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1. Introduction

The Canadian Securities Administrators (the CSA or we) are considering potential amendments
to the investment funds regulatory framework for exchange-traded funds (ETFs).! Since the
introduction of the first ETF in Canada in 1990, ETFs have experienced strong growth, with
assets under management reaching $518 billion by December 31, 2024, representing
approximately 19% of publicly offered fund assets.? As of the end of 2024, 45 ETF providers
offer over 1,200 ETFs in Canada.? ETFs provide ready access to a wide range of investment
exposures and strategies and offer intraday liquidity through their exchange listing. Retail
investors make significant use of ETFs, with retail holdings of ETFs comprising approximately
62% of total ETF assets as of December 2024.+

The International Organization of Securities Commissions (IOSCO) recently considered the
performance of ETFs during the COVID-19 pandemic induced market stress in March and April
2020, during which ETFs underwent significant stress.5 Generally, IOSCO found that while
certain subsets of ETFs temporarily experienced unusual trading behaviors, the ETF structure
demonstrated resilience throughout the stress period, with no major risks or fragilities. The
resilience of the ETF structure during that period of volatility could further increase the adoption
of ETFs, making them an important area of focus for the CSA.

Since their introduction, the ETF market in Canada has evolved substantially. Initially, ETFs
aimed to replicate the performance of broad Canadian and U.S. equity market indices, offering
low-cost portfolio diversification. Since then, Canadian ETFs have evolved and now offer
exposure to a wide range of assets and investment strategies, including index tracking, smart beta
strategies, daily leveraged/inverse exposure to indexes and commodity prices, asset allocation,

! See the definition of “ETF” in National Instrument 41-101 General Prospectus Requirements.

2 Securities and Investment Management Association, SIMA (formerly IFIC), 2024 Investment Funds Report January 31, 2025
(SIMA 2024 Report). ETF net assets represent approximately 19% of total public investment fund assets (mutual funds ($2,242
billion) and ETFs ($518 billion)) as of December 31, 2024.

3 See SIMA 2024 Report.

4 Represents Canadian retail investors’ share of total Canadian-listed ETF assets. Data provided by ISS Market Intelligence,
Investor Economics ETF and Index Funds Report (Q4 2024).

All rights in the information provided by Institutional Shareholder Services Canada Inc. and its affiliates (ISS) reside with ISSCI
and/or its licensors. ISSCI makes no express or implied warranties of any kind and shall have no liability for any errors,
omissions or interruptions in or in connection with any data provided by ISSCI.

3 International Organization of Securities Commissions (IOSCO), Exchange Traded Funds Thematic Note - Findings and
Observations during COVID-19 induced market stresses (2018), available at
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD682.pdf.

# 6218317


https://www.iosco.org/library/pubdocs/pdf/IOSCOPD682.pdf

2-

and active management strategies. Some ETFs use alternative investment strategies permitted
under National Instrument 81-102 Investment Funds (NI 81-102).

In recent years, as ETFs have grown, multiplied and evolved, regulators in other jurisdictions
have developed and implemented requirements or published consultations, recommendations,
and guidance for ETFs.¢ In May 2023, IOSCO published Good Practices Relating to the
Implementation of the IOSCO Principles for Exchange Traded Funds’ (the IOSCO ETF Good
Practices) to supplement the /OSCO Principles for the Regulation of ETFs® (the IOSCO ETF
Principles) and provide examples of how the IOSCO ETF Principles could be put in practice.

Currently, under the CSA’s investment fund rules, ETFs are regulated under a substantially
similar framework as conventional mutual funds, as both types of products are “mutual funds”
under securities legislation by virtue of their offering of securities that are redeemable on
demand at net asset value (NAYV). For example, ETFs are subject to the same investment
restrictions applicable to mutual funds, including portfolio diversification requirements and
limits on illiquid assets set out in NI 81-102.

While the existing regulatory framework addresses some features of ETFs,? it is not highly
tailored to them. ETFs have unique features that distinguish them from conventional mutual
funds, namely, their unit creation and redemption mechanism, the secondary market trading of
their units and the associated arbitrage mechanism that acts to keep the secondary market price
of an ETF close to the underlying value of its portfolio. These features are discussed in greater
detail in subsection II.A below.

In 2023, members of the CSA commenced a review to assess whether the current regulations for
ETFs remain appropriate, focusing on the unique features of ETFs (the ETF Review)."® The ETF
Review involved (a) a study of the Canadian ETF market, and (b) an analysis to identify
potential gaps in the existing regulatory framework and ways to update and enhance the existing
framework. The Thought Leadership Division of the Ontario Securities Commission (OSC)

¢ See, for example, U.S. Securities and Exchange Commission, Exchange Traded Funds, Release No. IC-33646 (2019), available
at https://www.sec.gov/rules/final/2019/33-10695.pdf, Central Bank of Ireland, Discussion Paper 6 on Exchange Traded Funds
(2017), available at https://www.centralbank.ie/docs/default-source/publications/discussion-papers/discussion-paper-
6/discussion-paper-6---exchange-traded-funds.pdf?sfvrsn=4d1ba61d_8%20 and Feedback Statement on DP6 - Exchange Traded
Funds (2018), available at https://www.centralbank.ie/docs/default-source/publications/discussion-papers/discussion-paper-
6/feedback-statement-on-exchange-traded-funds---discussion-paper-6.pdf?sfvrsn=2, Hong Kong Securities and Futures
Commission, Consultation Paper on Proposed Amendments to the Code on Unit Trusts and Mutual Funds (2017), available at
https://apps.sfc.hk/edistribution Web/api/consultation/openFile?lang=EN &refNo=17CP8 and Consultation Conclusions on
Proposed Amendments to the Code on Unit Trusts and Mutual Funds (2018), available at

https://apps.sfc.hk/edistribution Web/api/consultation/conclusion?lang=EN&refNo=17CPS.

7T10SCO Good Practices Relating to the Implementation of the IOSCO Principles for Exchange Traded Funds (2023), available
at https://www.iosco.org/library/pubdocs/pdf/IOSCOPD733.pdf.

8 TOSCO Principles for the Regulation of Exchange Traded Funds (2013), available at
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD414.pdf.

° For example, due to the differences in the ETF distribution model compared to conventional mutual funds, the prospectus
delivery requirement was amended in 2016 to mandate that the dealer acting as agent for a purchaser deliver the ETF facts
document to the investor who purchased ETF securities over an exchange or alternative trading system, regardless of whether the
investor’s purchase order is filled with securities newly issued by the ETF.

19 See Canadian Securities Regulators Initiate Review of Exchange-Traded Funds (August 2023), available at
https://www.securities-administrators.ca/news/canadian-securities-regulators-initiate-review-of-exchange-traded-funds/.
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conducted the study of the Canadian ETF market, analyzing its composition and secondary
market activity, including factors that may affect ETF trading liquidity and arbitrage. The
findings from the study informed our analysis of potential gaps and are detailed in the OSC ETF
Study, An Empirical Analysis of Canadian ETF Liquidity and the Effectiveness of the Arbitrage
Mechanism published on June 19, 2025 (the OSC ETF Study)."

This consultation paper (Consultation Paper) outlines our views on potential gaps that may
need to be addressed and proposes enhancements to the regulatory framework for ETFs. The
proposals consider the IOSCO ETF Good Practices addressed to regulators and how different
jurisdictions have implemented the IOSCO ETF Principles that may be appropriate for the
Canadian market.

The CSA is publishing the Consultation Paper for a 120 day comment period to gather
stakeholder views on the issues and proposals outlined in section III. The proposals primarily
impact ETFs and their managers, but also affect investors and their advisors, dealers that provide
liquidity for ETFs and listing exchanges. We believe that a regulatory framework tailored to the
unique ETF structure can enhance investor protection, promote investor confidence in ETFs, and
foster competition. Our proposals aim to ensure that our regulatory framework continues to be
appropriate for ETFs in order to support continued growth for the benefit of investors. We
encourage stakeholders to provide their views on these proposals and to provide supporting data
for their views. We also invite comments on the specific questions set out in the Consultation
Paper.

The CSA will consider the feedback on all aspects of the Consultation Paper, particularly the
outlined proposals, to assess whether new rules are required to address any identified concerns. If
deemed necessary, the CSA will publish proposed requirements for comment through the rule-
making process.

The comment period will end on October 17, 2025.

IL. Background

A. Overview of ETF Features

ETFs are unique because their securities can be bought and sold in two markets, the primary
market and the secondary market. ETFs offer units on a continuous basis on the primary market
and list their securities on an exchange to facilitate secondary market trading. A unique arbitrage
mechanism links the two markets. The key features of ETFs are discussed in the subsection
below.

1. Unit Creations and Redemptions in the Primary Market

Like conventional mutual funds, ETFs issue securities continuously with no limit on the number

of securities that may be issued, and their securities are redeemable at NAV on demand.
However, unlike conventional mutual funds, investors cannot transact directly with ETFs.

1 See OSC ETF Study, 4n Empirical Analysis of Canadian ETF Liquidity and the Effectiveness of the Arbitrage Mechanism
(2025), available at www.osc.gov.on.ca.
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Instead, ETF units may be issued and redeemed only with dealers that have entered into an
agreement with the ETF manager. The agreement, typically referred to as a “continuous
distribution dealer agreement” (a CDDA) by ETF managers and dealers, allows the dealer to buy
and redeem ETF units in large blocks at the NAV, which is calculated once a day. The block of
units that may be purchased or redeemed is generally termed the “prescribed number of units” in
ETF prospectuses, or referred to as a “creation unit” by industry participants. The dealers are
typically registered dealers regulated by the Canadian Investment Regulatory Organization, and
they are commonly referred to as “authorized dealers” or “authorized participants” (APs). We
use the term “AP” in the Consultation Paper.

Creations and redemptions of an ETF’s units, known as “primary market” transactions, are
restricted to APs. Most investors buy or sell ETF units on a marketplace at prevailing market
prices during the trading day, as outlined in subsection 11.A.2.12

Generally, under the CDDA, an AP can purchase creation units from an ETF by delivering cash,
securities in-kind, or a combination of both. Under NI 81-102, the value of cash and/or securities
delivered must equal the NAV per unit multiplied by the number of units in the creation unit.'
For in-kind creations, the ETF manager discloses to the APs in advance a list of securities and
any applicable cash balancing amount (the creation basket). An AP must deliver the creation
basket in exchange for a creation unit.

The redemption process is the reverse. An AP holding enough ETF units to form a creation unit
may redeem the units at their NAV.* If redemptions are satisfied by the delivery of portfolio
securities, the ETF manager specifies in advance the list of securities (with any cash balancing
amount) that will be delivered (the redemption basket). The ETF manager may have discretion
to deliver cash to satisfy redemptions. Some ETFs create or redeem units for cash only. ETF
managers may also allow APs to negotiate adjustments to the creation or redemption basket, as
discussed in section III.A below.

APs may create or redeem ETF units for their own account, or act as agents to create or redeem
units for their clients. APs may hold ETF units that they have created in their inventory or trade
the units in the secondary market with other investors; similarly, they can hold the portfolio
securities received from a redemption in their inventory or sell them. We understand that a
CDDA typically does not require an AP to create or redeem ETF units, and APs are not
compensated by the ETF or its manager for creations or redemptions under the agreement.

ETFs may charge an AP a fee for creations or redemptions. Typically, the fee compensates the
ETF for the costs related to processing creations and redemptions. A significant difference
resulting from the creation and redemption mechanism is that the AP bears all the costs of
acquiring or selling securities for the ETF (either through in-kind creations and redemptions or
paying a fee for cash creations and redemptions). APs embed these costs in the spread they

12 Tnvestors that wish to buy and sell large blocks of units (typically institutional investors) may seek to transact at NAV by
dealing through APs.

13 See's. 9.3(1) of NI 81-102.
14 While ETF prospectuses disclose that investors that hold sufficient units to form a creation unit have the right to redeem from

the ETF, we understand that, practically, only APs redeem units from the ETF. An investor that wishes to redeem from the ETF
could do so through an AP acting as agent for the investor.
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quote, which investors pay only when they buy or sell the ETF in the secondary market. This
means that investors who are not buying or selling are not impacted by the transaction costs
associated with money entering or exiting the ETF. In contrast, for conventional mutual funds,
when investors enter, the transaction costs incurred for investing their money are borne by the
mutual fund (and therefore, shared among the existing investors). The same happens when an
investor sells mutual fund securities as the transaction costs for their exit are borne by the fund
(and therefore shared among the remaining investors). By including the transaction costs in the
ETF spread, the ETF structure ensures that these costs are borne by the investors who are buying
and selling.'s

2. Secondary Market Trading

ETFs list their units on an exchange, and ETF investors typically buy and sell ETF units on the
secondary market. Investors can buy and sell ETFs using their brokerage accounts, including
U.S.-listed ETFs, as ETFs are traded like other exchange-listed securities. Trading of ETF units
occurs during market hours at prevailing prices, which may be higher (a premium) or lower (a
discount) than the NAV per unit calculated by the ETF. When trading ETFs, investors incur
costs like bid-ask spreads and commissions, similar to trading equity securities.

The co-existence of the primary market and the secondary market gives rise to arbitrage
opportunities that help keep the market price of ETF units close to the underlying value of the
ETF’s portfolio (the underlying value). This arbitrage mechanism is central to the ETF structure
and is discussed in further detail in the next subsection.

ETFs can be traded like stocks, offering easy access through a marketplace and flexibility to
implement various investment strategies. For example, investors can buy ETF units with cash or
on margin, or short sell the units. Options trading is available for many ETFs, allowing for
various trading and investment strategies. Retail investors typically buy and sell ETF units on a
marketplace. Secondary market trading attracts a broad range of participants, making ETFs
popular for trading.' In addition to investment fund regulations, ETFs are subject to secondary
market trading rules, such as rules for best execution and applications of volatility control
mechanisms.

Official market makers of ETFs are also subject to applicable exchange rules. Canadian
exchanges currently assign one official market maker to each ETF to provide liquidity. Each
exchange oversees its market making program and assesses whether the assigned market maker
meets performance obligations, which may include meeting minimum spread goals, contributing
to liquidity and depth, and maintaining trading activity in the ETF.

Typically, the ETF manager nominates a dealer to act as the official market maker for the ETF
on the listing exchange. The ETF manager enters into an agreement referred to as a “designated

15 See Joanne M. Hill, Dave Nadig & Matt Hougan, A Comprehensive Guide to Exchange-Traded Funds (ETFs), CFA Institute
Research Foundation (2015), available at https://rpc.cfainstitute.org/-/media/documents/book/rf-publication/2015/rf-v2015-n3-1-

pdf.pdf (pp.26-27).

16 From 2019 to 2023, Canadian ETF traded volumes have increased from approximately 5% to over 8% of total daily average
traded volume of all listed securities; and Canadian ETF traded values have also increased from approximately 9% to over 11%
of total daily average traded value of all listed securities. See the OSC ETF Study for further details.
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broker agreement” with this dealer, under which the dealer agrees to act as the designated broker
for the ETF."” ETF prospectuses generally disclose that the designated broker’s duties under the
designated broker agreement include: (i) subscribing for sufficient ETF units to satisfy the
original listing requirements of the listing exchange; (ii) subscribing for ETF units on an ongoing
basis in connection with portfolio transactions and specified cash redemptions; and (iii) posting a
liquid two-way market for the trading of the ETF’s units on the listing exchange. As the official
market maker, the designated broker is overseen by the listing exchange for meeting the
parameters of the exchange’s market making program.

In addition to the designated broker, APs and other marketplace participants may provide
liquidity by posting bids and offers for ETFs throughout the trading day, enhancing liquidity and
depth without being obligated to meet exchange requirements for liquidity support. Dealers may
seek to act as APs in order to transact directly in the primary market (instead of through an AP);
however, a dealer that is providing liquidity need not be an AP, and an AP is not required to
provide liquidity. We understand that ETF managers may have informal arrangements or
expectations for APs to support the liquidity of their products, as indicated by providing APs
with information to value their ETFs. However, there is typically no requirement for liquidity
provision in a CDDA.

Under normal circumstances, the bids and offers quoted by the designated broker, APs and other
liquidity providers are generally closely tied to the ETF’s underlying value because of arbitrage
opportunities in the ETF structure.

3. Arbitrage Mechanism

ETFs are marketed as liquid investment products that can be traded intraday on marketplaces at
prices close to the underlying value of their portfolio holdings. The tight link of the market price
to the underlying value is dependent on the functioning of the arbitrage mechanism.

The ability to create and redeem units in the primary market, along with secondary market
trading of ETF units, provides arbitrage opportunities that help keep the market price of ETF
units close to the underlying value. For example, if ETF units are trading at a discount on a
marketplace, an AP could buy the units on the secondary market and sell or short sell the
underlying securities to arbitrage the discount. Once the AP has enough ETF units to form a
creation unit, it can redeem them with the ETF in exchange for the underlying securities in the
redemption basket. This process can create upward pressure on the ETF unit price or downward
pressure on the prices of the securities in the redemption basket, bringing the market price of
ETF units closer to the underlying value of the ETF.

Conversely, if ETF units are trading at a premium, the AP could engage in the reverse process.
This mechanism, referred to as the “arbitrage mechanism”, helps keep the ETF’s market price
close to its underlying value.

17 We understand that the designated broker typically has the ability to create and redeem ETF units to facilitate its market
making obligations, either through entering into a CDDA with the ETF manager or including the ability to create/redeem units in
the designated broker agreement.
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Liquidity providers that are not APs may also engage in arbitrage by creating and redeeming
ETF units by placing orders with APs. As well, liquidity providers (including APs) may conduct
arbitrage exclusively in the secondary market, rather than through creations/redemptions in the
primary market. APs typically have expertise in trading the markets for the ETF’s underlying
holdings. They are motivated by opportunities to conduct arbitrage and provide liquidity, which
allow them to earn profits. This activity by liquidity providers also helps keep the market price of
ETF units aligned with their underlying value.

Due to the potential for arbitrage opportunities within the ETF structure, ETF units are generally
expected to trade close to their underlying value under normal market conditions. To the extent
that significant divergences do occur, these are more likely during periods of market volatility.*

Effective arbitrage is crucial for enabling investors (who cannot transact directly with the ETF)
to buy and sell ETF units on the secondary market at prices that closely track the real-time
underlying value of the ETF. We understand that, when designing their products, ETF managers
consider whether effective arbitrage can be expected to take place (e.g., the availability of
correlated assets and participation of liquidity providers) and whether any characteristics of their
proposed product could hinder the arbitrage mechanism, potentially giving rise to undesirable
divergences of the market price and the ETF’s underlying value.

i) Facilitating an Effective Arbitrage Mechanism
a) Information to Value the ETF

Disclosing portfolio information for an ETF is associated with facilitating an efficient arbitrage
mechanism, leading to narrower premiums/discounts, tighter spreads and better liquidity in an
ETF." Information about the ETF’s current portfolio holdings or other information to value the
ETEF’s portfolio enables APs and other liquidity providers to: (i) assess the discrepancy between
the market price of the ETF's units and their underlying value, and (ii) construct hedges for their
positions. Therefore, unlike a conventional mutual fund, which transacts at the daily NAV and
does not rely on arbitrage, an ETF’s policy for the disclosure of valuation information is central
to its operations.

Currently, there are varying industry practices regarding the type of portfolio information that
ETF managers disclose to APs and other market participants, as discussed in subsection II1.D
below. Generally, ETF managers seek to provide sufficient information to facilitate effective
arbitrage, ensuring competitive spreads and narrow premiums/discounts to NAV.

b) Active Participation of APs and other Liquidity Providers
The IOSCO ETF Good Practices also highlight the importance of active and robust participation

by APs and other liquidity providers for effective arbitrage and liquidity provision.? ETF
managers are encouraged to avoid exclusive arrangements with APs and market makers that may

18 See OSC ETF Study (pp.16-17).
19I0SCO ETF Good Practices (p.23).

20 JOSCO ETF Good Practices (p.31).
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unduly affect the effectiveness of the arbitrage mechanism.2' Instead, ETF managers are
encouraged to promote open and effective competition among APs and other liquidity providers,
as competition enhances arbitrage efficiency and creates an active secondary market.

c) Other Practices

The IOSCO ETF Good Practices also set out other practices identified by industry participants
that could facilitate effective arbitrage. These practices include clear and cost-quantifiable
creations and redemptions, enabling custom baskets, having multiple APs available to step in if
any particular AP is not able to carry out creations/redemptions for any reason, an open AP
architecture to promote competition, widening the availability of APs and market makers if
possible, and smaller minimum creation/redemption basket sizes where possible.?

B. The Canadian ETF Market

As noted above, the analysis of the Canadian ETF market conducted by the OSC’s Thought
Leadership Division is set out in the OSC ETF Study. The OSC ETF Study includes a summary
of the size and composition of the Canadian ETF market, secondary market liquidity, and
premiums/discounts to NAV. The OSC ETF Study also analyzes whether (a) the number of APs,
and (b) the public disclosure of portfolio holdings, impact bid-ask spreads and deviations from
NAV. Stakeholders are encouraged to refer to the OSC ETF Study for details about the findings.

III.  Topics and Proposals for Consultation

The Consultation Paper focuses on the unique features of the ETF vehicle discussed above. We
identify potential gaps and propose and discuss potential enhancements to the existing regulatory
framework, with an emphasis on proposals to promote the effective functioning of the arbitrage
mechanism that is central to ETFs. Our proposals considered the IOSCO ETF Good Practices
(particularly those addressed to regulators) and the different ways that various jurisdictions have
implemented the IOSCO ETF Principles presented in the IOSCO ETF Good Practices. We
reviewed a sample of ETF prospectuses, focusing on the disclosure about the arrangements
implemented by ETF managers to facilitate the arbitrage mechanism for their ETFs and the
associated risks. We also reviewed a sample of ETF websites to evaluate the information
provided by ETF managers to the public.

The Consultation Paper seeks stakeholder views on our proposals and specific questions, which
are organized around the topics set out below. In addition, stakeholders are invited to comment
on any aspect of the Consultation Paper, particularly on the costs and benefits of potential
measures.

A. Policies and Procedures for Creations and Redemptions of Units

APs may create ETF units in the primary market by delivering cash, securities in-kind, or a
combination of both. If they have sold short units on the secondary market to meet investor

21 TOSCO ETF Good Practices (pp.32-33).

22 10SCO ETF Good Practices (pp.34-35).
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demand for the ETF, they may use the newly created units to close out their short positions.
Conversely, APs can redeem ETF units they bought in the secondary market with the ETF in
exchange for portfolio securities and/or cash, closing out their long ETF positions. The daily
creation and redemption mechanism allows ETF units to be traded in large numbers without
significant price deviations from the underlying value. Primary market transactions also help
APs limit their risk when providing liquidity for ETFs, encouraging them to actively provide
liquidity in the secondary market. An effective primary market is therefore essential for fostering
an ETF’s liquidity and keeping the market price close to the underlying value, benefiting
investors who trade on the secondary market.

Primary market activities may also support efficient ETF portfolio management. For example,
creation and redemption baskets may not consist of a pro rata slice of the ETF’s portfolio. ETFs
can rebalance their portfolios in a cost-effective way by including desired securities in the
creation basket and unwanted securities in the redemption basket.

The primary market supports the arbitrage mechanism and could impact the management of an
ETF’s portfolio, making the orderly creation and redemption of units critical. Therefore, we
propose that ETFs be required to establish, maintain and follow written policies and procedures
for the creation and redemption of units.

Currently, ETF prospectuses provide certain information about the process for creations and
redemptions (e.g., cut-off time for creations and redemptions, and whether cash and/or securities
are deliverable), but there is no additional information about the ETF manager’s policies for
creations and redemptions (such as the methodology for constructing creation and redemption
baskets). We understand that many ETF managers have written policies and procedures or
internal guidelines and practices for creations and redemptions. The CSA’s proposal is intended
to formalize these practices, similar to the adoption and implementation of written policies and
procedures for other key processes such as fund valuation. Like fund valuation processes, these
policies should be approved by the ETF manager’s board of directors and be subject to review,
testing, and conflict of interest considerations.?

ETFs that create and redeem units with in-kind securities may have more complex policies and
procedures than ETFs that transact with cash only. These ETFs disclose the composition of the
creation and redemption baskets to APs before the opening of trading. We understand that some
ETF managers may, at the request of APs, accept or deliver “custom baskets” that have different
components than the creation and redemption baskets disclosed before the opening of trading
(the standard baskets). In the Consultation Paper, we refer to a basket that does not have the
same components as the basket disclosed to APs by the ETF before the opening of the trading
day as a “custom basket”. A custom basket includes a basket that substitutes cash for one or
more of the components published in the standard basket.

Using custom baskets can benefit an ETF and its investors. The flexibility provided by custom
baskets can lower transaction costs for APs, leading to more efficient arbitrage and tighter bid-
ask spreads for ETF units on the exchange. Custom baskets can also encourage more arbitrage
activity and improve liquidity for ETF units by allowing APs to use a broader range of their

23 See Companion Policy to National Instrument 81-106 Investment Fund Continuous Disclosure, $.9.6.
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inventory and accommodating their trading constraints. Additionally, custom baskets can help
ETFs acquire or dispose of securities in their portfolios efficiently.

However, the use of custom baskets could raise concerns about potential conflicts of interest. For
example, an AP affiliated with the ETF manager, or an AP that an ETF (and other ETFs in the
same fund family) relies on for maintaining arbitrage, may influence the construction of baskets
to their advantage during negotiations for custom baskets.2* ETF managers have a fiduciary duty
to act in the best interests of their ETFs when constructing and accepting/delivering baskets. In
addition, we believe that implementing and following specific policies and procedures for using
custom baskets would promote consistency in the use of custom baskets, helping to manage
potential conflicts of interest and avoid inappropriate differences in how APs create and redeem
units with the ETF.

For example, ETF managers may accept cash collateral for creations if an AP experiences delays
in delivering components of creation baskets, as discussed in OSC Staff Notice 81-735 Cash
Collateral Use for Delayed Basket Securities in ETF Subscriptions. Establishing clear
parameters for the use of cash collateral and outlining a detailed process for APs to request it
would help ensure that all dealers have equal opportunities to use cash collateral, fostering a
level playing field for APs.

Given the importance of the primary market, we propose that ETFs be required to implement
policies and procedures for creations and redemptions in order to:

e cnsure that primary market activities are subject to ETF manager oversight (including
compliance oversight), enhancing the robustness of the primary market

e provide a clear and cost-quantifiable creation and redemption mechanism to facilitate
arbitrage?

e help mitigate potential conflicts of interest

e foster competition among APs by providing a level playing field for APs when dealing
with an ETF.

We propose that the policies and procedures for creations and redemptions could include the
following elements:

e specify whether the ETF creates and redeems units with cash or in-kind securities (with a
cash amount balancing to NAV)

e if an ETF that creates and redeems units with in-kind securities may, on an exceptional
basis, permit cash creations and redemptions, set out the process for an AP to request
cash creations or redemptions, and the parameters for permitting cash transactions

e specify the size of a “manager-prescribed number of units” (as defined in NI 81-102)

e specify the fees (if any) charged for processing a creation and redemption

24 See IOSCO ETF Good Practices (p.40), providing examples of potential abuses, including cherry-picking holdings by an AP,
or dumping of undesirable holdings by an AP.

25 See subsection 11.A.3(i)(c) above.

26 For example, the ETF may permit no more than a certain amount of cash creations over a specified period.
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e set out the methodology governing the construction of the basket for creations and the
basket for redemptions?’
e if the ETF permits the use of custom baskets, set out:

e the process for an AP to request a custom basket and the parameters for the
construction of custom baskets, including the process for allowing deviations from
those parameters (if any)

e the procedures for the ETF manager to review and test whether the custom baskets
used were in the best interests of the ETF

o ifthe ETF accepts cash collateral for creations, set out the parameters for the use of cash
collateral and the process for an AP to request the use of cash collateral

e specify the process and procedures to be followed for accepting creation baskets and
delivering redemption baskets.

We believe the proposed requirements would provide ETFs with the flexibility to implement
policies and procedures that are appropriate for their creations and redemptions. For example,
ETFs that transact using cash only may have simpler policies and procedures compared to those
that use in-kind creations and redemptions. ETFs that allow custom baskets with only limited
deviations permitted from the standard basket may have less detailed parameters. If policies and
procedures for creations and redemptions are implemented, ETF managers would be required to
maintain records to demonstrate compliance with such policies and procedures in accordance
with section 11.5(2)(e) of National Instrument 31-103 Registration Requirements, Exemptions
and Ongoing Registrant Obligations.

Consultation Questions:

1. Are any of the proposed elements for the proposed policies and procedures for the creation
and redemption of units unnecessary or not useful? Are there additional elements that should
be included in these policies and procedures?

2. We did not propose that the policies and procedures for creations and redemptions be
disclosed to the public since: (a) investors do not transact in the primary market and therefore
may not require details about basket construction, and (b) the efficiency and potential risks of
the primary market mechanism would be reflected in the key metrics we propose be
disclosed on the ETF’s website, as outlined in subsection III.B.1. However, are there specific
elements of the policies and procedures (e.g., whether the ETF’s creation and redemption
baskets consist of a pro rata slice of the portfolio or an optimized sample, whether the ETF
creates and redeems with in-kind securities or with cash, whether the ETF permits custom
baskets, etc.) that should be disclosed in the prospectus to provide investors with useful
information about the primary market mechanism for the ETF and potential risks?

27 For example, an ETF that transacts in-kind may construct baskets that consist of a pro rata slice of its holdings, or an
optimized sample of its holdings.

28 This proposed element would include specifying the cut-off time for submitting purchase and redemption orders.
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B. Secondary Market Trading
1. Website Disclosure of Metrics

National Instrument 81-106 Investment Fund Continuous Disclosure (NI 81-106) requires each
investment fund to designate a qualifying website for posting disclosure required by securities
legislation. A designated website helps improve investor access to information. In addition to
posting regulatory documents, ETF managers often use their websites to provide current
information, including information on the ETF’s performance and portfolio.

The sample of ETF websites we reviewed showed that ETFs provide daily trading and pricing
information on their websites, including the daily NAV per unit, closing price®, bid-ask spread,
and percentage discount/premium. This information is also available for historical periods on the
website (e.g., past 12-month data). We believe this information is useful for investors, as it helps
them understand that the price of ETF units on the secondary market can differ from the NAV
and enables them to assess potential trading costs, which are part of the total costs of investing in
an ETF.

The CSA proposes that ETFs be required to disclose up-to-date information on their website
about the functioning of the arbitrage mechanism and secondary market trading in an accessible
format, to help investors evaluate their investment and trading decisions. Our website disclosure
proposals aim to:

e improve investor understanding of the features of the ETF — metrics help investors assess
the functioning of arbitrage and understand the impact of premiums/discounts and quoted
spreads on their investments

e enhance transparency — daily updates offer more up-to-date information than available in
the ETF facts document

e facilitate comparisons — standardized information and consistent time periods for
disclosures facilitate better comparisons among ETFs.

Currently, information about the market price and the NAV of an ETF’s units is available in the
ETF facts document under the “Pricing Information” heading. ETFs must disclose the range of
the market price and NAV over a 12-month period ending within 60 days of the date of the ETF
facts document for each class (or series) of securities offered.** The average bid-ask spread over
the same period, calculated using the methodology set out in Form 41-101F4 Information
Required in an ETF Facts Document (Form 41-101F4), must also be disclosed.*' However, this
information is not required to be updated frequently as the ETF facts document is filed

29 The ETF websites reviewed used terms such as “market price”, “closing price” or “closing market price” for comparison
against NAV.

30 See Item 2(3), Part I of Form 41-101F4 and Instructions (12) and (13) thereunder.

31 See Item 2(3), Part I of Form 41-101F4 and Instruction (14) thereunder.

# 6218317



-13-

annually.?? Also, ETFs do not all provide this information for the same time period in their ETF
facts document due to different prospectus filing dates, making it more difficult for investors to
compare ETFs.

We propose that ETFs provide key metrics on their website that are similar to the pricing
information currently provided in the ETF facts document, with daily updates. We contemplate
the metrics being disclosed in an easily accessible section of the ETF’s website, under the
proposed heading “Trading and Pricing Information”, and presented in a clear and readable
format. The key metrics we propose are daily and historical premiums/discounts to NAV for
standardized periods, and median quoted spreads for the most recent 30-day period.

Premiums and discounts are impacted by many factors. Some categories of ETFs may have
premiums and discounts that are larger, such as ETFs that hold foreign securities where the
foreign markets are closed during the trading day for the ETF’s securities. Disclosure related to
premiums and discounts can help investors understand that some types of ETFs may have
relatively larger premiums or discounts, and help investors compare ETFs within a category, as
well as provide useful information about the efficiency of the arbitrage mechanism. ETFs may
also discuss the factors that contribute to premiums and discounts to provide investors with
relevant context. Presenting quoted spreads for a more recent period would provide investors
with more up-to-date information about the liquidity costs associated with an investment in an
ETF.

We propose that an ETF disclose the following metrics on its designated website for each series
(or class) of securities offered:3

(a) the net asset value per security, the closing price, and premium or discount, each as of
the prior business day;

We propose that the “premium or discount” be defined as: the difference (positive or negative)
between the “closing price” of the ETF’s security (as proposed to be defined below) and the
ETF’s most recent net asset value per security, expressed as a percentage of the net asset value
per security.

We propose that, for the purposes of enhancing investor understanding of the differences of the
secondary market value of an ETF’s security and the NAV, the “closing price” be represented by
the calculated closing price published by the listing exchange for the ETF. * Listing exchanges
have defined the closing price in their respective trading rules and have published their

32 The ETF facts document must be amended, however, if a material change that affects the information disclosed in the
document occurs.

33 The proposed metrics and presentation are similar to that required to be disclosed by U.S. ETFs pursuant to SEC Rule 6¢-11
under the Investment Company Act of 1940, which were presented as an example of disclosures regarding arbitrage and
secondary market trading in the IOSCO ETF Good Practices (p.44).

34 See the approvals granted for exchange rules and policies regarding the dissemination of calculated closing prices that may be
based on bid-ask spreads near the close of trading to better reflect secondary market values of ETFs, particularly for ETFs that
are not frequently traded:
https://www.osc.ca/en/industry/market-regulation/marketplaces/exchanges/recognized-exchanges/tmx-group-inc-and-tsx-inc-
rule-review-notices/notice-approval-tsx-closing and https://www.osc.ca/en/industry/market-
regulation/marketplaces/exchanges/recognized-exchanges/neo-exchange-inc-rule-review-notices/notice-approval-amendments-
trading.
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methodologies to determine a calculated closing price for ETFs, addressing stale last sale prices
for ETFs that are not frequently traded.

As some ETFs do not calculate their NAV as of the close of trading at 4 p.m., we propose that
such ETFs use the price that is the midpoint between the best bid and best offer on its listing
exchange as of their NAV calculation time if that price better reflects the secondary market value
of the ETF’s securities at such time. Therefore, we propose that “closing price” mean: (i) the
closing price of a security of the ETF published by the exchange on which the securities of the
ETF are listed (the Listing Exchange); or (ii) if the ETF does not calculate NAV as of the
closing time of its Listing Exchange, the price that is the midpoint between the best bid and best
offer on the Listing Exchange as of the time the ETF calculates its NAV.

This proposed daily disclosure would provide a snapshot of the difference between the NAV and
the closing price on a daily basis. While this daily snapshot reflects the difference at a single
point in time and may not capture intraday fluctuations, we believe it strikes a reasonable balance
given the costs and practical challenges of calculating intraday deviations.

(b) a table showing the percentage of trading days the securities traded at a premium or
discount during the most recently completed calendar year and the completed calendar
quarters since that year (or the life of the ETF, if shorter);

This proposed table would present a summary of the portion of trading days that the closing price
of the ETF’s securities was at a premium, discount, or equal to the NAV over the most recent full
year period and subsequent quarterly periods, making it easier for investors to understand and
absorb historical information.

(c) aline graph showing premiums or discounts for the most recently completed calendar
year and the completed calendar quarters since that year (or the life of the ETF, if
shorter);

This proposed line graph would provide a visual representation of the degree of the premiums or
discounts, and highlight any relatively large deviations, helping investors assess the stability of
the premiums or discounts.

(d) if the premium or discount of any class or series of securities offered is greater than 2%
for more than seven consecutive business days, include a statement before the opening
of trading on the ETF’s listing exchange on the next business day of the applicable
consecutive period, that the ETF’s premium or discount, as applicable, was greater
than 2% for more than seven consecutive business days, and include a discussion of the
factors that are reasonably believed to have materially contributed to the premium or
discount. This disclosure must be maintained on the website for at least one year.

This proposed disclosure seeks to increase investor awareness about ETFs that have significant
and persistent deviations from NAV, which may occur when the arbitrage mechanism is
impaired. We propose including a discussion of factors that are reasonably believed to have
contributed to the deviations to give investors insight into the historical efficiency of the ETF’s
arbitrage mechanism. This insight is intended to help investors make more informed decisions,
such as comparing ETFs within a specific category. Additionally, maintaining this information
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on the website for at least a year will help identify ETFs with a history of significant and
persistent differences between closing price and NAV per security.

The OSC ETF Study found that during the period 2019-2023, the average deviation between the
closing price and NAV across ETFs with different underlying assets and strategies has been
relatively small. We sought to establish a threshold that would highlight larger, persistent
deviations from NAV, and considered an alternative threshold of 2 standard deviations or more
over the past rolling 12 months for a period of more than 7 consecutive business days. We found
that the 2 standard deviation threshold would have resulted in a higher percentage of ETFs that
would have triggered such disclosure during each year in the 2020-2023 period.* While this
alternative threshold represents the unique deviations of each ETF and captures the most recent
market behaviour, it may be more complex to calculate and implement. We are proposing a 2%
threshold to simplify implementation and disclosure and seek feedback on this threshold.

(e) the median bid-ask spread, expressed as a percentage rounded to the nearest
hundredth, over the most recent 30 calendar days. This measure would be computed as
follows:

(A) calculate the “Interval Bid-Ask Spread” for each “Interval Point” in each trading
day over the previous 30 calendar days, using the methodology required under
Form 41-101F4 for the calculation of Interval Bid-Ask Spreads in determining the
“Average Bid-Ask Spread”, and

(B) identify the median of the Interval Bid-Ask Spreads.

If an ETF does not have Interval Bid-Ask Spreads for at least 75% of the Interval Points in
the previous 30 calendar days, we propose that it state “This ETF did not have sufficient
market depth ($50,000) to calculate the median bid-ask spread for the previous 30 calendar
days.” If an ETF has not traded for more than 30 calendar days, we propose that the ETF
include the following statement: “This ETF has not traded for more than 30 calendar days.”.

The proposed median bid-ask spread would provide investors with more up-to-date information
about the potential costs of investing in ETFs, enhancing cost transparency and comparability
among similar ETFs. We propose that the calculation of this measure use the same elements as
that required for the calculation of the historical Average Bid-Ask Spread in the ETF facts
document, so that ETFs would not be required to obtain and calculate new inputs for a median
over a rolling period.

