conversations they are having 

with clients, and also change their own 
approaches to portfolio construction. The 
key remains portfolio diversification, but 
a diversification strategy that is based on 
risk-factor exposures, rather than just as-
set classes. 

Risk factors are often viewed as distinct ex-
posures or investment attributes credited 
with driving investment returns under cer-
tain conditions. Some concrete examples of 
where risk-factor analysis offers additional 
insights include the following scenarios:

•  The risk of “safe” investments: An in-
vestment that offers low returns but pres-
ervation of capital may still be attractive 
to many investors. That is, until they are 
introduced to the concept of inflation risk, 
and the loss of actual purchasing power 
their safe assets may have in the future. 

•  Commonalities across asset classes: 
Certain types of stocks and fixed income 
instruments may be driven by the same 
risk factors. For example, the yields and 
capital returns on investment-grade cor-
porate bonds are still driven in part by 
corporate earnings, and in some cases 
by the returns of the stocks of the same 
company. Exposure to this risk means 
that investors may not be getting the 
level of diversification they were seeking 
through these two asset classes alone. 

•  Volatility within asset classes: A simple 
breakdown of a portfolio by broad asset 
classes does not take into consideration 
the risk profile of holdings within those as-
set classes. For example, a portfolio with 
a 20% equity holding in an S&P 500 Index 
fund will likely have less expected volatil-
ity than another portfolio with a 20% eq-
uity holding in a NASDAQ index fund.

An investor’s goals are the true 
benchmark
Risk-factor analysis reframes the asset al-
location question, which allows advisors 
and investors to work together to formu-
late portfolios that better serve clients’ 
goals and desired outcomes. These port-
folios can also include solutions that are 
optimized by risk factor, leveraging the 
expertise of investment managers with 
strong risk analysis capabilities to help 
ensure investors have an asset mix that 
can take them down a much longer road 
in retirement. 

“A 100% fixed income portfolio is not 
necessarily low risk, and a 100% equity 
portfolio is not necessarily the highest 
risk,” Sodhi says. “Advisors need to be 
even more focused than ever on investor 
goals and desired outcomes, and on un-
derstanding their client’s investment risk 
budget: what their allowable risk is, ver-
sus what their cash flow needs are. That 
means looking at a client’s goals as the 
true benchmark, rather than any industry 
standard. When it comes to retirement in-
vesting, I believe that’s the solution. And 
I believe as a market leader in retirement 
solutions, TD Asset Management can play 
a critical role in this repositioning of client 
portfolios to reflect the new economic re-
ality that Canadians face.”

“A 100% equity 
portfolio is not 
necessarily the 
highest risk”

BRAND KNOWLEDGE
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O
ver the past three years, platform-traded funds (PTFs) have 
demonstrated that they are a viable alternative for process-
ing transactions in mutual funds as well as other managed 
investments. Compared with traditional back-office plat-

forms, PTFs create efficiencies for fund companies and their distribu-
tors and potential savings on management fees paid by clients. 

What have proven to be elusive for PTFs, which trade on the NEO 
Connect platform owned and operated by Toronto-based Aequitas 
Innovations Inc., are widespread acceptance and popularity among 
both fund sponsors and dealers. As the second quarter began, only 
seven firms had created PTFs. The only major mutual fund sponsor 
among them is Toronto-based Invesco Canada Ltd.

“When you change things, when you come up with new approaches, 
as we all know, there’s always fear of change, reluctance to change,” says 
Jos Schmitt, president and CEO of Aequitas Innovations. “But what we 
have seen is a steady pickup since the beginning, with the dealers con-
necting to [NEO Connect and] manufacturers using it, and we now start 
to notice an acceleration.” As of May 1, 14 dealer firms — all of which 
must be registrants of the Investment Industry Regulatory Organization 
of Canada to be eligible — were signed up to use NEO Connect.

Invesco created the PTF concept, launching its first 22 PTFs in  
October 2015 on its own platform, which was then handed off to 
Aequitas once the NEO platform became operational in May 2016. 
Invesco’s PTF assets totalled roughly $500 million as of mid-April, 
well over half of the total assets of all seven issuers. 

Forty-five of the 63 listings of PTFs were Invesco funds. Invesco’s 
PTF lineup consists of 31 retail funds, of which 12 also have U.S.- 
dollar PTF listings, and two non-retail Invesco pooled funds. Most 
of the six other providers of PTFs are firms whose funds are sold via 
offering memoranda to accredited investors or institutional clients. 
The only other prospectus-offered mutual funds with PTF versions 
are a pair of sector-themed funds sponsored by Toronto-based 
Ninepoint Partners LP. 

The second-most active issuer is Toronto-based Provisus Wealth 
Management Ltd., which in February launched nine PTFs. 

Distributing funds via NEO Connect enables fund managers to 
reduce costs because of an omnibus account structure. Instead of 
keeping records of each individual purchaser of a fund, the fund 
companies need only one account per PTF for each dealer firm. The 
number of accounts the fund companies need to manage goes down 
dramatically, Schmitt says.

Fund companies can choose to share their savings with investors in 
the form of lower management fees. Invesco’s management fees for its 
PTFs range from 0.40%-0.75% and are typically about 26% lower than 

the corresponding 
Series F for fee-based 
accounts, according to 
Invesco.

PTFs also create 
administrative effi-
ciencies for dealers. 
With the NEO Con-
nect platform, finan-
cial advisors can make a single bulk trade and then allocate fund units 
to specific clients, rather than having to make multiple trades. Unlike 
conventional transactions in mutual funds, which require a separate 
system, NEO Connect enables advisors to view client holdings and 
execute transactions in stocks, ETFs and PTFs on the same screen. 

“All the reporting that the dealer gets is integrated, so you don’t 
have separate reporting for your ETFs and your stocks on one side, vs 
your funds on the other side,” says Schmitt. “The dealer is the holder 
of the book of records of the clients and has the full view of the client, 
what their positions are across the board.” 