The OSC ETF Study observed that average quoted spreads are typically narrow.3” However,
spreads can widen due to various factors, such as the market volatility experienced in March-

35 Based on OSC staff analysis, a 2% threshold would have triggered disclosure for 5.3%, 0.7%, 0.6%, and 1.1% of the total
sample of ETFs annually from 2020 to 2023. In comparison, the 2 standard deviation threshold would have triggered disclosure
for 18.5%, 3.0%, 6.6%, and 5.2% of the total sample of ETFs annually over the same period. The majority of the additional ETFs
that would have disclosed under the 2 standard deviation threshold are fixed income ETFs.

36 See Instruction (14) under Item 2(3), Part I of Form 41-101F4 for the calculation of the Average Bid-Ask Spread and the
Interval Bid-Ask Spread.

37 See OSC ETF Study (p.13).
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April 2020. Information on bid-ask spreads over the past 30 calendar days could enable investors
to compare the costs on their intended trading day with recent average spreads, helping them
make more informed decisions.

ETF managers may currently monitor other metrics to assess the functioning of the arbitrage
mechanism and the liquidity of their ETFs. In addition to the standardized metrics proposed,
ETFs may disclose other metrics on their website (with an explanation of the significance of the
metrics) as long as the proposed metrics are presented with equal prominence. The website
disclosure proposals may lead ETF managers to develop tailored metrics for different types of
ETFs and could encourage service providers to develop commercial solutions that facilitate the
comparison of trading metrics for different ETFs.

Changes to ETF Facts Document

We propose that the ETF facts document be amended to include a reference to the ETF’s website
for investors to access the metrics proposed above. We also seek feedback on providing
premium/discount information in the ETF facts document.

Consultation Questions:

3. Does the proposed term “closing price” and the proposed definition of this term appropriately
represent the secondary market value of an ETF’s security? If not, what definition would
better reflect the secondary market value of an ETF’s security (e.g., a definition that
references the national best bid and offer instead of the best bid and offer on the listing
exchange) and what term would be better?

4. For ETFs that do not calculate NAV as of the closing time of the listing exchange, would
using the value that is the midpoint between the best bid and best offer on the listing
exchange as of the time of NAV calculation appropriately represent the secondary market
value of the securities of such ETFs? Is the term “closing price” appropriate for such ETFs?
If not, what term would be more suitable?

5. Is the 2% premium/discount threshold appropriate to help identify ETFs that present
significant deviations from NAV over a period of more than seven consecutive business
days?

6. We observed from ETF websites that many ETFs offer downloadable daily NAV per security
and closing price data over historical periods (such as for the period since inception). In
addition to presenting historical premiums/discounts in a line graph as proposed, would it be
beneficial to require ETFs to make their daily NAV per security, closing price, and
premium/discount data for the past two calendar years available for download?

7. Are there alternative metrics or data presentations to those proposed that would help
investors assess the functioning of the ETF’s arbitrage mechanism and the liquidity of the
ETF’s securities on the secondary market? Would daily average bid-ask spreads over the
same historical periods proposed for premiums and discounts in subsection (c) be useful for
investors, in addition to the 30-day median bid-ask spread proposed?
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8. To what extent would the proposed website disclosure requirements increase costs for ETFs,
taking into consideration the pricing information that is currently required in the ETF facts
document? Please provide additional costs beyond the costs of providing the information
currently required in the ETF facts document (e.g., initial set-up costs, on-going data costs,
etc.).

9. Should the ETF facts document include information about premiums/discounts in the
“Pricing Information” table, such as including the mean of the daily premiums/discounts over
the 12-month period ending within 60 days of the date of the ETF facts document? What
other measure would provide representative information about historical
premiums/discounts?

2.

Monitoring of Arbitrage and Liquidity Provision

The expectation that an ETF’s market price will closely align with its underlying value relies on
APs and other liquidity providers taking advantage of arbitrage opportunities to correct price
differences. The effective operation of this arbitrage mechanism is critical for the proper
functioning of ETFs. The listing exchange monitors the official market maker to assess the
quality of liquidity provision and verify dealer adherence to market making program parameters
that make them eligible for benefits, such as rebates. In addition to this monitoring by the
exchange, we understand that:

to meet investor expectations and remain competitive, ETF managers aim to design
products and establish arrangements that support effective arbitrage (such as constructing
baskets with liquid components), reducing the likelihood of significant divergence
between the market price of ETF units and their underlying value

ETFs are dependent on arbitrageurs, and particularly APs as they can create and redeem
units with the ETF, to minimize deviations from the underlying value of their units. ETF
managers seek to have a group of arbitrageurs that are ready to act on arbitrage
opportunities. ETF managers typically select the designated broker and APs based on
their capabilities in market making, and conduct due diligence in this regard. The
designated broker agreement usually specifies that one of the duties of the designated
broker includes posting a liquid two-way market for the ETF. In addition, even though
not formalized in a written agreement, ETF managers typically have expectations or
arrangements for liquidity provision by APs or a subset of APs, as they frequently
provide portfolio holdings information to APs for the purposes of facilitating liquidity
provision and arbitrage, as discussed in subsection III.D

ETF managers may monitor closing prices to assess their alignment with NAV. They also
monitor liquidity metrics such as quoted spreads and market depth to ensure that the
spreads reflect the spreads of the ETF’s portfolio holdings and are within expected values

when ETF managers observe secondary market trading behaviour that deviates from their
expectations, such as widening spreads, they typically address the matter with the
relevant AP(s).
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Consistent with the IOSCO ETF Good Practices, which encourage ETF managers to monitor
APs and market makers on an ongoing basis to ensure that they contribute to the functioning of
the arbitrage mechanism and liquidity provision,* we propose to introduce requirements for ETF
managers to:

(1) monitor the functioning of the arbitrage mechanism and liquidity provision on the
secondary market (including designated broker and AP participation in this regard); and

(1) establish, maintain and follow policies and procedures for their monitoring, to ensure
consistent monitoring and oversight of the functioning of arbitrage and liquidity.

Under this proposal, an ETF manager would monitor and assess the effectiveness of arbitrage
and liquidity provision for their ETF. This oversight would help verify that the manager’s
arrangements to facilitate arbitrage serve to maintain secondary market trading at prices that are
aligned with the ETF’s underlying value. In addition, we contemplate that the ETF manager
would specifically monitor arbitrage and liquidity provision by APs and any dealers with whom
they made arrangements for liquidity provision (whether formal or informal). This oversight will
also enable ETF managers to take appropriate action if quotations and trading do not reflect their
expectations based on their design of the ETF, including the arrangements they established to
facilitate arbitrage.*

We propose that the policies and procedures:

(1) set out the ETF manager’s process for assessing the effectiveness of arbitrage and
liquidity provision on the secondary market. This would include processes to monitor the
participation of the designated broker and APs (and any other dealers with whom the ETF
manager has made arrangements for liquidity provision) and whether their activity is
consistent with the arrangements for liquidity provision and arbitrage made between each
dealer and the ETF manager, and

(1) specify the metrics that the ETF manager monitors for assessing arbitrage effectiveness
and liquidity, and include parameters for the metrics. The metrics would include the daily
premium/discount to NAV and daily bid-ask spread.

We believe that our proposal offers ETF managers flexibility to use different means for
monitoring. For example, ETF managers may monitor based on real-time data or periodic
reviews of secondary market activity, with sufficient frequency to ensure effective oversight.
ETF managers may have different internal methodologies to assess arbitrage and liquidity. ETF
managers may seek to understand the liquidity provision processes of the designated broker and
APs to ensure effective monitoring. The proposal in paragraph (ii) above would require the
policies and procedures to specify:

3 JOSCO ETF Good Practices (pp.31-32).

39 TOSCO ETF Good Practices (p.101).
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(a) any metrics that the ETF manager monitors in addition to daily premiums/discounts to
NAYV and daily bid-ask spreads, such as market depth, AP participation in daily continuous
trading, or any intraday comparisons of market price and the ETF’s underlying value, and

(b) specific parameters for the metrics. Parameters may consist of relative measures based on
comparisons with ETFs in the same category or expected value ranges, having regard to the
ETF’s arrangements with APs for conducting arbitrage and providing liquidity, the ETF’s
investment objectives and strategies (incorporating historical ranges for the market segments
the ETF invests in), NAV calculation policies and other factors that may affect arbitrage.

Metrics falling outside the ETF manager’s parameters consistently would warrant consideration
of whether adjustments should be made to the ETF (such as its AP arrangements) to ensure close
alignment of the market price to the underlying value.

Consultation Questions:

10. Does the proposed policies and procedures requirement offer sufficient flexibility for ETF
manager monitoring?

11. Should the policies and procedures include other specific metrics that should be monitored?
In addition to bid-ask spreads and premiums/discounts to NAV, what metrics should be
required to be monitored?

12. Do ETF managers make arrangements for liquidity provision with dealers that are not APs?

13. Would disclosing the ETF manager’s parameters on the ETF’s website provide context for
investors and help them evaluate the trading information proposed to be disclosed on the
ETF’s website under subsection II1.B.1?

C. AP Arrangements

As discussed above in subsection II.A.1, APs have a crucial role in the operation of ETFs. They
are the only market participants that are authorized by the ETF manager to create and redeem
units with the ETF, which allows them to adjust the supply of ETF units in response to market
demand. A robust primary market which allows for the effective creation and redemption of
units is important for effective arbitrage. In addition to their role in the primary market, APs are
typically also important liquidity providers for ETFs on the secondary market.

1. Disclosure of AP Arrangements

APs are important for the functioning of ETFs, but there is currently little information about an
ETF’s arrangements with its APs. ETF prospectuses typically disclose that only authorized
dealers who have entered into an agreement with the ETF manager to create or redeem units may
do so. ETFs do not disclose the identity of their APs in the prospectus. As discussed in
subsection II.A.1, APs usually enter into an agreement referred to as a CDDA with the ETF
manager. Currently, ETFs do not file a CDDA as a “material contract” (as defined in National
Instrument 41-101 General Prospectus Requirements (NI 41-101)) under s.9.3(1) of NI 41-101,
and the terms of the CDDA are not disclosed in the prospectus. Due to this information gap,
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investors may be unaware of the terms and risks associated with AP arrangements; for example,
how many APs the ETF has, and whether the AP group is diverse with APs having varying costs
and constraints, or whether the AP group is relatively homogenous.

Given the important role of APs, we propose that ETFs provide transparency regarding their
arrangements with dealers to act as APs. First, we propose that an ETF be required to enter into a
written agreement with each dealer it authorizes to create and redeem ETF securities. We also
contemplate introducing a definition of “authorized participant” in NI 81-102 as follows: an
“authorized participant” means “a dealer that has entered into a written agreement with the ETF
that allows the dealer to purchase and redeem a manager-prescribed number of units of the ETF”.
These proposals aim to identify the entities eligible to transact directly with the ETF in the
primary market and clarify which entities our proposals concerning the ETF’s arrangements with
its AP(s) apply to. #

Second, we propose that an agreement between an AP and the ETF regarding the creation and
redemption of ETF units be enumerated in the list of documents that are required to be filed with
a prospectus under s.9.1(1)(a)(iv) of NI 41-101. The agreement would also be listed under the
“Material Contracts” heading in the prospectus of the ETF, with particulars of the contract
disclosed in the prospectus.# We understand that the designated broker typically has the ability
to purchase and redeem units of the ETF to fulfil periodic cash subscription requests by the ETF
manager and to support their market making activities, in addition to its duty to make a liquid
market for the ETF. Given this, we believe that a designated broker also fits the proposed
definition of “authorized participant”. Therefore, an agreement between the designated broker
and the ETF manager would be a “material contract” as proposed. As a result, when providing
particulars of the designated broker agreement, key terms (including any liquidity provision
obligations) must be disclosed.

We believe that transparency regarding an ETF’s arrangements with its APs is important. For
example, the affiliation of an AP with the ETF manager may influence investor expectations
regarding the level of liquidity support that would be provided by the affiliated AP, even though
there is no contractual obligation. Disclosing the key terms of AP agreements would help
investors better understand the substance of an ETF’s arrangements with its APs.

Consultation Questions:

14. Is information regarding an ETF’s arrangements with its APs important for an investor’s
evaluation of an ETF? If not, why not?

40 See, for example, Evgenii Gorbatikov and Taisiya Sikorskaya, Two APs are Better Than One: ETF Mispricing and Primary
Market Participation (May 2022), available at https://papers.ssrn.com/sol3/papers.cfm?abstract id=3923503, discussing the
relationship between the level of mispricing in US equity ETFs and the ETF’s AP network diversity.

41 As discussed under subsection I1.A.1, currently, a dealer that seeks to act as AP typically enters into a CDDA with the ETF or
its manager. We do not expect that this proposal will involve any change to existing CDDAs, as a CDDA would be a written
agreement that allows the dealer to purchase and redeem a manager-prescribed number of units of the ETF.

42 See Item 31 of Form 41-101F2 Information Required in an Investment Fund Prospectus (including the accompanying
Instructions thereunder) and section 9.3 of NI 41-101.
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15. Would the proposal to include each agreement to act as an AP for the ETF as a document
required to be filed with the prospectus and listed under the “Material Contracts” heading in
the prospectus provide investors with useful information about the ETF’s arrangements with
its APs? Are there other means of providing information regarding the ETF’s arrangements
with its APs?

16. Should an ETF’s agreement with its designated broker be required to be filed with the ETF’s
prospectus as a required document under s.9.1(1)(a)(iv) of NI 41-101 and disclosed under
Item 31 (Material Contracts) of Form 41-101F2 Information Required in an Investment Fund
Prospectus?

2. Information Provided to APs Equally

Given the benefits of competition outlined in subsection II.A.3, the CSA considered ways to
create a level playing field for APs in their arrangements with ETFs to encourage active
participation and foster competition among them. We propose that ETF managers be required to
provide the same information to facilitate liquidity provision and arbitrage to all APs at the same
time and under the same conditions. This includes any information needed to determine the
ETF’s underlying value (such as portfolio holdings information) and information for the creation
and redemption of units. If the ETF manager imposes restrictions on the use of this information,
those restrictions must apply equally to all APs.

Consultation Question:

17. Do ETF managers provide information to determine the ETF’s underlying value and
information for the creation and redemption of units to market participants other than APs
(i.e., market participants that do not have a written agreement that authorizes them to create
and redeem units) in order to foster a more diverse pool of potential arbitrageurs? If an ETF
manager enters into agreements or arrangements with such other market participants, should
the ETF manager also provide these participants with the same information for conducting
arbitrage as is provided to APs, even though they are not authorized to create or redeem
units?

3. Minimum Number of APs

As discussed in subsection I1.A.3, having multiple APs supports an effective arbitrage
mechanism. Having multiple APs could:

e reduce concentration risk — a robust creation and redemption mechanism is critical for
arbitrage. Onboarding multiple APs that are available to deal in the ETF’s units reduces
the risk of not having any AP available to create and redeem units. During volatile market
conditions, having a diverse set of APs with different risk appetites and constraints would
also increase the likelihood that at least one AP will continue to maintain arbitrage

e increase the potential for competition — arranging for multiple APs to provide liquidity

creates a competitive environment, helping to keep the market price of ETF units close to
their underlying value.
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The OSC ETF Study found that most ETFs have multiple APs. ETF managers typically contract
with the same group of APs for all of their ETFs, but we understand that not all APs regularly
provide liquidity or create/redeem units for every ETF in the fund family.* Even though APs are
not obligated to act in the primary or secondary market, most ETF managers seek multiple APs
for their ETFs. As of December 2023, 71 ETFs (managed by 5 ETF managers), representing 8%
of total ETFs, have only one AP.+

We considered whether ETFs should be required to have a minimum number of APs and what
that minimum would be. Key considerations included:

e APs are generally not obligated to conduct arbitrage or provide liquidity within specified
parameters. AP activity is dependent on the demand for the ETF, and adding more APs
may not proportionally increase the benefits discussed above

e the OSC ETF Study found no relationship between the number of APs and bid-ask
spreads, but there was some evidence that having more APs is correlated with smaller
deviations from NAYV for certain periods covered by the research.*

Given these considerations, it was not clear if a specific minimum number of APs would
promote efficient arbitrage. Similarly, a specified number of APs may still pose concentration
risks for some ETFs if there is no AP obligation to conduct arbitrage under all market conditions,
including stressed conditions. Therefore, we focused on ETFs with one AP, as they could raise
concerns about undue concentration risk and absence of competition in arbitrage and liquidity
provision.

Despite AP activity depending on ETF demand and a second AP that may not always act
regularly, we believe it could be beneficial for ETFs to avoid sole AP arrangements and contract
with at least two APs for the following reasons:

e increasing primary market resiliency — relying on a single AP could be unduly risky.
During times of market stress, an unexpected shock to an AP could render it unavailable
to participate in the primary market. A second AP could increase the resiliency of the
primary market, as there would be no delay in onboarding another AP if the first AP is
unable to create or redeem units (i.e., there would be a second AP that has passed the
ETF’s due diligence review and can step in and transact readily)

e promoting competitive behaviour — the presence of a second AP, already onboarded by
the ETF manager and capable of making markets for the ETF, could encourage the first
AP to maintain tight bid-ask spreads and closely track the underlying value of the ETF to
avoid losing trades. Promoting competitive behaviour may be particularly important for

43 For example, an AP may choose to be active only in relation to ETFs that invest in markets where the AP has particular
expertise.

4 See OSC ETF Study (pp.8-9).

4 See OSC ETF Study (pp.3 and 23).
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ETFs that do not publicly disclose portfolio information for arbitrage.* Without access to
portfolio information, it may be difficult and less likely for informal liquidity providers
(who do not have an agreement with the ETF) to compete in market making, raising
concerns about a sole AP having an information advantage (see the discussion in section
II1.D below)

e avoiding exclusive arrangements — it is unclear whether the ETFs that have one AP have
exclusive arrangements with one dealer. The IOSCO ETF Good Practices encourage
avoiding exclusive arrangements if they may unduly affect the effectiveness of the
arbitrage mechanism.#” Contracting with at least two APs ensures that there is no de facto
exclusive arrangement that may impact arbitrage effectiveness.

While having two APs may still pose concentration risks, a two AP minimum could alleviate
concerns regarding exclusive arrangements. However, newly launched ETFs with lower asset
levels or ETFs investing in assets that trade in specialized markets may encounter challenges in
contracting with a second AP, potentially hindering the introduction of innovative funds. We
seek feedback to better understand the benefits and disadvantages of an ETF having at least two
APs.

Consultation Questions:

18. Does having only one AP pose undue risk for the primary market? Are there obstacles for
ETFs to contract with at least two APs?

19. Would the presence of a second AP (and therefore, the potential for competition) help
mitigate concerns associated with a single AP potentially not maintaining efficient arbitrage
to align the market price of the ETF closely to the underlying value? Is this concern more
significant for ETFs that do not disclose daily portfolio information to the public, making it
less likely for non-AP dealers to provide liquidity? Are there other ways for the ETF
manager to ensure that a sole AP maintains efficient arbitrage?

20. If an ETF has only one AP due to specific obstacles in contracting with more APs, should
exclusive arrangements with the AP be prohibited, thereby making it possible for the ETF to
contract with additional APs once the obstacles do not exist? What benefits would an
exclusive arrangement (or de facto exclusive arrangement) provide for the ETF and its
investors that would outweigh the risks of limiting primary market access (and potentially,
liquidity provision, for certain ETFs) to only one AP?

21. If an ETF only has one AP, should the name of the AP be prominently disclosed in the
prospectus or ETF facts document, for example, under Items 14 (Purchases) and 15

46 ETF managers have expressed the view that multiple AP arrangements reduce the possibility of APs unfairly benefitting from
the portfolio holdings information that is disclosed only to APs, because competition for trades among the APs would narrow the
quoted spread on the ETF’s securities and bring the market price of the ETF’s securities in line with their underlying value. See
OSC Investment Funds Practitioner — Portfolio Disclosure Practices of Exchange-Traded Funds (December 2016), available at
https://www.osc.ca/en/industry/investment-funds-and-structured-products/ifsp-enews/portfolio-disclosure-practices-exchange-
traded-funds (OSC IF Practitioner).

47 See IOSCO ETF Good Practices (p.33).
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(Redemptions) of Form 41-101F2 and under Item 2, Part I of Form 41-101F4 (Quick Facts
table), to inform investors of the ETF’s reliance on the sole AP?

D. Disclosure of Portfolio Information for Arbitrage and to the Public

As outlined in subsection II.C, APs and other liquidity providers use information about the
ETF’s portfolio to value an ETF (valuation information) to identify arbitrage opportunities and
to construct hedges for their market positions. Without sufficient information about the ETF’s
portfolio to allow APs to quantify the risks of their positions in the ETF and to hedge efficiently,
APs may widen bid-ask spreads or require a larger difference between the market price of ETF
units and the underlying value before engaging in arbitrage.

Generally, daily public disclosure of full portfolio holdings is associated with facilitating robust
arbitrage, enabling APs and other liquidity providers to value the ETF’s portfolio holdings
continuously and thereby identify arbitrage opportunities, and construct efficient hedges.* This
practice also makes the same information available to all ETF investors and market participants.
However, managers of active ETFs* may be concerned that public disclosure of full daily
holdings could allow others to discern their proprietary investment strategies and reverse
engineer their strategies, free-riding on their investment research. As well, some ETF managers
(including managers of index-based ETFs) are concerned that other market participants that can
see what their ETF is buying or selling daily can anticipate their trades and trade ahead of the
ETF (similar to frontrunning),* reducing investment returns.

In this subsection, we discuss: (a) whether an ETF should be required to provide specific
valuation information to facilitate arbitrage; and (b) whether an ETF should be required to make
the valuation information available to all market participants for the trading day by disclosing the
information on its website. We also discuss our proposal for ETFs to clarify the information they
disclose for arbitrage and the information they disclose to the public on their websites.

1. Type of Valuation Information

While all ETF managers seek to facilitate arbitrage, ETF managers currently provide varying
levels of portfolio information. This can include full daily portfolio holdings or the component
securities that make up the creation and redemption baskets.s' We considered whether it was
necessary to prescribe the type of valuation information to facilitate arbitrage and concluded that
no requirement is necessary, because:

e ETF managers have a strong interest in providing sufficient valuation information to
facilitate effective arbitrage. Without it, APs would be less willing to participate actively
in market making as they face higher risks and uncertainties. An ETF would likely

4 10SCO ETF Good Practices (p.23).

4 Active ETFs do not seek to replicate the performance of an index, and do not seek to construct their portfolio in accordance
with disclosed rules (e.g., holding an equally weighted portfolio selected in accordance with specified rules).

30 As this type of trading ahead of anticipated trades is similar to front-running, we use this term in our discussion.

31 We consider creation and redemption baskets to be portfolio information because the components in the baskets are either
included in the ETEF’s portfolio or will be accepted by the ETF.
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exhibit wider bid-ask spreads or larger divergence from NAV compared to its peers,
making it less attractive to investors. The OSC ETF Study, which included a review of
the quoted spreads and deviations from NAV of ETFs from 2020-2023, found that
overall, spreads were low and average deviations from NAV were small,* suggesting that
ETF managers have effectively determined the necessary information to facilitate
effective arbitrage despite the absence of mandated valuation information for arbitrage

e investors will be able to assess the functioning of the arbitrage mechanism and compare
across ETFs under our proposal in subsection III.B.1 for an ETF to disclose certain
metrics on its website. Further, ETF managers must monitor the effectiveness of arbitrage
and liquidity for their ETFs, as proposed under subsection II1.B.2, to enable them to take
action if their expected parameters are not met.

Depending on the investment strategies offered and the perceived risks of reverse-engineering
and free-riding, ETF managers may, in the future, decide to provide other information for
valuation (for example, providing varying levels of transparency of the ETF’s portfolio).s
Regardless of the type of valuation information provided for arbitrage, we believe that ETF
managers have a strong market incentive to provide sufficient information to promote active AP
participation and support effective arbitrage. In addition, our proposal for the disclosure of
specific metrics to help investors evaluate the effectiveness of arbitrage will further encourage
ETF managers to establish robust arrangements to facilitate efficient arbitrage, including
providing information that allows for the accurate valuation of their ETFs.

2. Disclosure of Valuation Information

The CSA also considered whether ETFs should publicly disclose valuation information on their
websites, or if ETFs could choose to share it only with APs for arbitrage purposes.* Our view is
that:

e requiring public disclosure of valuation information does not appear to be necessary. An
ETF can decide whether to share valuation information solely to facilitate arbitrage, or
make the information available to the public on its website; and

e an ETF should adopt policies and procedures governing the disclosure of portfolio
information. The ETF should also disclose what information it shares about its portfolio
for the purpose of arbitrage and for informing the public, and specifically, whether it
discloses full daily portfolio holdings on its website.

The ETF industry began with the offering of passive, index-based ETFs. These early ETFs
sought to replicate the performance of widely-recognized, broad market indices with publicly
available compositions. Without proprietary strategies and with lower portfolio turnover,

52 0SC ETF Study (pp.13-18).

33 For example, adopting the “semi-transparent” disclosure models introduced in the U.S. after receiving exemptive relief from
the U.S. regulator in 2019.

4 See consultation question 17 seeking feedback on other arrangements with entities that are not APs to conduct arbitrage and
provide liquidity.
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providing full portfolio holdings transparency daily to the public was common practice. This
transparency allowed APs and other liquidity providers to use the holdings information for
valuing the ETFs for arbitrage purposes, while also enabling investors to see the daily investment
exposure. The popularity of passive ETFs may be attributed in part to this daily portfolio
transparency that distinguished them from traditional mutual funds.

As discussed in section I, the Canadian ETF market has evolved significantly, introducing a
variety of newer products that track fundamental indexes and bespoke indexes and offer
exposure to different asset classes. Increasingly, investment fund managers are using the ETF
structure to offer active strategies, seeking to use their investment research and analysis in
products that have an investment objective of outperforming a benchmark index or providing
absolute returns. These ETFs offer active portfolio management services with the benefits of the
ETF structure, such as intraday trading, cost efficiency, and the ability to pass transaction costs
relating to buying and selling (fund entry and exit) to the investors who engage in these
transactions (rather than having the fund bear these costs). The industry continues to innovate,
offering active ETFs that provide investors with a broader range of strategies and opportunities
beyond index-based ETFs.

ETF managers mitigate the risks of free-riding and front-running in different ways, balancing
perceived risks to themselves and their funds with market-driven factors, including investor
needs and preferences for portfolio information. Most index-based ETFs, having fewer concerns
about free-riding, disclose their portfolio daily by posting all their current holdings daily on their
website. ¥

In contrast, managers of active ETFs who are highly concerned about free-riding and front-
running do not disclose their current portfolio holdings daily to the public. They typically
provide full daily holdings to APs under confidentiality provisions and restrict the use of the
information to market making. Some active ETF managers are of the view that investors have
different information needs and abilities compared to APs. These managers believe that their
investors are more concerned with the identity of the portfolio manager and the investment
objectives, strategies and performance of the ETF, rather than daily holdings.*

Other ETF managers, including those managing index-based and active ETFs, disclose valuation
information other than full daily portfolio holdings to their APs (such as creation and redemption
baskets), and also do not make such valuation information available to the public for the same
trading day. They are concerned that disclosing full daily holdings could allow free-riding or
expose their ETFs to front-running risks. As well, they believe that valuation information is
needed for arbitrage and is not used by their target investors.>’

Based on our review of a sample of ETF websites, ETFs that do not publicly disclose full daily
holdings typically provide other information on their website regarding their portfolio, such as:

33 See OSC ETF Study (pp.9-10).
56 See OSC IF Practitioner at footnote 46.

57 See OSC IF Practitioner at footnote 46.
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full portfolio holdings or partial holdings (e.g., top 10 holdings) as of the last day of each
month with a 30 or 60 day delay, and/or

summary characteristics of the portfolio that provide a snapshot of the market exposure
provided by the ETF, similar to the portfolio information provided on an aggregate basis
in the summary of investment portfolio in the management report of fund performance
(e.g., industry sector or geographic allocation, aggregate price/earnings ratio of the
portfolio holdings, or in the case of fixed income ETFs, duration and credit quality, etc.).
This information is typically updated periodically (e.g., monthly).

Information sharing practices that do not make the same information equally available to all
market participants can lead to concerns about information asymmetry, as there is a potential for
APs that receive valuation information from an ETF to have an unfair information advantage.
The CSA considered whether ETFs should publicly disclose their portfolio holdings or other
valuation information to address this asymmetry. After weighing the factors below, our view is
that public disclosure should not be required:

investor use of valuation information — while ETFs have provided daily portfolio
holdings information and other valuation information to the public, enabling investors to
assess the ETF’s investment exposure, most investors do not use the information daily
and do not have the capability to use valuation information in the same way as dealers
that are conducting arbitrage and providing liquidity. Therefore, making valuation
information available to the public for the trading day may not effectively address
information asymmetry concerns

arbitrage efficiency — a key risk of information asymmetry in this context is that APs may
not make markets for the ETF as efficiently, in the same way that they would if the
information were publicly disclosed. For example, they may have opportunities to widen
the gap between quoted prices and the ETF’s underlying value and quote wider spreads.
This risk may be elevated if the ETF has only one AP, potentially distorting ETF pricing
and allowing the AP to set intraday prices that are not closely linked to the ETF’s
underlying value. However, most ETFs have multiple APs,* and the OSC ETF Study
found that public disclosure of full daily portfolio holdings was not associated with
quoted spreads or deviations from NAV,® suggesting that market making is not different
whether an ETF publicly discloses daily portfolio holdings or not

attracting liquidity provision — ETFs that do not make valuation information public, and
particularly ETFs that do not seek to replicate the performance of a widely-recognized
index, may be less likely to attract other dealers (who do not have the same information
as APs) to compete in arbitrage and liquidity provision. However, most ETFs appear to
have made appropriate arrangements for dealers to support arbitrage, as indicated by the
small average deviations to NAV and narrow average spreads in the market, even for
ETFs that do not publicly disclose valuation information®

38 We also seek feedback on a requirement to have a minimum of 2 APs in subsection III.C.3.
% See OSC ETF Study (pp.23, 29-30).

6 See OSC ETF Study (pp.32-33).
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e supporting availability of diverse ETFs — allowing ETF managers to provide valuation
information to APs without publicly disclosing this information helps ETF managers
manage the risks of front-running and free-riding, which are of particular concern for
active ETFs. Requiring public disclosure so that all market participants receive the same
information (including investors that do not conduct arbitrage and do not use the
information for valuation) may discourage the offering of active ETFs, reducing product
choices for investors

o risks of asymmetry can be addressed — we are also of the view that, collectively, the
proposals discussed in the Consultation Paper address the risks of information
asymmetry, as outlined in subsection II1.D.5 below.

As long as the risks of information asymmetry can be addressed and provided that arbitrage can
be maintained effectively to align market prices closely with the ETF’s underlying value and
narrow spreads, we believe that ETF managers should be permitted to continue their current
disclosure practices and choose whether to disclose valuation information publicly. This
approach supports the availability of active strategies in the ETF market, increasing investment
choices and benefitting investors.

3. Policies and Procedures for Disclosure of Portfolio Information

Given the history and development of the ETF market, we think investors consider the
availability of information about an ETF’s portfolio holdings to be an important feature of an
ETF. As well, the valuation information that is provided for arbitrage purposes is critical for an
ETF’s operations. The CSA propose that an ETF be required to:

(a) establish, maintain and follow written policies and procedures governing the disclosure of
portfolio information to:

e facilitate arbitrage
e inform the public; and

(b) disclose key elements of these policies and procedures in its prospectus and on its website
(as discussed further below under “4. Disclosure of Policies and Procedures”).

We propose that the policies and procedures specify the following:

e portfolio information for arbitrage — the portfolio information the ETF provides to APs
(and other liquidity providers, if applicable) for valuation to facilitate arbitrage, including
how frequently this information is provided and the recipients of the information

e conditions and restrictions — any conditions or restrictions that apply to the use of the

valuation information, including any requirement that the information be kept
confidential or any restrictions on trading based on the information
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e portfolio information for the public — the portfolio information the ETF provides to the
public on its website, including how frequently this information is provided and any
delay between the date of the information and the date it is provided

e process for providing information — the process for providing information to APs and on
the ETF’s website

e equal access for APs — the procedures for ensuring that the same information is provided
to all APs at the same time and under the same conditions (as proposed in subsection
11.C.2).

As we propose giving ETFs flexibility in sharing portfolio information, implementing procedures
and controls is intended to help ensure that the information is shared consistently in accordance
with the ETF’s policies. ETF managers may face conflicts of interest in the sharing of portfolio
information. Robust policies and procedures to ensure that portfolio information disclosures are
transparent and in the best interests of investors will help manage these conflicts. In addition to
providing transparency about its policies (as proposed below), the ETF manager should consider
whether its policies for sharing portfolio information may be a “conflict of interest matter” (as
defined in National Instrument 81-107 Independent Review Committee for Investment Funds)
that requires review by the ETF’s independent review committee.

Establishing these policies and procedures will also strengthen compliance with the proposed
disclosure requirements in the ETF’s prospectus and website outlined below regarding the
sharing of portfolio information. We believe that providing this disclosure would help to address
asymmetry risks where portfolio information shared with APs is not provided to investors
concurrently.

4. Disclosure of Policies and Procedures

Due to the range of practices on portfolio information disclosure, the CSA believe there is a gap
in investor understanding of: (a) whether current daily portfolio holdings information is available
to the public, and if not, what information about the ETF’s portfolio is available, and (b) the type
of valuation information provided to facilitate arbitrage, which may not be publicly disclosed.

To address this gap, the CSA propose that the ETF’s prospectus and website: (a) clarify whether
the ETF provides current daily portfolio holdings to the public, and (b) disclose key elements of
the ETF’s policies for disclosing portfolio information for arbitrage and to the public (the
Portfolio Information Disclosure Policy).

First, we propose that an ETF disclose any portfolio information to the public by posting the
information on its website, rather than disclosing it through other means or ahead to certain
investors (such as making the information available upon request). Additionally, we propose that
the following information be provided under the heading “Portfolio Information Disclosure
Policy” on the ETF’s website and in the prospectus:

a. Under the sub-heading “Portfolio Holdings Information Available on our Website:
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i. state whether the ETF is a “daily transparent ETF” that provides all of its current
portfolio holdings daily on its designated website. We propose to define “daily
transparent ETF” as an ETF that: (a) makes available to the public, before the
opening of regular trading on the listing exchange for the ETF’s securities on a
given day, all of the portfolio holdings that will be used to calculate NAV on that
day, by posting such information on a “designated website”;¢' and (b) does not
make available the information referred to in (a) to any market participant before
posting the information on the designated website.

ii. Ifthe ETF is not a “daily transparent ETF”, disclose:

1) the portfolio information that the ETF provides to the public on its designated
website, including how frequently this information is provided and any delay
between the date of the information and the date it is provided;s and

2) whether the ETF provides portfolio information other than the information
disclosed on its designated website daily to facilitate arbitrage, as described
under the sub-heading “Information Provided for Valuing the ETF”.

b. Under the sub-heading “Information Provided for Valuing the ETF””:

i. Ifthe ETF is a “daily transparent ETF”, state that the full portfolio holdings
information available on the ETF’s designated website can be used for valuing the
ETF to facilitate arbitrage and liquidity provision.®

ii. Ifthe ETF is not a “daily transparent ETF”:
1) state whether full daily portfolio holdings are provided to other entities. If
other portfolio information is provided for valuing the ETF to facilitate
arbitrage and liquidity provision, describe the information that the ETF

provides, including how frequently the information is provided;

2) describe the ETF’s process for providing the valuation information;

61 See NI 81-106 for the definition of “designated website”.

62 For example, information provided on the ETF’s website may consist of a summary of the full portfolio based on different
characteristics, similar to the summary provided in the ETF’s management report of fund performance (such as a geographic or
industry exposure, market capitalizations, etc.) as of the last day of each month that is updated 10 days after the last day of the
month, full portfolio holdings as of the end of each month that are updated 15 days after the last day of the month, top 10 current
portfolio holdings that are disclosed daily, etc.

3 The definition of “daily transparent ETF” is intended to describe ETFs that provide full daily portfolio holdings to the public
on the ETF’s website before the opening of each trading day, without disclosing such information ahead to any market
participants (including APs). We understand that ETF managers may provide portfolio holdings information directly to APs
through other arrangements before the opening of each trading day (such as through file transfers), but do not believe the
different ways of providing daily portfolio holdings information for each trading day pose concerns and therefore, we do not
propose that the different information provision arrangements be required to be disclosed in the prospectus or on the ETF’s
website for a “daily transparent ETF”.
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3) state whether any conditions or restrictions apply to the use of the valuation
information, including any requirement that the information be kept
confidential or any restrictions on trading based on the information;

4) disclose the recipients of the valuation information®; and

5) disclose the rationale for not making the information in subsection 1)
available on the ETF’s website.

We proposed that the above information regarding an ETF’s Portfolio Holdings Disclosure
Policy be provided in the ETF’s prospectus and on its website, as we believe that investors
access ETF websites to obtain information regarding ETFs.

S. Addressing Information Asymmetry Concerns

The CSA believe that our proposals to enhance the ETF framework, collectively, also mitigate
concerns regarding ETF managers disclosing portfolio information only to APs for arbitrage:

o disclosing trading metrics on ETF website (see subsection II1.B.1) — by disclosing
historical spreads and deviations from NAV on the ETF’s website, investors will be able
to assess how well the ETF manager’s arrangements facilitate arbitrage and maintain
narrow spreads. We believe this disclosure is critical because ETF managers have
flexibility to implement various arrangements to facilitate arbitrage, including providing
different levels of valuation information and disclosing the information only to APs, and
contracting with a diverse group of APs

o ETF manager monitoring of arbitrage (see subsection IIl.B.2) — monitoring whether the
arbitrage mechanism is functioning as expected by the ETF manager will increase
oversight of the arrangements for arbitrage implemented and enable the ETF manager to
(1) assess the reasons for significant deviations from expected parameters (which may
result in adjustments to reduce the deviations), and (ii) address the deviations with APs

e fostering competition in arbitrage and liquidity provision (see subsections IIl.A and
1I1.C) — competition among APs (and other liquidity providers) contributes to efficient
arbitrage. We proposed ways to level the playing field for APs in their interactions with
the ETF (including adopting policies and procedures to promote consistency in primary
market processes and providing valuation information to APs on an equal basis) and seek
feedback on a requirement for ETFs to have at least 2 APs to avoid a single AP having
exclusive access to valuation information. Further, we proposed that AP arrangements be
disclosed to enhance transparency, allowing investors to see if the ETF manager has
established arrangements that promote competition

e providing transparency regarding the ETF’s Portfolio Information Disclosure Policy
(see subsection I11.D.4) — providing transparency regarding the portfolio information
shared by an ETF will help investors determine if the ETF is suitable for their needs. In
particular, the disclosure proposed in subsection III.D.4 will clarify whether the full daily

% For example, the valuation information is provided to APs only.
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portfolio holdings of the ETF are made available to the public. Investors who require
daily portfolio holdings transparency for their investment decisions will be able to select
ETFs that provide this level of information. Investors concerned about an ETF’s lack of
daily public disclosure of current portfolio holdings or about additional portfolio
information being disclosed to specific recipients for market making may decide not to
invest in such ETFs.

i) Other Measures Considered

The CSA also considered whether there may be other measures that could address asymmetry
concerns.

a) Publication of an Indicative Net Asset Value (iNAYV)

Some jurisdictions require the publication of an iNAV. As discussed in the IOSCO ETF Good
Practices, an iNAV is a real-time estimate of the intraday NAV of an ETF based on real-time
market values of its underlying assets, and is often calculated by a third-party service provider.
Jurisdictions that require an iNAV generally require that it be disseminated regularly (e.g., 15 or
60 second intervals) throughout the trading day and made available to all market participants.
iNAYV is believed to serve as alternative information about an ETF’s portfolio that could

(a) facilitate secondary market trading for retail investors by providing a benchmark for the
current portfolio value, and (b) potentially facilitate effective arbitrage.

However, the IOSCO ETF Good Practices also noted the potential shortcomings of an iNAV,
including questions about the accuracy and reliability of iNAVs resulting from stale pricing
(particularly with less liquid holdings and differences in time zones of the markets in which ETF
holdings trade). We are concerned that an iNAV could be considered to represent the current
value of an ETF even though underlying markets have moved, creating confusion for investors.
We further understand that APs have historically not relied on an iNAV for valuing an ETF;
therefore, it is not clear that this information would be useful to address asymmetry concerns.
While, in some circumstances, an iNAV could provide information about the recent value of an
ETF’s portfolio, the CSA does not believe a requirement for all ETFs to publish an iNAV would
uniformly help to reduce asymmetry risks.

b) Disclosure of Full Portfolio Holdings on a Less Frequent and/or Delayed
Basis

As discussed in the IOSCO ETF Good Practices, some jurisdictions allow ETFs to share
portfolio information to APs without sharing it with the public concurrently. These jurisdictions
often require ETFs to disclose their full portfolio holdings to the public on a less frequent,
delayed basis.% For example, ETFs may be required to disclose their full portfolio holdings as of
the end of each month, with a delay of up to 30 days. The CSA did not propose this disclosure
approach because it is not clear that this approach effectively addresses information asymmetry.

%5 JOSCO ETF Good Practices (p.65).

% JOSCO ETF Good Practices (p.24).
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While many Canadian ETFs provide daily portfolio holdings to the public, some do not have this
disclosure policy. ETFs have balanced the need to provide sufficient information for valuation
and arbitrage with the risks of front-running and free-riding, while also meeting investor
expectations for up-to-date information regarding the ETF’s portfolio. Considering the different
factors that contribute to effective arbitrage, and that the industry has evolved to offer a range of
ETFs that are supported by effective arbitrage, it appears that full daily portfolio holdings
transparency may not be a fundamental, essential feature of an ETF. Instead, it may be a factor
that investors consider when choosing ETFs, leading some ETFs to disclose their daily full
holdings to the public for competitive reasons, despite the associated risks.

Therefore, we did not propose that ETFs be required to disclose specific portfolio information to
the public, such as disclosing portfolio holdings on a less frequent or delayed basis. Instead, we
propose that ETF managers be allowed to continue their current approach of considering the
information needs and expectations of their target investors, and providing information
accordingly. Under our proposal in subsection III.D.4, an ETF’s Portfolio Information
Disclosure Policy would be disclosed on its website and prospectus. An ETF may adopt policies
that include providing delayed disclosure of full portfolio holdings on the ETF’s website to help
investors understand the ETF’s investment exposure as of a previous date or identify the
holdings that contributed to its performance.

Consultation Questions:

22. Should ETFs continue to be allowed to determine the type of valuation information they
provide to facilitate the arbitrage mechanism? If not, what parameters for portfolio
information would ensure that the valuation information provided can facilitate effective
arbitrage that will promote close tracking of the market price of the ETF to the underlying
value? For example, should there be a requirement to provide the portfolio holdings that
make up a minimum percentage of the portfolio’s value?

23. Do our proposals, as outlined in subsection III.D.5, sufficiently address the risks of
information asymmetry? Are there additional measures that could further reduce these risks?

24. Do you agree that permitting ETFs to provide full portfolio holdings (or other valuation
information) daily only to APs for market making purposes strikes an appropriate balance
between offering investors more product choice and the potential risks of information
asymmetry?

25. Do the proposed policies and procedures regarding an ETF’s disclosure of portfolio
information for valuation and its disclosure of portfolio information to the public outlined in
subsection II1.D.3 cover the key elements for portfolio information disclosure?

26. Would the proposed disclosure requirements regarding an ETF’s Portfolio Holdings
Disclosure Policy in the ETF’s prospectus and website provide sufficient information about
the public availability of information regarding the ETF’s portfolio holdings and the portfolio
information that it provides to facilitate arbitrage? Is there other information that would be
helpful for an ETF to disclose about its Portfolio Information Disclosure Policy? Should the
proposed disclosure be included in both the prospectus and the ETF’s website?
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27. Does the proposed defined term “daily transparent ETF” effectively convey to investors that
such an ETF discloses its full portfolio holdings to the public daily?

28. Should ETFs be required to publish an iNAV and why? If yes, please provide estimates of
costs for publishing an iNAV for a specified frequency (e.g., every 15 seconds).

29. Should ETFs be required to provide public disclosure of full portfolio holdings on a less
frequent and/or delayed basis, such as at the end of each month, with a delay of no more than
30 days? Please specify the benefits and costs of any proposal for less frequent (e.g., weekly,
monthly, etc.) and/or delayed public disclosure of full holdings, including details on the
proposed frequency and delay.

E. Offering an Exchange-Traded Series Together with Unlisted Series

The CSA has observed an increase in funds that offer both exchange-traded series and unlisted
series. The exchange-traded series, often referred to as “ETF series” or “Series ETF”, are
referable to the same pool of assets as conventional mutual fund units that are not listed on an
exchange, appealing to a broader range of investors. The CSA has provided exemptive relief to
facilitate the offering of exchange-traded series, allowing an exchange-traded series to be treated
as if it were a fund that is separate from the assets attributable to the unlisted series.

An exchange-traded series may benefit from being part of a mutual fund that offers unlisted
series. An existing mutual fund with substantial assets could reduce fixed costs for the exchange-
traded series (e.g., marketing costs, audit costs, costs related to the independent review
committee, etc.) and provide investment fund managers with an efficient way to launch an
“ETF”. The track record of the unlisted series may also help attract assets to the new exchange-
traded series. The offering of both series could broaden distribution opportunities and attract a
larger amount of assets, providing economies of scale for the fund.

The CSA considered the differences between investing in an exchange-traded series and an ETF
that does not offer unlisted units (a standalone ETF) and whether conflicts of interests may arise
between the two series. Potential differences associated with offering unlisted series together
with exchange-traded series include:

e portfolio transaction costs from investor entry and exit — Unlisted series use cash for
transacting with investors, and investors’ purchases and redemptions of unlisted series
may generate portfolio transaction costs. In contrast, exchange-traded series that transact
with APs on an in-kind basis would be expected to have lower portfolio transaction costs,
as such costs are borne by APs and passed on to transacting investors.” We observed that
generally, the trading expense ratio of the exchange-traded series and of the unlisted
series of existing funds presented in disclosure documents are the same, indicating that
the same level of costs is allocated proportionately to both the exchange-traded series and
unlisted series even if portfolio transaction costs may be lower for exchange-traded
series. Investors in a standalone ETF would have the benefit of not being impacted by
portfolio transaction costs arising from investor entry and exit

67 See footnote 15.
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e cash drag — A fund offering both series may need to hold more cash to satisfy
redemptions from unlisted series holders, as compared to a standalone ETF that transacts
using in-kind securities

e portfolio rebalancing costs — A fund offering both series may not be able to use in-kind
transactions to the same extent as a standalone ETF to rebalance its portfolios, resulting
in higher portfolio transaction costs that are allocated to both series.

We seek feedback on the differences between investing in an exchange-traded series and a
standalone ETF, and whether additional disclosure is needed to clarify the differences, including
potential costs, risks (including conflicts of interests) and benefits. We also seek feedback on
whether portfolio transaction costs related to unlisted series inflows and redemptions discussed
above could be allocated solely to the unlisted series, as if the unlisted series were a separate
fund.® A fund-on-fund structure where a mutual fund invests all of its assets in units of an
underlying ETF and that buys and sells units of the underlying ETF in response to investor entry
and exit would achieve a similar outcome, but may involve higher costs for operating two
separate funds.

We observed that there are varying practices among investment fund managers regarding the
switching of exchange-traded series units to unlisted series units. Most managers prohibit
switches to or from the exchange-traded series to unlisted series, while others allow them. We
believe that restricting switches to or from exchange-traded series units is consistent with the
liquidity preferences of each group of investors. Additionally, during volatile market conditions,
if exchange-traded series units were to trade at a significant discount to NAV, market
participants would not have the opportunity to purchase these units, switch to unlisted series
units, and redeem at NAV. We seek feedback on whether funds that offer both exchange-traded
and unlisted series should be required to prohibit switches between the two series of units.

Consultation Questions:

30. Are there differences between investing in an exchange-traded series and a standalone ETF
in addition to those discussed above? Please specify any additional benefits, costs or risks of
investing in an exchange-traded series compared to a standalone ETF. Is there a potential for
conflict of interest matters to arise in the management of an exchange-traded series and
unlisted series within one fund, where the fund manager’s actions could prioritize the
interests of one series over the other?

31. Are there costs attributable only to unlisted series (such as costs attributable to purchases or
redemptions of unlisted series, as discussed above) that are shared with the exchange-traded
series? Could such costs be allocated only to the unlisted series to avoid impacting the
exchange-traded series, such that the exchange-traded series would operate more similarly to
a standalone ETF?

% For example, where hedged and unhedged series units are offered by one fund, investment fund managers typically track the
hedging instruments used in the currency hedged series and allocate currency hedging costs to the hedged series units only.
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32. Is additional disclosure necessary to inform investors of the differences between investing in
an exchange-traded series and a standalone ETF? Should this disclosure be included in the
ETF facts document or only in the prospectus?

33. Should there be a restriction on switches to and from exchange-traded series? Should the
restriction only apply to switches from exchange-traded series to unlisted series?

F. Availability of Foreign ETFs

As noted in subsection II.A.2, investors can access U.S.-listed ETFs through brokerage accounts
with Canadian investment dealers, including full-service brokerages and discount brokers, even
though U.S.-listed ETFs do not market directly in Canada. This access makes available a wide
array of products, including U.S.-listed ETFs that may engage in strategies not permitted under
NI 81-102. Investors can also purchase U.S.-listed ETFs that offer the same investment
exposures as competing Canadian ETFs, such as passive exposure to U.S. and international
market indexes. A significant portion of ETF assets held by Canadian investors are in U.S.-listed
ETFs.®

Additionally, investors may have exposure to foreign ETFs through investment fund holdings.
NI 81-102 prohibits publicly offered investment funds from investing in underlying funds that
are not compliant with CSA fund regulations, preventing the indirect offering of non-compliant
foreign investment funds in Canada.” However, NI 81-102 allows exemptions for “index
participation units” (IPUs).” As defined in NI 81-102, an IPU is an index-based ETF that tracks
the performance of a specified widely quoted market index and that is listed in Canada or the
United States. When NI 81-102 was implemented, ETFs were relatively new investment vehicles
and were mainly listed on Canadian and U.S. exchanges.

The exemption for IPUs, along with the exemption from the concentration restriction in
subsection 2.1(2)(d) of NI 81-102, allows ETFs to invest 100% of their assets in U.S.-listed
index-based ETFs, often managed by an affiliated manager. This structure allows Canadian ETFs
to feed assets into larger U.S.-listed ETFs, providing operational efficiencies. As assets grow,
ETF managers may collapse the “feeder” structure and invest in the underlying securities in the
reference index directly, balancing factors such as applicable tax considerations and operational
and trading costs.

As ETFs represent an efficient and cost-effective way of achieving exposure to a wide range of
markets and asset classes, investment fund managers have sought exemptive relief to invest in
foreign ETFs beyond U.S.-listed IPUs, including those managed by unaffiliated fund managers.
Initially, relief allowed investment funds to invest up to 100% of net assets in foreign index-

% As of December 2024, U.S.-listed ETFs represented approximately $108 billion or 25% of total ETF assets (Canadian and US-
listed) held by Canadian retail investors. Data provided by ISS Market Intelligence, Investor Economics ETF and Index Funds
Report 2024.

All rights in the information provided by Institutional Shareholder Services Canada Inc. and its affiliates (ISS) reside with ISSCI
and/or its licensors. ISSCI makes no express or implied warranties of any kind and shall have no liability for any errors,
omissions or interruptions in or in connection with any data provided by ISSCI.

70 See subsections 2.5(2)(a) and (c) of NI 81-102.

71 See subsection 2.5(3) of NI 81-102.
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based ETFs listed outside the U.S., such as in Hong Kong and the UK.” The rationale was that
these ETFs would qualify as IPUs if listed in Canada or the U.S. and are subject to a regulatory
regime comparable to that in Canada.

Over time, relief has been extended to allow investments in U.S. ETFs that: (a) are not IPUs, as
the reference index tracked by the U.S. ETFs may not be considered to be a widely recognized
market index, or (b) are actively managed.” Initially, this relief was limited to 10% of net assets,
but recently, ETFs have been granted relief to invest 100% of their net assets in related
underlying active U.S. ETFs.™

Generally, relief has not been granted to allow investment funds to obtain exposure to foreign
ETFs that engage in strategies not permitted under NI 81-102. However, investors can directly
buy U.S.-listed ETFs that may engage in non-81-102 compliant strategies through their
brokerage accounts.

The CSA seeks stakeholder views on the availability of foreign ETFs to the public, both directly
through brokerage accounts and indirectly through publicly offered investment funds.

Consultation Questions:

34. Please provide your views on the availability of foreign ETFs for investors through
brokerage accounts and through holdings by investment funds subject to NI 81-102.

35. Are there any additional measures that would be beneficial for investors in their
consideration of investments in foreign ETFs in comparison to investments in Canadian
ETFs?

G. Rule Amendments to Implement Proposals

After receiving feedback on our proposals, in the areas where we conclude rules are necessary,
the CSA will publish proposed rules or rule amendments for comment following the CSA's usual
public comment process. We anticipate that any new requirements would be added by amending
existing investment fund rules such as NI 81-102 and NI 81-106. For example, if implemented,
the requirement for policies and procedures for creations and redemptions would be added to NI
81-102 and the website disclosure of key metrics would be added to NI 81-106.

72 See, for example, In the Matter of Horizons ETFs Management (Canada) Inc. dated July 24, 2015, available at

https://www.osc.ca/en/securities-law/orders-rulings-decisions/horizons-etfs-management-canada-inc-2, In the Matter of BMO
Investments Inc. dated September 18, 2015, available at https://www.osc.ca/en/securities-law/orders-rulings-decisions/bmo-

investments-inc-8 and In the Matter of CI Investments Inc. dated February 28, 2020, available at
https://www.osc.ca/en/securities-law/orders-rulings-decisions/ci-investments-inc-4.

73 See, for example, In the Matter of AGF Investments Inc. dated November 2, 2016, available at

https://www.osc.ca/en/securities-law/orders-rulings-decisions/agf-investments-inc-4 and In the Matter of TD Asset Management
Inc. dated May 27, 2016, available at https://www.osc.ca/en/securities-law/orders-rulings-decisions/td-asset-management-inc-5.

74 See In the Matter of FT Portfolios Canada Co. dated September 11, 2024, available at https://www.osc.ca/en/securities-
law/orders-rulings-decisions/ft-portfolios-canada-co-4 and In the Matter of JP Morgan Asset Management (Canada) Inc. dated

September 11, 2024, available at https://www.osc.ca/en/securities-law/orders-rulings-decisions/jp-morgan-asset-management-
canada-inc.
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Comments and Submissions

We invite participants to provide input on the issues outlined in this public consultation paper.
You may provide written comments in hard copy or electronic form. The consultation period
expires October 17, 2025.

Certain CSA regulators require publication of the written comments received during the
comment period. We will publish all responses received on the websites of the Autorité des
marchés financiers (www.lautorite.qc.ca), the Ontario Securities Commission (www.osc.ca), and
the Alberta Securities Commission (www.asc.ca). Therefore, you should not include personal
information directly in comments to be published. It is important that you state on whose behalf
you are making the submission.

Please submit your comments in writing on or before October 17, 2025.
Address your submission to all of the CSA as follows:

British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Office of the Superintendent of Securities, Service NL
Northwest Territories Office of the Superintendent of Securities
Office of the Yukon Superintendent of Securities

Nunavut Securities Office

Deliver your comments only to the addresses below. Your comments will be distributed to the
other participating CSA regulators.

The Secretary

Ontario Securities Commission
20 Queen Street West

19th Floor, Box 55

Toronto, Ontario M5H 3S8
Fax: 416-593-2318

comments@osc.gov.on.ca
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Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

Fax: 514-864-8381

consultation-en-cours(@lautorite.gc.ca

Questions
Please refer your questions to any of the following:

British Columbia Securities Commission

James Leong Michael Wong

Senior Legal Counsel Senior Securities Analyst, Corporate
British Columbia Securities Commission Finance

Tel: 604-899-6681 British Columbia Securities Commission
Email: jleong@bcsc.be.ca Tel: 604-899-6852

Email: mpwong@bcsc.be.ca

Alberta Securities Commission

Melissa Yeh Chad Conrad

Legal Counsel, Corporate Finance Senior Legal Counsel, Investment Funds
Alberta Securities Commission Alberta Securities Commission

Tel: 403-355-4181 Tel: 403-297-4295

Email: melissa.yeh@asc.ca Email: chad.conrad@asc.ca

Financial and Consumer Affairs Authority of Saskatchewan

Heather Kuchuran

Director, Corporate Finance

Financial and Consumer Affairs Authority of Saskatchewan
Tel: 306-787-1009

Email: heather.kuchuran@gov.sk.ca

Manitoba Securities Commission

Patrick Weeks

Deputy Director, Corporate Finance
Manitoba Financial Services Agency
Manitoba Securities Commission
Tel: 204-945-3326

Email: patrick.weeks@gov.mb.ca
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Ontario Securities Commission

Stephen Paglia

Vice President, Investment Management
Division

Ontario Securities Commission

Tel: 416-593-2393

Email: spaglia@osc.gov.on.ca

Autorité des marchés financiers

Philippe Lessard

Analyst, Investment Products Oversight
Autorité des marchés financiers

Tel: 514-395-0337, ext. 4364

Email: philippe.lessard@lautorite.qc.ca
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Pei-Ching Huang

Senior Legal Counsel, Investment
Management Division

Ontario Securities Commission
Tel: 416-593-8264

Email: phuang@osc.gov.on.ca

Laurence Brien-Roch

Senior Analyst, Investment Products
Oversight

Autorité des marchés financiers

Tel: 514-395-0337, ext. 4483

Email: Laurence.Brien-Roch@]lautorite.qc.ca

Financial and Consumer Services Commission (New Brunswick)

Ray Burke
Manager, Corporate Finance

Financial and Consumer Services Commission

Tel: 506-643-7435
Email: ray.burke@fcnb.ca

Nova Scotia Securities Commission

Jack Jiang

Securities Analyst

Nova Scotia Securities Commission
Tel: 902-424-7059

Email: jack.jiang@novascotia.ca
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Legal Analyst

Nova Scotia Securities Commission
Tel: 902-424-7630

Email: peter.lamey@novascotia.ca
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Friday, October 3, 2025

By email: comments@0OSC.gov.on.ca; consultation-en-cours@lautorite.gc.ca

The Secretary

Ontario Securities Commission
20 Queen Street West

19th Floor, Box 55

Toronto, Ontario M5H 358

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

And

British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Office of the Superintendent of Securities, Service NL
Northwest Territories Office of the Superintendent of Securities
Office of the Yukon Superintendent of Securities

Nunavut Securities Office
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Re: Canadian Securities Administrators (CSA) Consultation Paper 81-409 Enhancing Exchange-
Traded Fund Regulation: Proposed Approaches and Discussion, issued on June 19, 2025

The Canadian Independent Finance and Innovation Counsel (CIFIC) appreciates the opportunity
to provide comments to the CSA regarding its consultation on enhancing exchange-traded fund
regulation (the Consultation).

The Canadian Independent Finance and Innovation Counsel represents national Investment
Dealers and their industry’s position on securities regulation, public policy, and industry issues.

We represent notable CIRO-regulated Investment Dealers in the Canadian securities industry.

Consultation — Objectives

By seeking to modernize the framework governing ETFs, the CSA demonstrates a commitment to
addressing the structural and operational nuances of these unique investment vehicles. The
deliberate focus on the dual-market nature of ETFs, combined with an emphasis on investor
protection, market integrity, and regulatory resiliency, is both timely and necessary given the
rapid growth and evolving complexity of the Canadian ETF landscape.

Furthermore, the CSA’s efforts to align domestic practices with international standards,
particularly those set by 10SCO, reinforce Canada’s position as a well-regulated and globally

competitive marketplace.

Key Issue — Conflict of Interest

The Investment Dealers we represent have identified a key issue: the importance of requiring
ETF issuers to engage with more than one authorized participant (AP).

As noted in the consultation, multiple APs play a critical role in narrowing price discrepancies
between an ETF and its underlying securities. This ultimately benefits investors by supporting
better price discovery, liquidity, and arbitrage efficiency.

The Investment Dealers we represent have observed cases where ETF issuers have declined
legitimate requests from unaffiliated dealers to act as APs, and instead, have opted to engage in
AP agreements with related or affiliated dealers. In our view, this practice raises a material
conflict of interest and impedes healthy market competition.

We believe that formalizing a requirement for multiple, independent APs would promote
transparency, enhance market efficiency, and better align with the CSA’s stated investor
protection goals.



Arrangements with Authorized Participants

Consultation question 15 asks the following:

Would the proposal to include each agreement to act as an AP for the ETF as a document
required to be filed with the prospectus and listed under the “Material Contracts” heading
in the prospectus provide investors with useful information about the ETF’s arrangements
with its APs? Are there other means of providing information regarding the ETF’s
arrangements with its APs?

The Investment Dealers we represent respectfully disagree with the proposed requirement,
which could inadvertently expose Investment Dealers to heightened legal risks, making them
more vulnerable to potential lawsuits if a fund or its manager encounters legal difficulties.

We believe there are less burdensome ways to achieve the same policy objective. For example,
requiring disclosure of the number of authorized participants accompanied, where applicable, by
a standardized cautionary statement in cases where there is only a single authorized participant,
would provide transparency while avoiding unnecessary legal exposure for firms.

Recommendation — Publishing iNAV

The Investment Dealers we represent believe it would be beneficial for Canadian ETF issuers to
be required to publish indicative Net Asset Values (iNAV) throughout the trading day, as is already
standard practice in the United States and other developed markets.

Although iNAV is not a perfect measure of intraday value, it provides a useful real-time proxy for
investors and market participants, particularly in the case of ETFs that are actively managed or
less liquid, where price discovery can be more opaque.

The availability of iNAV helps reduce information asymmetry and contributes to better market
transparency and efficiency by offering a reference point for the fair value of the ETF during
trading hours. This is especially relevant when natural price discovery is impaired by wider bid-
ask spreads or low trading volumes, which is often the case for niche or thinly-traded ETFs.

Furthermore, not all dealers or institutional investors have access to the systems or data feeds
required to calculate intraday ETF values independently. This can pose challenges during time-
sensitive transactions, such as block trades or portfolio rebalancing events, where accurate
pricing is essential to ensuring fair execution and protecting end-investor interests.

Requiring the dissemination of iNAV at regular intervals, ideally every 15 seconds as in the United
States, would level the playing field, enhance price transparency, and support more efficient
market functioning, particularly for investment dealers and portfolio managers serving retail
investors or managing large institutional mandates.



Pre-Clearance of Single-Stock ETFs — Standardized Identifier

Investment Dealers have implemented enhanced compliance supervision tools which require
employees to pre-clear personal trades. In practice, this pre-clearance obligation generally does
not extend to ETFs or mutual funds, since these products are broadly diversified vehicles holding
multiple underlying securities, and therefore do not raise the same conflict-of-interest risks as
single-stock trading.

However, in the United States, a new category of product has emerged: single-stock ETFs,
including leveraged and inverse versions. These instruments replicate the performance (or
magnified performance) of a single issuer’s stock within an ETF wrapper. From a compliance and
conduct perspective, these products behave much more like individual equities than diversified
funds, which is why they are subject to pre-clearance in U.S. frameworks.

The practical challenge for Canadian Investment Dealers is that, at present, there is no
straightforward way to distinguish between a multi-security ETF and a single-stock ETF in the
trade supervision process.

In particular, single-stock ETFs do not share a common CUSIP (or other standardized identifier),
making them extremely difficult for firms to identify and supervise consistently against internal
Restricted or Watch Lists. Without a unique identifier, pre-clearance workflows and supervision
controls are unnecessarily strained, introducing compliance risk and operational inefficiency.

In order to help Investment Dealers, we have the following questions for the CSA:

e Will the creation and distribution of single-stock ETFs be permitted in the Canadian
marketplace?

e Given the risks and supervisory challenges these products pose, having clarity on the
status of single-stock ETFs would be highly valuable for firms preparing compliance
infrastructure: can you please provide such clarity?

If permitted, we encourage regulators to require that all single-stock ETFs carry a common
identifiable CUSIP structure (for example, beginning with the same digit sequence such as “17...”).

This would enable firms to configure compliance supervision systems to properly pre-clear such
trades and monitor them against Restricted/Watch Lists in a consistent, efficient, and cost-
effective manner.

Such measures would enhance investor protection, reduce compliance uncertainty, and align
Canadian supervisory frameworks with emerging U.S. practices. Most importantly, they would
allow independent Investment Dealers to maintain robust oversight without creating
unnecessary operational burdens on employees or compliance teams.

4



Conclusion

We commend the CSA for its thoughtful and forward-looking approach in launching this
consultation on enhancing ETF regulation. We appreciate the CSA’s openness to stakeholder
feedback and its intention to balance innovation with appropriate oversight. We are confident
that this consultation will result in a robust regulatory regime that fosters transparency,
safeguards investors, and sustains the healthy development of the ETF ecosystem in Canada.

Thank you for considering our comments on this important consultation.

As always, we are available to discuss the content of this submission further, address any concerns
you may have, or provide additional information as needed. Your feedback is invaluable to us, and
we are committed to ensuring that we all achieve our objectives effectively and efficiently.

Please feel free to contact me at annie@cific.co with any questions, comments, or to schedule a
call to discuss any aspects of the letter or explore potential next steps. We look forward to our
continued collaboration on this matter.

Sincerely,

A.Sinigagliese

Annie Sinigagliese, CPA, FCSI

Canadian Independent Finance and Innovation Counsel Inc.
Conseil Indépendant Finance et Innovation du Canada Inc.
www.cific.co
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Dimensional Fund Advisors Canada ULC

ll} DimenSional 745 Thurlow Street, Suite 2110

Vancouver, BC V6E 0C5

October 8, 2025

British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Office of the Superintendent of Securities, Service NL
Northwest Territories Office of the Superintendent of Securities
Office of the Yukon Superintendent of Securities

Nunavut Securities Office

The Secretary

Ontario Securities Commission
20 Queen Street West

19th Floor, Box 55

Toronto, Ontario M5H 3S8
Fax: 416-593-2318
comments(@o0sc.gov.on.ca

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, burecau 400

Québec (Québec) G1V 5C1

Fax: 514-864-8381

consultation-en-cours@]lautorite.qc.ca

Re: CSA Consultation Paper 81-409 — Enhancing Exchange-Traded Fund Regulation:
Proposed Approaches and Discussion (the “Consultation Paper”)

Dear Sirs and Mesdames,

Dimensional Fund Advisors Canada ULC (“Dimensional Canada’) appreciates the
opportunity to provide feedback to the Canadian Securities Administrators (the “CSA”) on the
potential amendments to the regulatory framework for exchange-traded funds (“ETFs”).
Dimensional Canada is the trustee, manager, and principal portfolio advisor of a family of public
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mutual funds in Canada and a subsidiary of US-based Dimensional Fund Advisors LP. Together
with its global affiliates, Dimensional Canada has approximately CAD 1.2 trillion in assets under
management. !

As noted in subsection III.F of the Consultation Paper, exemptions in National Instrument
81-102 Investment Funds (“NI 81-102”) currently allow Canadian ETFs to invest 100% of their
assets in US-listed index-based ETFs. Over time, exemptive relief has been granted expanding
these parameters—most recently, exemptive relief was granted so that certain Canadian ETFs
can invest up to 100% of their assets in related active US ETFs. As the CSA recognize in the
Consultation Paper, the ability to invest in larger, US-listed ETFs provides operational
efficiencies for Canadian funds, as ETFs represent an efficient and cost-effective way of
achieving exposure to a wide range of markets and asset classes.”

Dimensional Canada supports allowing Canadian funds to invest 100% of their assets in
related active US ETFs, and we encourage the CSA to consider amending NI 81-102 so that
Canadian funds would not have to apply for exemptive relief to do so. Furthermore, NI 81-102
should allow Canadian mutual funds as well as Canadian ETFs to invest in active US-listed
ETFs. In our view, listed and unlisted Canadian funds would similarly benefit from the
operational efficiencies of investing in US-listed ETFs. Amending NI 81-102 so that both
Canadian mutual funds and ETFs could invest in US-listed ETFs without having to apply for
exemptive relief would level the playing field for Canadian issuers, and Canadian investors
would likely benefit from the availability of a wider range of investment approaches and
strategies.

If we can be of further assistance, please do not hesitate to contact Stephanie Hui, Head
of Responsible Investment and Senior Public Policy Strategist. We would welcome the
opportunity to expand on our discussion of these issues.

Sincerely,

P o m—

Brad Steiman
President, Dimensional Canada

1 As of June 30, 2025.

Canadian Securities Administrators, CSA Consultation Paper 81-409 Enhancing Exchange-Traded Fund
Regulation: Proposed Approaches and Discussion (June 19, 2025), available at
https://lautorite.gc.ca/fileadmin/lautorite/consultations/valeurs-mobilieres/81-409/2025juin19-81-409-doc-

cons-en.pdf.
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Delivered via email

RE: CSA Consultation Paper 81-409 — Enhancing Exchange Traded Fund
Regulation: Proposed Approaches and Discussion

On behalf of its 3,000+ members across Canada, Independent Financial Brokers of
Canada (“IFB”) is pleased o provide is comments on the above captioned
consultation. IFB members typically operate small to mid-sized firms in their local
communities, and are licensed to sell life and health insurance, mutual funds, and
other investment vehicles. Approximately 20% of IFB members hold a credential
that allows them to provide financial planning services to clients. Many also sell
Exchange Traded Funds (“ETFs”).

Our brief comments are limited to the potential impacts on Approved Persons
(APs) and their clients.

In general, IFB supports the proposed approach outlined in the consultation. We
are particularly pleased with the increased focus on greater transparency around
trading metrics. The new requirements should help APs explain the true costs of
ETFs beyond the MER. This is a positive outcome for consumers.

Apart from the need to provide additional disclosure, potentially negative impacts
on APs are not immediately apparent. In order that APs and their clients get full
benefit from these changes, however, we encourage the CSA to provide clear
guidance on how these disclosures should be explained to clients. In addition, any
change should be subject to ongoing monitoring to ensure the rules are
improving consumer outcomes without resulting in unintended consequences.

IFB thanks the CSA for the opportunity to provide input on this matter. We trust our
comments will be useful. Should you wish to discuss further, you can reach the
undersigned at allan@ifbc.ca.

Sincerely,

Nancy Allan
Nancy Allan

Executive Director

www.ifbc.ca
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The Bank of Nova Scotia (“Scotiabank”)
Scotiabank North Tower

40 Temperance St, 17th Floor

Toronto, ON M5H 1Y4

The Secretary

Ontario Securities Commission
20 Queen Street West

19th Floor, Box 55

Toronto, Ontario M5H 358
Fax: 416-593-2318
comments@osc.gov.on.ca

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

Fax: 514-864-8381
consultation-en-cours@lautorite.qc.ca

Via Email

Dear Sirs and Mesdames:

Re: CSA Consultation Paper 81-409 - Enhancing Exchange-Traded Fund Regulation:
Proposed Approaches and Discussion (the “Consultation”)

I. Introduction

We appreciate the opportunity to comment on CSA Consultation Paper 81-409 — Enhancing
Exchange-Traded Fund Regulation. We are writing on behalf of Scotiabank and providing

™ Trademark of The Bank of Nova Scotia, used under license (where applicable). Scotiabank is a marketing name for the global corporate and investment
banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate including Scotia Capital Inc.
(Member-Canadian Investor Protection Fund and regulated by the Investment Industry Regulatory Organization of Canada). Important legal information may be
accessed at http://www.gbm.scotiabank.com/LegalNotices.htm. Products and services described are available only by Scotiabank licensed entities in
jurisdictions where permitted by law. This information is not directed to or intended for use by any person resident or located in any country where its
distribution is contrary to its laws. Not all products and services are offered in all jurisdictions.
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comments from the perspectives of its Global Banking and Markets division as well as 1832
Asset Management L.P., which operates under the Scotia Global Asset Management brand.

Global Banking and Markets conducts wholesale banking and capital markets business with
corporate, government and institutional investor clients. Scotia Global Asset Management
offers a broad range of investment solutions to meet the diverse needs of clients across all
levels of wealth in Canada and around the world.

We commend the CSA for its proactive efforts to strengthen the ETF regulatory framework in
Canada and support alignment with IOSCO’s ETF Good Practices and international standards,
while recognizing the unique characteristics of the Canadian market.

While we support the CSA’s objectives, we believe that any regulatory enhancements should be
guided by evidence, including findings from the 2025 OSC ETF Study, which concluded that
Canadian ETFs are generally liquid and well-functioning, with tight quoted spreads and minimal
NAYV deviations. The study also found no indication that public disclosure of full portfolio
holdings adversely affects liquidity or arbitrage efficiency.

Please refer to section Il for overall comments and Appendix A for responses to consultation
questions.

Il. General Comments
Principles-Based Regulatory Approach

We support a principles-based regulatory approach that allows ETF managers to tailor policies
and procedures to their business models, fiduciary duties, and market conditions. Overly
prescriptive requirements risk inefficiency, redundancy, and administrative burden without
delivering meaningful investor protection. Existing governance frameworks—including
investment mandates, conflict-of-interest policies, and oversight by Independent Review
Committees already provide robust safeguards. We are concerned about the potential
introduction of additional burden which would be duplicative and unnecessary in the context
of the existing framework.

Expanded Disclosures

We support clear and consistent disclosures that help investors make informed decisions.
However, requiring certain detailed metrics may not be helpful in practice, and could instead

™ Trademark of The Bank of Nova Scotia, used under license (where applicable). Scotiabank is a marketing name for the global corporate and investment
banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate including Scotia Capital Inc.
(Member-Canadian Investor Protection Fund and regulated by the Investment Industry Regulatory Organization of Canada). Important legal information may be
accessed at http://www.gbm.scotiabank.com/LegalNotices.htm. Products and services described are available only by Scotiabank licensed entities in
jurisdictions where permitted by law. This information is not directed to or intended for use by any person resident or located in any country where its
distribution is contrary to its laws. Not all products and services are offered in all jurisdictions.
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create extra costs and complexity for ETF providers. For example, operational details like how
ETFs are created or redeemed are not useful for most investors, differences in this area may be
immaterial to the investor outcome, but may nonetheless cause investor confusion.

Further, metrics such as the premium or discount to NAV can be hard to understand and easy
to misinterpret without proper explanation. These numbers often reflect normal market factors
(such as trading costs, time zone differences, and arbitrage) and don’t necessarily indicate
issues with the ETF’s secondary market liquidity. Focusing too much on these metrics could
give investors the wrong impression and erode investor confidence in ETFs.

We support changes that truly improve investor protection and confidence. Our views at
outlined in Appendix A. Where we have raised concerns about new disclosures contemplated
in the Consultation, we have provided our rationale, typically related to managing burdens on
Canadian ETF managers without corresponding investor or market benefits.

Industry-Wide Issues

We recognize that exchange-traded series structures can improve operational efficiency,
especially for smaller issuers. These structures also raise concerns around cost allocation and
potential conflicts of interest. We recommend clearer oversight, a focus on fair cost allocation,
and enhanced disclosure, particularly in ETF Facts and prospectuses, to support investor
understanding.

We also note the increasing use of U.S.-domiciled ETFs, which may expose Canadian investors
to regulatory gaps and tax inefficiencies. Canadian ETFs often provide better tax outcomes for
international holdings, and this advantage should be clearly communicated. We support CSA’s
continued leadership in addressing cross-border ETF issues, including regulatory arbitrage,
disclosure gaps, and investor education.

I1l. Conclusion

We appreciate the CSA’s thoughtful and consultative approach to enhancing ETF regulation.
We reiterate our support the initiative’s overarching goals of improving transparency,
safeguarding investors, and promoting market integrity.

At the same time, we encourage the CSA to adopt a balanced regulatory framework which
supports innovation, reflects the operational realities of ETF issuers, and avoids unintended
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barriers to entry or competition. Regulatory efficiency and practicality are essential to
maintaining a vibrant and resilient ETF ecosystem in Canada.

We welcome the opportunity to continue contributing to this important dialogue and would be
pleased to participate in future consultations or working groups to help refine and implement
these proposals.

Thank you for considering our views.

Respectfully,

Alan Green Alex Perel, CFA
Vice President, Head of ETFs Managing Director & Head of ETF Services
Scotia Global Asset Management Scotiabank Global Banking and Markets
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Appendix A: Answers to the Consultation’s Specific Questions

1.

Are any of the proposed elements for the proposed policies and procedures for the creation and
redemption of units unnecessary or not useful? Are there additional elements that should be
included in these policies and procedures?

We support the establishment of principles-based policies and procedures for ETF creations
and redemptions, tailored to each issuer’s business model. However, prescribing the specific
contents of these policies though regulation is overly rigid. Fund managers require flexibility to
tailor operational processes to their fiduciary duties and respond to market conditions. Overly
prescriptive rules risk inefficiency and unnecessary administrative burden.

We are concerned with the redundancy of requiring managers to document and test whether
custom baskets are in the “best interests” of the ETF. Portfolio operations are already governed
by investment objectives and strategies which ensure alignment with the fund’s mandate.
Additional testing adds compliance burden without enhancing investor protection.