One satisfied PTF user is Marc Dalpé, portfolio manager with Mont-
real-based DalpéMilette Group, which operates under Richardson 
GMP Ltd. of Toronto. He and his colleagues switched client holdings 
in several Invesco mutual funds over to their corresponding PTFs, 
which they found to be “simpler and better investment vehicles” to 
obtain access to the same fund managers — and at reduced fees. Deal-
ing in conventional mutual funds is more cumbersome for the firm, 
says Dalpé, citing administrative processes and separate computer 
systems “that don’t talk to each other.” 

Although PTFs trade daily at net asset value just like other mutual 
funds, there are minor quirks. One disadvantage is that orders must 
be executed in full units, not fractional ones, so it’s not possible for an 
investor to specify a dollar amount to invest. 

A potential pitfall, which applies to switches from other mutual 
fund series within non-registered accounts, is that a switch to a PTF is 
deemed to be a taxable event. The deemed disposition arises because 
the fund company must redeem the units that are transferred to the 
dealer’s omnibus PTF account. As a result, the fund company no 
longer has records of the beneficial owners. 

Tax considerations won’t impede further PTF expansion — not 
when there are savings to be had for fund managers, their distributors 
and investors. Undaunted by the slow pace of growth to date, Schmitt 
says PTF assets are “slowly but surely” heading to their first $1 billion, 
“which is not bad for a brand-new offering in the market with a learn-
ing curve.” •

A mutual fund innovation waits 
for its moment in the sun

BY RUDY LUUKKO

PTFS: 
WHERE ARE 
THEY NOW?

 
What have proven to be elusive 
are widespread acceptance and 
popularity among both fund  
sponsors and dealers
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L
iquid alternative funds, a.k.a. liquid alts, are a new product group in 
the mutual fund universe. Like hedge funds, they can use leverage 
and concentrate holdings to exceed the 10% cap common for single 
assets in Canadian mutual funds. They will trade at day-end prices, 

settle in two days and have assets different from the long positions of 
conventional mutual funds. At the end of the first week of March 2019, 
there were 32 liquid alts operating in Canada. More are sure to come.

Introduced in Canada in late 2018, liquid alts expand the offerings 
of mutual fund companies and give small investors a shot at hedge 
fund strategies that are usually the privilege — and risk — of quali-
fied investors who have a few hundred thousand dollars to buy into 
exotic or illiquid assets, such as farmland or infrastructure. To date, 
these funds have seed money, as required by regulations. It’s pre-
mature to judge actual sales.

Liquid alts expand the investment range of mutual funds — call 
them “hedge funds for everybody.” They can be structured with 
shorts and leverage to zig when everything else seems to zag.

The market for Canadian alternative strategies, once the turf of insti-
tutional and high net-worth investors, will expand to anyone with $500 
to invest, although Toronto-based Connor Clark & Lunn Financial 
Group Ltd. (CC&L) has set a $5,000 minimum investment hurdle for 
its funds. Borrowing will be limited to 50% of net asset value (NAV). 
Shorts will be held to 50% of NAV. Lever-
age will be limited to three times the sum 
of short securities, plus short cash, plus the 
notional value of derivatives divided by 
net asset value. Finally, illiquid assets will 
be limited to 10% of NAV. Liquid alts will 
have fees based on management expense 
ratios and trading costs. Managers will be 
able to hold as much as 20% of fund value 
in any one asset, rather than the 10% limit 
applicable to most mutual funds. 

Well-known asset managers that have 
brought liquid alts to market include 
Mackenzie Investments, CI Invest-
ments Inc. and IA Clarington Invest-
ments Inc. (all based in Toronto) and, in 
the ETF space, Montreal-based Desjar-
dins Global Asset Management Inc.

Most of the new funds do not charge 
performance fees. Michael Schnitman, 
senior vice president, product, for Mack-
enzie Investments in Toronto, says only 
conventional mutual fund fees based on 
NAV apply. “We did not choose perform-
ance fees. Our fee structure is flat and 
should be attractive.”

CC&L, however, will charge 1.5% 
management fees for Series A and 0.50% 
for Series F for its Alternative Canadian 
Equity Fund and then add a 20% perform-
ance fee over a defined benchmark, such 

as the rise in the S&P/TSX average. For most liquid alts, average fees are 
about 2.5% for Series A units and about half that for Series F units.

Financial advisors will have more to offer clients, but the concept of 
being long or short with attendant borrowing costs, leveraged or not, 
poses challenges. “The flexibility rules that seem to be part of liquid 
alt mandates mean to me that I cannot be sure of what the fund has 
or is doing at any time,” says Graeme Egan, president of CastleBay 
Wealth Management Inc. in Vancouver. “That is a red flag for me 
because I cannot be sure of the quality of holdings, or if there would 
be a change of strategy in the short term. All that I can have as a port-
folio advisor is faith in the liquid alt manager. I would get a monthly 
or quarterly report after the fact. I don’t feel comfortable with that. 
Further, we have a fiduciary duty to know our product and, while I 
am sure that these offerings are compliant with applicable rules, the 
mandates are too broad for our use in client portfolios.” 

The theory of an alternative asset class, especially one that allows 
a heavy dose of shorts, ought to be a portfolio stabilizer. To the extent 
that shorts compensate for down periods in markets, that should 
work. The idea of different asset classes such as bonds and real estate, 
shorts and even non-financial assets adding safety to growth is 
accepted financial economics. But acceptance by investors and advis-
ors is another matter of hope vs fear.

“It’s very early in the life of this flavour 
of investment to make a judgment of their 
popularity,” says Dan Hallett, vice presi-
dent and principal at Highview Financial 
Group in Oakville, Ont. “It’s also a bit 
early to assess the uptake or interest from 
advisors. Sometimes it’s hard to distinguish 
if products are launched to meet unmet 
demand or if product manufacturers create 
the demand through branding and market-
ing. I’ve seen examples of both over the past 
25 years. I’m not sure which one this is yet, 
but my guess is that it’s the latter.”

Adoption may also be slow due to the 
additional training required of advisors 
selling liquid alts. And there is a ques-
tion of novelty. Segregated funds, with 
minimum guarantees of return of initial 
investment after prescribed hold per-
iods, resemble hedged assets with added 
asset-protection features of insurance 
contracts. Two decades ago, Canada had a 
handful of hedge funds, but none worked 
out well, Hallett adds.

In 2008, the rush to wind down lever-
aged positions created markets that 
could not match bids and offers. In dire 
straits, liquid alts might find themselves 
cash poor in spite of rules limiting their 
leverage and how far they can venture in 
illiquid assets. •

Advisor and client interest in liquid alternatives remains to be seen

HEDGE FUNDS FOR THE 
AVERAGE INVESTOR

BY ANDREW ALLENTUCK

 
The concept of being long or short 
with attendant borrowing costs,  

leveraged or not, poses challenges
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G
iven their place at the heart of many investors’ portfolios, 
mutual funds have long been a regulatory focus. Yet indus-
try oversight is perpetually a work-in-progress, thanks to 
long-standing, unresolved investor protection issues. 

As the fund industry has grown, regulators have been steadily push-
ing the industry to increase transparency and curb conflicts of interest, 
while ramping up demands on financial advisors. Those demands are 
set to increase further, as regulators’ efforts have so far failed to quiet 
concerns about whether investors understand what 
they’re buying, and ensuring that they get a fair deal 
when they do.

Last year, the Canadian Securities Adminis-
trators (CSA) published two major sets of proposed 
reforms. One targets the mutual fund sector specif-
ically; the other aims to enhance protection for retail 
investors generally. Concurrently, the Mutual Fund 
Dealers Association of Canada (MFDA) is pur-
suing its own efforts to enhance advisor proficiency 
and to further improve transparency to investors.  

If the CSA’s reforms go ahead, those proposals 
could prompt seismic change. Last fall, the regulator 
proposed to effectively ban deferred sales charge (DSC) mutual fund 
structures and sought to prohibit mutual funds from paying trailer 
fees to discount brokerage firms for investment advice. 

These proposals followed an earlier set of CSA reforms — known as 
its client-focused reforms, published in June 2018 — that would revise 
existing suitability, “know your client” and conflict of interest rules, in 
an effort to raise investor protection standards generally (not just for 
mutual funds). 

Taken together, these rule changes could fundamentally reshape 
the industry by pushing it to modify traditional compensation struc-
tures, intensifying the shift to low-cost, index-based products from 
costlier actively managed funds, and altering the competitive balance 
between in-house and third-party products. 

Ordinarily, such transformative changes would take years to final-
ize, as regulators typically engage in prolonged industry consultation. 
At this point, however, the outlook for reform is even more uncertain, 
as regulators are also in the midst of a wide-ranging effort to stream-
line regulation — prompted by the new government in Ontario, which 
oversees the country’s largest, most influential regulator, the Ontario 
Securities Commission (OSC).

Not only does Ontario’s new government explicitly oppose the CSA’s 
move to ban DSCs, but it is also pushing the OSC to 
examine the cost of complying with regulation, and 
to seek ways to reduce those costs as part of a broader 
initiative to reduce regulation throughout the prov-
ince. In the face of this push for deregulation, the 
CSA hasn’t abandoned reform, but it will face more 
forceful headwinds. 

The OSC indicates that regulators are aiming to 
revise both sets of proposals (fund fees and client- 
focused reforms) and publish them for further con-
sultation in the fiscal year ending March 31, 2020. 

Whether that will happen at a time when resour-
ces are being diverted toward reducing regulatory 

burdens is unclear, but it appears unlikely that these proposals will be 
implemented soon. Revised proposals would go out for further com-
ment, and will likely take months, if not years, to finalize.

Meanwhile, the fund industry is facing initiatives from the MFDA 
that would also alter the regulatory landscape, albeit less dramatically. 

Over the past couple of years, the self-regulatory organization has 
been consulting with the industry on the idea of introducing continuing 
education (CE) requirements for dealer reps as a way of increasing their 
proficiency standards. 

At this point, the MFDA is waiting for the CSA to sign off on its pro-
posed CE rule, and indicates that it’s developing a system for tracking 
registrants’ compliance. Once these requirements are adopted, regis-
trants will be expected to collect CE credits on an ongoing basis.

The MFDA is also exploring the prospect of further enhancing trans-
parency by expanding on the cost-reporting requirements that were 
adopted as part of the second phase of the client relationship model 
(CRM2). CRM2 requires firms to provide investors with annual reports 
setting out dealer-imposed costs in dollar terms, and the MFDA is leading 
an initiative to explore expanding this reporting to cover costs charged by 
funds themselves, such as management fees and fund-operating costs.

The objective is to provide clients with even more comprehensive 
cost reporting and greater insight into the overall costs of investing. 
It may also level the playing field between vertically integrated firms 
that have fund manufacturing and distribution under the same roof, 
and the industry’s independent dealers. 

While this initiative has industry support, it seems further from frui-
tion than are the CE reforms. If the process for finalizing specific details 
of the CRM2 requirements is any guide, it will likely be a couple of 
years before regulators settle on detailed reporting requirements. Then, 
the industry will have to start implementing changes.

So, while the timing of reform and the pace of change remain 
up in the air, the direction of travel is not in question — regulators’ 
demands on the fund sector are only going up. •

OVERSIGHT:
A WORK-IN-PROGRESS

 
These rule changes 

could fundamentally 
reshape the industry 

by pushing it to modify 
traditional compensa-

tion structures

Looking at the big picture on mutual fund regulation BY JAMES LANGTON
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TAX-PLANNING TIPS 
FOR MUTUAL FUND 
INVESTORS 

a purchase should the fund rise in value. John Soutsos, a financial 
advisor with Mississauga, Ont.-based IPC Securities Corp., says 

that as yearend approaches, he has to 
balance the relative merits of delaying 
a purchase against the potential oppor-
tunity risk associated with remaining 
out of the market. “The last 45 days 
of the calendar year start to become 
tricky,” Soutsos says. 