Existing regulations already address conflicts of interest in both traditional and in-kind
transactions, including those involving affiliated dealers. ETF issuers refer such matters to the
Independent Review Committee, which provides oversight and input. We believe further
prescriptive rules in this area are unnecessary.

Ultimately if policies and procedures are mandated, they should remain principles-based,
allowing managers to tailor them to their business models and refer to existing complementary
policies (e.g., conflict-of-interest frameworks), rather than duplicating documentation. The
2025 OSC ETF Study confirms that most ETFs are functioning effectively, and we caution
against overregulation in a well-functioning environment.

We did not propose that the policies and procedures for creations and redemptions be disclosed
to the public since: (a) investors do not transact in the primary market and therefore may not
require details about basket construction, and (b) the efficiency and potential risks of the
primary market mechanism would be reflected in the key metrics we propose be disclosed on the
ETF’s website, as outlined in subsection Ill.B.1. However, are there specific elements of the policies
and procedures (e.qg., whether the ETF’s creation and redemption baskets consist of a pro rata
slice of the portfolio or an optimized sample, whether the ETF creates and redeems with in-kind
securities or with cash, whether the ETF permits custom baskets, etc.) that should be disclosed in




the prospectus to provide investors with useful information about the primary market
mechanism for the ETF and potential risks?

We agree with the CSA’s view that detailed policies and procedures for creations and
redemptions are not relevant to investors transacting in the secondary market. As noted in our
response to Question 1, the ETF manager’s fiduciary duty is central to identifying and managing
any material conflicts related to basket composition. Existing governance frameworks, including
investment mandates and conflict-of-interest policies, already provide sufficient oversight and
disclosure.

Does the proposed term “closing price” and the proposed definition of this term appropriately
represent the secondary market value of an ETF’s security? If not, what definition would better
reflect the secondary market value of an ETF’s security (e.qg., a definition that references the
national best bid and offer instead of the best bid and offer on the listing exchange) and what
term would be better?

We have concerns with the proposed definition of “closing price” as a reliable representation of
an ETF’s secondary market value. Different exchanges (e.g., TSX and CBOE) apply varying
methodologies to determine the closing price, which can result in different outcomes.
Furthermore, if the intent is for the closing price to reflect the ETF’s market value, it is important
to note that regulators themselves often use alternative definitions of market value, further
contributing to inconsistency.

These divergent methodologies hinder comparability across ETFs and may distort key investor
metrics, particularly the calculation of premium/discount to NAV. This inconsistency can
mislead investors and undermine the quality of disclosure.

We recommend that the CSA collaborate with exchanges and other regulatory bodies
(including CIRO) to establish a harmonized and standardized definition of “closing price” that
more accurately reflects the ETF’s secondary market value. A consistent definition used
throughout the Canadian investment landscape would enhance transparency, comparability,
and investor protection.

Should the CSA decide to proceed with the proposed definition, we strongly encourage the
inclusion of detailed guidance similar to the methodology provided for average bid-ask spread
in Form 41-101F4. For ETF categories where reliable pricing data is not available (e.g.,
international equity or certain fixed income ETFs), the CSA should permit the use of
standardized disclosure language such as “N/A” to avoid misleading investors.




4. For ETFs that do not calculate NAV as of the closing time of the listing exchange, would using the
value that is the midpoint between the best bid and best offer on the listing exchange as of the
time of NAV calculation appropriately represent the secondary market value of the securities of
such ETFs? Is the term “closing price” appropriate for such ETFs? If not, what term would be
more suitable?

We have concerns with using the midpoint between the best bid and best offer on the listing
exchange at the time of NAV calculation as a proxy for the secondary market value of ETF
securities. This approach lacks a standardized reference time across impacted ETFs, which
could lead to inconsistencies in reported values. Moreover, it may unintentionally incentivize
ETF issuers to influence the bid-ask spread to minimize the reported premium or discount to
NAV, thereby distorting the true market dynamics.

Operationally, this method presents challenges. ETF issuers typically rely on third-party data
providers to supply ETF metrics. NAV calculation time is not generally publicly available as a
data field, and as a result data vendors may struggle to determine which specific point in time
to use for calculating the proposed “closing price.” The result would be inconsistency among
vendors and among products, compromising the well-reasoned intent behind this proposal.

Finally, we believe the term “closing price” may be misleading to investors, as it is commonly
understood to mean the last traded price on the exchange. If the midpoint approach is
adopted, a more accurate and transparent term such as “reference price at NAV time” should
be considered to better reflect the nature of the calculation.

5. Is the 2% premium/discount threshold appropriate to help identify ETFs that present significant
deviations from NAV over a period of more than seven consecutive business days?

While we support the CSA’s efforts to enhance transparency in ETF trading, we have concerns
regarding 2% premiums/discounts threshold and in general to the premiums/discounts to NAV
metric. Interpretation of premium or discount requires clarity on NAV methodology, which is
complex and may be misinterpreted by retail investors. Premiums and discounts are inherent
to ETF market mechanics and do not necessarily indicate inefficiencies. Overemphasis on these
figures could unintentionally erode investor confidence, especially given that NAVs are
accounting-driven estimates while trading prices reflect transaction costs and arbitrage
dynamics in a live market. Deviations from NAV may also result from factors such as exposure
to foreign markets, time zone differences, asset class volatility, or concentrated holdings.




Additionally, the proposed disclosure of premium/discount data over the most recently
completed calendar year offers limited value, as historical metrics are not indicative of current
or future market conditions.

The requirement to explain deviations exceeding 2% for more than seven consecutive business
days adds further complexity, particularly for funds with non-standard NAV strike times or
staggered market closes.

Operationally, most ETF issuers lack the infrastructure to calculate these metrics accurately and
consistently. Reliance on third-party data vendors would increase costs and introduce potential
data quality concerns, creating barriers to entry and limiting innovation.

We recommend limiting new disclosures and, where appropriate, integrating them into existing
documents such as the ETF Facts, which already include Bid-Ask Spread, NAV and market
price, thus ensuring standardized methodology and investor familiarity. Any additional
disclosure should clearly benefit investors or improve market functioning. We believe resources
required to implement this proposal would be better directed toward investor education and
market structure enhancements.

We observed from ETF websites that many ETFs offer downloadable daily NAV per security and
closing price data over historical periods (such as for the period since inception). In addition to
presenting historical premiums/discounts in a line graph as proposed, would it be beneficial to
require ETFs to make their daily NAV per security, closing price, and premium/discount data for
the past two calendar years available for download?

As noted in the response to Question 5, we do not support certain metrics, such as daily
premiums/discounts as we do not feel they are beneficial to investors.

To further support investor understanding, we recommend that any premium/discount
disclosures be accompanied by explanatory language or disclaimers similar to those used by
U.S. ETF issuers. These disclaimers help clarify the limitations of premium/discount metrics and
mitigate the risk of misinterpretation.

Additionally, we do not support the proposed requirement for ETF issuers to make daily NAV
per security, closing price, and premium/discount data for the past two calendar years available
for download on their designated ETF websites. In the absence of data demonstrating investor
demand or benefit, we do not believe the associated regulatory burden and cost are justified.
Furthermore, this information is already accessible to investors through their dealers, whose
infrastructure is more appropriately placed to disseminate market data to investors.




7.

We believe ETF issuers should retain discretion over which metrics and time periods to make
available on their websites. If the CSA decides to proceed with this prescriptive requirement, we
recommend exploring the creation of a centralized website to host ETF metrics across all
issuers. This would enhance accessibility and comparability for investors, avoiding the
inefficiencies of a fragmented landscape spread across over 45 ETF issuer websites.

Are there alternative metrics or data presentations to those proposed that would help investors
assess the functioning of the ETF’s arbitrage mechanism and the liquidity of the ETF’s securities
on the secondary market? Would daily average bid-ask spreads over the same historical periods
proposed for premiums and discounts in subsection (c) be useful for investors, in addition to the
30-day median bid-ask spread proposed?

We support using the 30-day median bid-ask spread as opposed to the proposed premiums
and discounts, as it better reflects typical trading costs and avoids distortion from unusual
market events. To ensure consistency, we recommend the CSA provide clear guidance, similar
to the methodology in Form 41-101F4, and ideally have the metric calculated by a reliable third

party.

As noted in Question 6. we recommend the CSA explore the creation of a centralized website to
host ETF metrics across all issuers.

To what extent would the proposed website disclosure requirements increase costs for ETFs,
taking into consideration the pricing information that is currently required in the ETF facts
document? Please provide additional costs beyond the costs of providing the information
currently required in the ETF facts document (e.g., initial set-up costs, on-going data costs, etc.).

We anticipate that the proposed website disclosure requirements would introduce significant
incremental costs for ETF issuers beyond those associated with the ETF Facts document. These
may include initial set-up costs for website enhancements and data integration, as well as
ongoing expenses related to data sourcing, vendor management, and compliance oversight.

The extent of these costs will depend on the final scope of required data fields and calculation
methodologies. Without further clarity, it is not possible to assess implementation feasibility or
determine whether existing infrastructure can accommodate the proposed requirements.

To date, data vendors have not provided the necessary cost estimates due to the lack of clarity
on final requirements. Without data vendor estimation it is impossible to comprehensively
assess cost impact on IFMs and their end-clients.




9.

10.

Should the ETF facts document include information about premiums/discounts in the “Pricing
Information” table, such as including the mean of the daily premiums/discounts over the 12-
month period ending within 60 days of the date of the ETF facts document? What other
measure would provide representative information about historical premiums/discounts?

As noted in our responses to Questions 5 and 6, we have reservations about the investor utility
of premium/discount metrics. These figures are nuanced and may be prone to
misinterpretation by retail investors. Premiums and discounts often reflect legitimate market
dynamics—such as hedging costs, basis risk, and volatility—and are not necessarily indicative
of inefficiencies or arbitrage failure.

If the CSA proceeds with requiring disclosure of premium/discount data, we recommend
presenting the annual average premium/discount, which aligns with the treatment of bid/ask
spread currently included in the ETF Facts document. This approach would provide a
consistent and digestible metric for investors, while avoiding the complexity and potential
confusion of a detailed table format.

Does the proposed policies and procedures requirement offer sufficient flexibility for ETF
manager monitoring?

We support the principle of monitoring arbitrage and liquidity provision but caution against
prescriptive requirements. Many ETF issuers already engage in such monitoring; however, they
do not control market making, and APs are not obligated to provide liquidity. Monitoring third-
party trading activity is inherently limited by data availability and may require costly services
from external data and analytics providers.

Given that APs are CIRO registrants, oversight of their conduct is more appropriately handled
by CIRO. We recommend a flexible, exception-based approach that reflects the limited
recourse ETF issuers have over AP performance. Prescriptive monitoring may impose undue
financial burdens and deter market entry, potentially reducing competition.

Furthermore, imposing monitoring obligations for AP behaviour on ETF issuers could introduce
liability for actions beyond their control. If such requirements are adopted, we recommend the
inclusion of a safe harbour provision to mitigate issuer liability arising from third-party market
dynamics.
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1.

12.

13.

14.

15.

Should the policies and procedures include other specific metrics that should be monitored? In
addition to bid-ask spreads and premiums/discounts to NAV, what metrics should be required
to be monitored?

Please refer to response to Question 10.

Do ETF managers make arrangements for liquidity provision with dealers that are not APs?

Scotiabank does not make arrangements for liquidity provision with dealers that are not APs.

Would disclosing the ETF manager’s parameters on the ETF’s website provide context for
investors and help them evaluate the trading information proposed to be disclosed on the ETF’s
website under subsection Ill.B.1?

We do not support mandating disclosure of ETF manager parameters on the ETF’s website. The
usefulness to investors is unclear, and the lack of standardization may limit meaningful
comparisons across funds.

Is information regarding an ETF’s arrangements with its APs important for an investor’s
evaluation of an ETF? If not, why not?

Please refer to response to Question 15.

Would the proposal to include each agreement to act as an AP for the ETF as a document
required to be filed with the prospectus and listed under the “Material Contracts” heading in the
prospectus provide investors with useful information about the ETF’s arrangements with its APs?
Are there other means of providing information regarding the ETF’s arrangements with its APs?

We do not object to the CSA’s proposal to require public disclosure of agreements commonly
referred to as Continuous Distribution Dealer Agreements (CDDAs), as well as designated
broker agreements, through SEDAR+. However, we wish to highlight several concerns regarding
the utility and accessibility of these documents.

CDDAs typically outline the operational mechanics of ETF creation and redemption but do not
impose binding obligations on the authorized participant. Designated broker agreements may
contain obligations, but these are often not enforceable or lack meaningful consequences for
non-compliance. As a result, the practical value of these agreements to investors may be
limited.

gl



16.

17.

18.

Furthermore, SEDAR+ presents accessibility challenges that may hinder investors and other
stakeholders from locating and interpreting these documents effectively.

While we do not oppose mandatory disclosure of individual agreements, we believe their
benefit to investors is limited as it is highly technical in nature.

To enhance transparency and investor understanding, we recommend that the CSA encourage
industry collaboration to develop standardized CDDA and designated broker agreement terms
that reflect current market practices. Public disclosure of these standardized terms would
provide more meaningful and comparable information to investors.

Should an ETF’s agreement with its designated broker be required to be filed with the ETF’s
prospectus as a required document under s.9.1(1)(a)(iv) of NI 41-107 and disclosed under Item 31
(Material Contracts) of Form 41-101F2 Information Required in an Investment Fund Prospectus?

Please refer to response to Question 15.

Do ETF managers provide information to determine the ETF’s underlying value and information
for the creation and redemption of units to market participants other than APs (i.e., market
participants that do not have a written agreement that authorizes them to create and redeem
units) in order to foster a more diverse pool of potential arbitrageurs? If an ETF manager enters
into agreements or arrangements with such other market participants, should the ETF manager
also provide these participants with the same information for conducting arbitrage as is
provided to APs, even though they are not authorized to create or redeem units?

We do not support the provision of creation and redemption-related information to market
participants who are not formally authorized to create or redeem ETF units. These participants
do not bear the same responsibilities, nor do they have the operational infrastructure or
obligations that apply to authorized participants (APs).

Providing such information to non-APs could lead to confusion, misinterpretation, or
unintended market consequences. The creation and redemption process are a specialized
function, and access to related data should remain limited to those with formal agreements and
the infrastructure to act on it appropriately.

Does having only one AP pose undue risk for the primary market? Are there obstacles for ETFs to
contract with at least two APs?

12



19.

20.

We do not believe that having only one AP poses undue risk to the primary market. However,
reliance on a single AP may elevate operational and counterparty risk, which could disrupt the
ETF creation and redemption process under certain circumstances. To mitigate these risks, ETF
issuers should be encouraged to engage multiple APs where feasible.

We are not aware of any regulatory barriers that prevent ETFs from contracting with multiple
APs. However, for some issuers, commercial considerations may pose practical challenges to
expanding AP relationships.

For a discussion of potential risks to the secondary market, please refer to our response to
Question 19.

Would the presence of a second AP (and therefore, the potential for competition) help mitigate
concerns associated with a single AP potentially not maintaining efficient arbitrage to align the
market price of the ETF closely to the underlying value? Is this concern more significant for ETFs
that do not disclose daily portfolio information to the public, making it less likely for non-AP
dealers to provide liquidity? Are there other ways for the ETF manager to ensure that a sole AP
maintains efficient arbitrage?

We support the CSA’s proposal to require a minimum of two APs that act as market makers, for
each fund. The presence of multiple market makers would enhance liquidity and investor
protection.

We want to highlight that many APs may only participate in primary market activity (e.g. create
or redeem ETF units), and therefore it is not enough to have multiple APs, but rather the
requirement should be related to having multiple competing market makers. Such an
arrangement would support competitive pricing and strong liquidity in both primary and
secondary markets.

If an ETF has only one AP due to specific obstacles in contracting with more APs, should exclusive
arrangements with the AP be prohibited, thereby making it possible for the ETF to contract with
additional APs once the obstacles do not exist? What benefits would an exclusive arrangement
(or de facto exclusive arrangement) provide for the ETF and its investors that would outweigh
the risks of limiting primary market access (and potentially, liquidity provision, for certain ETFs)
to only one AP?

We do not believe that exclusivity arrangements are appropriate in the ETF industry, and
support their prohibition. While we recognize that certain ETFs have occasionally entered into
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21.

22.

exclusive broker agreements during their seed phase, such arrangements can restrict access to
other APs and limit broader market participation. Although exclusivity may facilitate a faster
exit for the seeding broker, it does not serve the long-term interests of investors.

Exclusive arrangements—whether formal or de facto—can impair the ETF’s arbitrage
mechanism and reduce primary market access, which may in turn negatively impact liquidity
and pricing efficiency. IOSCO’s Good Practices for ETFs caution against practices that hinder
the arbitrage process, emphasizing the importance of open access to APs in promoting market
efficiency and investor protection.

Maintaining a non-exclusive framework encourages competition among APs, enhances
operational resilience, and supports fair and efficient markets. Accordingly, we recommend that
exclusive arrangements with a sole AP be explicitly prohibited.

If an ETF only has one AP, should the name of the AP be prominently disclosed in the prospectus
or ETF facts document, for example, under Items 14 (Purchases) and 15 (Redemptions) of Form
41-101F2 and under Item 2, Part | of Form 41- 101F4 (Quick Facts table), to inform investors of
the ETF’s reliance on the sole AP?

Refer to response to Question 18.

Should ETFs continue to be allowed to determine the type of valuation information they provide
to facilitate the arbitrage mechanism? If not, what parameters for portfolio information would
ensure that the valuation information provided can facilitate effective arbitrage that will
promote close tracking of the market price of the ETF to the underlying value? For example,
should there be a requirement to provide the portfolio holdings that make up a minimum
percentage of the portfolio’s value?

We support maintaining issuer discretion in determining the type and scope of valuation
information provided to APs to facilitate the arbitrage mechanism. Flexibility in disclosure
allows ETF sponsors to tailor information to the specific structure and investment strategy of
the product, which in turn supports tighter bid-ask spreads and efficient market functioning.

For actively managed ETFs, certain valuation inputs may be proprietary or constitute
intellectual property. Mandating detailed portfolio-level disclosures could compromise
competitive positioning and investment strategy confidentiality, particularly in active ETFs.

Moreover, the arbitrage mechanism can be effectively supported through various forms of
valuation data, including baskets, or representative holdings, depending on the ETF’s design.
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23.

24.

Imposing standardized thresholds, such as requiring disclosure of holdings representing a
minimum percentage of portfolio value, may not be appropriate across all ETF types and could
introduce operational complexity without a commensurate benefit to investors.

We recommend that any guidance or regulatory expectations in this area continue to recognize
the diversity of ETF structures and strategies and preserve issuer flexibility while ensuring that
valuation disclosures remain sufficient to support effective arbitrage and a well-functioning
secondary market.

Do our proposals, as outlined in subsection Il.D.5, sufficiently address the risks of information
asymmetry? Are there additional measures that could further reduce these risks?

Refer to response to Question 24.

Do you agree that permitting ETFs to provide full portfolio holdings (or other valuation
information) daily only to APs for market making purposes strikes an appropriate balance
between offering investors more product choice and the potential risks of information
asymmetry?

We strongly agree that allowing ETFs to provide full portfolio holdings or valuation information
daily only to Authorized Participants (APs) for market-making purposes strikes the right
balance between enabling efficient arbitrage and supporting product innovation, while
minimizing risks related to information asymmetry.

We support the CSA’s position that such information should be shared symmetrically among all
APs. This promotes fairness and transparency in the primary market and aligns with investor
protection principles under National Instrument 81-102, which governs disclosure and conflict-
of-interest oversight. Equal access among APs helps maintain orderly markets and tight bid-ask
spreads, ultimately benefiting investors.

We do not support mandating extending daily disclosure to public investors, for the following
reasons:

e Most retail investors are not equipped to interpret daily portfolio data and, like mutual fund
investors, have not been disadvantaged under the current framework. Investors already
receive sufficient information for informed decision-making.

e For actively managed ETFs, holdings are often proprietary, and frequent disclosure may
compromise strategy integrity. Mandatory public disclosure could deter active managers
from entering the ETF space, limiting investor choice and innovation.

15



25.

26.

27.

In summary, the current framework supports market efficiency, protects proprietary strategies,
and expands product choice without introducing unnecessary risks or costs associated with
daily public disclosure.

Do the proposed policies and procedures regarding an ETF’s disclosure of portfolio information
for valuation and its disclosure of portfolio information to the public outlined in subsection Ill.D.3
cover the key elements for portfolio information disclosure?

We support principles-based policies that formalize current portfolio disclosure practices,
particularly equal access for APs. This promotes fairness, transparency, and elevates industry
standards. While the proposed policies capture key elements, they should align with internal
governance and allow flexibility. Prescriptive regulation risks inefficiency and may hinder fund
managers’ ability to adapt to fiduciary duties and market conditions.

Would the proposed disclosure requirements regarding an ETF’s Portfolio Holdings Disclosure
Policy in the ETF’s prospectus and website provide sufficient information about the public
availability of information regarding the ETF’s portfolio holdings and the portfolio information
that it provides to facilitate arbitrage? Is there other information that would be helpful for an
ETF to disclose about its Portfolio Information Disclosure Policy? Should the proposed disclosure
be included in both the prospectus and the ETF’s website?

We do not support mandatory public disclosure of an ETF’s internal Portfolio Holdings
Disclosure Policy. Investors already have access to sufficient information through existing
regulatory filings and issuer websites. Requiring detailed disclosure of internal policies may
reduce clarity, introduce unnecessary complexity, and offer limited incremental value to
investors.

We recommend that the CSA maintain a principles-based approach, allowing issuers to
communicate their disclosure practices in a manner that is proportionate, relevant, and aligned
with investor needs.

Does the proposed defined term “daily transparent ETF” effectively convey to investors that such
an ETF discloses its full portfolio holdings to the public daily?

We have concerns with the proposed term “daily transparent ETF” and do not support its
adoption. While the term may be intended to signal daily portfolio disclosure, we believe it
could inadvertently introduce bias and confusion among investors.
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29.

Investors can already determine the frequency of portfolio disclosure by reviewing the ETF’s
website or regulatory filings. Introducing a new label may create a perceived hierarchy,
favouring index-based ETFs that disclose holdings daily, while casting actively managed ETFs in
a less favourable light. This could mislead investors into equating daily public disclosure with
superior product quality, regardless of strategy or suitability.

Moreover, daily disclosure is not appropriate for all ETF strategies. For actively managed ETFs, it
may expose proprietary investment approaches, increase front-running risks, and discourage
participation, ultimately reducing investor choice and innovation in the marketplace.

Retail investors are also unlikely to derive meaningful benefit from daily holdings data. Existing
disclosure practices already provide sufficient information for informed investment decisions.

For these reasons, we recommend that the CSA reconsider the use of the term “daily
transparent ETF” and instead rely on clear, factual disclosure of portfolio transparency
practices within the ETF’s offering documents and website.

Should ETFs be required to publish an iNAV and why? If yes, please provide estimates of costs
for publishing an iNAV for a specified frequency (e.g., every 15 seconds).

We support the CSA’s assessment of the limitations associated with indicative net asset values
(iNAVs), including the risk that investors may mistakenly interpret the iINAV as a real-time
reflection of an ETF’s value. This misinterpretation could lead to confusion, particularly when
underlying markets have moved and the iINAV no longer reflects current conditions. We also
agree that a uniform iNAV requirement would not effectively mitigate information asymmetry
risks.

We share the concerns highlighted by some jurisdictions in the IOSCO ETF Good Practices
regarding the accuracy and reliability of INAVs, especially for ETFs holding less liquid securities
or assets traded in markets across different time zones. Stale pricing and inconsistent valuation
inputs can significantly impair the usefulness of iINAVs as a disclosure tool.

Given these limitations, we strongly encourage the CSA not to mandate the publication of
iNAVs by ETFs.

Should ETFs be required to provide public disclosure of full portfolio holdings on a less frequent
and/or delayed basis, such as at the end of each month, with a delay of no more than 30 days?
Please specify the benefits and costs of any proposal for less frequent (e.g., weekly, monthly, etc.)
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and/or delayed public disclosure of full holdings, including details on the proposed frequency
and delay.

We oppose any mandated public disclosure of full portfolio holdings at a set frequency.

There is no demonstrated investor demand for this level of detail, and the potential risks
outweigh any perceived benefits. For actively managed ETFs, portfolio holdings are proprietary
and often represent intellectual property. Requiring disclosure could compromise competitive
positioning and strategy confidentiality, particularly for active products.

Such a mandate may discourage innovation and product development in the Canadian ETF
market. Moreover, applying different disclosure standards to ETFs versus mutual funds would
introduce regulatory inconsistencies and distort the competitive landscape.

30. Are there differences between investing in an exchange-traded series and a standalone ETF in
addition to those discussed above? Please specify any additional benefits, costs or risks of
investing in an exchange-traded series compared to a standalone ETF. Is there a potential for
conflict of interest matters to arise in the management of an exchange-traded series and
unlisted series within one fund, where the fund manager’s actions could prioritize the interests of
one series over the other?

Refer to response to Question 31.

31. Are there costs attributable only to unlisted series (such as costs attributable to purchases or
redemptions of unlisted series, as discussed above) that are shared with the exchange-traded
series? Could such costs be allocated only to the unlisted series to avoid impacting the
exchange-traded series, such that the exchange-traded series would operate more similarly to a
standalone ETF?

Exchange-traded series structures benefit from economies of scale, which can reduce fixed and
transaction costs and improve trading efficiency. They may also offer access to a longer
performance history if the mutual fund was launched earlier. However, they introduce
complexities that warrant careful oversight, especially regarding the fair allocation of costs and
potential conflicts of interest between ETF and unlisted mutual fund series.

Key considerations include:

e Cost Allocation: Segregating costs between an ETF series and a standalone ETF is
operational difficult.
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32.

33.

34.

e Conflict of Interest Risk: Clear policies and oversight mechanisms are needed to mitigate
any conflict risk and uphold investor fairness.

e Disclosure: We support enhanced education to help investors understand the structural
and operational differences between an exchange-traded series and a standalone ETF.

In summary, while exchange-traded series structures offer benefits, they must be supported by
fair cost allocation, conflict management, and transparent investor disclosure. We recommend
establishing best practices to ensure costs are appropriately allocated and investor interests
are protected.

Is additional disclosure necessary to inform investors of the differences between investing in an
exchange-traded series and a standalone ETF? Should this disclosure be included in the ETF
facts document or only in the prospectus

In relation to investor identification of stand-alone ETFs vs exchange-traded series, we believe
the current practice of identifying the series (e.g., Series A, Series F) in the ETF name provides
sufficient disclosure for investors.

We further recommend ongoing investor education initiatives that clearly explain the structural
and operational differences between the two formats. This strikes an appropriate balance
between transparency and simplicity, without overburdening disclosure documents.

Should there be a restriction on switches to and from exchange-traded series? Should the
restriction only apply to switches from exchange-traded series to unlisted series?

Scotiabank’s business practice does not permit switches between exchange-traded and
unlisted series of the same fund. To the extent that switches are dilutive to existing investors,
whether due to pricing misalignment, liquidity impacts, or other structural considerations, they
should be prohibited. Conversely, if switches are not dilutive and can be executed fairly and
transparently, they may be permitted.

Please provide your views on the availability of foreign ETFs for investors through brokerage
accounts and through holdings by investment funds subject to NI 81-102.

We acknowledge the growing appeal of the U.S.-domiciled ETF market, which offers a broad
product selection and investor choice. However, products offered in foreign jurisdictions bypass
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Canadian regulatory requirements, creating an uneven playing field and potential investor
protection gaps.

Recent efforts by the CSA to bolster Canada’s investor protection regime have added costs and
burdens to the Canadian investment management industry, including the ETF sector. However,
investment products outside of Canada are not subject to the same burdens, and do not afford
Canadians the benefits of the Canadian investor protection regime. Notably, foreign products
would be unlikely to provide total cost reporting or point-of-sale disclosures required for
Canadian funds, including the delivery of ETF Facts documents.

In a competitive environment where Canadian investors have largely unrestricted access to U.S.
product, the added cost disclosure requirements for Canadian funds can unfairly present
foreign alternatives as cheaper, simply because cost reporting is either unavailable or measured
differently.

Further, the lack of ETF Facts filing or delivery for foreign funds raises the fundamental question
around the importance of this disclosure. If ETF Facts is vital to Canadian investor
understanding of the products they hold, then we believe it should be equally applied to foreign
funds sold to Canadians. If, on the other hand, foreign funds should not be subject to this
requirement, then we question why the Canadian industry should be burdened with the
production, maintenance and delivery of ETF Facts documents.

We further note that Canadian access to foreign funds is not typically reciprocated. Even where
access to Canada may be possible for foreign investors, functional barriers (including tax
implications) exist, which creates a one-directional flow of funds away from Canada.

Ultimately, we believe that the unequal access and treatment of foreign funds relative to
Canadian funds is a fairness issue in the context of the overarching policy objectives of
providing Canadian investors with a robust regulatory regime and appropriate protections.

This issue is likely to become more acute as the SEC has signaled its intent to permit the
issuance of ETF share classes for existing mutual funds. This will allow U.S. asset managers to
offer ETFs alongside traditional mutual funds, within the same fund structure, but accessible to
any participant in U.S. equity markets, including being freely accessible to Canadian investors.

To date, approximately 80 asset managers have submitted applications seeking the ETF share
class structure, indicating the industry-wide appeal of the broadening of access ETF share
classes provide for U.S. fund managers. We believe this trend will significantly undermine the
ability of Canadian regulators to manage investor protection issues in the context of cross-
border investment.

We support the CSA'’s proactive engagement on this issue and recommend further analysis of:
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e Regulatory arbitrage risks, particularly where foreign ETFs are distributed without meeting
Canadian compliance standards.

* Investor protection gaps, including differences in disclosure, governance, and oversight.

Given the CSA’s jurisdiction over sales practices, we suggest considering disclosure-based
warnings for foreign ETFs, as these ETFs do not adhere to Canadian regulations. This would
help investors make informed decisions while preserving access to global products which may
be otherwise unavailable domestically.

35. Are there any additional measures that would be beneficial for investors in their consideration of
investments in foreign ETFs in comparison to investments in Canadian ETFs?

Please refer to response to Question 34.
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BY EMAIL: comments@osc.gov.on.ca and consultation-en-cours(@]lautorite.gc.ca

October 24, 2025

The Secretary

Ontario Securities Commission
20 Queen Street West

19th Floor, Box 55

Toronto, Ontario MSH 3S8
comments@osc.gov.on.ca

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1
consultation-en-cours@lautorite.qc.ca

Re: CSA Consultation Paper 81-409 — Enhancing Exchange-Traded Fund Regulation: Proposed
Approaches and Discussion

Dear Sirs/Mesdames,

We are writing to provide our comments to the Canadian Securities Administrators (the “CSA”) with respect to
CSA Consultation Paper 8§1-409 — Enhancing Exchange-Traded Fund Regulation: Proposed Approaches and
Discussion (the “Paper”).

Fidelity Investments Canada ULC (“Fidelity”, “we”, “us”, “our”) is the second largest mutual fund company in
Canada. As at October 14, 2025, Fidelity managed over $330 billion (CAD) in retail mutual funds, exchange
traded funds and institutional assets. For 79 years, including 38 years in Canada, Fidelity has put investors first
by working hard to help them achieve their financial goals.

Our mission is to build a better future for Canadian investors and help them stay ahead. We offer investors and
institutions a range of investment portfolios to help them reach their financial and life goals. As a privately-
owned company, we are committed to doing what is right for investors and supporting their long-term success
through our dedicated team and global resources.

Fidelity entered the exchange traded fund (“ETF”) market in September 2018 with the launch of its High
Dividend ETF suite. Since then, our ETF lineup has expanded to include over 50 unique strategies, managing
more than $20 billion in assets. We offer a diverse set of investment solutions spanning various asset classes,
geographic exposures, and investment strategies. Fidelity ETFs are available through a number of advice-based
distribution channels including financial planners, investment dealers, and banks, as well as direct investing
channels such as discount brokerages.

Fidelity Investments 483 Bay Street, Suite 300 Tel. 416 307-5200
Canada ULC Toronto, Ontario M5G 2N7 Toll-free 1800 263-4077
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We provide our views on the Paper below and have included our specific answers to the questions posed in
Appendix A.

General Comments

We commend the CSA for its efforts to promote investor protection and enhance the regulatory framework for
ETFs. We recognize that the ETF market is constantly evolving, and we are supportive of initiatives aimed at
safeguarding the interests of investors. However, we wish to respectfully express our concern regarding some of
the proposed regulatory enhancements, especially considering the findings from the recent Ontario Securities
Commission’s ETF Study (the “OSC Study”)'.

The OSC Study highlighted several positive outcomes, notably that the Canadian ETF trading ecosystem
demonstrated sufficient liquidity to support significant growth in assets, funds and product diversity. Despite
challenges such as the COVID-19 pandemic and the Russian invasion of Ukraine, quoted spreads and price
deviations from NAV remained stable, indicating low transaction costs and efficient arbitrage. These findings
suggest that the current regulatory framework is working well to support the needs of both investors and issuers.
We would therefore urge the CSA to carefully consider the need for comprehensive changes in areas where no
substantive issues have been identified.

In particular, we have general comments about the following aspects of the proposals.
Disclosure Complexity

We question whether certain disclosure enhancements would improve the ability of ETF investors to make
informed investment decisions. As discussed in our responses in Appendix A, many of the proposed
enhancements appear to add complexity and introduce information that may not necessarily be useful to
investors. We are particularly concerned that the sheer volume and technical aspects of the information could
overwhelm investors rather than provide them with clear insights. This could minimize the effectiveness of
current disclosures, in addition to the proposed disclosures, and create operational burdens for ETF issuers
without delivering beneficial information to end investors. We encourage the CSA to prioritize making disclosure
requirements that are shown to align with how investors make their decisions.

Portfolio Holdings

The Paper poses questions on the possibility of increasing the frequency of portfolio holdings disclosure. We
would caution that while more frequent holdings disclosure may appear to serve investor interests, it is unlikely
that most investors would use daily, or even weekly, portfolio holdings disclosure to inform their investment
decisions. Investors tend to focus on more high-level information like investment objectives, costs, risk ratings,
past performance and bid-ask spread, which are all appropriately reflected in the ETF Facts.

We would urge the CSA to consider practical and competitive implications, particularly for actively managed
ETFs. Unlike index-tracking ETFs, active ETF managers rely on proprietary investment strategies that are
sensitive to early disclosure. Requiring more frequent or detailed holdings disclosure could lead to front-running
and reverse engineering of these strategies, which could potentially harm investors and diminish the value of an

1 Ontario Securities Commission, OSC ETF Study: An Empirical Analysis of Canadian ETF Liquidity and the Effectiveness of the
Arbitrage Mechanism, online: https://www.osc.ca/sites/default/files/2025-06/pub 20250619 osc-etf-study.pdf

Fidelity Investments 483 Bay Street, Suite 300 Tel. 416 307-5200
Canada ULC Toronto, Ontario M5G 2N7 Toll-free 1800 263-4077
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ETF manager’s proprietary information. This could have the effect of deterring active managers from entering
the ETF market.

We also note that the OSC Study concluded that there was no evidence to suggest that public disclosure of full
portfolio holdings impacts either liquidity or arbitrage effectiveness. These insights affirm that the current
framework for portfolio disclosure remains appropriate. Therefore, we would urge the CSA not to increase the
frequency of required portfolio holdings disclosure, as this could introduce unnecessary risks without delivering
tangible benefits to investors.

Issuer Flexibility

The ETF market in Canada is diverse and rapidly evolving. We appreciate that the CSA recognizes in its
proposals that it is important to allow flexibility for ETF managers while still ensuring there are appropriate
regulatory safeguards in place. We believe that taking a more prescriptive approach could inadvertently reduce
the ability of issuers to respond to investor needs and market developments and have the potential to stifle
innovation.

We greatly look forward to the ongoing development of these proposals and strongly encourage the CSA to
maintain engagement with stakeholders to refine and enhance the regulatory framework.

Additional Comments

We respectfully submit that there are operational aspects of ETFs that in our view require further attention from
the CSA to enhance the efficiency of ETF transactions in Canada.

Delayed Settlements

Due to the in-kind nature of ETF settlements, any ETFs failing to settle in the primary market beyond the
contractual settlement date (T+1) are classified as reportable fails under the existing regulatory framework in
National Instrument 81-102 Investment Funds (“NI 81-102”). Typically, these delays occur due to the in-kind
nature of ETF settlements and are short-lived, often extending only one day beyond the contractual settlement
period. The cause of these settlement delays usually pertains to a small number of securities within the entire
basket. To mitigate associated risks, ETF issuers often refrain from releasing ETF units until the counterparty
has delivered all securities in full, thereby fulfilling their leg of the trade. This precaution is taken to help protect
the ETF from potential counterparty risk. Nevertheless, this approach can lead to a reportable failed trade.

We propose the development of an enhanced settlement system by the Canadian Depository for Securities that
is akin to the Continuous Net Settlement system operated by the National Securities Clearing Corporation
(“NSCC”) in the United States. This advancement would be crucial for scaling the ETF market and ensuring
timely settlements. In the United States, the NSCC plays a pivotal role by guaranteeing both sides of an ETF
trade. This mechanism significantly mitigates counterparty risk and ensures the prompt settlement of
transactions.? The implementation of such a system would be a strategic move towards enhancing the operational
efficiency and reliability of ETF settlements. It would also align Canada’s ETF market with international
standards, promoting investor confidence and market integrity.

2 DTCC, Efficient Netting & Settlement with CNS®, online: https://www.dtcc.com/clearing-and-settlement-services/equities-
clearing-services/cns

Fidelity Investments 483 Bay Street, Suite 300 Tel. 416 307-5200
Canada ULC Toronto, Ontario M5G 2N7 Toll-free 1800 263-4077


https://www.dtcc.com/clearing-and-settlement-services/equities-clearing-services/cns
https://www.dtcc.com/clearing-and-settlement-services/equities-clearing-services/cns

I Fidelity

INVESTMENTS

Cash Creation/Redemption Fees

We would also like to address the current treatment of cash creation and redemption fees charged by ETFs to
Authorized Participants. These fees are typically levied when Authorized Participants choose to subscribe or
redeem in cash rather than in-kind, serving to offset the trading costs incurred by the ETF when executing trades
of the underlying securities to satisfy these transactions. This can reduce the trading costs in the calculation of
the ETF’s net asset value.

Under the existing framework?, these fees may not be used to offset the reported trading expense ratio for fund
reporting purposes. This limitation overlooks the advantage provided by the in-kind creation and redemption
process, which inherently aims to balance trading costs.

We suggest that ETFs should be permitted to utilize the cash creation and redemption fees charged to Authorized
Participants to offset trading expenses for fund accounting purposes. This adjustment would align the accounting
treatment with the economic rationale behind these fees and reflect a more accurate financial representation of
an ETF's operations.

We appreciate the opportunity to provide our views on this ETF consultation. We also thank you for considering
our comments. Please do not hesitate to contact us to discuss any of our responses in greater detail.

Yours very truly,

ﬁﬁ;j ‘ﬂ‘b‘*—‘“wﬂ-"\':) Anctracr Cloe

Robyn Mendelson Andrew Clee
Vice President, Legal and Procurement Vice President, Product and Managed Accounts

c.c. Rob Strickland, President
W. Sian Burgess, Senior Vice President, Fund Oversight
Kelly Creelman, Senior Vice President, Products and Marketing
Andrei Bruno, Director ETFs
Marissa Mymbko, Legal Counsel

3 National Instrument 81-106 Investment Fund Continuous Disclosure and Canadian Securities Administrators, Staff Notice 81-
315: Frequently Asked Questions on National Instrument 81-106 Investment Fund Continuous Disclosure, online:
https://www.osc.ca/sites/default/files/pdfs/irps/rule 20051125 81-315 fag-inv-fund-cd.pdf
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Appendix A

CSA Question

Fidelity Comments

1. Are any of the proposed elements for the proposed policies and
procedures for the creation and redemption of units unnecessary or
not useful? Are there additional elements that should be included in
these policies and procedures?

The proposed elements for the policies and procedures concerning the
creation and redemption process are both reasonable and beneficial. Many
ETF managers already maintain robust internal policies and procedures
that encompass the elements outlined in the Paper. These policies and
procedures are communicated to Authorized Participants to help ensure
the orderly functioning of the creation and redemption process.

We believe it would be beneficial for the CSA to provide high-level
principles to support internal controls, while allowing ETF mangers the
flexibility to implement policies that align with the unique characteristics
of their products and to adapt to market conditions. ETF managers are best
positioned to determine the operational processes that are in the best
interest of their funds to fulfill their fiduciary responsibilities. Overly
prescriptive requirements may limit the flexibility of ETF managers to
adapt to evolving market conditions and innovative product structures.

Creation and redemption processes have been developed between
Authorized Participants and ETF managers to facilitate timely
transactions. Imposing rigid rules around timing, method or
documentation of creations and redemptions and other procedural
requirements could delay these transactions resulting in missed arbitrage
opportunities, reduced secondary market liquidity and wider bid-ask
spreads.

2. We did not propose that the policies and procedures for creations
and redemptions be disclosed to the public since: (a) investors do not
transact in the primary market and therefore may not require details
about basket construction, and (b) the efficiency and potential risks
of the primary market mechanism would be reflected in the key
metrics we propose be disclosed on the ETF’s website, as outlined
in subsection I11.B.1. However, are there specific elements of the
policies and procedures (e.g., whether the ETF’s creation and
redemption baskets consist of a pro rata slice of the portfolio or an

We do not believe that providing additional details regarding the creation
and redemption process from the policies would be useful information for
the end investor.

The prospectus already includes clear disclosure of the creation and
redemption process and the roles of designated brokers and Authorized
Participants in the primary market. Adding specific elements of policies
and procedures such as basket construction methodology and other day-
to-day operational considerations that are more technical may run the risk

Fidelity Investments
Canada ULC
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Tel.
Toll-free

416 307-5200
1800 263-4077




A Fidelity

INVESTMENTS

CSA Question

Fidelity Comments

optimized sample, whether the ETF creates and redeems with in-kind
securities or with cash, whether the ETF permits custom baskets,
etc.) that should be disclosed in the prospectus to provide investors
with useful information about the primary market mechanism for the
ETF and potential risks?

of creating confusion for investors. It is also unlikely that this information
would impact the investment decisions made by prospective or current
unitholders.

The average bid-ask spread included in the ETF Facts serves as a more
practical indicator of the liquidity and operational effectiveness of the
primary market and is more relevant to an investor's decision-making than
the technicalities of the creation and redemption mechanism.

3. Does the proposed term “closing price” and the proposed
definition of this term appropriately represent the secondary market
value of an ETF’s security? If not, what definition would better
reflect the secondary market value of an ETF’s security (e.g., a
definition that references the national best bid and offer instead of
the best bid and offer on the listing exchange) and what term would
be better?

We believe that the proposed term “closing price” is appropriate.

However, we note that there may be inconsistent methodologies for
calculating closing price depending on the exchange. For example, a
primary listing venue may only use transactions from the primary listing
exchange to calculate the closing price and not take into account trading
on other listing exchanges.

4. For ETFs that do not calculate NAV as of the closing time of the
listing exchange, would using the value that is the midpoint between
the best bid and best offer on the listing exchange as of the time of
NAYV calculation appropriately represent the secondary market value
of the securities of such ETFs? Is the term “closing price”
appropriate for such ETFs? If not, what term would be more
suitable?

We believe the term “closing price” is appropriate for such ETFs.

5. Is the 2% premium/discount threshold appropriate to help identify
ETFs that present significant deviations from NAV over a period of
more than seven consecutive business days?

We question the appropriateness of a universal 2% premium/discount
threshold for ETFs. Its application may not yield meaningful insights for
all ETF types. Factors such as exposure to foreign markets, structural
constraints, and asset volatility can influence deviations from NAV,
making standardized thresholds potentially misleading.

While the 2% threshold aligns with international precedent and seems
reasonable during normal times, it may not be suitable during periods of
market turmoil. For example, during the COVID-19 pandemic, many
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ETFs experienced significant deviations across the market. In particular,
many fixed income ETFs during March 2020 would have triggered this
exception.

6. We observed from ETF websites that many ETFs offer
downloadable daily NAV per security and closing price data over
historical periods (such as for the period since inception). In
addition to presenting historical premiums/discounts in a line graph
as proposed, would it be beneficial to require ETFs to make their
daily NAV per security, closing price, and premium/discount data
for the past two calendar years available for download?

We question the usefulness of premium/discount disclosure.
Premiums/discounts to NAYV are typically calculated at the end of the day,
which can potentially exaggerate the figures due to heightened volatility
at market close. This issue is more pronounced for ETFs holding
international securities. For example, international or emerging market
ETFs often experience wider spreads due to time zone differences and
liquidity factors, which are not indicative of mispricing. In addition, newly
launched ETFs, especially those under one year old, can show increased
premiums/discounts or bid/ask volatility for non-structural reasons.
Mandating this disclosure might confuse or mislead investors.

7. Are there alternative metrics or data presentations to those
proposed that would help investors assess the functioning of the
ETEF’s arbitrage mechanism and the liquidity of the ETF’s securities
on the secondary market? Would daily average bid-ask spreads over
the same historical periods proposed for premiums and discounts in
subsection (c) be useful for investors, in addition to the 30-day
median bid-ask spread proposed?

We do not believe additional metrics or historical data would help
investors’ understanding of ETF liquidity or the arbitrage mechanism.

Daily average bid-ask spreads can be misleading since they are easily
affected by outliers, especially during times of high volatility. A 30-day
median bid-ask spread is a more appropriate and reliable measure for
assessing typical trading costs and liquidity. Monthly averages, rather than
daily data, should be sufficient for investors trying to decide whether to
buy, hold or sell. Looking at historical bid-ask data over several years is
unlikely to be relevant to investors’ real-time decision making.

8. To what extent would the proposed website disclosure
requirements increase costs for ETFs, taking into consideration the
pricing information that is currently required in the ETF facts
document? Please provide additional costs beyond the costs of
providing the information currently required in the ETF facts
document (e.g., initial set-up costs, on-going data costs, etc.).

The suggested website disclosure requirements would result in meaningful
extra expenses for ETF issuers, both for the initial development work and
set-up as well as ongoing maintenance. Costs may be particularly
significant for engaging third-party vendors to provide the data, automate
feeds and update the website daily.
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9. Should the ETF facts document include information about
premiums/discounts in the “Pricing Information” table, such as
including the mean of the daily premiums/discounts over the 12-
month period ending within 60 days of the date of the ETF facts
document? What other measure would provide representative
information about historical premiums/discounts?

We note the same deficiencies regarding information about

premiums/discounts as outlined in question 6.

10. Does the proposed policies and procedures requirement offer
sufficient flexibility for ETF manager monitoring?

We agree that issuers should have policies and procedures to monitor the
effectiveness of the arbitrage mechanism and liquidity provision in the
secondary market. In our view, the proposed policies and procedures offer
sufficient flexibility.

While monitoring does not necessarily translate into tighter spreads or
better execution, it does ensure that issuers are informed about how their
ETFs trade and whether liquidity provision is functioning as expected. It
is standard for issuers to monitor bid/asks spreads, as well as premiums
and discounts to NAV. Many issuers already monitor intraday trading
activity and generally have a good idea of iNAVs for North American
equity mandates, and to a lesser degree international equity mandates.
Specific monitoring of iINAVs for fixed income mandates can be more
challenging given the over-the-counter nature of the market and the
inaccessibility of pricing for individual bonds. That being said, monitoring
fixed income spreads relative to other fixed income ETFs and general
movements in the fixed income market is good practice.

11. Should the policies and procedures include other specific metrics
that should be monitored? In addition to bid-ask spreads and
premiums/discounts to NAV, what metrics should be required to be
monitored?

Bid-ask spreads and premiums/discounts to NAV are the two most salient
data points. We do not suggest requiring additional metrics to be
monitored.

12. Do ETF managers make arrangements for liquidity provision
with dealers that are not APs?

No, generally ETF managers tend not to make formal arrangements for
liquidity provision with dealers that are not APs.

Fidelity Investments
Canada ULC

483 Bay Street, Suite 300
Toronto, Ontario M5G 2N7

Tel. 416 307-5200
Toll-free 1800 263-4077




A Fidelity

INVESTMENTS

CSA Question

Fidelity Comments

13. Would disclosing the ETF manager’s parameters on the ETF’s
website provide context for investors and help them evaluate the
trading information proposed to be disclosed on the ETF’s website
under subsection 111.B.1?

We question the value to the end investor of disclosing the manager’s
internal parameters on the ETF’s website. Ultimately, the end investor is
concerned with their execution cost which is captured by bid-ask spreads
observed in market and volume traded information, which are readily
available and provide practical insight into ETF trading quality.

Disclosing the manager’s internal parameters is more likely to lead to
information overload and confusion rather than aiding an investor’s
decision to buy, hold, or sell securities.

14. 1s information regarding an ETF’s arrangements with its APs
important for an investor’s evaluation of an ETF? If not, why not?

No, we do not believe that information regarding an ETF's arrangements
with its APs is important for an investor's evaluation of an ETF.

The majority of investors focus primarily on the ETF's performance, costs,
and overall market exposure, rather than the specific operational details
involving APs. The specifics of the arrangements between issuers and APs
are unlikely to be understood by the average investor. The details of these
agreements are highly technical because they are primarily relevant to
institutional participants, not retail investors. As a result, the intricacies of
these arrangements are unlikely to impact an investor's decision-making
process or understanding of the ETF's fundamental value.

15. Would the proposal to include each agreement to act as an AP
for the ETF as a document required to be filed with the prospectus
and listed under the “Material Contracts” heading in the prospectus
provide investors with useful information about the ETF’s
arrangements with its APs? Are there other means of providing
information regarding the ETF’s arrangements with its APs?

No, we do not think that including each agreement with APs as a required
document in the prospectus would offer useful information to investors.

These agreements are primarily operational and would not typically
influence an investor's choice or understanding of an ETF. Instead, key
information about the ETF's structure, fees, and performance should
remain the focus. AP agreements may also be proprietary and contain
competitively sensitive contractual information that is not relevant to ETF
evaluation and should remain confidential between issuers and APs. It is
also important to note that other jurisdictions, such as the United States,
do not require full disclosure of AP agreements for these reasons.
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Should there be a need to provide further details about AP arrangements
summary disclosures or general operational descriptions within the
prospectus could suffice without the need to file each specific agreement,
similar to the disclosure requirements for other service providers in NI 81-
101F1.

16. Should an ETF’s agreement with its designated broker be
required to be filed with the ETF’s prospectus as a required
document under s.9.1(1)(a)(iv) of NI 41-101 and disclosed under
Iltem 31 (Material Contracts) of Form 41-101F2 Information
Required in an Investment Fund Prospectus?

No, we do not believe that an ETF's agreement with its designated broker
should be required to be filed with the prospectus as a material contract.

Please see our reasons above in response to questions 14 and 15.

17. Do ETF managers provide information to determine the ETF’s
underlying value and information for the creation and redemption of
units to market participants other than APs (i.e., market participants
that do not have a written agreement that authorizes them to create
and redeem units) in order to foster a more diverse pool of potential
arbitrageurs? If an ETF manager enters into agreements or
arrangements with such other market participants, should the ETF
manager also provide these participants with the same information
for conducting arbitrage as is provided to APs, even though they are
not authorized to create or redeem units?

No, generally ETF managers do not provide valuation information to
market participants that are not APs.

We provide portfolio composition files to APs which contain daily
holdings for all ETFs we manage. We provide this information for ETFs
that disclose daily and those that disclose periodically. With active ETFs,
we are cautious about to whom we disclose this data due to concerns about
proprietary information and only disclose daily portfolio holdings to APs.
Daily disclosed ETF holdings are publicly available via our website and
third-party data providers.

We generally consider it unnecessary to provide portfolio composition
files to non-APs because we have multiple APs that we currently distribute
this information to, which we believe is sufficient to ensure effectiveness
of the arbitrage mechanism.

18. Does having only one AP pose undue risk for the primary
market? Are there obstacles for ETFs to contract with at least two
APs?

We believe that having more than one AP is good practice and helps to
maintain an efficient arbitrage mechanism. However, we do not think that
the presence of a single AP poses undue risk to the primary market.
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Having multiple APs does offer benefits, but the ability to contract with
more than one AP may not always be practical. For example, newer
entrants to the ETF market could experience issues establishing
relationships with more than one AP. Similarly, innovative or specialized
ETFs may face difficulty attracting APs due to technology integration
costs or unestablished market interest.

A regulatory requirement mandating a minimum number of APs could
unintentionally disadvantage smaller ETF providers or innovative
products.

19. Would the presence of a second AP (and therefore, the potential
for competition) help mitigate concerns associated with a single AP
potentially not maintaining efficient arbitrage to align the market
price of the ETF closely to the underlying value? Is this concern
more significant for ETFs that do not disclose daily portfolio
information to the public, making it less likely for non-AP dealers to
provide liquidity? Are there other ways for the ETF manager to
ensure that a sole AP maintains efficient arbitrage?

Yes, we believe having more than one AP is effective to this end. This
would be the case either for an ETF that discloses portfolio holdings daily
or periodically.

For ETFs that do not disclose daily portfolio holdings, concerns about
mispricing may be more relevant. However, ETF managers can mitigate
these risks through additional transparency and collaboration with market
makers, as well as appropriate risk controls and monitoring.

20. If an ETF has only one AP due to specific obstacles in contracting
with more APs, should exclusive arrangements with the AP be
prohibited, thereby making it possible for the ETF to contract with
additional APs once the obstacles do not exist? What benefits would
an exclusive arrangement (or de facto exclusive arrangement)
provide for the ETF and its investors that would outweigh the risks
of limiting primary market access (and potentially, liquidity
provision, for certain ETFs) to only one AP?

While we generally agree that having more than one AP is beneficial, there
may be circumstances where an ETF manager may agree to exclusivity
with one AP for a certain time period. For example, if there is a large seed
requirement for an ETF launch, an AP may be given exclusivity to
recuperate their seed money as quickly as possible. For this reason and as
outlined in question 18, we are generally opposed to making it a
requirement for an ETF to have more than one AP.

21.1f an ETF only has one AP, should the name of the AP be
prominently disclosed in the prospectus or ETF facts document, for
example, under Items 14 (Purchases) and 15 (Redemptions) of
Form 41-101F2 and under Item 2, Part | of Form 41- 101F4 (Quick

No, we do not believe it should be a specific requirement to name and
prominently disclose a sole AP in the prospectus or ETF Facts.

The name of an AP does not appear to be particularly important to
investors given they have no direct interaction with APs. Placing the name
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Facts table), to inform investors of the ETF’s reliance on the sole
AP?

of an AP in a document like the ETF Facts could also cause confusion, as
this document is intended to show concise and material information for
investors and could appear to overstate the role of the AP.

If additional disclosure is deemed necessary for an ETF that only has one
AP, we believe it would be more beneficial to investors if the prospectus
included disclosure on the risks associated with an ETF that is relying on
a single AP.

22. Should ETFs continue to be allowed to determine the type of
valuation information they provide to facilitate the arbitrage
mechanism? If not, what parameters for portfolio information would
ensure that the valuation information provided can facilitate effective
arbitrage that will promote close tracking of the market price of the
ETF to the underlying value? For example, should there be a
requirement to provide the portfolio holdings that make up a
minimum percentage of the portfolio’s value?

Yes, we believe it is important to continue to provide ETF issuers with the
flexibility to determine what valuation information is provided to APs.

In the ETF launch process, indicative portfolios may be provided to APs
to help them properly price the ETF intraday. Since each ETF has its own
nuances to valuations depending on the underlying holdings, managers are
best suited to decide what information is important to provide to APs for
effective arbitrage.

23. Do our proposals, as outlined in subsection 111.D.5, sufficiently
address the risks of information asymmetry? Are there additional
measures that could further reduce these risks?

We do not believe that the risks of information asymmetry presented in
the Paper are significant enough to require additional regulatory
intervention.

Investors already have access to essential information in the prospectus
and ETF Facts to evaluate an ETF as an investment, and secondary market
trading is based on publicly available data such as NAV, market price, and
bid-ask spreads.

We disagree that there is a meaningful gap in investor understanding
regarding the availability of daily portfolio holdings information and the
valuation information to facilitate arbitrage. The OSC study found no
evidence that public disclosure of full portfolio holdings improves
arbitrage effectiveness or liquidity. Typically, investors can also determine
from an ETF’s website whether it discloses full holdings daily, only the
top 10, or some other measure.

Fidelity Investments
Canada ULC

483 Bay Street, Suite 300
Toronto, Ontario M5G 2N7

Tel. 416 307-5200
Toll-free 1800 263-4077




A Fidelity

INVESTMENTS

CSA Question

Fidelity Comments

24. Do you agree that permitting ETFs to provide full portfolio
holdings (or other valuation information) daily only to APs for
market making purposes strikes an appropriate balance between
offering investors more product choice and the potential risks of
information asymmetry?

Yes, we agree that permitting disclosure of full portfolio holdings or other
valuation information daily to APs strikes a reasonable and necessary
balance.

Actively managed ETFs are becoming a larger share of the ETF market.
It is important to active managers to have the flexibility to only disclose
their holdings daily to APs and not to the public in order to protect
proprietary information and mitigate front running. This information is
disclosed to APs under confidentiality agreements for market making
purposes and supports effective arbitrage, which benefits investors.

25. Do the proposed policies and procedures regarding an ETF’s
disclosure of portfolio information for valuation and its disclosure of
portfolio information to the public outlined in subsection I11.D.3
cover the key elements for portfolio information disclosure?

We are of the view that investors do not consider ETF portfolio disclosure
policies to be material to their investment decisions. Generally, we do not
believe that prescribing additional requirements for ETF portfolio
disclosure for valuation or public reporting are warranted.

26. Would the proposed disclosure requirements regarding an
ETEF’s Portfolio Holdings Disclosure Policy in the ETF’s prospectus
and website provide sufficient information about the public
availability of information regarding the ETF’s portfolio holdings
and the portfolio information that it provides to facilitate arbitrage?
Is there other information that would be helpful for an ETF to
disclose about its Portfolio Information Disclosure Policy? Should
the proposed disclosure be included in both the prospectus and the
ETF’s website?

Our website provides portfolio holdings information, where investors can
already determine whether an ETF’s holdings are disclosed on a current
or delayed basis from viewing the website. We believe further disclosure
regarding this policy is unnecessary.

However, should the CSA mandate the disclosure of an ETF’s Portfolio
Holdings Disclosure Policy, we believe that a high-level summary on the
ETFs website would be sufficient to inform investors about the public
availability of portfolio information.

27. Does the proposed defined term “daily transparent ETF”
effectively convey to investors that such an ETF discloses its full
portfolio holdings to the public daily?

We do not believe the proposed defined term “daily transparent ETF” is
necessary. The proposed term could create a false perception that ETFs
designated as “daily transparent” are superior to those that are not. This
would be misleading, as the OSC study found that portfolio transparency
had no impact on the efficiency of arbitrage, liquidity, or investor
outcomes.
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28. Should ETFs be required to publish an iNAV and why? If yes,
please provide estimates of costs for publishing an INAV for a
specified frequency (e.g., every 15 seconds).

No, we do not support a requirement for all ETFs to publish an iNAV.

An INAV may support intra-day pricing transparency for certain ETFs,
like index-tracking ETFs, but it can be less effective or even misleading
for actively managed ETFs or ETFs with less liquid holdings. We do not
believe this information would be beneficial and the iINAV agent would
merely represent another entity pricing the ETF intraday. Most ETF
managers have multiple APs pricing ETFs daily, to help ensure that they
are consistently priced fairly and closely aligned with NAV. In our view,
publishing an iINAV would not facilitate effective arbitrage to the same
degree as having multiple APs involved in the pricing process.

Publishing an iNAV would also require additional costs including
licensing and vendor fees, data infrastructure and development without a
significant benefit to investors.

29. Should ETFs be required to provide public disclosure of full
portfolio holdings on a less frequent and/or delayed basis, such as at
the end of each month, with a delay of no more than 30 days? Please
specify the benefits and costs of any proposal for less frequent (e.g.,
weekly, monthly, etc.) and/or delayed public disclosure of full
holdings, including details on the proposed frequency and delay.

We believe that the flexibility to determine the frequency and timing of
disclosure should rest with the issuer.

This is especially relevant for active ETF managers, where the protection
of sensitive proprietary information could be compromised with more
frequent disclosures. Mandating more frequent portfolio disclosure could
have the effect of stifling innovation within the ETF industry. Issuers may
become less inclined to develop novel products if the disclosure
requirements expose their unigque strategies to competitors. These
concerns are heightened in the context of liquid alternatives, where
proprietary strategies and holdings are integral to maintaining a
competitive advantage.

The current framework allows issuers to strike a balance between
transparency and the protection of proprietary information, fostering an
environment for innovation and ultimately benefiting investors with a
diverse range of products.
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30. Are there differences between investing in an exchange-traded
series and a standalone ETF in addition to those discussed above?
Please specify any additional benefits, costs or risks of investing in
an exchange-traded series compared to a standalone ETF. Is there a
potential for conflict of interest matters to arise in the management
of an exchange-traded series and unlisted series within one fund,
where the fund manager’s actions could prioritize the interests of one
series over the other?

There can be potential for conflict of interest matters to arise in the
management of an ETF series and unlisted series within one fund.

Oversight and transparent fund governance practices are important to
ensure that management decisions are aligned with the best interests of all
investors, irrespective of the series in which they hold securities.

If there are concerns of a conflict of interest in the management of an ETF
Series and unlisted series within one fund, this can and should be
addressed by the Independent Review Committee and disclosed in the
prospectus consistent with existing requirements.

31. Are there costs attributable only to unlisted series (such as costs
attributable to purchases or redemptions of unlisted series, as
discussed above) that are shared with the exchange-traded series?
Could such costs be allocated only to the unlisted series to avoid
impacting the exchange-traded series, such that the exchange-traded
series would operate more similarly to a standalone ETF?

We acknowledge the CSA’s concern regarding the potential for inequitable
allocation of costs across series. However, issuers should have policies
and procedures in place to identify and assess potential cross-
subsidization.

If costs can be clearly linked to a particular series, they should be charged
to that series. For example, expenses that are only attributed to running an
unlisted mutual fund series, such as servicing costs, should not be charged
to an ETF series. Fund-level expenses, like withholding tax, relate to the
fund's investment goals should be shared among all series proportionately.
These are costs that all investors in the fund regardless of series would
expect to share.

32. Is additional disclosure necessary to inform investors of the
differences between investing in an exchange-traded series and a
standalone ETF? Should this disclosure be included in the ETF facts
document or only in the prospectus?

We do not believe there is a need for additional disclosure. The ETF Facts
document currently provides a clear overview of a standalone ETF or ETF
series. The differences between ETF series and standalone ETFs are
primarily operational in nature and are unlikely to impact decision-
making. Adding new disclosures to the ETF Facts could complicate the
document without offering a significant benefit, as the current disclosure
requirements already balance accessibility and detail well.

If additional disclosure is deemed necessary, we believe it would be more
useful to provide these details in the prospectus.
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33. Should there be a restriction on switches to and from exchange-
traded series? Should the restriction only apply to switches from
exchange-traded series to unlisted series?

We do not believe there should be any restrictions on switches to and from
exchange-traded series. Regarding switches from an unlisted series to an
ETF series, the operational complexity in carrying out these switches is
extremely high. However, we believe they should be permitted if an
effective model can be implemented.

34. Please provide your views on the availability of foreign ETFs for
investors through brokerage accounts and through holdings by
investment funds subject to NI 81-102.

We support investor choice and recognize the potential benefits of
allowing Canadian investors to access a broad range of investment
products, including foreign ETFs.

Currently, there is inconsistency in the disclosure obligations between
domestic and foreign ETFs. Canadian ETFs are subject to comprehensive
disclosure requirements, which include prospectus delivery, ETF Facts,
continuous disclosure and total expense ratio reporting. Canadian
investors are accustomed to receiving this information to help them make
informed investment decisions. However, foreign ETFs that are made
available to Canadian investors may not be subject to equivalent standards
of disclosure, potentially compromising investor protection and informed
decision-making. Other jurisdictions, including the European Union, do
not allow foreign-domiciled products to be sold without registration or
meeting local disclosure standards. We believe the CSA should consider
requirements for foreign ETFs to meet equivalent disclosure obligations
for distribution in Canada. This would help maintain a level playing field
and enhance investor confidence.

There can also be additional risks involved with foreign ETFs that
investors may not fully understand, given that these products are not made
with Canadian investors or tax considerations in mind (discussed in further
detail in response to question 35). We believe it would be beneficial for
brokerage platforms to warn investors of the additional risks associated
with investing in foreign ETFs, such as withholding tax implications.

In addition, we believe that there is a regulatory imbalance given that retail
investors can access foreign ETFs directly, and investment fund managers
can be restricted from holding many of the same products within NI 81-
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102 compliant investment funds. Section 2.5 of NI 81-102 permits
investment in certain foreign ETFs, but where a foreign ETF does not meet
these requirements, exemptive relief must be sought. This disadvantages
Canadian investment funds while providing retail investors unrestricted
access through brokerages. We encourage the CSA to consider permitting
broader access for Canadian investment funds to hold foreign ETFs under
NI 81-102, recognizing that regulated investment fund managers are more
qualified than individual investors to evaluate the risks and suitability of
these products.

35. Are there any additional measures that would be beneficial for
investors in their consideration of investments in foreign ETFs in
comparison to investments in Canadian ETFs?

When Canadian investors explore foreign ETFs, it is important for them
to understand the differing tax implications compared to Canadian ETFs.

Canadian ETFs have the advantage of distributing income in various
forms, such as capital gains and return of capital, which can be taxed
favourably. In contrast, distributions from foreign ETFs are generally
treated as foreign income, fully taxable at the investor’s marginal rate and
subject to withholding taxes from the country of origin. Additionally,
Canadian investors holding foreign ETFs directly or via Canadian
investment funds may face multiple layers of withholding taxes, further
complicating tax recovery.

The account type also plays a significant role. While registered accounts
like RRSPs can mitigate U.S. withholding taxes due to treaty benefits,
TFSAs and RESPs do not benefit from the same exemption.

Enhanced investor education regarding these tax implications would be
beneficial to help investors make informed decisions regarding foreign
ETFs and avoid unexpected tax costs.
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Re: CSA Consultation Paper 81-409 - Enhancing Exchange-Traded Fund Regulation

Dear Ladies and Gentlemen,

Morningstar welcomes the opportunity to comment on CSA Consultation Paper 81-409, which outlines
proposed amendments to the Canadian regulatory framework for exchange-traded funds (ETFs). As a
leading independent investment research firm with deep expertise in fund data, ratings, and portfolio
analytics, Morningstar supports a regulatory regime that reflects the structural differences between ETFs
and mutual funds while reinforcing the pillars of transparency, investor protection, and market efficiency.


mailto:consultation-en-cours@lautorite.qc.ca

® 181 University Avenue, Suite 600
< > Toronto, Ontario M5H 3M7
T: +1 416 489-7074

Morningstar has long been an advocate for clear ETF disclosures, improved investor education, and
enhanced data access to allow for more effective fund evaluation by both retail and institutional investors.

We strongly support the CSA's proposals to tailor oversight of ETF creation/redemption processes, arbitrage
mechanics, authorized participant (AP) arrangements, and trading disclosures to the ETF structure. We also
offer reccommendations grounded in Morningstar's experience evaluating fund market structure and
investor behavior in Canada and abroad.

Executive Summary

e Support for written policies and procedures for ETF creation/redemption, with a recommendation to
disclose only high-level features (such as yes/no flags) to balance transparency and competition.

e Endorsement of standardized, downloadable daily data (NAV, closing price, premium/discount) for at
least two years, with clear explanations and alignment to U.S. standards to enhance comparability and
investor understanding.

e Recommendation to use asset-class-calibrated thresholds for persistent premium/discount deviations,
rather than a static 2% rule, to better reflect differences across ETF types.

e Support for manager discretion in sharing daily portfolio information with authorized participants only
for less-liquid strategies, while advocating for a “daily transparent ETF" label for funds that publish full
daily holdings.

e Agreement that standardized outcome-based metrics (premium/discounts, quoted spreads) and equal
access for authorized participants address information asymmetry risks, focusing investor attention on
practical trading outcomes.

e Advocacy for rules that prioritize investor choice and cost efficiency, supporting easier access to foreign
ETFs through Canadian brokerages and harmonized disclosure standards to foster competition and
lower fees.

In the following sections, Morningstar respectfully responds to portions of the consultation where we
believe we have some expertise:
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A. Creation/redemption policies & what to disclose (Q1-Q2)

Q1. Are any of the proposed elements for the proposed policies and procedures for the creation and
redemption of units unnecessary or not useful? Are there additional elements that should be included
in these policies and procedures?

None of the proposed elements are unnecessary because they map directly to the arbitrage mechanics that
keep ETF market prices in line with underlying asset values, market liquidity, and tighter bid-ask spreads -
particularly when markets are under strain. Requiring written policy on creation/redemption fees, how
baskets are built, cash collateral parameters, and operational procedures will aid in this effort, by improving
market maker confidence and predictability.

Morningstar's qualitative research framework for investment funds puts great emphasis on operational
consistency. We believe this correlates to better performance and lower tracking error, especially for
passively managed strategies. Requiring internal documentation of policies and procedures would benefit
this consistency on the basis that documented processes would allow for better oversight and
accountability.”

Q2. We did not propose that the policies and procedures for creations and redemptions be disclosed
to the public since: (a) investors do not transact in the primary market and therefore may not require
details about basket construction, and (b) the efficiency and potential risks of the primary market
mechanism would be reflected in the key metrics we propose be disclosed on the ETF’s website, as
outlined in subsection 111.B.1. However, are there specific elements of the policies and procedures
(e.g., whether the ETF’s creation and redemption baskets consist of a pro rata slice of the portfolio or
an optimized sample, whether the ETF creates and redeems with in-kind securities or with cash,
whether the ETF permits custom baskets, etc.) that should be disclosed in the prospectus to provide
investors with useful information about the primary market mechanism for the ETF and potential
risks?

Disclosing fully formal policies and procedures in prospectus would be of limited utility to investors and
might run the risk of reducing competition across ETF managers. However, disclosing high-level features in
the form of yes/no ‘flags’ (like whether redemptions are in-kind vs. cash, pro-rata vs. optimized sampling,
use of custom baskets) would aid investors in understanding the frictions that would otherwise prevent a
tight bid-ask spread.' These disclosures would also allow investors to understand (at least directionally) tax
efficiencies in the case of an ETF that uses cash redemptions. Investors would also find information on
sampling approach useful as a gauge of expected tracking errors. Standardized yes/no “flags” would also
allow for researchers and industry to aggregate approaches and further study the effects of mechanisms
and compare to outcomes.
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The flexibility to permit custom baskets is appropriate, particularly for fixed-income products. We encourage
the CSA to make clear that policies and procedures surrounding custom baskets should be sufficiently
detailed for investors and third-party aggregators to reasonably anticipate the components of these baskets.
Such information is crucial for understanding the true liquidity, or lack thereof, that a fund offers. The
policies and procedures governing custom baskets should be subject to board oversight.

As postulated in the question, effective execution of policies will ultimately reveal itself in the metrics
published on the manager's website (as proposed), hence it may not be necessary or ideal for a manager to
disclose numerical thresholds. However, a description of the types of thresholds used would be insightful for
investors. As an example, a statement outlining that the fund will escalate to action if bid-ask spreads
persistently beyond category peers would add reasonable context for investors.

B. Website metrics & investor disclosures (Q3-Q9)

Q4. For ETFs that do not calculate NAV as of the closing time of the listing exchange, would using the
value that is the midpoint between the best bid and best offer on the listing exchange as of the time of
NAV calculation appropriately represent the secondary market value of the securities of such ETFs? Is
the term ‘closing price’ appropriate for such ETFs? If not, what term would be more suitable?

We support standardizing the price input used for an ETF's daily premium/discount. The listing exchange's
calculated closing price appears to be a reasonable default. That said, when a fund calculates its net asset
value (NAV) at a different time —or when the exchange close is unlikely to reflect tradable value at the NAV
time—it may be more representative to use the consolidated best-bid/offer midpoint across Canadian
marketplaces at the NAV time.

Adopting this conditional approach would also align with the U.S. Securities and Exchange Commission’s
“market price” framework, which relies on either the official close or the NBBO midpoint when that better
reflects value. This alignment should make cross-border comparisons clearer and implementation simpler
for firms operating in both markets.

For transparency, it would be helpful to indicate alongside the daily premium/discount which input was
used on that day, and to include both the closing price and the midpoint-at-NAV-time in the downloadable
data. A brief, plain-language note describing this method would further help investors. This keeps a simple
default in place while providing a timing-aligned, venue-neutral fallback when appropriate.

Q5. Is the 2% premium/discount threshold appropriate to help identify ETFs that present significant
deviations from NAV over a period of more than seven consecutive business days?

We support the concept of a persistent-deviation notice but recommend replacing the static 2 percent
threshold with an asset-class-calibrated threshold. Exchange-traded funds that hold highly liquid, locally
traded equities typically exhibit very small and short-lived deviations from net asset value, so a 1.0 percent
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trigger is already meaningful. By contrast, strategies with less-liquid constituents, limited trading-hours
overlap, or futures-roll mechanics (for example, global bonds, emerging-markets equities, high-yield credit,
and commodity funds) exhibit wider normal dispersion in the premium/discount series, even when the
arbitrage mechanism is working properly.* We do not believe that having a 2 standard deviation threshold
(or some other relative measure) is meaningfully more difficult to calculate and maintain than a static
threshold. Moreover, the resulting number of breaches would be more meaningful to investors across asset

classes and would suit the purpose of having such a threshold. A static threshold across asset classes would
not suit this purpose.

Q6. We observed from ETF websites that many ETFs offer downloadable daily NAV per security and
closing price data over historical periods (such as for the period since inception). In addition to
presenting historical premiums/discounts in a line graph as proposed, would it be beneficial to
require ETFs to make their daily NAV per security, closing price, and premium/discount data for the
past two calendar years available for download?

We support requiring exchange-traded funds to provide downloadable, machine-readable daily data—net
asset value per security, closing price, and premium/discount—for at least the past two calendar years if
available. This would improve comparability beyond the annually filed ETF Facts, let investors see whether
the arbitrage mechanisms are working through premium/discount histories, and reflect current practice at
many managers in Canada today.” Implementation can stay simple: CSV and JSON files at the series/class
level, with each row showing date, NAV, the price input used (for example, listing close or—if adopted—
midpoint at the NAV time), premium/discount, and basic market-status flags, maintained on a rolling two-
year basis with clear timestamps. For clarity, the website should briefly explain in plain language what
premium/discount means, that it is an end-of-day measure, and how to interpret periods of thin liquidity or
different market hours, and it should use the same definitions as the website charts so the download
matches what investors see. Aligning the display with U.S. Rule 6¢-11 promotes cross-border consistency,
and adding a machine-readable download would go a step further in Canada by making the standardized
metrics not just viewable but analyzable for investors and advisers.

Q7. Are there alternative metrics or data presentations to those proposed that would help investors
assess the functioning of the ETF’s arbitrage mechanism and the liquidity of the ETF’s securities on
the secondary market? Would daily average bid-ask spreads over the same historical periods
proposed for premiums and discounts in subsection (c) be useful for investors, in addition to the 30-
day median bid-ask spread proposed?

We support the CSA's standardized display of daily premium/discounts and a 30-day quoted-spread metric,
with a few refinements to improve investor interpretation. The 30-day median quoted spread should be the
primary number because it is robust to outliers and better reflects typical trading costs. Issuers should also
show the 30-day average alongside the median to reveal sustained elevation that a median can mute. To
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make the distribution intuitive at a glance, providers should present a 30-day histogram of daily quoted
spreads (in basis points) with clear bucket labels and markers for the median and average. We encourage
the same 30-day histogram for daily premium/discounts. Keep all figures end-of-day, standardized across
funds, and label the price input used (listing-exchange close or—if adopted —midpoint at the NAV time) so
investors can reconcile the display with the methodology and can see whether costs cluster low or spike
often.

Q9. Should the ETF facts document include information about premiums/discounts in the ‘Pricing
Information’ table, such as including the mean of the daily premiums/discounts over the 12-month
period ending within 60 days of the date of the ETF facts document? What other measure would
provide representative information about historical premiums/discounts?

Yes, ETF Facts should include a simple, standardized premium/discount statistic, and the 12-month average
of daily premiums/discounts is a sensible anchor. Morningstar already defines and reports a
“Premium/Discount 12-Month Average” field for ETFs, so issuers and data vendors can calculate it
consistently and investors recognize it. To make the snapshot more representative, we suggest adding two
companion items Morningstar also maintains in its data model: 12-month high and 12-month low
premium/discount. Together, the average, high, and low summarize both the central tendency and the range
investors actually experienced over the year—without adding an inordinate amount of clutter to ETF Facts.
These measures are important to investors as a gauge of the cost of liquidity and whether arbitrage
mechanics are functioning as desired, prevalent especially during times of stress.?