However, it can be difficult for invest-
ors to know if a mutual fund will make 
a distribution and how much it will be, 
although some mutual fund companies 
may provide advance guidance.

“If you can [time a purchase] with 
ease, and it makes sense, fine,” George 

says. “But, for a lot of investors, jumping through hoops to avoid a dis-
tribution just doesn’t make a lot of sense.”

2. Return of capital funds
When a mutual fund makes distributions in excess of income, divi-
dends and capital gains, the excess portion is considered a return 
of a part of the investor’s capital, or ROC, and is not taxable to the 
investor. Some funds must pay regular distributions, with any differ-
ence between the fund’s taxable distribution and the set distribution 
amount made up via ROC.

ROC funds can work for retirees looking for a steady income stream. 

Continued on page 39 

T
here are several tax-planning opportunities associated with 
mutual funds. To understand how your clients can take advan-
tage of them, however, it is important to understand how 
mutual funds are structured and how they distribute taxable 

income and gains.
A mutual fund can be structured as a trust, with investors called 

“unitholders,” or as a corporation, with investors called “sharehold-
ers.” Regardless of structure, income earned and gains realized in 
a mutual fund are subject to tax annually. In general, it is more tax 
efficient for a fund to flow out taxable income to investors than to pay 
tax itself at typically high rates. 

If the income were taxed in the fund rather than being flowed out, 
investors “may end up paying more — it would be reflected in a lower 
net asset value [NAV],” says Wilmot George, vice president of tax, retire-
ment and estate planning with Toronto-based CI Investments Inc.

A mutual fund trust can flow out interest, Canadian dividends, 
capital gains and foreign income to its unitholders, with distributions 
retaining their tax nature in the hands of the unitholders. A mutual 
fund corporation, on the other hand, can flow out only Canadian divi-
dends and capital gains. Interest and foreign income must be taxed 
first in the corporation and then flowed out as Canadian dividends.

Here are three key tax-planning considerations:

1. Yearend distributions
A client may be able to achieve a tax deferral by delaying the purchase 
of a mutual fund until after an anticipated taxable distribution, such 
as those that occur near yearend. 

If an investor elects to purchase units in a mutual fund just before 
a distribution, he or she will receive a pro-rata share of those distri-
butions and be taxed on them, “even though the value of those dis-
tributions may have been reflected in the cost that [the investor] paid 
for those units,” says Debbie Pearl-Weinberg, executive director, tax 
and estate planning, with Canadian Imperial Bank of Commerce’s 
financial planning and advice group in Toronto, and chairwoman of 
the Investment Funds Institute of Canada’s taxation working group.

Purchasing a mutual fund immediately after a distribution should 
be viewed as “more of a tax deferral as opposed to a significant tax 
savings,” George says. That’s because delaying a purchase until after a 
distribution will result in an investor purchasing the mutual fund at a 
lower NAV, and thus a lower adjusted cost base (ACB). That will mean 
a larger potential capital gain when the mutual fund is eventually sold 
than would be the case had the mutual fund been purchased before 
the distribution.

There’s also the potential opportunity cost associated with delaying 

Choosing the right strategy comes down  
to understanding a fund’s distributions 
and structure BY RUDY MEZZETTA

 
Delaying a purchase 
until after a  
distribution will 
result in an investor  
purchasing the  
fund at a lower net 
asset value
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A
s more responsible investing (RI) ETFs hit the 
market and continue to evolve in sophistica-
tion, RI mutual funds may have more compe-
tition for assets. But both RI mutual funds and 

RI ETFs should continue to attract assets as investor 
interest continues to grow.

In Canada, RI accounts for 50.6% of assets under 
management (AUM), up from 37.8% two years ago, 
according to the 2018 Canadian RI Trends Report pub-
lished by the Responsible Investment Association 
(RIA). The leading RI strategies by AUM are environ-
mental, social and governance (ESG) integration; 
shareholder engagement; norms-based screening; and 
negative screening. 

Canadians are particularly interested in RI because they have 
serious concerns over how environmental factors will affect their 
future well-being — more so than any social or governance issue. The 
2018 RIA Investor Opinion Survey found that 81% of respondents were 
concerned about climate change and said it would create risks for the 
global economy within 20 years. As a result, 66% of survey partici-

pants said they want a portion of their portfolio to be 
invested in companies that provide solutions to climate 
change and environmental challenges. That makes RI 
an increasingly important selling point for clients.

When it comes to product offerings, mutual funds 
have been a popular choice for investment companies 
because they have represented the best structure for 
implementing ESG factors via active investing, as well 
as being more accessible (financial advisors registered 
with the Mutual Fund Dealers Association of Canada 
still face barriers to trading ETFs). 

“In these circumstances, a firm could hire a sub-
advisor who would run either a traditional invest-

ment portfolio or an ESG-focused portfolio that the firm could then 
overlay with their own internal data analysis and their shareholder 
engagement process,” says Fred Pinto, senior vice president and 
head of asset management at Toronto-based Aviso Wealth Inc. 

Now that ETFs have advanced within the past five years and are no 
longer just passive vehicles — witness the proliferation of actively focused 
and smart-beta ETFs in addition to passive ETFs — Aviso Wealth’s 

RI mutual funds now share the stage with similar ETFs, 
offering the socially conscious investor more choice BY LEAH GOLOB

A MATTER OF CHOICE

 
Some clients want 
to move beyond  
exclusion and be 
more discerning, 
so they can effect 
greater positive 

change
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 Continued from page 37

Since ROC distributions are not considered taxable income, they may 
also help a retiree minimize the clawback of income-tested government 
benefits, such as Old Age Security.

Again, tax experts caution that the tax benefit associated with ROC is 
one of deferral, rather than true savings. A 
return of the investor’s capital reduces the 
ACB, meaning when the fund is eventu-
ally sold, a larger capital-gains tax liability 
may arise. In fact, if, after many years of 
ROC distributions, the ACB is ground 
down to zero, all distributions that would 
have been ROC before would then be 
considered capital gains.