This gives a concise view of both the typical relationship to net asset value and the range investors actually
experienced —without repeating the website’s more detailed visuals from Q7. To keep the snapshot decision-
useful and aligned with our Q7 stance, these statistics should be calculated from the same daily inputs used
on the website (including the labelled price input—Ilisting close or, if adopted, midpoint at the net asset
value time), and (ii) dating the look-back period to end within 60 days of the ETF Facts date so the figures are
current at the time of the ETF Facts document. In short, the ETF website should handle distributional context
(median vs. average and the 30-day histogram, per Q7), while ETF Facts presents a clean at-a-glance
summary: 12-month average plus high/low, computed consistently with the website methodology and
clearly labelled.
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D. Portfolio information for arbitrage & to the public (022-Q29)

Q22. Should ETFs continue to be allowed to determine the type of valuation information they provide
to facilitate the arbitrage mechanism? If not, what parameters for portfolio information would ensure
that the valuation information provided can facilitate effective arbitrage that will promote close
tracking of the market price of the ETF to the underlying value? For example, should there be a
requirement to provide the portfolio holdings that make up a minimum percentage of the portfolio’s
value?

We agree that permitting exchange-traded funds to provide daily portfolio and valuation information to
authorized participants only can strike an appropriate balance—so long as investors receive strong
outcome-based website metrics (for example, daily premiums/discounts and quoted spreads) and managers
are required to monitor the effectiveness of the arbitrage mechanism while ensuring equal, simultaneous
access for all authorized participants.’ We also support the CSA's proposed “daily transparent ETF” label for
funds that choose to publish full, daily holdings to the public; this plainly signals higher transparency and
aligns with the core U.S. baseline under SEC Rule 6¢-11.

For less-liquid or capacity-constrained strategies (such as certain segments of credit, smaller-cap equities,
or concentrated high-volatility themes), it is especially important to preserve issuer discretion over valuation
methods and what is made public. Real-time disclosure of granular holdings and valuation approaches can
signal trade intent and invite front-running or free-riding, raising execution costs for existing unitholders.
Allowing managers to share fit-for-purpose valuation inputs with authorized participants (for example,
evaluated prices, proxy baskets, or factor exposures) while delaying full public holdings helps protect
investors without impairing market making or the arbitrage process. At the same time, making the daily
transparent ETF option available—and clearly labeled—would bring Canadian practice up to par with U.S.
expectations for funds that can accommodate daily transparency, without forcing a one-size-fits-all model
on strategies where it may harm investors.’

Q23. Do our proposals, as outlined in subsection I11.D.5, sufficiently address the risks of information
asymmetry? Are there additional measures that could further reduce these risks?

The measures in subsection |Il.D.5—standardized website metrics (daily premium/discount and a 30-day
quoted-spread figure), ongoing manager monitoring, equal-access rules for authorized participants, and
clearer disclosure of portfolio-information policies—mostly address the key risks of information asymmetry.
Morningstar's investor education consistently emphasizes judging exchange-traded fund market quality by
its outcomes—that is, how closely market price tracks net asset value and what trading costs investors
actually face—rather than by publishing every operational detail.’ This aligns with focusing investor
attention on the premium/discount series and spreads as practical, decision-useful signals.
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Taken together, the consultation’s proposals largely mitigate information-asymmetry risks by standardizing

what investors need to see (deviations and trading costs), strengthening how managers oversee the
arbitrage mechanism, and clarifying who gets what information and when.

Q24. Do you agree that permitting ETFs to provide full portfolio holdings (or other valuation
information) daily only to APs for market making purposes strikes an appropriate balance between
offering investors more product choice and the potential risks of information asymmetry?

We broadly agree that allowing exchange-traded funds to share daily portfolio/valuation information with
authorized participants (APs) only can strike the right balance, provided investors get strong outcome-based
website metrics (daily premium/discount and quoted spread), managers monitor arbitrage effectiveness,
and all APs receive information on an equal and simultaneous basis.

As noted in our Q22 response, for less-liquid or capacity-constrained strategies it is appropriate to preserve
issuer discretion over public holdings cadence and valuation detail to avoid front-running and information
asymmetry that could raise execution costs for existing unitholders. At the same time, offering a clearly
labeled “daily transparent ETF" option for funds that can support full daily public holdings—without
harming investor outcomes—would accommodate strategies where transparency is beneficial while
avoiding a one-size-fits-all mandate.

Q27. Does the proposed defined term ‘daily transparent ETF’ effectively convey to investors that such
an ETF discloses its full portfolio holdings to the public daily?

Yes. The term “daily transparent ETF" is clear and suitable. It should be defined explicitly as an ETF that
publicly discloses its full portfolio holdings each business day (typically as of the prior business day's close).
In the United States there is no formal label for this; ETFs relying on SEC Rule 6¢-11 are expected to publish
daily holdings, while funds that do not provide daily public holdings are commonly described in market
practice—though not by regulation—as “non-transparent” or “semi-transparent” active ETFs. Adopting a
clear Canadian label and definition would align investor expectations with U.S. practice and reduce
confusion with AP-only valuation disclosures.

Q28. Should ETFs be required to publish an iNAV and why? If yes, please provide estimates of costs
for publishing an iNAV for a specified frequency (e.g., every 15 seconds).

Morningstar cautions that intraday “indicative NAV" can be imperfect—particularly for fixed income and
international equities—because it may rely on stale quotes or proxies that do not fully reflect current market
depth.7 The consultation's hesitation to mandate iNAV is consistent with this evidence; focusing investors on
end-of-day outcomes (premium/discounts and spreads) remains the more reliable approach for evaluating
market quality.
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Q29. Should ETFs be required to provide public disclosure of full portfolio holdings on a less frequent
and/or delayed basis, such as at the end of each month, with a delay of no more than 30 days? Please

specify the benefits and costs of any proposal for less frequent (e.g., weekly, monthly, etc.) and/or
delayed public disclosure of full holdings, including details on the proposed frequency and delay.

A uniform mandate for daily public full-holdings is not necessary to protect investors and could harm them
in some cases. Morningstar's public research explains that what ultimately matters for investors is whether
the ETF trades well—tight spreads and prices that stay close to net asset value—rather than making every
position visible in real time.’ Daily transparency can signal trade intent in concentrated or less-liquid active
strategies, inviting front-running and free-riding that raise execution costs for existing holders. In those
cases, investor outcomes are better served by allowing AP-only valuation information (to keep arbitrage
effective) and public holdings on a modest delay (for example, month-end with a 15-30 day lag), paired with
strong, standardized website outcome metrics (premium/discounts and quoted spreads) that Morningstar
emphasizes in its investor education.

For index ETFs and high-liquidity, capacity-rich active strategies, daily public holdings are beneficial. For
capacity-constrained, less-liquid, or highly concentrated active strategies, delayed public holdings plus AP-
only valuation files can better protect investors without impairing arbitrage.

E. Access to foreign ETFs (Q34-Q35)

Q34. Please provide your views on the availability of foreign ETFs for investors through brokerage
accounts and through holdings by investment funds subject to NI 81-102.

Foreign-ownership and market-access rules should put investors' interests first. When Canadians are
prevented or discouraged from allocating across borders, choice narrows, and competition weakens,
translating into higher all-in costs for investors. Morningstar's Global Investor Experience (GIE) work has
repeatedly shown Canada to be a higher-cost market versus global leaders, which is consistent with the
idea that constraints on product access can entrench higher fees.’

Canadian retail investors can readily buy U.S.-listed ETFs through mainstream brokerages, which expands
choice and often lowers costs. By contrast, U.S. mutual funds are generally not available for sale to Canadian
residents because they are not qualified under Canadian prospectus and local registration rules; in practice,
Canadian platforms do not offer them. The effect is a structural bias toward Canada-domiciled mutual funds
(and locally domiciled clones), even when equivalent U.S. funds may exist at larger scale and lower fees.
Rebuilding U.S. strategies inside Canadian wrappers (or launching parallel products) introduces duplicated
overhead and smaller asset bases, which can keep management expense ratios elevated versus the U.S.

Rules that enable the free flow of capital—subject to clear disclosure and investor-protection standards—
help Canadians reach the best-priced, best-executed exposures, whether domestic or foreign. That means
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avoiding measures that effectively lock capital at home (for example, by making it hard to access foreign
vehicles that meet equivalent standards) and instead harmonizing disclosures so investors can compare
costs and trading quality across listings.”

Conclusions

Once again, Morningstar applauds the CSA and its members on this proposal to modernize ETF regulation
and ensure efficient capital markets in Canada. We are greatly appreciative of the opportunity to comment
on this proposal and would welcome further engagements.

Sincerely,

lan Tam, CFA Ben Johnson, CFA Scott Mackenzie

Director of Investment Research,  Head of Client Solutions, US  President & CEO
Canada Asset Management
Morningstar Research Inc. Morningstar Inc. Morningstar Research Inc.
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The Secretary

Ontario Securities Commission
20 Queen Street West

19th Floor, Box 55

Toronto, Ontario M5H 3S8

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

Re: CSA Consultation Paper 81-409 - Enhancing Exchange-Traded Fund Regulation:
Proposed Approaches and Discussion

Introduction

Thank you for the opportunity to comment on Consultation Paper 81-409. | write as a long-
time investor advocate focused on practical measures that improve consumer outcomes
while supporting market integrity and innovation. | support the CSA's objective to tailor ETF
regulation to the distinctive mechanics of the ETF structure and applaud the evidence-
based approach reflected in the OSC ETF Study.

Summary Position

| support the core framework proposed in the consultation paper: requiring written policies
and procedures for creation/redemption processes, enhanced website disclosure of
trading metrics, mandatory monitoring of arbitrage effectiveness, and transparency
regarding AP arrangements and portfolio disclosure practices. However, | recommend that
several proposals be strengthened to better serve retail investors and market resilience.
Specifically, the CSA should require machine-readable data formats, establish minimum
portfolio disclosure floors, mandate at least two APs per ETF, and create real-time stress
alerts rather than static website disclosures.



PART A: RESPONSES TO CSA PROPOSALS
1. Policies and Procedures for Creations and Redemptions (Section lll.A)

CSA Proposal: Require ETFs to establish, maintain, and follow written policies and
procedures for unit creation and redemption, including methodology for basket
construction, parameters for custom baskets, and processes for accepting/delivering
baskets.

My Position: | strongly support this proposal. Formalizing these practices will enhance
primary market robustness, mitigate conflicts of interest, and promote fair dealing among
APs.

Response to Question 1: The proposed elements are comprehensive and appropriate. No
elements appear unnecessary. | recommend adding one element: stress-testing
protocols that specify how the ETF would handle primary market disruptions (e.g., AP
outages during volatility).

Response to Question 2: Public disclosure of certain policy elements would materially
benefit investors. The prospectus should disclose:

¢ Whetherthe ETF uses pro rata baskets or optimized samples

¢ Whether custom baskets are permitted and under what general parameters

¢ The number and concentration of creation/redemption activity by AP (annually)
¢ Whetherthe ETF accepts cash collateral for delayed basket securities

Investors cannot directly assess primary market efficiency, but understanding these
structural choices helps them evaluate liquidity risk, particularly during stressed markets.
This disclosure should appear in Item 14 (Purchases) and Item 15 (Redemptions) of Form
41-101F2, with a cross-reference in the ETF Facts document.

2. Website Disclosure of Metrics (Section 111.B.1)

CSA Proposal: Require ETFs to disclose on their websites: (a) daily NAV, closing price, and
premium/discount; (b) historical premium/discount table and line graph; (c) disclosure
when premium/discount exceeds 2% for >7 consecutive days; (d) median bid-ask spread
over 30 days.



My Position: | support these disclosure requirements but recommend three important
enhancements to maximize utility for retail investors, researchers, and the competitive
market ecosystem.

Enhancement 1: Machine-Readable Data Formats

Response to Question 8: The CSA should mandate machine-readable formats to avoid
imposing search costs on investors and to enable automated analysis. Current practice
forces investors to visit hundreds of fund websites individually, making meaningful
comparison practically impossible.

Required implementation:

(a) Standardized JSON/CSYV files posted daily on each ETF's website with:

¢ Defined field names (e.g., "nav per unit," "closing price," "premium discount pct,"

"median bid ask spread bps")
e 1SO 8601 date formatting
¢ Update timestamps
¢ UTF-8 encoding

Initial set-up costs and ongoing incremental costs would be trivial relative to fund
economics.

(b) Central filing to SEDAR+ or CSA API: Require ETF managers to file these standardized
datasets centrally. This enables:

e Supervisory analytics without web-scraping

e Third-party development of investor comparison tools (similar to U.S. sites like
ETF.com or Morningstar)

¢ Academic research on market quality and arbitrage effectiveness

¢ Automated investor alerts via broker platforms when spreads widen or deviations
persist

Filing burden is trivial given existing SEDAR+ infrastructure. This approach mirrors best
practices in other jurisdictions where regulators maintain open data portals for fund
information.



Enhancement 2: Downloadable Historical Data

Response to Question 6: Yes, absolutely. Downloadable CSV files of daily NAV, closing
price, and premium/discount data for the past 24 months should be mandatory. This is
critical for:

¢« Independent researchers conducting market-quality analysis and arbitrage
efficiency studies

¢ Consumer advocacy groups building comparison tools and investor education
resources

« Sophisticated investors performing due diligence before large allocations or
assessing ETF suitability

o Financial advisors evaluating ETF quality for client portfolios

The CSA's proposed line graphs provide visual snapshots but do not enable quantitative
analysis. Investors need raw data to calculate their own statistics (volatility of
premiums/discounts, correlation with market stress events, comparison across peer ETFs).

Implementation: A simple "Download Data" button on the Trading and Pricing Information
page linking to a CSV file updated daily. Storage and bandwidth costs are negligible.

Enhancement 3: Enhanced Liquidity Metrics

Response to Question 7: The proposed metrics (median 30-day bid-ask spread,
premium/discount history) are sound, but | recommend four additional metrics to provide a
complete picture of trading costs and market quality:

(a) Standardized illustrative cost metric: Require ETFs to display "Estimated cost to
trade $10,000" prominently alongside the MER, calculated as: (median 30-day spread in
bps x $10,000) + 2 + 100.

Rationale: Retail investors understand dollar costs better than basis points. A fund showing
"2.4 bps median spread" means little to most investors; "$1.20 estimated trading cost per
$10,000" is immediately comprehensible. This metric should appear in the same font size
and visual prominence as the MER on both the website and in Fund Facts.

(b) Time-weighted average spread: The current 30-day median may not capture intraday
spread behaviour or weight by trading volume concentration. Require time-weighted
average spread during regular trading hours (9:30-16:00 ET) to reflect conditions during
typical retail trading windows.



Rationale: Median spread can mask periods of illiquidity. A time-weighted calculation
ensures the metric reflects the spread environment when most retail trading occurs.

(c) Daily spread history: In addition to the 30-day median, provide a line graph showing
daily average spreads for the past 12 months, similar to the premium/discount graph
proposed.

Rationale: Persistent spread widening signals liquidity deterioration or arbitrage
dysfunction. Investors comparing ETFs need to see whether narrow current spreads are
typical or anomalous. Single-point metrics hide trends.

(d) Market depth at standard sizes: Disclose average quoted depth at $50,000 and
$100,000 over the past 30 days.

Rationale: Spread alone does not indicate whether an ETF can absorb realistic retail orders
without price impact. An ETF might show a 5 bps spread but only $10,000 depth—meaning
a $50,000 retail order would walk through multiple price levels and incur substantially
higher costs. Depth metrics complete the liquidity picture.

Responses to Remaining Questions in Section Ill.B.1:

Response to Question 3: The proposed "closing price" definition is appropriate for ETFs
that calculate NAV at market close. For ETFs calculating NAV at other times, using the
midpoint of best bid/offer at NAV calculation time is reasonable.

Response to Question 4: Yes, the midpoint approach is appropriate. However, the term
"closing price" may confuse investors for these ETFs. Consider "market price at NAV
calculation time" to avoid implying alignment with exchange closing procedures.

Response to Question 5: The 2% threshold is reasonable as a bright-line rule that
investors can easily understand. However, | recommend the CSA also require disclosure
when deviations exceed 2 standard deviations over the prior 90 days for 7+ consecutive
days. Your own analysis shows this threshold captures meaningful divergences,
particularly for fixed-income ETFs where absolute deviations may be smaller but still
represent arbitrage dysfunction. A dual-trigger approach (2% absolute OR 2o relative)
would better identify ETFs with problems across different asset classes and volatility
regimes.

Response to Question 9: Yes, the ETF Facts document should include a
premium/discount metric. | recommend showing the mean and range of daily



premiums/discounts over the 12-month period ending within 60 days of the document
date, presented as:

"Over the past 12 months, this ETF's market price deviated from its NAV by [X]% on average,
ranging from [Y]% discount to [Z]% premium."

Pair this with a prominent note: "For current premium/discount and spread information,
visit [ETF website URL]."

This provides investors with historical context in the document they use for purchase
decisions while directing them to current data.

3. Monitoring of Arbitrage and Liquidity Provision (Section I11.B.2)

CSA Proposal: Require ETF managers to monitor arbitrage mechanism functioning and
establish policies/procedures for this monitoring, including specified metrics (daily
premium/discount, daily bid-ask spread) and parameters.

My Position: | support this proposal but recommend adding an operational requirement for
stress-event contingency plans.

Response to Question 10: Yes, the proposed flexibility is appropriate. However, policies
should explicitly address contingency protocols when metrics breach parameters—not
just monitoring, but documented action plans (e.g., when to contact APs, when to adjust
baskets, escalation procedures).

Response to Question 11: The specified metrics are sound. Add:
e AP participation in daily trading (percentage of volume/quotes by each AP)

e Creation/redemption activity (tracking whether primary market access is
functioning)

e Intraday deviations at key intervals (open, midday, close) for ETFs holding foreign
securities or less-liquid assets

Response to Question 12: Yes, some ETF managers make informal liquidity arrangements
with non-AP dealers, particularly specialist trading firms. These arrangements should be
subject to the same monitoring and equal-information-provision requirements if the
dealers receive portfolio information for market-making purposes.

Response to Question 13: Yes. ETF managers should disclose their monitoring parameters
on the website (e.g., "we monitor daily spreads against a target of X bps =Y bps for this



asset class"). This provides essential context for the trading metrics and helps investors
distinguish between ETFs with tight internal controls versus those with looser standards.
Without parameters, raw metrics lack interpretive value.

4. AP Arrangements (Section l11.C)

CSA Proposal: (a) Require written agreements with each AP; (b) file AP agreements as
material contracts; (c) provide same information to all APs simultaneously; (d) seek
feedback on minimum AP requirements.

My Position: | support proposals (a)-(c) without reservation. On minimum AP
requirements, | strongly recommend requiring at least two APs per ETF for reasons detailed
below.

Response to Question 14: Yes, AP arrangement information is critical for investors. The
number, identity, and affiliation of APs directly affects liquidity risk, particularly during
market stress. Disclosure enables investors to assess concentration risk and potential
conflicts when APs are affiliated with the manager.

Response to Question 15: Yes, filing AP agreements as material contracts is appropriate
and provides useful information. The prospectus should disclose:

e Number of APs and whether any are affiliated with the manager

e Whether the designated brokeris an AP

¢ Any exclusive arrangements or material incentives

¢ Recent creation/redemption concentration (% by each AP over past 12 months)

Response to Question 16: Yes, absolutely. The designated broker agreement should be
filed and disclosed under Item 31 (Material Contracts). The designated broker's dual role—
official market maker and primary market access—makes this agreement material to
investors' understanding of liquidity support arrangements.

Response to Question 17: Yes, some managers provide portfolio information to select
market-makers who are not APs, particularly for ETFs holding less-liquid assets where
specialized expertise is needed. If such arrangements exist, equal provision of information
should apply to prevent creation of information hierarchies. However, | do not recommend
expanding beyond APs and formal liquidity providers, as unlimited distribution raises front-
running concerns.



Response to Question 18: Yes, having only one AP poses undue risk. The OSC ETF Study
shows 71 ETFs (8% of the market) have sole APs. This creates:

(a) Operational fragility: Single points of failure during market stress when the sole AP
faces capital constraints, technology outages, or risk management restrictions.

(b) Reduced competition: Even if the AP is not contractually exclusive, a sole-AP structure
eliminates competitive pressure to maintain tight spreads and efficient arbitrage.

(c) Negotiating leverage: ETF managers with sole APs lack credible alternatives when
renegotiating terms or addressing performance issues.

| am not persuaded that obstacles to contracting a second AP are insurmountable for
established ETFs. For newly launched or specialized ETFs, a 12-month grace period would
be reasonable, but sole-AP arrangements should not be permanent. The CSA should
require at least two APs within 12 months of listing.

Response to Question 19: Yes, the presence of a second AP materially mitigates sole-AP
risks. This is particularly acute for ETFs that do not disclose daily portfolio information
publicly, as non-AP dealers cannot effectively compete without valuation information. The
OSC ETF Study found some evidence that multiple APs correlate with smaller NAV
deviations during certain periods—consistent with competitive effects.

Alternative mitigation (formalized liquidity obligations with penalties) would be inferior to
actual competition from a second AP. Contractual obligations do not address AP
incapacity during stress.

Response to Question 20: If an ETF faces genuine obstacles to contracting a second AP at
launch, it should be permitted to operate with one AP temporarily. However, exclusive
arrangements should be categorically prohibited—the ETF manager must retain
unrestricted ability to add additional APs at any time. Any provision in an AP agreement that
limits, delays, or conditions the ETF's ability to engage additional APs should be void as
contrary to public policy. Temporary sole-AP status due to market conditions is acceptable;
contractual monopoly protection for APs is not.

Response to Question 21: Yes, if sole APs are permitted. Prominent disclosure should
appearin:

e Item 2, Partl of Form 41-101F4 (Quick Facts table): "Primary market access: [Name]
(sole authorized participant)"

e Items 14-15 of Form 41-101F2 with risk disclosure language: "This ETF relies on a
single authorized participant for creation and redemption of units. If [Name] is



unable or unwilling to transact during market stress, the ETF's market price may
deviate significantly from NAV."

However, this disclosure is second-best. The CSA should prohibit sole-AP structures rather
than merely disclosing the risk.

5. Disclosure of Portfolio Information (Section Ill.D)

CSA Proposals: (a) Do NOT require specific valuation information for arbitrage; (b) do NOT
require public disclosure of valuation information; (c) require policies/procedures for
portfolio disclosure; (d) require disclosure of these policies on website and in prospectus,
including whether the ETF is a "daily transparent ETF."

My Position: | disagree with the CSA's decision not to mandate minimum portfolio
disclosure standards. While | support the proposed transparency regarding disclosure
policies, the absence of substantive floors creates unacceptable information asymmetries
that the CSA's other proposals do not adequately address.

Response to Question 22: No, the CSA should establish minimum portfolio disclosure
requirements rather than relying solely on market incentives. The OSC ETF Study's finding
of generally narrow spreads and small deviations does not demonstrate that current
arrangements are optimal—only that they are minimally functional. Three minimum
standards are warranted:

(a) For arbitrage (to APs): ETFs should provide information sufficient to value the portfolio
to within £0.25% of NAV in real-time. For non-transparent ETFs, this requires either:

¢ Full daily holdings, OR

¢ Adisclosed valuation methodology (proxy basket, factor model, etc.) provided to all
APs simultaneously

(b) For public disclosure: All ETFs should provide:
o Daily top-10 holdings by weight (updated before market open)
e Full holdings monthly (published within 15 days of month-end)

o Standardized portfolio characteristics updated daily (e.g., weighted-average
market cap, duration, sector weights matching the ETF Facts summary)



This floor enables investors to understand investment exposure without revealing intraday
trading activity. Monthly full disclosure with a 15-day lag addresses free-riding concerns
while providing verification of strategy adherence.

(c) For "non-transparent” ETFs: If full daily holdings are not public, require:

o Description of valuation methodology provided to APs (e.g., "proxy basket

representing 95%+ correlation," "multi-factor model," "representative sampling")

e Back-testing results showing median daily tracking difference between valuation
methodology and actual NAV over prior 12 months

e« Annual attestation by the ETF's auditor that valuation information provided to APs
enables portfolio valuation within disclosed parameters

These standards balance innovation with investor protection. The absence of standards
permits unlimited information asymmetry.

Response to Question 23: No, the CSA's proposals do not sufficiently address information
asymmetry risks. The consultation paper lists five mitigating factors (website metrics,
manager monitoring, AP competition, policy transparency), but these are insufficient:

(a) Website metrics are backward-looking: Spreads and premium/discount history show
past arbitrage efficiency but do not reveal whether APs exploit information advantages
intraday. Retail investors trading during market hours have no real-time parity.

(b) Manager monitoring is opaque: Investors cannot observe manager monitoring or verify
its effectiveness. The fox guards the henhouse.

(c) Competition among APs does not equalize: APs with identical information can still
earn rents from being sole possessors versus the investing public. The relevant comparison
is AP/public information symmetry, not inter-AP competition.

(d) Policy disclosure is procedural: Knowing that APs receive full holdings does not
remedy the asymmetry—it merely makes it transparent.

Additional measures needed:

¢ Require real-time alerts when spreads widen beyond parameters or when
premiums/discounts persist (RSS/JSON feeds that brokers can integrate)

e Mandate public dissemination lag limits (e.g., if full holdings go to APs at 8:00 AM,
public release no later than 8:30 AM)



e Prohibit front-running: Explicit prohibition of AP trading ahead of anticipated ETF
basket adjustments when possessing non-public portfolio information

Response to Question 24: No, the balance is inappropriate without minimum
disclosure floors. Permitting indefinite information asymmetry prioritizes manager
convenience over investor protection. The CSA's framework allows:

e Active ETFs sharing full holdings with APs but providing only top-10 (or less) to the
public

¢ No standardized lagged disclosure
« Novalidated methodology for valuation information
This regime permits maximum information rent extraction. The correct balance is:

e Allow delayed public transparency (e.g., T+1 or T+2 for full holdings) to address
front-running concerns

¢ Require minimum public disclosure (top-10 daily, full monthly with 15-day lag) so
investors understand what they own

¢ Mandate validated valuation methodologies, so APs' information advantages are
quantified and bounded

Response to Question 25: The proposed policy elements are comprehensive. |
recommend adding:

e Procedures for updating public portfolio information during corporate actions,
index rebalances, or material portfolio shifts

¢ Use restrictions on non-public information (explicit prohibition on proprietary
trading, information barriers if AP is affiliated with ETF manager)

« Audit and testing protocols to verify compliance with equal-access provisions

Response to Question 26: The proposed disclosure provides baseline transparency but
insufficient detail. The prospectus and website should also disclose:

(a) For non-transparent ETFs:
¢ Specific recipients of non-public information (list AP names, indicate affiliations)

o Validation of valuation methodology: "The information provided to authorized
participants enables portfolio valuation with median absolute tracking difference of
X bps based on the past 12 months"



« Rationale with specificity: Rather than general statements about front-running,
disclose: "The ETF manager believes that immediate public disclosure would enable
market participants to anticipate portfolio adjustments related to [specific strategy
element], reducing returns by an estimated [range] annually"

(b) For all ETFs:

o Historical disclosure practices: Indicate any changes to portfolio disclosure
policies in the past 3 years and reasons for changes

The prospectus disclosure is essential—website-only disclosure creates the risk that
investors purchase based on Fund Facts without seeing portfolio disclosure limitations.
The "Portfolio Holdings Information" section should be a required Item in Form 41-101F2
and summarized in Fund Facts.

Response to Question 27: The term "daily transparent ETF" is adequate but could be
clearer. Consider "full daily disclosure ETF" or adopt a visual indicator (e.g., a disclosure
badge/icon on Fund Facts documents and websites). Alternatively, invert the disclosure:
require prominent labeling of "limited disclosure ETF" for funds that do not provide full daily
holdings to the public.

Response to Question 28: | do not recommend requiring iNAV publication for all ETFs. The
consultation paper correctly identifies concerns about stale pricing and investor
confusion. However, for ETFs holding foreign securities that trade when Canadian markets
are closed (e.g., Asia-Pacific equity ETFs), an iNAV or proxy value during Canadian trading
hours would benefit investors. Consider a targeted requirement: ETFs with >50% holdings
in securities that trade primarily when Canadian markets are closed should publish an
indicative value during TSX hours, clearly labeled as an estimate.

Response to Question 29: Yes, mandatory delayed public disclosure of full holdings is
essential. Require:

e Monthly full holdings published no later than 15 days after month-end for all ETFs
that are not "daily transparent ETFs"

¢ Quarterly full holdings published no later than 45 days after quarter-end as an
alternative if managers provide comprehensive daily top-10 and portfolio
characteristics

Benefits: Investors verify strategy adherence, researchers study portfolio construction,
regulators monitor for style drift or concentration. A 15-day lag addresses front-running
concerns.



Costs: Data compilation and posting costs are minimal given existing systems. Some
managers already do this voluntarily.

6. Dual-Series Structures (Section IIl.E)

CSA Questions: Whether differences exist between exchange-traded series and
standalone ETFs; cost allocation; switches.

Response to Question 30: Yes, material differences exist:

(a) Transaction cost cross-subsidies: Unlisted series generate portfolio transaction costs
from cash purchases/redemptions. If allocated pro rata, ETF series holders subsidize
unlisted series investors' trading costs—contradicting the core ETF principle that
transacting investors bear their own costs. This is a significant structural disadvantage
versus standalone ETFs.

(b) Cash drag: Maintaining cash for unlisted redemptions reduces investment efficiency,
affecting all series.

(c) Potential conflicts in basket construction: Managers may optimize baskets for
unlisted series flows rather than ETF series arbitrage efficiency.

These conflicts should be disclosed prominently in the Fund Facts comparison table.

Response to Question 31: Yes, costs attributable solely to unlisted series should be
isolated. The CSA should require:

¢ Portfolio transaction costs from unlisted series purchases/redemptions allocated
entirely to unlisted series (tracked via separate bookkeeping, similar to currency
hedging costs for hedged series)

e Separate TER reporting for each series reflecting actual transaction costs incurred

¢ Independent annual attestation by the fund's auditor verifying appropriate cost
attribution

This allocation is technically feasible and essential for fair treatment. Without it, dual-
series structures systematically disadvantage ETF series holders.

Response to Question 32: Yes, prominent disclosure is necessary. The Fund Facts
document (Item 2 - Quick Facts) should include a comparison table:



Feature ETF Series Mutual Fund Series
Purchase/Redemption Exchange trading Directly with fund
Transaction costs borne by Trading investors (in spread) All unitholders

MER [X]1% [Y1%

Minimum investment 1 unit (~$[2]) $[Amount]

Additionally, Item 7 (Risk) should explicitly state: "This ETF series shares a portfolio with
[Series X]. Portfolio transaction costs from Series X purchases and redemptions are
[allocated proportionately / attributed to Series X only]."

Response to Question 33: Yes, absolutely. Switches from ETF series to unlisted series
should be prohibited to prevent:

(a) Arbitrage exploitation: During market stress, if ETF units trade at a discount, investors
could purchase discounted units, switch to unlisted series (at NAV), and immediately
redeem—expropriating value from remaining ETF holders.

(b) Primary market circumvention: Switches undermine the creation/redemption
mechanism by allowing direct NAV access outside normal channels.

The prohibition should be absolute and bi-directional. Investors choosing the ETF series
accept exchange liquidity; investors choosing unlisted series accept fund redemption
procedures. No switching.

7. Foreign ETFs (Section III.F)
Response to Question 34: Current availability of foreign ETFs creates regulatory arbitrage:

(a) Direct access via brokerage accounts: Canadian investors can purchase U.S.-listed
ETFs that engage in strategies prohibited under NI 81-102 (e.g., 3x daily leverage,
cryptocurrency, certain derivatives strategies). This circumvents Canadian investor
protection standards.

(b) Indirect access via fund-of-funds: The expansion of exemptive relief to permit 100%
investment in foreign active ETFs and non-U.S. index ETFs creates de facto Canadian
distribution of funds not subject to NI 81-102 portfolio restrictions, valuation requirements,
or governance standards.



(c) Regulatory inconsistency: A Canadian investor can hold a U.S. leveraged ETF directly
or via a Canadian wrapper, but Canadian managers cannot offer equivalent strategies
domestically. This advantages foreign managers and reduces CSA oversight.

| recommend:

(i) For direct access: Require IROC dealers to provide point-of-sale disclosure for foreign
ETF purchases: "This ETF is not subject to Canadian investment fund regulations. It may
employ strategies or hold assets not permitted in Canadian funds. [Specific warnings for
leveraged/inverse ETFs, cryptocurrency, etc.]" This disclosure should be mandatory in
order confirmation.

(ii) For fund-of-funds: Tighten exemptive relief criteria:

¢ Permitinvestmentin foreign ETFs only where the underlying jurisdiction is
demonstrably comparable (U.S., UK, EU under UCITS)

¢ Require Canadian fund to conduct ongoing regulatory equivalence review (filed
annually)

¢ Prohibit Canadian funds from investing in foreign ETFs that pursue strategies not
permissible under NI 81-102 (maintain strategy parity even if vehicle is permitted)

Response to Question 35: Additional measures:

(a) Standardized risk disclosure: Form 41-101F2 should include a mandatory risk
disclosure item for funds investing >25% in foreign ETFs addressing: jurisdiction
differences, withholding tax implications, foreign regulatory gaps, and recourse limitations.

(b) Website comparison table: Canadian funds holding foreign ETFs should post a
comparison showing:

e Canadian regulatory requirements vs. underlying ETF's home jurisdiction
e Fees (Canadian wrapper + underlying foreign ETF)
o Currency exposure and hedging approach

(c) Regulatory coordination: The CSA should engage with SEC and other regulators to
establish mutual recognition frameworks rather than relying on individual exemptive relief.



PART B: IMPLEMENTATION & METRICS
I support the CSA's phased implementation approach. Specific recommendations:
Phasing:

e Phase 1 (6 months): Website disclosure metrics and monitoring requirements for
existing large-cap equity and fixed-income ETFs (>$250M AUM)

e Phase 2 (12 months): Policies/procedures for creation/redemption and portfolio
disclosure for all ETFs

e Phase 3 (18 months): AP agreement filing, machine-readable data, two-AP
requirement (with grace period for sub-$50M ETFs)

Pilot Program: Select 20-30 diverse ETFs (by asset class, manager, size) for 12-month pilot
of enhanced requirements including machine-readable data and real-time stress alerts.
Publish detailed pilot results before fullimplementation.

Metrics for Ongoing Assessment: Track annually and publish:
o Cross-category median and 90th percentile quoted spreads
¢ Frequency and duration of >2% premium/discount deviations by asset class
e AP concentration (Herfindahl index by ETF and by manager family)
o Uptake rates of machine-readable feeds by brokerages and data aggregators
e Retailinvestor complaints related to ETF trading costs or market price deviations

Sunset Review: Commit to full framework review 5 years post-implementation to assess
effectiveness and unintended consequences.

CONCLUSION

The CSA's consultation represents a significant step toward modernizing ETF oversight. The
proposed policies and procedures for primary market operations, monitoring
requirements, and transparency regarding AP arrangements are sound foundations.
However, three gaps require strengthening:

1. Data accessibility: Mandate machine-readable formats and central filing to enable
retail investors, researchers, and competitive comparison tools to access
standardized information efficiently.



2. Portfolio disclosure floors: Establish minimum standards (top-10 daily, full
monthly with 15-day lag) to address information asymmetries that market
incentives and manager monitoring cannot fully resolve.

3. APresilience: Require at least two APs per ETF to eliminate concentration risk and
promote competitive arbitrage.

With these enhancements, the framework would materially improve investor protection
while supporting continued innovation in the ETF market.

| would welcome the opportunity to discuss these views further and appreciate the CSA's
thorough and evidence-based approach to this important initiative.

Hawrvey S. Naglie

Harvey S. Naglie
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British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward
Island

Nova Scotia Securities Commission

Office of the Superintendent of Securities, Service NL
Northwest Territories Office of the Superintendent of Securities
Office of the Yukon Superintendent of Securities

Nunavut Securities Office

Attention:

The Secretary Me Philippe Lebel

Ontario Securities Commission Corporate Secretary and Executive
20 Queen Street West Director, Legal Affairs

19th Floor, Box 55 Autorité des marchés financiers
Toronto, Ontario M5H 3S8 Place de la Cité, tour PwC

Fax: 416-593-2318 2640, boulevard Laurier, bureau 400
comments@osc.gov.on.ca Québec (Québec) G1V 5C1

Fax: 514-864-8381
consultation-en-cours@lautorite.qc.ca

RE: Canadian Securities Administrators’ (CSA) Consultation Paper 81-409 - Enhancing
Exchange-Traded Fund (ETF) Regulation

Response on behalf of Purpose Investments Inc. (“Purpose Investments”)

Overview

Purpose Investments appreciates the opportunity to respond to the CSA’s Request for
Comments.
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Purpose Investments is a forward-thinking asset manager with over $26 billion in assets
under management and a diverse suite of more than 90 ETFs. We launched the world’s first
Bitcoin ETF backed by physically settled Bitcoin and the Purpose High Interest Savings ETF,
and continue to lead the industry with innovative products and strategies. We’re dedicated
to helping Canadians grow and protect their wealth through smart and accessible
investment solutions. Led by entrepreneur Som Seif, Purpose Investments is part of Purpose
Unlimited, a technology-powered financial services platform reshaping how Canadians
build lasting financial confidence.

Investors are at the heart of everything we do. We design products that help clients achieve
their financial goals, not fleeting market trends. Our innovations prioritize resilience, and
long-term value.

As a leader in Canada’s ETF industry, we uphold strong governance, robust risk
management, and a deep commitment to investor protection, so Canadians can invest with
clarity and confidence.

General Comments

Canada’s ETF market has evolved into a robust and efficient ecosystem under the existing
regulatory framework. The OSC’s 2025 ETF Study confirms at the end of 2024, assets under
management exceeded $500 billion, marking a record annual growth rate of approximately
36%, well above the decade average of 22%."' Canada’s ETF market included over a
thousand ETFs offered by 45 managers, with equity ETFs representing the largest share of
assets.? Net sales of ETFs reached $75 billion in 2024, the highest on record, reflecting
strong investor demand across asset classes.?

This growth results from a regulatory environment that fosters innovation, strong
competition, ensures liquidity, and protects investors, even during periods of market stress.
The current regulatory framework has enabled the Canadian ETF ecosystem to operate
reliably and efficiently, and we believe it continues to serve Canadian investors well.

We welcome the CSA’s review of the ETF regulatory framework and support efforts to
enhance clarity to strengthen investor understanding and protection while balancing market
efficiency and competition.

1 OSC ETF Study: An Empirical Analysis of Canadian ETF Liquidity and the Effectiveness of the Arbitrage Mechanism, June 2025 (OSC ETF Study),
Market Overview, p. 4.

2 OSC ETF Study, Market Overview — Composition, p. 5.

3 OSC ETF Study, Market Overview — Activity, p. 5.
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We offer the following general considerations:

Creation and Redemption Policies: Support for requiring written procedures as a
governance best practice, without mandating public disclosure.