Aurèle Courcelles, assistant vice presi-
dent, tax and estate planning, at Invest-
ors Group Inc. in Winnipeg, suggests 
that a charitably inclined client might 
consider donating an ROC fund in his or 
her will. If your client makes an in-kind donation of an ROC fund with 
a low or zero ACB in a will, the estate will receive a charitable donation 
tax receipt for the value of the fund, but the related capital-gain inclu-
sion rate will be zero. 

asset-management division, Toronto-based NEI Investments, is consid-
ering introducing ETFs to its suite of RI products, Pinto says.  

The majority of RI-focused mutual fund providers, such as Toronto- 
based RBC Global Asset Management Inc., Toronto-based Mackenzie 
Investments, Toronto-based BMO Global Asset Management Inc. and 
Lévis, Que.-based Desjardins Global Asset Management Inc., 
already have RI-focused ETF offerings on the table. 

Some advisors say mutual funds offer more choice for RI investors 
than do ETFs, simply because there are fewer ETFs than mutual funds 
in Canada that are managed to an RI mandate. 

Anthony Edwards, investment advisor at Courtenay, B.C.-based 
Ethic Invest, which operates under the umbrella of Leede Jones 
Gable Inc., says he tries to strike a balance between ETFs and mutual 
funds when building portfolios for clients. 

Because many securities in an ETF are selected based on quan-
titative criteria, such as low carbon emissions or high ESG scores, 
companies that don’t fit those criteria get excluded from the index, 
Edwards says. Many of his clients want to move beyond exclusion and 
be more discerning, so they can effect greater positive change with 
their investments, which mutual funds enable them to do.  

For example, Edwards’ clients who are interested in impact investing 
want active fund portfolio managers to support and invest in positive 
change with companies that are producing energy-efficient applications, 
water purification or reclamation of waste water, among other initiatives. 

“That kind of thing is generally not available in the ETF space, so 

“You can benefit from the tax-free cash flow [from the ROC fund] 
during your lifetime, and at death, if you intend to make a charitable 
donation, and give away the asset with the biggest capital gain on it,” 
Courcelles says.

3. Corporate class funds
While a mutual fund trust is an entity in its own right, a mutual fund 
corporation typically consists of different classes, with each class 
representing its own distinct fund. While the performance of each class 
is contingent on the performance of the fund’s underlying assets, the 
income and gains generated across all the different classes can be offset 
against the expenses and losses across the entire corporation, providing 
an opportunity to reduce an investor’s taxable distributions.

In the past, it was possible for a client to switch between classes 
without triggering a taxable event, providing them with an oppor-
tunity to defer taxation until they ultimately withdrew money from 
the corporation. In the 2016 federal budget, however, the government 
eliminated that tax-deferral opportunity.

Despite the change in tax law, corporate class funds “continue to be 
an efficient way to grow money,” George says. “They’re designed to 
generate capital gains over time, and specifically, unrealized capital 
gains that will be realized sometime down the line.” •

they’re willing to pay the extra 1% or 1.5% for mutual funds if they’re 
going to feel much better about their investments,” Edwards says.

However, Edwards’ associate investment advisor, Joss Biggins, 
who primarily serves Ethic Invest’s millennial clients, says his clients 
are a bit more cost-conscious, making ETFs more attractive. “They 
want companies they invest in to get their carbon emissions down as 
much as possible,” Biggins says, “but they also don’t want to get their 
[management expense ratio] too high.” He says ETFs take a greater 
share of his portfolios. 

One area in which mutual funds still appear to have the lead is in 
providing exposure to global markets, which Canadian RI-focused 
ETFs have only recently begun to track. Edwards still turns to RI- 
focused mutual funds because “there is much more choice when it 
comes to getting global exposure [to RI] in the mutual fund space.”

Jay Aizanman, director of strategy and distribution at Desjardins 
Global Asset Management, says he sees a convergence of mutual 
funds and ETFs over the long term. 

“When you look at the Canadian investment market at the retail 
level, there are a lot of opportunities for investment managers to take 
their investment strategy [currently mainly used in mutual funds] and 
put it into an ETF,” he says. 

And, given that mutual fund disclosure rules also govern ETFs, 
fund managers are not required to reveal their underlying investment 
strategies, as is the case in the U.S. As such, Aizanman predicts much 
more active management in ETFs in the coming years. •

 
Corporate class 
funds “continue to 
be an efficient way 
to grow money. 
They’re designed 
to generate capital 
gains over time”

Three tax strategies for mutual fund investors to consider

Investment Executive’s Mutual Fund Guide 2019    39



40   Investment Executive’s Mutual Fund Guide 2019

PEOPLE

R
ob Strickland says the biggest challenge facing the mutual fund 
industry has nothing to do with the markets.

For the past 15 years, “our biggest challenge has been the 
national media,” says the president of Fidelity Investments 

Canada ULC in Toronto. “Big chunks of the media seem to be in attack 
mode when it comes to the mutual fund industry” — particularly when 
it comes to fund fees. 

As a result, he says, “they have shortchanged the investor.” He wants 
the media to talk about “the fact that fees have come down, very rapidly.”

Strickland would know: he joined the industry as a financial 
advisor at Montreal-based Nesbitt Thomson and Co. in the early 1980s, 
prior to its acquisition by Bank of Montreal in 1987. Back then, “the 
industry was much smaller,” he says, recalling his boss telling him 
to aspire to a $3-million book. “[There were] 400 advisors at Nesbitt.” 
Today, he says, Toronto-based BMO Nesbitt Burns Inc. has about 1,200 
advisors; the ones surveyed for the 2019 Brokerage Report Card had 
an average book size of $213 million. Says Strickland: “Just in a gener-
ation, that scale has changed.”

Strickland talks to Investment Executive about how the mutual fund 
landscape has evolved throughout his career, as well as its challenges 
and opportunities.

Q  Do your clients complain about fees?