Clarifying Product and Cost Distinctions: Strong support for clearer disclosure
between ETFs and mutual funds to help investors understand structural differences.

Global Access and Transparency: Advocacy for improved cross-border access to
Canadian-listed ETFs and addressing double withholding tax on international
holdings.

Access to Foreign ETFs: Recommend thoughtful regulation to ensure consistency
and fairness.

Protecting Market Diversity: Emphasize the importance of preserving a competitive
landscape that includes independent providers. Regulatory changes should avoid
creating barriers that limit innovation or investor choice.

While many of the CSA’s proposed amendments would directly benefit Purpose
Investments and larger market participants, we are mindful of the potential impact on
smaller managers, new entrants and the market as a whole. Caution should be primary
when considering requirements that may disproportionately burden certain participants
and could reduce competition, ultimately limiting investor choice and innovation. A
balanced approach is essential to maintain diversity and accessibility in the market.

Finally, we believe changes should be carefully considered to avoid unintended
consequences. Regulatory stability is key to investor trust, and preserving the strengths of a
well-functioning system is critical.

RESPONSES:

Q1. Are any of the proposed elements for the proposed policies and procedures for
the creation and redemption of units unnecessary or not useful? Are there additional
elements that should be included in these policies and procedures?

This is a sensible proposal, and most firms likely already have such policies in place.
Purpose Investments supports written creation and redemption ETF policies as part of
strong governance and investor transparency. We note that regulation should stay flexible
as firms vary, as do investor needs. A balanced approach encourages transparency
without sacrificing flexibility.
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Q2. We did not propose that the policies and procedures for creations and
redemptions be disclosed to the public since:

(a) investors do not transact in the primary market and therefore may not require
details about basket construction, and

(b) the efficiency and potential risks of the primary market mechanism would be
reflected in the key metrics we propose be disclosed on the ETF’s website, as outlined
in subsection Ill.B.1. However, are there specific elements of the policies and
procedures (e.g., whether the ETF’s creation and redemption baskets consist of a pro
rata slice of the portfolio or an optimized sample, whether the ETF creates and
redeems with in-kind securities or with cash, whether the ETF permits custom
baskets, etc.) that should be disclosed in the prospectus to provide investors with
useful information about the primary market mechanism for the ETF and potential
risks?

We agree that public disclosure is unnecessary. These policies offer limited value to
investors and may lead to confusion, particularly since risk exposures are not directly tied
to a market maker’s ability to create or redeem ETF units.

Itis also important to consider the interaction of internal policies with required public
disclosures, assuring operational flexibility for reporting issuers.

Q3. Does the proposed term “closing price” and the proposed definition of this term
appropriately represent the secondary market value of an ETF’s security? If not, what
definition would better reflect the secondary market value of an ETF’s security (e.g., a
definition that references the national best bid and offer instead of the best bid and
offer on the listing exchange) and what term would be better?

The proposed definition overlooks certain nuances. For example, for ETFs with low trading
volumes, the closing price may not accurately reflect market conditions, especially if the
last trade occurred well before the market closed or on a prior trading day. In such cases,
comparing the closing price to NAV can be misleading.

To improve pricing accuracy, we suggest the following:

o [/fNAV s based on market close: Use the exchange’s printed price with a cutoff
around 3:30 p.m., for instance. If no trades occur after that time, use the median
bid-ask spread from the final 30 seconds before close to avoid distortions from thin
end-of-day liquidity.

o [fNAV s calculated at a different time: Use a time-weighted average of prices
around that point, rather than a single trade, to smooth out anomalies and better
reflect true market value.
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We note that producing and maintaining this data may be costly, potentially creating
barriers to entry and reducing competition. We encourage the CSA to consider safeguards
that promote fair access and support a competitive ETF market which ultimately benefits
investors.

Q4. For ETFs that do not calculate NAV as of the closing time of the listing exchange,
would using the value that is the midpoint between the best bid and best offer on the
listing exchange as of the time of NAV calculation appropriately represent the
secondary market value of the securities of such ETFs? Is the term “closing price”
appropriate for such ETFs? If not, what term would be more suitable?

Expanding on our response to question 3, using the suggested midpoint can give a
misleading picture of a fund’s premium or discount as pricing can be affected by auctions,
timed market closes, or delays in publishing final rates. These factors can distort spreads
and lead to inaccurate calculations.

A more reliable approach is to use a time-weighted average of bid and ask prices, centered
around the NAV timestamp. This method smooths out short-term pricing noise and better
reflects actual trading conditions during that period.

Q5. Is the 2% premium/discount threshold appropriate to help identify ETFs that
present significant deviations from NAV over a period of more than seven consecutive
business days?

A 2% threshold is not appropriate for all ETFs. The suggested threshold is highly subjective
and varies by asset class and region. For example, an S&P 500 ETF might warrant a
threshold of only a few basis points, while more expensive-to-trade assets like silver or
other commodities could justify much higher levels. Applying a blanket threshold would
not meaningfully inform investors.

Q6. We observed from ETF websites that many ETFs offer downloadable daily NAV per
security and closing price data over historical periods (such as for the period since
inception). In addition to presenting historical premiums/discounts in a line graph as
proposed, would it be beneficial to require ETFs to make their daily NAV per security,
closing price, and premium/discount data for the past two calendar years available
for download?

This requirement would have limited benefit to investors and could be particularly
burdensome for smaller or newer market entrants as exchange data can be costly. It’s also
unclear how standardized the pricing data would be, whether it would be consolidated
across all exchanges, or whether issuers would need to report prices for odd-lot trades or
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only board lots. We support a voluntary approach rather than a strict requirement.
Imposing data requirements could reduce competitiveness in the ETF space.

Q7. Are there alternative metrics or data presentations to those proposed that would
help investors assess the functioning of the ETF’s arbitrage mechanism and the
liquidity of the ETF’s securities on the secondary market? Would daily average bid-ask
spreads over the same historical periods proposed for premiums and discounts in
subsection (c) be useful for investors, in addition to the 30-day median bid-ask spread
proposed?

While each of the proposed metrics can help investors better understand ETF liquidity and
arbitrage, firms should have the flexibility to choose from a range of meaningful indicators
to inform investors. This allows for a variety of metrics that can support more accurate and
relevant disclosures tailored to different ETF structures. For example, arbitrage mechanics
are significant for index-tracking ETFs, but less applicable to active ETFs where managers
trade throughout the day. In each case, showing index performance alongside the ETF’s
price and NAV returns can help investors assess whether the arbitrage mechanismi s
functioning effectively without imposing a one-size-fits-all standard.

Q8. To what extent would the proposed website disclosure requirements increase
costs for ETFs, taking into consideration the pricing information that is currently
required in the ETF facts document? Please provide additional costs beyond the costs
of providing the information currently required in the ETF facts document (e.g., initial
set-up costs, on-going data costs, etc.).

Costs associated with initial setup, data integration, and ongoing maintenance will vary
depending on a firm’s existing infrastructure and resources. For firms already producing
similar data for ETF Facts, the incremental cost may be modest. However, others could
face more significant operational impacts. In some cases, firms may need to source new
data, which can add to the overall cost, as fees from data providers continue to rise over
time.

We emphasize the importance of avoiding introducing requirements that may create
barriers to entry, as these could ultimately disadvantage investors by reducing competition.

Q9. Should the ETF facts document include information about premiums/discounts in
the “Pricing Information” table, such as including the mean of the daily premiums /
discounts over the 12-month period ending within 60 days of the date of the ETF facts
document? What other measure would provide representative information about
historical premiums/discounts?

See response to question 7.
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Q10. Does the proposed policies and procedures requirement offer sufficient
flexibility for ETF manager monitoring?

The proposed policies may unduly complicate and restrict monitoring. Monitoring ETF
pricing practices can be challenging due to the diverse strategies employed by market
makers. This makes it difficult for issuers to assess whether pricing issues are being
adequately addressed. The use of intra-day NAV pricing adds further complexity,
particularly for ETFs holding a mix of derivatives and securities that require sophisticated
valuation methods, and those that include international holdings traded in markets with
different operating hours than Canadian equity markets.

It’s important that policies and procedures do not inadvertently discourage market makers
from providing liquidity in the secondary market. Healthy competition among market
makers is essential for maintaining price alignment with underlying assets and supporting
accurate price discovery, both of which are critical to ETF market integrity.

Q11. Should the policies and procedures include other specific metrics that should be
monitored? In addition to bid-ask spreads and premiums/discounts to NAV, what
metrics should be required to be monitored?

While bid-ask spreads and premiums/discounts to NAV are important metrics, ETF pricing
practices vary widely across market makers. Without a clear definition of arbitrage,
applying standardized oversight can be difficult. A principles-based approach would allow
ETF managers to monitor the most relevant metrics for each fund’s structure and trading
environment, while staying aligned with investor interests and expectations.

Q12. Do ETF managers make arrangements for liquidity provision with dealers that are
not APs?

ETF managers primarily rely on authorized participants (APs) to facilitate the creation and
redemption of ETF units, which is central to maintaining liquidity and efficient trading in the
ETF market.

Q13-17

For questions 13 to 17, we reiterate our support for a principles-based approach that
balances strong investor protection with flexibility for firms to tailor disclosures to their
structures and investor needs.
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Q18. Does having only one AP pose undue risk for the primary market? Are there
obstacles for ETFs to contract with at least two APs?

Reliance on a single AP does not introduce undue risk. It’s important to consider that APs
are not directly compensated for providing market-making services to issuers. Accordingly,
new entrants may struggle to establish the necessary partnerships to operate effectively in
the Canadian market, which could ultimately discourage competition and reduce
innovation.

Q19. Would the presence of a second AP (and therefore, the potential for competition)
help mitigate concerns associated with a single AP potentially not maintaining
efficient arbitrage to align the market price of the ETF closely to the underlying value?
Is this concern more significant for ETFs that do not disclose daily portfolio
information to the public, making it less likely for non-AP dealers to provide liquidity?
Are there other ways for the ETF manager to ensure that a sole AP maintains efficient
arbitrage?

See response to question 18.

Q20. If an ETF has only one AP due to specific obstacles in contracting with more APs,
should exclusive arrangements with the AP be prohibited, thereby making it possible
for the ETF to contract with additional APs once the obstacles do not exist? What
benefits would an exclusive arrangement (or de facto exclusive arrangement) provide
for the ETF and its investors that would outweigh the risks of limiting primary market
access (and potentially, liquidity provision, for certain ETFs) to only one AP?

Exclusive AP arrangements should not be prohibited. We support flexibility with clear
disclosure and a path toward broader AP engagement once obstacles are resolved,
balancing investor protection with practical realities.

Q21. If an ETF only has one AP, should the name of the AP be prominently disclosed in
the prospectus or ETF facts document, for example, under Items 14 (Purchases) and
15 (Redemptions) of Form 41-101F2 and under Item 2, Part | of Form 41- 101F4 (Quick
Facts table), to inform investors of the ETF’s reliance on the sole AP?

The proposed prospectus disclosure requirements are unnecessary. This proposal would
not offer meaningful information or value to investors. While APs play a critical role in ETF
operations, the presence of a single AP does not necessarily affect the investor experience
or the ETF’s functionality. It may also cause confusion, as many investors are not familiar
with the specific role of APs. Instead, disclosures should focus on material risks and
structural features that directly impact investors, to promote clarity. Including APs in
disclosure may also result in additional filings in the event of changes and burden investors
and managers unnecessarily.
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Q22. Should ETFs continue to be allowed to determine the type of valuation
information they provide to facilitate the arbitrage mechanism? If not, what
parameters for portfolio information would ensure that the valuation information
provided can facilitate effective arbitrage that will promote close tracking of the
market price of the ETF to the underlying value? For example, should there be a
requirement to provide the portfolio holdings that make up a minimum percentage of
the portfolio’s value?

We agree that fair and consistent access to valuation information across APs that have AP
agreements with the issuer for each ETF supports transparency and market integrity.

However, prescriptive requirements may not suit all ETF strategies and could
unintentionally limit innovation without delivering meaningful benefits to investors. We
encourage the regulator to avoid introducing measures that could disrupt what is already
working effectively.

Q23. Do our proposals sufficiently address the risks of information asymmetry? Are
there additional measures that could further reduce these risks?

See responses to questions 18 and 22.

Q24. Do you agree that permitting ETFs to provide full portfolio holdings (or other
valuation information) daily only to APs for market making purposes strikes an
appropriate balance between offering investors more product choice and the
potential risks of information asymmetry?

Requiring daily disclosure of full portfolio holdings could be onerous for some issuers,
particularly small ETF managers. Disclosure requirements should promote clarity for
investors while remaining practical for ETF managers. Flexibility in how valuation
information is shared allows ETFs to support efficient market-making, while ensuring
disclosures stay clear, relevant, and proportionate. This helps preserve access and
maintain healthy competition both of which benefit investors.

Q25-29.

For questions 25 to 29, see response to question 24.
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30. Are there differences between investing in an exchange-traded series and a
standalone ETF in addition to those discussed above? Please specify any additional
benefits, costs or risks of investing in an exchange-traded series compared to a
standalone ETF. Is there a potential for conflict of interest matters to arise in the
management of an exchange-traded series and unlisted series within one fund, where
the fund manager’s actions could prioritize the interests of one series over the other?

We agree. Providing disclosure in this context could be beneficial as it helps distinguish
between the ETF and mutual fund trust series of the same fund enhancing clarity for
investors.

31. Are there costs attributable only to unlisted series (such as costs attributable to
purchases or redemptions of unlisted series, as discussed above) that are shared with
the exchange-traded series? Could such costs be allocated only to the unlisted series
to avoid impacting the exchange-traded series, such that the exchange-traded series
would operate more similarly to a standalone ETF?

It’s important that cost allocation disclosures are clear and proportionate, helping
investors understand key aspects of the ETF without introducing unnecessary complexity.
Disclosures should avoid presenting information that offers limited meaningful value to
investors or risks creating confusion.

32. Is additional disclosure necessary to inform investors of the differences between
investing in an exchange-traded series and a standalone ETF? Should this disclosure
be included in the ETF facts document or only in the prospectus?

We support additional disclosure where differences between an exchange-traded series
and a standalone ETF’s materially affect the investor’s experience or performance.
However, if the series simply segments cost structures, offers scale benefits, and
performs as expected, additional disclosure may only add unnecessary complexity for
investors.

33. Should there be a restriction on switches to and from exchange-traded series?
Should the restriction only apply to switches from exchange-traded series to unlisted
series?

We do not believe additional requirements are necessary. Provided switches are executed
at NAV, which is already an established requirement, there should be no restriction. This
existing safeguard ensures fair treatment for investors, and further regulation would add
unnecessary complexity without clear benefit.
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34. Please provide your views on the availability of foreign ETFs for investors through
brokerage accounts and through holdings by investment funds subject to NI 81-102.

This issue is particularly complex. Since ETFs are treated as secuirities, it raises important
questions about whether a similar regulatory approach should apply to foreign equities
accessed through brokerage accounts or held within investment funds, and how best such
alignment could be achieved. We support investor access to foreign ETFs, as they offer
greater choice. However, broker-dealer firms should provide clear and relevant
information to help investors understand key features and risks before investing in foreign
ETFs.

35. Are there any additional measures that would be beneficial for investors in their
consideration of investments in foreign ETFs in comparison to investments in
Canadian ETFs?

Canadians currently enjoy broad access to U.S.-listed ETFs, benefiting from deep markets
and diverse offerings. However, U.S. investors face significant barriers when attempting to
invest in Canadian-listed ETFs. This imbalance limits cross-border investment
opportunities and may disadvantage Canadian issuers seeking to expand their reach. We
believe this issue warrants closer attention to promote fair and reciprocal market access.

In addition, Canadian brokers should be required to clearly disclose foreign exchange fees
and the total cost of ownership, alighing with the transparency standards commonly
followed by U.S. brokers.

We also note that the issue of double withholding taxes on U.S.-listed Canadian ETFs
holding international investments continues to disadvantage Canadian investors. This
should be considered in efforts to promote a more equitable and competitive investment
landscape in Canada.
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October 30, 2025

Alberta Securities Commission

Autorité des marchés financiers

British Columbia Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Financial and Consumer Services Commission, New Brunswick
Manitoba Securities Commission

Ontario Securities Commission

Office of the Superintendent of Securities, NL

Office of the Yukon Superintendent of Securities

Nova Scotia Securities Commission

Northwest Territories Office of the Superintendent of Securities
Nunavut Securities Office

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

Submitted by Email

The Secretary

Ontario Securities Commission
20 Queen Street West

19 Floor, Box 55

Toronto, ON M5H 3S8

e-mail: comments@osc.gov.on.ca

Me Phillippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

e-mail: consultation-en-cours@Ilautorite.qc.ca

Dear Sirs/Mesdames:

Re: Canadian Securities Administrators Consultation Paper 81-409 - Enhancing
Exchange-Traded Fund Regulation: Proposed Approaches and Discussion

Background

BlackRock Asset Management Canada Limited (BlackRock Canada or we) is pleased to
have the opportunity to provide comments on the Canadian Securities Administrators’
(the CSA) consultation paper related to enhancing the regulation of exchange traded
funds (ETFs) published on June 19, 2025 (the Consultation Paper).!

1 Canadian Securities Administrators Consultation Paper 81-409 — Enhancing Exchange-Traded Fund Regulation:
Proposed Approaches and Discussion. Published: June 29, 2025. Available at
https://www.osc.ca/sites/default/files/2025-06/csa_20250619_81-409_enchancing-etf-regulation.pdf.
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All terms used but not defined in this response shall have the meaning ascribed to
them as set out in the Consultation Paper.

About BlackRock

BlackRock Canada is an indirect, wholly-owned subsidiary of BlackRock, Inc.? (together
with BlackRock Canada, BlackRock) and is registered as a portfolio manager,
investment fund manager (IFM) and exempt market dealer in all jurisdictions of
Canada, a commodity trading manager in Ontario, and an adviser under The
Commodity Futures Act in Manitoba.

BlackRock’s purpose is to help more and more people experience financial well-being.
As a fiduciary to investors and a leading provider of financial technology, we help
millions of people build savings that serve them throughout their lives by making
investing easier and more affordable.

General Comments

As a fiduciary, BlackRock shares the CSA’s policy objective of protecting the interests of
investors. BlackRock is supportive of a regulatory framework for ETFs that ensures fair
and efficient capital markets. Moreover, we are supportive of the CSA’s decision to
consult with stakeholders on ETF regulation through the Consultation Paper and
appreciate the opportunity to provide feedback. While we have addressed specific
questions in more detail below, we respectfully request that the CSA carefully consider
the following overarching principles in any proposed amendments:

1. Aligning regulatory obligations with decision relevant disclosures

BlackRock Canada is supportive of a regulatory framework for ETFs that increases
transparency, protects investors and facilitates growth in the Canadian ETF market.
However, we believe that any such framework should balance the benefit of regulation
against the cost of implementation and ongoing compliance. With this in mind,
BlackRock Canada believes that certain proposals within the Consultation Paper
provide limited utility in the decision-making process for investors while introducing
legal and operational complexity as well as additional costs for IFMs which may be
borne, directly or indirectly, by end investors. Specifically, we would ask that the CSA
consider this in its approach to requiring website disclosure surrounding (1) secondary
market ETF metrics; (2) parameters for monitoring the arbitrage mechanism and
liguidity in the secondary market (question 13); and, (3) policies on portfolio disclosure
(question 26 and 27). We also respectfully request that the CSA reconsider the scope
and nature of disclosure relating to authorized participants given the standardized
nature of the agreements and limited relevance for investors (questions 15 and 16).

We would encourage the CSA to consider whether the incremental benefits to investors
justify the potential impact on IFMs. We believe that the CSA’s efforts would be best
directed toward clear and comparable disclosures that meaningfully enhance investor
decision making.

2 BlackRock is one of the world’s leading asset management firms. BlackRock manages assets on behalf of
institutional and individual clients worldwide, across equity, fixed income, liquidity, real estate, alternatives, and
multi-asset strategies. BlackRock’s client base includes pension plans, endowments, foundations, charities, official
institutions, insurers and other financial institutions, as well as individuals around the world.



We are generally supportive of the responses provided in the Securities and Investment
Management Association (SIMA) submission as it relates to the questions noted above.

2. Effectiveness of regulation

While we acknowledge the central role that IFMs play in the ETF ecosystem, there are
many critical features of ETF functioning — such as the effectiveness of arbitrage,
market spreads, and secondary market liquidity — that depend on designated brokers,
authorized participants, and listing exchanges. We respectfully request that the CSA
consider the specific investor protection objective underlying any proposed
requirement and consider which stakeholder in the ETF ecosystem is most
appropriately positioned to fulfill that objective. Investor protection is most effectively
achieved when regulation is directed at the participant with the most direct influence
over the outcome.

3. Principles-based regulation

BlackRock Canada believes that a principles-based regulatory framework for ETFs can
help the CSA achieve its goal of enhancing investor protection, promoting investor
confidence in ETFs, and fostering competition. We believe that the Consultation Paper
takes a principles-based approach but would encourage the CSA to maintain a more
flexible approach to any proposals related to implementing and maintaining policies
and procedures for (1) creations and redemptions (question 1); (2) monitoring the
arbitrage mechanism and liquidity provision in the secondary market (questions 10
and 11); and, (3) disclosure of portfolio information for arbitrage and to the public
(questions 22 and 25).

Any such regulation should avoid prescriptive requirements, and instead, provide IFM’s
with discretion to tailor policies and procedures to align with the nature, scale and
complexity of their products and business models. This will also provide IFMs with the
necessary flexibility to manage costs and resources in implementing their regulatory
obligations.

We are generally supportive of the responses provided in the SIMA submission as it
relates to the questions noted above.

Comments on Specific Consultation Questions

Below are our responses to specific questions posed by the CSA in the Consultation
Paper. The questions have been included for ease of reference.

Question 32: Is additional disclosure necessary to inform investors of the differences
between investing in an exchange-traded series and a standalone ETF? Should the
disclosure be included in the ETF Facts document or only in the prospectus?

As highlighted by the CSA in the Consultation Paper, there are important differences
between investing in an exchange-traded series and a standalone ETF. BlackRock
Canada would be supportive of enhanced disclosure requirements that articulate these
differences. Specifically, we would support enhanced disclosures with respect to how
expenses and trading costs are allocated amongst different series as well as any tax



implications specific to a series. However, it is important to note that these distinctions
are not unique to an exchange-traded series. Therefore, to ensure consistency across
the industry, any additional disclosure requirements should be equally applied to other
multi-series mutual funds.

We believe that the prospectus is the most appropriate document for this type of
disclosure. The prospectus allows for detailed disclosure, when necessary, to describe
any relevant structural or operational differences between the investment vehicles and
to address any risks related to such differences. Moreover, we would also be supportive
of the inclusion of high-level, standardized disclosure to distinguish between an
exchange-traded series and a standalone ETF in the ETF Facts document.

Question 34: Please provide your views on the availability of foreign ETFs for investors
through brokerage accounts and through holdings by investment funds subject to
National Instrument 81-102.

Ruestion 35: Are there any additional measures that would be beneficial for investors in
their consideration of investment in foreign ETFs in comparison to investments in
Canadian ETFs?

We are addressing questions 34 and 35 together.
1. Access to foreign ETFs

As noted in the Consultation Paper, Canadian investors can currently access foreign
ETFs, and U.S.-listed ETFs in particular, through brokerage accounts and through
holdings of other investment funds.

We believe that maintaining a regulatory framework that allows Canadian investors to
access foreign ETFs is critical to expanding investor choice and enhancing portfolio
diversification. Allowing Canadians to access foreign ETFs meaningfully expands the
range of investment options available, providing Canadians with the flexibility to
construct portfolios that are tailored to their investment goals. Foreign ETFs,
particularly those listed in the U.S., can also provide Canadians with exposure to
products that are otherwise unavailable to Canadian investors. This may include ETFs
with new or innovative strategies, ETFs with exposure to novel or niche asset classes,
geographies and sectors, and ETFs with greater tax efficiencies (i.e. lower taxation of
the activity within a given ETF). In addition, foreign ETFs may also be available at a
lower cost than locally-domiciled products, though this varies on a case-by-case basis.

Ultimately, access to foreign ETFs allows Canadian investors to optimize their portfolios
by expanding diversification, lowering costs and filling in gaps in investment exposure
with products that are not available in the Canadian market.

2. Impact of restricting access to foreign ETFs

BlackRock Canada also believes that imposing limitations or restrictions on the ability
to purchase or hold foreign ETFs is neither desirable nor practical, and importantly, has
the potential to harm Canadian investors. As noted above, the optimal investment
product for a Canadian investor may be a foreign ETF (i.e. U.S. equity exposure within a
registered plan). Further, Canadian investors have long had access to foreign ETFs,



and this access is now well established. Any attempt to restrict or reverse it would (i)
impose substantial industry-wide operational and compliance burdens, (ii) adversely
impact existing investors holding foreign ETFs, and (iii) create disparate outcomes
across investor groups.

3. Improving competitiveness of the Canadian ETF market

While we recognize that Canadian investors hold a portion of ETF assets in U.S.-listed
products?, we believe that any effort to bolster the growth of the Canadian ETF market
should firmly focus on improving the competitiveness of the domestic industry, rather
than restricting or limiting access to foreign ETFs. This could include the following
measures:

e Balance regulation and burden reduction: As addressed in the General Comment
section of this response, we would encourage the CSA to carefully consider the
costs and benefits of any new regulatory requirements to ensure that new
measures do not impose a disproportionate burden on IFMs.

e Coordinate regulatory fees: We would also encourage the CSA to work with
provincial and territorial regulators to create consistency as it relates to
regulatory costs, and fees levied on the industry in particular. At present, the
structure for regulatory fees (and the process by which they are implemented)
across provincial securities regulators lacks both consistency and transparency
and in some cases, has left IFMs without recourse or an opportunity to
meaningfully comment on material changes to fees and calculation
methodologies. These fees are often passed through to Canadian investors.
This results in increased investment costs, reduced investment returns and
ultimately, decreased competitiveness in the Canadian ETF industry. A
consistent and equitable approach to fees would allow for competitive pricing of
Canadian ETFs while creating a more efficient and transparent regulatory
environment.*

o Create tax efficiency for Canadian mutual funds and ETFs: We encourage CSA
engagement with the federal government to highlight the effects of internal
taxation of Canadian mutual funds and ETFs relative to other major
jurisdictions, including the United States, and to encourage measures that
would improve the competitiveness of local investment products with foreign
investment products. The following highlights key issues that should be
addressed to enhance the tax efficiency of Canadian mutual funds and ETFs:

o Allocation to redeemers (ATR) — Current ATR rules can limit in-kind
redemptions or create tax leakage for remaining investors when large
creations or redemptions occur.

o Rebalance-related transactions or “heartbeat” trades — Current tax rules,
including the ATR and designated financial institution (DFI)/mutual
fund status (MFT) requirements, prevent the use of such trades to
protect investors from potentially dilutive tax implications of other
investors exiting the fund. The usage of such tools is expected to
increase significantly in the U.S. with the expected approval of ETF share
classes of mutual funds.

3 See the Section IlI.F of the Consultation Paper.
#ETF industry pushes back on new fee introduced by B.C. securities regulator. The Globe and Mail. Published
October 13, 2025. Available at: https://www.theglobeandmail.com/investing/markets/etfs/.



https://www.theglobeandmail.com/investing/markets/etfs/

o DFland MFT status — Most Canadian ETFs are structured as MFTs but
existing rules limit tax efficiency: some funds may not qualify for MFT
treatment which can trigger additional tax at the fund level.

o GST/HST - Management fees are subject to GST and HST which creates
additional layers of cost for Canadian investors.

Improving the tax efficiency of Canadian ETFs and mutual funds would enhance
investor returns, make Canadian investment products more competitive with
foreign alternatives and support the continued growth of the Canadian
investment fund industry.

e Modernize investment fund regulation: BlackRock Canada would also encourage
the CSA to consider ways in which existing fund regulation could be
modernized. This could include a re-examination of how products are
categorized and labelled. Many strategies currently captured under the
“alternative” designation rely on portfolio management techniques - such as
modest use of derivatives, short exposure for risk management or leverage
within prudent limits - that are widely considered standard practice in other
leading jurisdictions. Treating these strategies as inherently “alternative”
creates a perception that they are more complex or higher risk, which in practice
can discourage investment in funds using these fairly standard investment
practices. Aligning the Canadian framework with other leading jurisdictions
would promote consistency with global standards, promote product innovation
and ensure that any such categorization reflect true strategy complexity and
investment risk.

4. Investor education regarding foreign ETFs

To the extent that there are investor protection concerns related to foreign ETFs, we
would encourage the CSA to consider developing investor education initiatives that
highlight key distinctions. This could include differences in currency exposure and
associated foreign exchange costs, variations in tax treatment, management fees and
other related costs. However, we would also note that these issues are no more
significant than those associated with a wide range of investment options already
available to Canadian investors.

Nevertheless, to the extent that Canadian investors may not realize that they are
purchasing a foreign ETF, BlackRock Canada would be supportive of order execution
only (OEOQ) platforms providing disclosure to highlight that the fund is foreign-
domiciled and encourage investors to perform appropriate due diligence regarding the
fund’s investment objective, investment strategy, fees, and associated risks. This is
particularly relevant as an increasing number of ETF product names reference
individual corporate issuers or names of U.S. ETFs. To that end, we supporta
requirement for OEO platforms to provide investors with a standardized prompt
indicating that the security that they purchased - or are about to purchase —is a
foreign-regulated ETF.

Conclusion
We appreciate the opportunity to provide input on this important regulatory initiative

and would be pleased to make suitable representatives available to discuss any of these
comments with you.



Sincerely,

b—

Steven Leong

Managing Director & Head of Product
BlackRock Asset Management Canada
Limited

Margaret Gunawan

Managing Director & General Counsel,
Americas (ex-U.S.)

BlackRock Asset Management Canada
Limited
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Alberta Securities Commission

British Columbia Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan

Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Office of the Superintendent of Securities, Newfoundland, and Labrador
Office of the Superintendent of Securities, Northwest Territories

Office of the Superintendent of Securities, Yukon

Superintendent of Securities, Nunavut

Attention:

The Secretary
Ontario Securities Commission
comments@osc.gov.on.ca

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers
consultation-en-cours@lautorite.gc.ca

Dear Sirs / Mesdames:

RE: Canadian Securities Administrators Consultation Paper 81-409: Enhancing Exchange-
Traded Fund Regulation: Proposed Approaches and Discussion

OVERVIEW

We are pleased to provide the members of the Canadian Securities Administrators (CSA) with
comments on Consultation Paper 81-409 Enhancing Exchange-Traded Fund Regulation: Proposed
Approaches and Discussion (the Consultation Paper).

All capitalized terms used but not defined herein shall have the meaning given to such terms in the
Consultation Paper.

The following viewpoints are those of the individual lawyers of Borden Ladner Gervais LLP (BLG)
listed below. Our comments are not intended to be, nor should they be construed as, the views of
other lawyers at BLG or our clients.
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GENERAL COMMENTS

We thank the CSA for its thoughtful work on the Consultation Paper and for its ongoing efforts to
support the growth and success of the Canadian exchange-traded fund (ETF) market. We encourage
consultative efforts such as these and welcome the opportunity to provide our comments in
furtherance of the Consultation Paper’s goals.

BLG supports measures that promote meaningful disclosure for investors that are supported by
strong empirical evidence. The OSC ETF Study, An Empirical Analysis of Canadian ETF Liquidity and
the Effectiveness of the Arbitrage Mechanism (the OSC Study) concluded that Canadian ETFs are
generally liquid, with tight quoted spreads and trading prices that are closely aligned with NAV. The
OSC Study provides evidence that the arbitrage mechanism underlying Canadian ETFs is effective
and resilient.

Based on the empirical evidence provided in the OSC Study and our own experience advising clients
within the ETF market, we question the rationale, utility, and overall impact of certain proposals in
the Consultation Paper given the strength of the current Canadian ETF ecosystem. The additional
operational and cost burdens that may be imposed on ETF managers in connection with some of the
proposed additional disclosure requirements raised in the Consultation Paper may not provide a
corresponding benefit to investors.

The CD Howe Institute’s October 2025 research paper titled “Regulatory Reset: A Policy Roadmap for
Expanding Financial Advice to Middle and Lower-Income Canadians” provides a timely reminder
about the impact of cumulative regulation on Canadian investors: that is, the more it costs firms to
administer their compliance programs, the higher the costs to investors and the lower participation
by lower-and-middle-income investors in Canada’s capital markets. The thesis of the CD Howe paper
is important as foreground, as the CSA in consultation with industry stakeholders considers which
changes are genuine enhancements for investors and our capital markets, especially during this time
of focus on the competitiveness of the Canadian market for the benefit of everyday Canadians.

We strongly urge the CSA to implement only those proposals that address a demonstrated gap in the
current regulatory framework for Canadian ETFs and otherwise avoid imposing additional regulatory
burden on ETF managers.

Where we question the utility of or empirical support for certain proposed disclosure requirements
contained in the Consultation Paper, we have briefly indicated this in our responses to the related
Consultation Paper question.

RESPONSES TO CONSULTATION QUESTIONS

We have responded to certain of the Consultation Paper questions (the Consultation Questions)
below and, as a result, the numbering does not reflect the numbering in the Consultation Paper;
however, we have reproduced the applicable Consultation Questions in bold, followed by our
responses.
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Are any of the proposed elements for the proposed policies and procedures for the
creation and redemption of units unnecessary or not useful? Are there additional
elements that should be included in these policies and procedures?

We urge the CSA not to prescribe the specific contents of the policies and procedures
for the creation and redemption of ETF securities. Rather, we urge the CSA to defer to ETF
managers on the content of and approval processes for policies and procedures in
connection with creations and redemptions of ETF securities. ETF managers are best
positioned to determine the most appropriate policies for their respective business
models.

Additionally, we note that it is not typical for a board of directors to approve such policies
and procedures, and we do not believe this requirement should be imposed in respect
of creation and redemption policies.

We did not propose that the policies and procedures for creations and redemptions
be disclosed to the public since: (a) investors do not transact in the primary market
and therefore may not require details about basket construction, and (b) the
efficiency and potential risks of the primary market mechanism would be reflected
in the key metrics we propose be disclosed on the ETF’s website, as outlined in
subsection Ill.B.1. However, are there specific elements of the policies and
procedures (e.g., whether the ETF’s creation and redemption baskets consist of a
pro rata slice of the portfolio or an optimized sample, whether the ETF creates and
redeems with in-kind securities or with cash, whether the ETF permits custom
baskets, etc.) that should be disclosed in the prospectus to provide investors with
useful information about the primary market mechanism for the ETF and potential
risks?

We agree with the CSA’s decision not to require public disclosure of ETF creation and
redemption policies, as outlined in the Consultation Paper. Requiring disclosure could
also constrain a manager’s flexibility to make their process appropriate for specific
circumstances. We have not identified any factors that demand further disclosure
regarding potential conflicts of interest arising out of custom basket creations, and we
believe the ETF manager’s fiduciary duty is sufficient for the purposes of addressing and
disclosing any material conflicts.

Is the 2% premium/discount threshold appropriate to help identify ETFs that
present significant deviations from NAV over a period of more than seven
consecutive business days?

We view the proposed disclosure of a 2% premium/discount threshold over seven
consecutive business days as unnecessary. The OSC Study found that the average
deviation between the closing price and NAV across ETFs with different underlying
assets and strategies has been relatively small. We understand that recent Fundata
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analysis indicates that approximately 0.3% of ETF trading records in 2023 and 2024
exceeded the 2% level. Only four ETFs triggered the seven-day test in each year, with two
of these appearing in both years. It is not clear what problem providing this disclosure is
trying to solve, and we urge the CSA to avoid implementing a new disclosure standard
that does not work to address an apparent problem in the market.

Additionally, as the CSA notes, premiums and discounts are impacted by many factors,
with some ETF categories having larger premiums and discounts, such as ETFs that hold
foreign securities where the foreign markets are closed during the trading day for the
ETF’s securities. Premiums/discounts do not necessarily reflect that an ETF is mispriced.
We understand that the CSA is proposing to require disclosure of the rationale for the
premium/discount where the thresholds are exceeded; however, we are concerned that
retail investors could misinterpret this information and simply understand this data as
an indication of whether the ETF is over- or under-valued.

We observed from ETF websites that many ETFs offer downloadable daily NAV per
security and closing price data over historical periods (such as for the period since
inception). In addition to presenting historical premiums/discounts in a line graph
as proposed, would it be beneficial to require ETFs to make their daily NAV per
security, closing price, and premium/discount data for the past two calendar years
available for download?

We do not believe it would be beneficial to require ETFs to make downloadable daily NAYV,
closing price, and premium/discount data for the past two calendar years available on
their websites, as we are not aware of any finding in the OSC Study that suggests that
this level of information over this period of time would improve investor decision-making
or investor outcomes.

In fact, the Investment Fund Continuous Disclosure Modernization — Final Report (the
CD Report), a report prepared by Behavioural Insights Team (BIT) at the request of the
CSA to understand retail investors’ challenges, needs and preferences with respect to
investment fund continuous disclosure, contains ample evidence that this sort of data
will likely not be useful to retail investors.

BIT stated the following in the CD Report regarding regulatory disclosure:

“Disclosures are a common regulatory tool for improving market quality and
stability, with a primary purpose of enabling informed decision making by
investors. Disclosures can help reduce information asymmetry among market
participants and reduce overall market risk.
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For investors to use disclosed information to make more informed decisions
about their investments they need to open the document, read it, understand
it, and know how to apply their understanding to inform their actions....”’

We submit that disclosure of two years of raw data without contextual supports that
assist investors in understanding how to use the data will not be digestible by retail
investors and will not equip them to understand how to apply the data to inform their
investment decision-making.

In discussing the various barriers to engagement with regulatory disclosure, the CD
Report further supports the point that uncontextualized data is not useful for retail
investors:

“Given the volume of information we are exposed to every day, people look for
specific cues to determine whether to engage with any given piece of
information. The MRFPs that we reviewed do not make it immediately evident
that the report’s purpose is to help investors determine whether they want to
continue to hold an investment. This means that a key potential signal to
engage with the information is absent.” 2

Uncontextualized raw data does not provide investors with any signals on how to engage
with the information, making it less likely that the data will have any value.

The ETF Facts document is drafted in a way thatis intended to help investors understand
the raw data that is disclosed in that document. The ETF Facts document requires
disclosure of data related to market price, NAV and average bid-ask spread and is
accompanied by required explanatory disclosure about the meaning of market price,
NAV and bid-ask spread. Despite the helpful explanations, the CD Report notes that
while investors can often read these point of sale documents accurately, “they do not
always know how to apply this information. For example, investors may correctly read
presented information as historical data, but they may misuse it to predict future
results”.® Even with a limited amount of data in the ETF Facts and explanations that are

"The Behavioural Insights Team, Investment Fund Continuous Disclosure Modernization Final Report (Final
Report, Canadian Securities Administrators, 2024) at p. 5-6, online:
<https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-
modernization.pdf>.