A Never. I’ve been in this job more than 14 years. I’ve never once 
picked up the phone or had an email from a customer complaining 

about fees.

The head of one of Canada’s largest 
independent fund companies reflects on 
the evolution of mutual funds

BY PATRICIA CHISHOLM

BRINGING SCALE 
TO THE INDUSTRY
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president of 
Fidelity Investments 
Canada ULC
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DSC structure. I’ve been a branch manager, a national sales manager 
and the president of a dealer. I’ve seen the bad stuff.

You should only use DSCs if you are sure you don’t need liquidity 
in the next six years. And guess what: large amounts of money, really 
old people and people using leverage, they can’t be sure of that. But 
[apart from these situations], the DSC was the second-greatest catalyst 
[to making investing available to more people].

Q Are you in favour of keeping DSCs?

A The people who make the case 
for it needing to go, the exam-

ples they use are people who use it in 
leveraged situations, people who are 
too old and people who use it with 
too much money. So, let’s regulate 
[such] that they can’t use it in those 
three situations, and let’s leave it for 
[others].

There are some new product struc-
tures that are fabulous. I didn’t have 
an RESP to sell when I was an advisor; 
what a wonderful thing that is to help 
families get their kids financially 
ready to go to school. We didn’t have TFSAs. They are fabulous. They 
are a straight, obvious thing for everybody to do. But the DSC was a 
real enabler of both of those structures. I think the best days of the 
RESP and the TFSA are still ahead of us. TFSAs are just now reach-
ing critical mass, where a lot of people have a meaningful amount in 
them.

Q Are any changes needed with respect to mutual fund 
fees?

A Not really. I am a big fan of the two papers [the Canadian Secur-
ities Administrators] published in June 2018 — not all the ele-

ments in those papers, but in the main, they are good advances for the 
investor. They will cause a little bit of indigestion; not every dealer, not 
every manufacturer, is going to be treated equally. So, there is going to 
be a period of indigestion, but ultimately, the investor will be treated 
much better by the wealth-management industry as a result. And as a 
result of [that], the wealth-management industry will be much bigger 
and more successful.

I see all these changes in regulation as positive, if they are reasoned 
and well thought out. And the good thing about that last generation 
[of regulatory activity, including the past five years] is that all com-
missions got engaged in this thing. There was a lot of good study for 
four or five years, a lot of those papers have a lot of good stuff in them: 
they will really advance this industry, if and when they become regs.

Q What’s your advice for advisors?

A The advisor has a lot of masters. I’ve worked with a lot of 
advisors, in a lot of different capacities, for 30-odd years. To 

me, the advisors who are most successful for their investor clients 
and themselves are the ones who always put their investor clients 
first. Those are the ones who end up growing the biggest books 
[and] they don’t have any regulatory challenges. If you want to be 
an advisor for the next 30 years, you can’t do it without putting the 
investor’s interest first.

An unsung hero of the wealth-management industry is the branch 
manager. When there are great branch managers, very few things go 
wrong in the branch. Great branch managers have seen all those prob-
lems before [and] learned [from them]. But a great branch manager 
adds a great deal of value behind the scenes that most investors don’t 
[appreciate]. The only person in your corner is the branch manager. 
And the branch manager is going to mould you, and [you] want to be 
sure they mould you in the right way. •

Q What are the key opportunities in the industry?

A Nobody dealt with advisors back in the mid-’80s. We were 
people that proper people stayed away from. That’s changed. 

And that’s a good thing. It’s brought a lot of scale to the industry.
When I got [to Fidelity in 2003], the size of the mutual fund industry 

was [about] $460 billion. People thought it was done. [It’s more than] 
tripled since then. So, the scale has just become a really good opportunity. 
And it’s why I think the industry has enabled fees to come down.

Q What is the role of ETFs as a lower-cost investing 
alternative?

A I’m still looking to discover that ETFs are cheaper for us to operate 
than mutual funds. It’s been an open question here for a good six or 

seven months. But it’s pretty obvious that there are some savings relative 
to mutual funds with ETFs, [as well as] additional costs. There are some 
things you need to do [with ETFs] that you didn’t need to do with mutual 
funds. There are market-makers involved and different transparencies. I 
think the outsider looks at [ETFs] as tremendously similar products. But 
they are not that similar from an operating point of view.

I think ETFs are a good place for passive investors. The structure 
does not work well for active [investment]. And, depending on which 
company you are, it will work better for some active managers than 
for us. But we don’t like people seeing our “buy” list. We have [about] 
250 analysts around the world. We pay them a lot of money each, 
so we spend a lot of money on our buy list, every year. [And since 
it needs constant updating], you have to keep investing that money 
year after year. We don’t show our buy list to anyone, and in an ETF 
world, you have to show your buy list to a market-picker. So for us, the 
mutual fund is the better structure for active [investing].

When I grew up, there were passive and active. Now, there are 
active, passive and systematic, or quant, formulaic or algorithmic. And 
those [funds] are neat, because the price point is close to passive. We 
happen to think they are better products [than passive] and that they 
can be more customized to the needs of an individual.

This whole distinction between ETFs being cheap and mutual 
funds being expensive has been mischaracterized in the media for a 
long time: it’s really the distinction between the costs of passive and 
the costs of active.

I do see systematic attracting more money. [But] systematic, in a lot 
of categories, cannot replace active [fund management]. I don’t think 
anybody has created an algorithm that can go toe to toe with a Mark 
Schmehl or with a Jeff Stein. But in some portfolios that tend to be 
more “buy and hold,” maybe there’s an opportunity for systematic.

Q What are your thoughts on the increasing role of the big 
banks in this industry?

A It was a real leap of faith, back in the mid-’80s [when the banks 
began acquiring brokers], that these banks were going to take 

all their [existing] customers in savings accounts and GICs and expose 
them to the wealth-management industry. It didn’t seem logical. But 
here we are, 30 years later, and that’s exactly what’s happened.

A lot of good things happened. And the media has done some very 
good work in terms of educating investors. [With] the information 
flow back in the mid-’80s, you couldn’t learn to be an investor. There 
was no CNBC — it was just getting started. That was a real advance-
ment. And the Internet has been great for investors. But I don’t think 
anything has added to the scale of the industry [as much as] the banks 
did, by getting involved in the wealth-management industry, and then 
introducing all of their customers. [Banks buying dealers] has been 
good for the investor.

Q Can you comment on the discussion involving deferred 
sales charges (DSCs)?

A The DSC is under a big microscope right now. I was in the 
industry the day the DSC came out. It changed everything. It 

democratized the mutual fund. Now there has been some abuse of the 
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mutual funds will still be an 
important part of investors’ 
portfolios. 

“There is a place for both ETFs 
and mutual funds,” Huver says.

While various surveys indicate 
that millennials prefer ETFs to 
mutual funds, Bock does not see 
demographic trends being a core 

driver of whether investors choose mutual funds or ETFs. 
“There are categories of investor preferences” that drive investment 

decisions, Bock says. “Vanguard is relatively product agnostic and 
sees its ETFs and mutual funds as being complementary,” she says. As 
well, “some advisors may not have access to ETFs, and these mutual 
funds can help serve that group; so it really depends on the needs of 
financial advisors and their clients.”

Market trends bear this out. For example, Mackenzie Investments 
and Franklin Templeton Investments Corp., both traditional mutual 
fund companies based in Toronto, have experienced substantial success 
by offering ETFs as a complement to their traditional mutual funds. Last 
year, Mackenzie’s ETF assets grew by 127.5%, while Franklin’s Liberty 
Shares grew by 198.3%, according to CETFA.

In addition, the strategic alliance earlier this year between RBC 
Global Asset Management Inc., Canada’s largest mutual fund 
manager, and BlackRock Asset Management Canada Ltd., previ-
ously Canada’s largest ETF provider, is another example of companies 
seeking to offer investors greater choice and flexibility through a com-
prehensive suite of products (both firms are based in Toronto).

Unlike other mutual fund firms that have expanded into ETFs from 
a mutual fund base, Vanguard wants to leverage its success in the ETF 
space to attract mutual fund investors. Bock says that while the firm 
has more than $19 billion in ETF assets, Canadians currently have $33 
billion invested in Vanguard funds, including U.S.-domiciled ETFs. 

For Bock, this indicates the firm’s “ability to reach that many invest-
ors” and is “less so about business growth,” giving her cause for opti-
mism that the firm’s following in Canada will translate into investing 
in its mutual funds. 

The funds’ performance-based fee structure could drive sales. 
Management fees for all four funds are at their lowest during the 
first year of the fund, ranging from 34-40 basis points (bps). If a fund 
outperforms its benchmark in the second year, its management fee 
will rise to a ceiling of 50 bps. However, if a fund underperforms its 
benchmark in any year, its management fee will fall below the ceiling. 

This fulcrum pricing model “aligns the interest of the investor with 
that of the advisor,” says Huver. 

How does Vanguard offer substantially lower fund fees? Bock 
says it’s due to the fact that the company is owned by investors in its 
funds, not by shareholders. She explains that the U.S. parent, Malvern, 
Pa.-based Vanguard Group Inc., is owned by Vanguard’s U.S.-domi-
ciled funds and ETFs, and those funds are owned by their investors, 

W
hen Toronto-based 
Vanguard Invest-
ments Canada Inc. 
entered the Canadian 

ETF market in 2011 with the 
launch of six passively managed 
ETFs, the low-fee investment 
manager was expected to make 
significant inroads. And it has. 

As of March 31, 2019, Vanguard has become the third-largest ETF 
manager in Canada, with 37 ETFs and $19.6 billion in assets under 
administration, according to statistics from the Canadian ETF Asso-
ciation (CETFA) and Montreal-based National Bank of Canada. That 
gives the firm an 11.4% share of the $172.7-billion Canadian ETF 
market.

Kathy Bock, principal and head of Vanguard Canada, says that 
“given that we do not pay for distribution any place in the world, ETFs 
were the best place to start in Canada.” Bock, who has been with the 
firm since 1997 and now works primarily out of the Toronto office, 
took over for managing director Atul Tiwari on Jan. 1, 2019. Tiwari had 
led Vanguard Canada since its launch.

Having made its mark in ETFs, Vanguard jumped into the  
$1.5-trillion mutual fund market with the launch of four actively man-
aged mutual funds last year: the Vanguard Global Balanced Fund, the 
Vanguard Global Dividend Fund, the Vanguard U.S. Value Windsor 
Fund and the Vanguard International Growth Fund.

Vanguard’s foray into mutual funds comes at a time of declining 
sales growth in the sector, compared with increasing ETF sales. But 
Bock, who is also head of Vanguard’s Americas business, which also 
includes Latin America and the Caribbean, is optimistic her firm will 
gain traction by offering “high-quality products at a good price point, 
which is very important for investors.” 

Cost, she says, is the biggest hurdle to performance: “You can have 
great active management but if all the alpha is eaten up by high cost, it 
doesn’t benefit investors.” 

She contends that Canadians have a long-standing preference for 
actively managed mutual funds — an area in which Vanguard has 
“strong capabilities to deliver value,” even though the firm is often 
perceived as a passive manager. 

“Active management goes back to our founding in 1975,” Bock says, 
“so these new funds fit with our history and strengths as an organiza-
tion.” Vanguard addresses its perception as a passive manager through 
“education, which plays a big role in terms of reaching out to [financial] 
advisors through our sales team and hosting investment symposiums.” 

Tim Huver, head of product, Americas, for Vanguard in Toronto, 
explains that roughly one-quarter of the company’s $6 trillion in 
global assets is actively managed, making Vanguard the third-largest 
active manager in the world. The mutual funds being offered to Can-
adians already exist in the U.S., Huver adds. 

Bock says that although there has been a pickup in ETF sales, active 

ETF heavyweight Vanguard entered the Canadian 
mutual fund market last year. What’s next?

BY DWARKA LAKHAN

EYES ON EXPANSION
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its ETFs and mutual funds as being complementary. 
Some advisors may not have access to ETFs,  
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instead of the firm being publicly traded or owned by a private group 
of individuals. In turn, Vanguard Investments Canada Inc. is a wholly-
owned indirect subsidiary of the Vanguard Group, which effectively 
translates into Canadian investors owning the Canadian arm. 

Given that Vanguard does not pay for distribution, its four mutual 
funds are available only to retail investors in Series F versions, which 
are sold through fee-based advisors. The funds are also available 
in Series I versions for institutional investors, and on two discount 
brokerage platforms, Toronto-based Questrade Inc. and Qtrade 
Investor, owned by Toronto-based Aviso Wealth.

Although lower fees are one of Vanguard’s most attractive features, 
Bock says, the firm’s pricing structure “is not its core differentiation.” 
Rather, she points to “the firm’s track record, high-quality products 
and managers [who] deliver.” 

Bock admits the funds’ distribution structure limits their growth, 
but she does not see it changing. She expects an increasing trend 
toward fee-based services, which will support the firm’s strategy of 

not paying for distribution. “The distri-
bution model is beginning to change with 
more discussions about fee-based plan-
ning,” she says. Bock also anticipates that more discount platforms 
will place Vanguard’s mutual funds on their shelves. 

Vanguard wants to attract the support of advisors through several 
development initiatives. Huver says the firm is providing advisors with 
education, practice-management training and resources to grow their 
businesses. “Our value proposition is to help them become involved in 
more holistic planning,” he says.

What’s next for Vanguard? “We hope to see greater downward pres-
sure on mutual fund fees in Canada and hope that [our mutual] funds 
can help accelerate that trend,” says Bock. “While we can’t speculate 
about future pricing decisions, low-cost investment products are part 
of Vanguard’s DNA in terms of the benefit of our mutual ownership 
structure. As we grow in scale and size, we expect the cost of our 
products to continue to move lower.” •

Kathy Bock,  
principal and 
head of Vanguard 
Investments 
Canada Inc. 
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M
utual funds remain a core investment product used by 
most Canadians. Whether you invest exclusively in mutual 
funds or not, this list of portfolio construction dos and 
don’ts should serve you well.

Start every client engagement with a financial plan
Before you slide a profiling questionnaire in front of a client — and 
before you start thinking of your investment proposal — start with 
a financial plan. Think about the investment-management process. 
Your goal is to figure out what a client wants to accomplish with their 
wealth, which eventually leads to a target return.

A financial plan will make sure you are using meaningful target 
returns because they are linked to a client’s goals. Once complete, the 
financial plan provides direction and context for designing a portfolio 
that is truly aligned with a client’s objectives.

Think of desired exposures first, then look for products
You get bombarded with new products constantly. But you can’t spend 
time with all the product sponsors or use all of the products you’re 
pitched. You need a way to sift through them efficiently. If you first 
look at your target client segments and your investment and port-
folio construction beliefs, you can politely decline the vast majority of 
pitches and be selective about the products you’ll investigate. 

For example, suppose you decided it makes more sense 
to use broader global-equity strategies than to select indi-
vidual pieces for U.S., international and emerging-markets 
equities. If that is your — presumably well-founded — 
belief, then you can quickly ignore all of the U.S., EAFE 
and emerging-markets strategies and focus on global 
mandates that include emerging markets. The same 
applies for potential additions or replacement managers. I 
have received several emails over the past year about U.S. 
all-cap and small-cap strategies. If you’ve seen the same 
and have the above belief, you can remain uninterested 
because the strategies don’t align with your philosophy or 
desired exposure.

Don’t use the “buffet” approach to product selection
Big consulting firms have many good practices. One I don’t like, 
however, results from their business model and size — their typically 
long lists of approved managers and strategies. For example, a large 
firm might have five to 10 Canadian equity managers on their rec-
ommended list. Based on the type of client and amount of assets to 
be allocated, the firm will make a recommendation to allocate across 
most or all of its recommended managers. This is what I call the “buf-
fet” approach — and most financial advisors do the same thing.

For almost two decades, I have instead been recommending that 
advisors have greater conviction in their product and manager 
choices. You need one or two Canadian equity mandates that are used 
in tandem. But look across your book: chances are you will count 
several funds primarily invested in Canadian equities. If you conduct 
a similar review across your book with other product segments, you 
will likely find a broad array of products. That will lead to inconsistent 
client experiences across your book.

I’m not suggesting that you give everyone the same portfolio, but you 
can still customize each client’s portfolio with a tighter list of products.

Don’t use narrowly focused funds
In my early years, I succumbed to the temptation to use small slices of 
financial markets — some precious metals here, a bit of real estate there, 
some emerging markets and maybe even a country fund. Fortunately, 
these were always small allocations, but they were big enough to hurt 

clients’ portfolios. What I confirmed a short time later was 
that the vast majority of advisors and do-it-yourself invest-
ors are awful at selecting these small pieces of financial 
markets. And the industry would generally launch new 
products and promote them after high double-digit (or 
triple-digit) returns — always the worst time to buy them.

This advice applies to those who believe that active 
managers have skill. If that active skill exists, it’s likely 
at the fund manager level — best put to work in broader 
mandates — not at the level of the retail advisor or 
individual investor. And if you don’t believe in active 
management’s value, then surely you can’t believe you 
are the exception.

Ironically, novice advisors tend to start with simpler 
portfolio structures and use more complex ones as their knowledge 
grows. It’s only after years of humbling attempts to get cute that 
experienced advisors migrate back to simpler portfolio design.

You have lots of value to offer, and these tips should help you focus on 
what you do best, while avoiding some value-destructive behaviours. •

Dan Hallett, CFA, CFP, is vice president and principal with Oakville, Ont.-
based HighView Financial Group, which designs portfolio solutions for  
affluent families and institutions.

KEEPING 
IT SIMPLE
You’re bombarded with products 
and strategies — but you don’t have 
to use them all

BY DAN HALLETT
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