2The Behavioural Insights Team, Investment Fund Continuous Disclosure Modernization Final Report (Final
Report, Canadian Securities Administrators, 2024) at p. 6, online:
<https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-
modernization.pdf>.

3The Behavioural Insights Team, Investment Fund Continuous Disclosure Modernization Final Report (Final
Report, Canadian Securities Administrators, 2024) at p. 17, online:
<https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-
modernization.pdf>.



https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-modernization.pdf
https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-modernization.pdf
https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-modernization.pdf
https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-modernization.pdf
https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-modernization.pdf
https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-modernization.pdf



https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-modernization.pdf
https://www.osc.ca/sites/default/files/2024-09/report_20240919_investment-fund-continuous-disclosure-modernization.pdf













BROMPTON

FUNDS LIMITED

October 31, 2025
Delivered by Email

British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick

Suite 2930, Box 793,

Bay Wellington Tower, Brookfield Place

181 Bay Street, Toronto, Ontario M5J 2T3
Main: (416) 642-6000 Fax: (416) 642-6001



particularly concerned that new metrics may not provide further clarity or value to investors and could
inadvertently add complexity to the regulatory landscape.

Brompton advocates for a principles-based approach to regulation, enabling ETF managers to adapt their
policies and procedures to their unique business models and market environments. Excessively prescriptive
rules risk inefficiency and may overlap with existing governance structures. We also support clear,
consistent disclosures that empower investors to make informed choices, but believe that certain operational
details such as the technical aspects of ETF creations and redemptions are unlikely to be useful for most
investors and may even cause confusion.

Our responses to the specific questions raised in the Consultation Paper are set out in the following sections.
We appreciate the CSA’s consultative process and look forward to ongoing engagement on these important
regulatory matters.

A. Policies and Procedures for Creations and Redemptions of Units

1. Are any of the proposed elements for the proposed policies and procedures for the creation and
redemption of units unnecessary or not useful? Are there additional elements that should be included in
these policies and procedures?

We are generally in agreement with the CSA proposal that written policies and procedures regarding
creation & redemption of units be developed by ETF managers. Brompton, like many established firms,
has internal policies and procedures in place for these essential primary market activities. The proposed
elements of a written policy, such as specifying the creation/redemption mechanism (cash or in-kind), fees,
basket construction methodology, and handling of custom baskets, are largely appropriate and reflect
existing best practices. While we believe the outline of the written policy as suggested in the Consultation
Paper is largely on point, we advocate for flexibility to take into account the different business practices of
various ETF issuers.

We have reservations about the suggestion to review and test whether custom baskets are in the best interest
of the ETF. ETF issuers already are subject to regulation on conflict of interest, with the requirement to
escalate any potential conflicts to the Independent Review Committee. We believe that existing conflict
policies could be readily incorporated and referenced into basket creation policy, without needlessly
creating and administering separate conflict policy.

2. We did not propose that the policies and procedures for creations and redemptions be disclosed to the
public since: (a) investors do not transact in the primary market and therefore may not require details
about basket construction, and (b) the efficiency and potential risks of the primary market mechanism would
be reflected in the key metrics we propose be disclosed on the ETF’s website, as outlined in subsection
1II.B.1. However, are there specific elements of the policies and procedures (e.g., whether the ETF’s
creation and redemption baskets consist of a pro rata slice of the portfolio or an optimized sample, whether
the ETF creates and redeems with in-kind securities or with cash, whether the ETF permits custom baskets,
etc.) that should be disclosed in the prospectus to provide investors with useful information about the
primary market mechanism for the ETF and potential risks.

We agree with the CSA's current stance that public disclosure of the full, detailed policies and procedures
for creations and redemptions is generally unnecessary. Summary disclosure in the prospectus regarding
certain high-level elements could be beneficial. This could include: whether the ETF primarily uses cash
or in-kind creations/redemptions, or whether the ETF permits custom baskets.



B. Secondary Market Trading
1) Website disclosure of Metrics

We agree with the general conclusion from the Ontario Securities Commission’s June 2025 study that the
Canadian ETF market is operating efficiently with regard to liquidity and arbitrage. We also agree that ETF
managers should be required to monitor their ETFs to verify that they are trading with reasonably low bid-
ask spreads and low deviation from net asset value (“NAV”), an activity that Brompton and most
established ETF managers already perform.

However, we expect that CSA’s proposed website disclosure regime will be costly to implement in terms
of data licensing fees, web development charges, and operational/ compliance/ accounting staff time
commitment. We believe these disclosures will offer limited benefit to investors in cases where the
arbitrage and liquidity mechanism is functioning well. We are concerned that the additional data will be
met at best with indifference: for example, we provide daily NAVs for download on our website for each
ETF, but it is our experience that this data is not accessed on a frequent basis. We also believe that
providing historical data for the bid/ask spread or deviations are not necessarily representative of current
experience or what could occur in the future and this information could be confusing to an investor and
provide limited value. We therefore submit that if there is a requirement for website disclosure, it should
be imposed only as a remedial measure in cases where significant deviations from NAYV are observed. The
trigger for website reporting requirements could be the 2% deviation from NAYV for 7 consecutive trading
days, as suggested in the Consultation Paper, or some other reasonable metric. In cases where the arbitrage
and liquidity function is operating effectively, there should be no such website disclosure requirement.

3. Does the proposed term “closing price” and the proposed definition of this term appropriately represent
the secondary market value of an ETF’s security? If not, what definition would better reflect the secondary
market value of an ETF’s security (e.g., a definition that references the national best bid and offer instead
of the best bid and offer on the listing exchange) and what term would be better?

We agree with the use of listing exchange closing prices as suggested in the Consultation Paper, especially
closing prices that take thin trading into the session’s close into account. However the alternative closing
price calculation methodology employed varies by exchange, it would be ideal if CSA could work with the
various exchanges to develop a standard definition of alternative closing price for thinly-traded ETFs, for
consistency. The National Best Bid and Offer closing price is of course the most comprehensive but will
likely mis-state closing prices relative to NAV for thinly traded ETFs. We think the term “closing price”
is understood to be the price at exchange closing time and is an acceptable name.

4. For ETFs that do not calculate NAV as of the closing time of the listing exchange, would using the value
that is the midpoint between the best bid and best offer on the listing exchange as of the time of NAV
calculation appropriately represent the secondary market value of the securities of such ETFs? Is the term
“closing price” appropriate for such ETFs? If not, what term would be more suitable?

We believe that using the midpoint of the best bid and best offer on the listing exchange at the time of NAV
calculation may be a reasonable approach for ETFs that do not calculate NAV at market close. Regarding
the term "closing price," for these specific ETFs, it may be misleading as it implies an official end-of-day
price from the listing exchange. A term like "Market Price at NAV Time" or "Real-time Market Value"
might be more suitable to clearly convey that this is a snapshot linked to the NAV calculation, not
necessarily the market's closing price.

5. Is the 2% premium/discount threshold appropriate to help identify ETFs that present significant
deviations from NAV over a period of more than seven consecutive business days?

We note that the ETF industry educates clients not to trade ETFs in the 30 minutes or so after markets open
and before markets close. Often, liquidity and spreads for underlying holdings can be poor during these



periods, and ETF bid and ask pricing can widen out as a result. If an ETF trades away from NAV at any
point in the trading day it is often during these periods. We are therefore concerned that mandating that
ETFs report NAV deviations based on the closing price may result in capturing a systematic mispricing. We
also note that an ETF can legitimately trade temporarily at a premium or discount to NAV for many reasons.

However, we agree that investors should be made aware if this is a severe or consistent problem. A 2%
price deviation from NAV seems to be appropriately sized. We agree with the CSA that a standard deviation
approach is likely too complicated. If the CSA decides to mandate disclosure of premiums or discounts on
an ETF’s website, we advocate that it should only be applicable for ETFs which have exceeded a threshold
deviation from NAV (for example the suggested 2% deviation for 7 consecutive days).

6. We observed from ETF websites that many ETFs offer downloadable daily NAV per security and closing
price data over historical periods (such as for the period since inception). In addition to presenting
historical premiums/discounts in a line graph as proposed, would it be beneficial to require ETFs to make
their daily NAV per security, closing price, and premium/discount data for the past two calendar years
available for download?

As noted above in the preamble to “Website Disclosure of Metrics”, we provide downloadable daily NAVs
for our ETFs since fund inception on our website. This is data that we produce, and we are happy to share
it with investors. Requiring ETF providers to also offer daily closing values or daily premiums/discounts
will likely impose additional data distribution licensing costs on ETF providers, and we are skeptical that
this will provide additional valuable information to investors. Providing historical premiums, discounts
and closing prices, could be misleading to an investor as these are provided at a point in time, which may
not be representative of trading on a particular day. A daily volume weighted average premium/discount
calculation would provide a more accurate representation, but this is difficult to calculate for IFMs given
real time NAVs are constantly changing with market prices.

For the above reasons, we do not support mandating that ETF issuers provide downloadable data on
premiums or discounts, or the provision of a line graph of historical premiums and discounts. We propose
that premiums or discounts be dealt with by an ETF Facts disclosure. See Brompton’s answer to question
9 below.

7. Are there alternative metrics or data presentations to those proposed that would help investors assess
the functioning of the ETF’s arbitrage mechanism and the liquidity of the ETF’s securities on the secondary
market? Would daily average bid-ask spreads over the same historical periods proposed for premiums and
discounts in subsection (c) be useful for investors, in addition to the 30-day median bid-ask spread
proposed?

We are of the view that most retail investors (the bulk of our ETF unitholders) are not interested in a large
selection of metrics related to ETF trading, and in fact the marginal utility of such metrics likely declines
as more data points are disclosed to retail investors. We do not see a problem with the functioning of
ETF’s arbitrage mechanism and the liquidity of ETF securities on the secondary market. If there were,
reporting more data points to investors would not be our recommended approach to fixing this issue. We
therefore believe this additional data is unnecessary and provides little benefit.

8. To what extent would the proposed website disclosure requirements increase costs for ETFs, taking into
consideration the pricing information that is currently required in the ETF facts document? Please provide
additional costs beyond the costs of providing the information currently required in the ETF facts document
(e.g., initial set-up costs, on-going data costs, etc.).

To comply with the entirety of what is being proposed would likely represent material costs, in the tens of
thousands of dollars annually at the minimum in direct data expenses and website development costs, and
tens of thousands more in staff time. We cannot provide an exact figure without knowing the exact
disclosure requirements, pricing the elements out with vendors, and going through a budgeting process for



staff time. We do not agree that this disclosure provides additional value to an investor in a liquid ETF that
would justify these costs.

9. Should the ETF facts document include information about premiums/discounts in the ‘“Pricing
Information” table, such as including the mean of the daily premiums/discounts over the 12-month period
ending within 60 days of the date of the ETF facts document? What other measure would provide
representative information about historical premiums/discounts?

Our view is that the metrics disclosed by an ETF in relation to performance should be limited to what is
already reported in the ETF Facts, which includes average daily trading volume; number of days traded;
average bid/ask spread; market price low/high; and NAV low/high.

If the CSA decides to mandate premium or discount disclosure for ETFs whose arbitrage and liquidity
functions are operating well without chronic trading price deviation from NAV, we propose that adding an
additional item to the ETF Facts document (the annual average premium/discount, aligning with the current
requirement for an annual average bid/ask spread) would be the most appropriate way to address this.

2) Monitoring of Arbitrage and Liquidity Provision

10. Does the proposed policies and procedures requirement offer sufficient flexibility for ETF manager
monitoring?

We actively monitor trading liquidity for our ETFs. However, we are not certain whether the proposed
highly regimented process for monitoring the effectiveness of the arbitrage and liquidity mechanism will
achieve results that are beyond what our current processes provide. The administrative burden to bring the
suggested level of formality to this task would be considerable & with few benefits, in our view. It is
problematic to monitor in real time (which involves large data costs); it is also problematic to only monitor
closing prices and NAVs (as it is possible that an anomalous end-of-day trade distorts the premium or
discount, while other trades for the day may have been made at an acceptable deviation from NAV).

ETF market making is carried out by APs, ETF issuers do not control the market making process and adding
additional monitoring obligations for issuers will not improve the process. We are wary of taking on
potential increased liability through an imposed monitoring obligation, given that we have limited influence
over the market making prices.

11. Should the policies and procedures include other specific metrics that should be monitored? In addition
to bid-ask spreads and premiums/discounts to NAV, what metrics should be required to be monitored?

We have no further metrics to suggest. We continue to suggest that the enhanced website reporting proposed
by the CSA be applied only to ETFs whose trading prices deviate significantly from NAV (+/- 2%).

12. Do ETF managers make arrangements for liquidity provision with dealers that are not APs?
Brompton does not have any liquidity provision arrangements with dealers that are not APs.

13. Would disclosing the ETF manager’s parameters on the ETF’s website provide context for investors
and help them evaluate the trading information proposed to be disclosed on the ETF’s website under

subsection II1.B.1?

While we believe that processes and parameters, subject to our comments in 10) above, would be helpful
for monitoring liquidity, we do not believe that website disclosure is helpful to investors.



C. AP Arrangements
1) Disclosure of AP Arrangements

Brompton currently has AP agreements (CDDA agreements) signed with seven dealers. Our experience
with our Designated Brokers and our Authorized Participants has generally been very good.

The questions in this section lead to the overarching question of whether a minimum of 2 APs should be
mandated for ETFs in order to ensure improved arbitrage functionality and liquidity. We do not think a
minimum number of APs is the issue for most quoting problems we’ve encountered, rather it is a question
of whether the second AP is actively quoting.

APs are not required to actively provide quotes for non-Designated Broker (“DB”) ETF mandates. If the
ETF’s DB is doing a good job of maintaining tight bid-ask spreads and the ETF is trading near NAV, there
is little financial incentive for a second AP to actively provide competitive quotes. If the DB’s market
making technology fails temporarily (which in our experience happens infrequently, but is one of the main
reasons for market premiums or discounts to NAV), and there is no active second AP quote in the market
at the time of the failure, then there is no benefit to having a second AP, and a rule requiring a second AP
provides no value.

A second AP would improve the quoting process in the situation described above only if the second AP
was somehow required to provide quotes at all material times, much like a DB’s obligation. We are not
sure how to effect an arrangement like this.

We note that there have been very few if any occasions of sustained unacceptable deviations from NAV in
the trading of our ETFs. If as outlined in the consultation questions, an ETF with a sole DB is consistently
trading with unacceptably high deviations from NAV, this is beyond the scope of what Brompton has
experienced. Possibly a more effective action to take in the case where the ETF is chronically trading wide
of NAV (unless there is some special reason for the trading observed) would be to require the manager to
change the DB to another dealer, which again doesn’t necessarily solve the problem.

14. Is information regarding an ETF’s arrangements with its APs important for an investor’s evaluation of
an ETF? If not, why not?

We believe there could be some benefit to disclosing the general terms of the AP arrangements to the
investing public. Investors should be able to get comfortable with an ETF if there is knowledge that an
industry-standard CDDA is in place, with a description of the general terms, and disclosure of the parties
who have signed the agreements. We believe that prospectus disclosure should be the focus, we do not
support website disclosure.

15. Would the proposal to include each agreement to act as an AP for the ETF as a document required to
be filed with the prospectus and listed under the “Material Contracts” heading in the prospectus provide
investors with useful information about the ETF’s arrangements with its APs? Are there other means of
providing information regarding the ETF’s arrangements with its APs?

We do not believe that adding an AP agreement as a “Material Contract” is necessary for investors. We
have agreements with a number of APs and the specific wording of these documents are not as important
to the investment decision as is a description of their terms, in our view. An annual ETF Facts or Prospectus
disclosure of identities of APs and the high-level terms of the DB and AP agreements should be sufficient
to describe the terms and the parties involved in market making for the ETF.



16. Should an ETF’s agreement with its designated broker be required to be filed with the ETF’s prospectus
as a required document under 5.9.1(1)(a)(iv) of NI 41-101 and disclosed under Item 31 (Material Contracts)
of Form 41-101F2 Information Required in an Investment Fund Prospectus?

As suggested in the response to the previous questions, we think that disclosure of the existence of a valid
DB agreement, a description of high level terms and identification of the dealer providing DB services, is
more than sufficient for most investors. Prospectus or ETF Facts annual disclosure is in our view sufficient.

17. Do ETF managers provide information to determine the ETF’s underlying value and information for
the creation and redemption of units to market participants other than APs (i.e., market participants that
do not have a written agreement that authorizes them to create and redeem units) in order to foster a more
diverse pool of potential arbitrageurs? If an ETF manager enters into agreements or arrangements with
such other market participants, should the ETF manager also provide these participants with the same
information for conducting arbitrage as is provided to APs, even though they are not authorized to create
or redeem units?

We would not agree to voluntarily provide AP-level information to non-APs. APs have a formal,
contractual relationship and often confidentiality agreements in place, which is especially important for
actively managed ETFs where portfolio information is proprietary. If other managers do enter into
agreements with non-APs, whether the manager provides AP level information should be an optional point
of negotiation only. Providing this information should be allowed if the ETF issuer believes it is in the best
interest of the ETF to do so, but this should not be required. Requiring disclosure of AP information to
non-APs would be harmful to actively managed ETFs, in our view.

18. Does having only one AP pose undue risk for the primary market? Are there obstacles for ETFs to
contract with at least two APs?

Having only one AP as a permanent feature of an ETF likely does pose some operational risks for the
creation and redemption process (primary market). There are likely new-entrant/commercial obstacles for
ETFs administered by newer or smaller managers in the ETF industry which may make it difficult to
contract with at least 2 APs. Potential issues include short manager track record or lack of business
connections at other APs, which could be difficult to overcome initially.

19. Would the presence of a second AP (and therefore, the potential for competition) help mitigate concerns
associated with a single AP potentially not maintaining efficient arbitrage to align the market price of the
ETF closely to the underlying value? Is this concern more significant for ETFs that do not disclose daily
portfolio information to the public, making it less likely for non-AP dealers to provide liquidity? Are there
other ways for the ETF manager to ensure that a sole AP maintains efficient arbitrage?

If having a single AP was a permanent feature of an ETF, it would seem to lead to a higher possibility of
risk in the secondary market (i.e. risk of not trading near NAV due to occasional operational disruptions).
But as previously discussed, unless a second AP is actively engaged and providing competitive quotes, the
risk to the secondary market is no lower. We are not certain therefore that mandating a minimum of 2 APs
removes this risk.

One of the findings of the OSC ETF Study (June 2025) was that there is no statistical evidence that portfolio
disclosure activity affected secondary market liquidity or arbitrage, so we must then take the view that this
isn’t an important factor, and so the concern is not more significant for ETFs that do not disclose portfolios
daily.



20. If an ETF has only one AP due to specific obstacles in contracting with more APs, should exclusive
arrangements with the AP be prohibited, thereby making it possible for the ETF to contract with additional
APs once the obstacles do not exist? What benefits would an exclusive arrangement (or de facto exclusive
arrangement) provide for the ETF and its investors that would outweigh the risks of limiting primary market
access (and potentially, liquidity provision, for certain ETFs) to only one AP?

We think that a permanent AP exclusivity arrangement for an ETF that can only attract a single AP is
probably not a good idea. Two APs are not a sure solution to the risks that a single AP may pose, but the
odds are better that if more APs are engaged, at least one of them may be quoting at a time when, for
example, technology is disrupted for the primary AP and primary AP quotes are temporarily withdrawn
from the market.

Although Brompton works actively with multiple APs, we do have temporary periods where we may agree
to give a Designated Broker an “exclusive” for a limited initial period, in cases where they have provided
significant seed capital for example. When the AP has exited seed, other APs are invited to participate. This
is a useful arrangement which is helpful especially to our ability to bring certain new ETFs to market with
material seed capital (which allows for reasonable portfolio diversification at the product launch). We
mitigate risks by closely monitoring the liquidity and arbitrage function of the ETF while these temporary
arrangements are in place. Prohibiting such temporary arrangements, in our view, will not materially
improve the liquidity and arbitrage function of new ETFs, and it will be a material impediment against
bringing new and innovative ETFs to market, especially in the fixed income space.

21. If an ETF only has one AP, should the name of the AP be prominently disclosed in the prospectus or
ETF facts document, for example, under Items 14 (Purchases) and 15 (Redemptions) of Form 41-101F2
and under Item 2, Part I of Form 41-101F4 (Quick Facts table), to inform investors of the ETF’s reliance
on the sole AP?

We agree that for full transparency, investors should be informed if an ETF relies solely on one AP as a
permanent arrangement. The prospectus or ETF Facts document would be a suitable place to disclose.
Disclosure should also clarify if any single-AP situation is the result of an exclusive arrangement.

D. Disclosure of Portfolio Information for Arbitrage and to the Public

22. Should ETFs continue to be allowed to determine the type of valuation information they provide to
facilitate the arbitrage mechanism? If not, what parameters for portfolio information would ensure that the
valuation information provided can facilitate effective arbitrage that will promote close tracking of the
market price of the ETF to the underlying value? For example, should there be a requirement to provide
the portfolio holdings that make up a minimum percentage of the portfolio’s value?

Yes, ETFs should largely continue to be allowed to determine the type of valuation information they provide
to facilitate the arbitrage mechanism. We agree that ETF managers have a strong market incentive to
provide sufficient information to APs in order for the APs to effectively provide liquidity and arbitrage
benefits. If further disclosure of valuation information is required, we believe it should be limited to
contracted APs, rather than public disclosure. This is consistent with the OSC ETF Study (June 2025)
which found "no statistical evidence that ETFs’ portfolio disclosure practices influenced either secondary
market liquidity or the arbitrage mechanism".

23. Do our proposals, as outlined in subsection II11.D.5, sufficiently address the risks of information
asymmetry? Are there additional measures that could further reduce these risks?

We believe that the CSA's collective proposals, subject to our comments in this response, should sufficiently
address concerns regarding information asymmetry.



24. Do you agree that permitting ETFs to provide full portfolio holdings (or other valuation information)
daily only to APs for market making purposes strikes an appropriate balance between offering investors
more product choice and the potential risks of information asymmetry?

Yes, we agree that permitting ETFs to provide full portfolio holdings (or other valuation information) daily
only to APs for market making purposes, while not necessarily to the public, strikes an appropriate balance.
This approach allows for the offering of active management strategies in the ETF wrapper, while addressing
concerns from active managers about "free-riding and front-running" on proprietary investment research.
Forcing public daily disclosure could discourage active ETFs and other ETF innovations in Canada.

25. Do the proposed policies and procedures regarding an ETF’s disclosure of portfolio information for
valuation and its disclosure of portfolio information to the public outlined in subsection II1.D.3 cover the
key elements for portfolio information disclosure?

As discussed in previous answers, we are not certain that portfolio disclosure beyond what Brompton
already provides is necessary.

26. Would the proposed disclosure requirements regarding an ETF’s Portfolio Holdings Disclosure Policy
in the ETF’s prospectus and website provide sufficient information about the public availability of
information regarding the ETF’s portfolio holdings and the portfolio information that it provides to
facilitate arbitrage? Is there other information that would be helpful for an ETF to disclose about its
Portfolio Information Disclosure Policy? Should the proposed disclosure be included in both the prospectus
and the ETF’s website?

We believe that the portfolio disclosure policy should be summarized in the prospectus, and that website
disclosure is not likely to add value for investors.

27. Does the proposed defined term “daily transparent ETF” effectively convey to investors that such an
ETF discloses its full portfolio holdings to the public daily?

We do not agree that this term should be adopted. Investors can determine the frequency of portfolio
disclosure themselves by visiting websites or reviewing prospectus documents. This term comes across as
something of a recommendation and is likely to be misunderstood as such by investors.

28. Should ETFs be required to publish an iNAV and why? If yes, please provide estimates of costs for
publishing an iNAV for a specified frequency (e.g., every 15 seconds).

We agree with the CSA’s view that ETFs should not be required to publish an indicative Net Asset Value
(iNAYV) due to potential shortcomings in accuracy and reliability.

29. Should ETFs be required to provide public disclosure of full portfolio holdings on a less frequent and/or
delayed basis, such as at the end of each month, with a delay of no more than 30 days? Please specify the
benefits and costs of any proposal for less frequent (e.g., weekly, monthly, etc.) and/or delayed public
disclosure of full holdings, including details on the proposed frequency and delay.

We do not believe ETFs should be required to provide public disclosure of full portfolio holdings on a less
frequent or delayed basis. Mandatory disclosures will require systems and processes to compile, validate,
and publish, adding an ongoing operational burden with questionable benefits. Flexibility on timing of
disclosure is advocated.

Questions 30-33 are omitted; we currently have no view.



F. Availability of Foreign ETFs

34. Please provide your views on the availability of foreign ETFs for investors through brokerage accounts
and through holdings by investment funds subject to NI 81-102.

As noted in the Consultation Paper, US and other foreign ETFs are widely available to investors in their
brokerage accounts. Given this is the case, we believe it would make sense to expand Canadian ETF’s
ability to hold US and other foreign ETFs. Canadian investors could benefit by having a US or other foreign
ETF wrapped in a Canadian ETF. At a minimum, investors would hold a product (a Canadian ETF which
holds US ETFs) that is regulated by the CSA and must comply with Canadian regulation, which would
offer tax reporting and client service geared to Canadian investors.

35. Are there any additional measures that would be beneficial for investors in their consideration of
investments in foreign ETFs in comparison to investments in Canadian ETFs?

Measures that would be beneficial for Canadian investors (which would likely have to be carried out by the
investor’s brokerage, since we are discussing US ETFs which do not make filings in Canada) could include:

¢ Warning Labels/Disclosure: Implement disclosure for investors when purchasing a foreign ETF
that is not filed in Canada and is therefore not subject to the same regulatory protections as
Canadian ETFs.

e Tax Implications Disclosure: Emphasize the complex withholding tax implications for Canadian
investors investing in foreign ETFs, as tax inefficiencies are a crucial factor for informed decision-
making.

Sincerely,

Signed “Christopher Cullen”

Head of ETFs

Senior Vice President, Brompton Funds Limited
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ETF Regulation

The Canadian Bankers Association (CBA)' appreciates the opportunity to provide input on the
CSA Consultation Paper 81-409 — Enhancing Exchange-Traded Fund (ETF) Regulation:

Proposed Approaches and Discussion (Consultation).

The CBA endorses the Securities and Investment Management Association (SIMA)’'s October 31,
2025, submission (SIMA submission) on the Consultation in its entirety. Our members concur

with and support the specific comments and positions outlined in the SIMA submission.

We wish to specifically emphasize our support for SIMA’s thoughtful and balanced approach to

regulatory modernization, as articulated in its submission. In particular, we support:

¢ Recognition of the Canadian Context: We agree that any regulatory changes should be
grounded in the realities of the Canadian ETF market, which has demonstrated resilience
and efficiency. The OSC’s empirical study on ETF liquidity and arbitrage effectiveness
provides compelling evidence that the current framework is functioning well and does not

reveal significant gaps.?

e Principles-Based Regulation: We support a regulatory approach that promotes
innovation, competitiveness, and flexibility. We believe the CSA’s consultation largely
reflects these principles, and we echo SIMA’s call for flexibility in areas where prescriptive

measures may not be warranted.

o Evidence-Based Reform: We share SIMA’s view that reforms should be driven by
demonstrable need and supported by empirical data. Regulatory changes that impose
costs without clear benefits risk undermining the efficiency and accessibility of the ETF

market for Canadian investors.

¢ Disclosure and Investor Protection: We support focused measures to enhance investor

protection through meaningful, decision-useful disclosure. However, we caution against

" The Canadian Bankers Association is the voice of more than 60 domestic and foreign banks that help
drive Canada’s economic growth and prosperity. The CBA advocates for public policies that contribute to
a sound, thriving banking system to ensure Canadians can succeed in their financial goals.

2 An Empirical Analysis of Canadian ETF Liquidity and the Effectiveness of the Arbitrage Mechanism
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https://www.osc.ca/sites/default/files/2025-06/pub_20250619_osc-etf-study.pdf

additional disclosure requirements that could have the unintended consequence of
information overload for investors, while also creating regulatory burden on the industry.
We commend the CSA’s use of behavioural research and encourage its continued

application in evaluating disclosure reforms to support meaningful investor disclosures.

e Market Functionality and Access: Our members echo SIMA’s concerns regarding
proposed changes impacting continuous distribution dealer agreements (CDDAs),
particularly the proposed public disclosure of commercial terms within these agreements,
and the proposed minimum two Authorized Participant (AP) requirement. These proposals

may hinder market access and increase costs without clear evidence of benefit.

In conclusion, the CBA fully supports SIMA’s submission and encourages the CSA to continue its

collaborative and evidence-based approach to ETF regulation.

*hkkkkkkkkkkkhkkd

We thank you for taking the time to consider our views and would be pleased to discuss the

Consultation further at your convenience.

Canadian Bankers Association 3
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October 31, 2025

The Secretary

Ontario Securities Commission
20 Queen Street West

19th Floor

Toronto, Ontario M5H 3S8
comments@osc.gov.on.ca

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers
consultation-en-cours@lautorite.qc.ca

via e-mail

RE: CETFA comments regarding the CSA Consultation Paper 81-409 - Enhancing Exchange-Traded Fund
Regulation: Proposed Approaches and Discussion

The Canadian ETF Association (“CETFA”) appreciates the opportunity to comment on the Canadian Securities
Administrators (“CSA”) proposed amendments to the investment funds regulatory framework for exchange traded
funds (“ETFs”) in the CSA Consultation Paper 81-409.

CETFA is the voice of the Canadian ETF industry, dedicated to promoting the growth and sustainability of Canadian-
listed ETFs. The Association represents 19 ETF issuers and 21 industry stakeholders spanning the entire ETF
ecosystem—including index providers, capital markets participants, custodians, auditors, and legal experts.
Collectively, CETFA members account for more than 96% of all ETF assets under management in Canada.

After thoughtful, in-depth discussion and review, CETFA members collaborated to prepare the Association’s
comments to CSA Consultation Paper 81-409, presented in the attached Schedule 1.

These comments reflect a shared concern across the industry that the current regulatory trajectory is unsustainable.
Canada must move away from continually adding new regulations and higher fees, or it risks undermining the very
foundation of its ETF industry. Each new layer of compliance and cost makes it harder for domestic providers to
compete with U.S. counterparts, discourages innovation, and drives capital out of Canada. Regulators should prioritize
efficiency, harmonization, and competitiveness—otherwise, continued regulatory expansion could erode one of
Canada’s most successful financial sectors.

CETFA appreciates the opportunity to provide member feedback on this important topic. CETFA would welcome to
the opportunity to discuss the comments provided directly with the CSA.

Yours truly,

Canadian ETF Association

Eli Yufest Executive Director


mailto:comments@osc.gov.on.ca
mailto:consultation-en-cours@lautorite.qc.ca
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Schedule 1 - CETFA Comments to the CSA Consultation Paper 81-409

1. Are any of the proposed elements for the proposed policies and procedures for the creation and
redemption of units unnecessary or not useful? Are there additional elements that should be included in
these policies and procedures?

Support for Policies and Procedures

CETFA and its members generally agree that having formalized policies and procedures (P&Ps) in place for ETF
creations and redemptions is appropriate. These P&Ps can provide clarity, consistency, and transparency to
market participants. Most managers maintain internal processes and fiduciary obligations to govern their actions.
Establishing baseline expectations across the industry would help reinforce investor confidence.

Flexibility and Principles-Based Approach

We caution against prescriptive or overly rigid requirements. For example, PNU sizes are already disclosed and
may change over time; embedding these directly into P&Ps risks creating unnecessary rigidity. Similarly,
prescribing the exact contents of P&Ps or mandating extensive testing could create administrative burden
without improving investor outcomes. A principles-based approach, allowing managers discretion to design P&Ps
that reflect their operational realities, would better balance oversight with efficiency.

Custom Baskets and Conflicts of Interest

In practice, most creations and redemptions use standard baskets. Custom baskets are used only in limited
circumstances, such as portfolio rebalancing, to avoid inefficiencies and protect portfolio integrity. Managers
must exercise discretion when accepting custom baskets, and they already act under fiduciary duties in doing so.
Further, conflicts of interest that may arise are addressed under NI 81-107, which applies equally to in-kind
transactions and traditional buy/sell trades. We believe that while policies to mitigate conflicts should be
documented, additional prescriptive rules are unnecessary.

Disclosure and Costs

We support requirements that ensure fair and equitable treatment of fees in the creation and redemption process.
Importantly, such fees should not include costs that are properly considered the manager’s cost of business, such
as prospectus renewal and listing fees. Policies should also address collateral processes where applicable, as this
is an important operational safeguard.

Focus on Investor Impact

It is worth noting that retail investors interact with ETFs primarily through the secondary market and are not
directly affected by creation and redemption mechanics. The real value of P&Ps lies in ensuring that these
processes are fair, transparent, and efficient, thereby protecting portfolio integrity and indirectly benefiting
investors.

Our Position

We endorse the requirement that ETF managers maintain policies and procedures for creations and redemptions.
However, we recommend that regulators adopt a flexible, principles-based approach rather than mandating
prescriptive elements. This would allow managers to tailor their policies to their operational realities while
meeting fiduciary duties and existing regulatory obligations.

Taken together, this approach would strike the right balance between regulatory oversight, investor protection,
and operational efficiency, while avoiding unnecessary duplication or rigidity.

2. We did not propose that the policies and procedures for creations and redemptions be disclosed to the
public since: (a) investors do not transact in the primary market and therefore may not require details
about basket construction, and (b) the efficiency and potential risks of the primary market mechanism
would be reflected in the key metrics we propose be disclosed on the ETF’s website, as outlined in
subsection IIL.B.1. However, are there specific elements of the policies and procedures (e.g., whether the
ETF’s creation and redemption baskets consist of a pro rata slice of the portfolio or an optimized sample,
whether the ETF creates and redeems with in-kind securities or with cash, whether the ETF permits
custom baskets, etc.) that should be disclosed in the prospectus to provide investors with useful
information about the primary market mechanism for the ETF and potential risks?
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We agree with the OSC’s assessment in part (a) that retail investors do not transact in the primary market and
therefore do not require detailed disclosure of ETF creation and redemption (Cr/Rd) mechanics. The key metrics
already proposed for disclosure (as outlined in subsection II1.B.1) appropriately capture the efficiency and
potential risks of the primary market mechanism for investors.

1. Current Disclosure is Sufficient

e The prospectus already describes the Cr/Rd process and how the primary market functions. We believe this level
of disclosure is adequate for retail investors.

e We agree that policies and procedures related to subscriptions and redemptions should not be publicly disclosed,
for the reasons noted by the CSA. The existing prospectus disclosure adequately covers these processes for the
purposes of retail investor understanding.

e Adding more detailed, technical information—such as basket construction methodology or day-to-day
operational mechanics—risks creating confusion, particularly as this information may not be well understood by
most retail investors.

e Such details are also subject to change over time. Given the recently introduced two-year renewal cycle for
prospectuses, information could become stale and potentially misleading.

2. Risks Are Already Captured

e Where there are material risks associated with the primary market mechanism, these can and should be captured
in the risk disclosure section of the prospectus. This ensures that investors are aware of the potential implications.

3. Avoiding Regulatory Burden and Costs

e Mandating additional technical disclosures would increase compliance costs without commensurate benefit to
investors, especially given limited investor engagement with complex prospectus information.

e For regulators seeking to monitor industry practices, more targeted reporting mechanisms—rather than
investor-facing disclosure—would be a more efficient and effective approach.

4. Balancing Transparency, Fairness, and Practicality
Most CETFA members agree that further mandated prospectus disclosure is not warranted.

Conclusion
On balance, we do not believe changes to the prospectus form are necessary. The current requirements, coupled
with the proposed website disclosures, already provide investors with meaningful transparency.

3. Does the proposed term “closing price” and the proposed definition of this term appropriately represent the
secondary market value of an ETF’s security? If not, what definition would better reflect the secondary market
value of an ETF’s security (e.g., a definition that references the national best bid and offer instead of the best bid
and offer on the listing exchange) and what term would be better?

CETFA strongly advocates for the Investment Management branch of the OSC and the CSA to work collaboratively
and urgently with CIRO to modernize its requirement for dealers to use 5:00 PM ET last bid and ask prices for end-
of-day valuations of ETFs. This must be updated to incorporate existing solutions that were specifically designed by

the exchanges to solve for this purpose.

The challenges associated with the CIRO’s current end-of-day valuation methodology on ETFs is widely recognized.
Without change, we will continue to see inaccurate end-of-day asset values, which can lead to erosion of investor

confidence, and negatively impacted dealer capital and investor margin requirements.

Despite the industry’s long-standing desire for resolution this critical issue remains unaddressed, even though
exchanges (CBOE and TSX) proactively implemented solutions several years ago, anticipating CIRO's need to
modernize the way ETFs are valued at the end-of-day. A 2022 report published by the TMX Group, "TSX Calculated

Closing Price Bid Ask for ETFs Research Paper,” provides clear empirical evidence of ETF spreads widening
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significantly between the standard trading day close at 4:00 PM ET and CIRO's mandated 5:00 PM snapshot price.
Without CIRO's adoption of the exchanges’ calculated closing price solution, ETFs in Canadian investment accounts

are at daily risk of having their long positions undervalued and short positions overvalued.

We encourage the Investment Management branch of the OSC, and the CSA to collaborate with CIRO to adopt the
use of the exchanges’ calculated closing prices for indicative end-of-day price solutions (websites, charting and
historical pricing) and their calculated closing bid and ask prices for portfolio valuation purposes. These exchange-
provided solutions have undergone public comment, are integrated into their respective rule sets, and are broadly
distributed across multiple data feeds. We believe that updating the existing CIRO rule for end-of-day valuation and
adopting the exchanges’ calculated closing prices for indicative prices will deliver immediate and significant

benefits:

e Improve Accuracy: Provide a more precise and reliable reflection of ETF values in investor portfolios.

e Enhance Investor Confidence: Foster greater trust and clarity among investors and their advisors,
ensuring they have an accurate understanding of their investment's true value.

e Strengthen Market Integrity: Contribute to the overall integrity and efficiency of Canada's ETF and capital
markets.

4.For ETFs that do not calculate NAV as of the closing time of the listing exchange, would using the value that
is the midpoint between the best bid and best offer on the listing exchange as of the time of NAV calculation
appropriately represent the secondary market value of the securities of such ETFs? Is the term “closing
price” appropriate for such ETFs? If not, what term would be more suitable?

For ETFs that do not calculate NAV as of the closing time of the listing exchange, using the midpoint between the best
bid and best offer at the time of NAV calculation, may serve as an appropriate representation of the secondary market
value. However, there are important limitations and considerations that should guide its use.

First, the term “closing price” is potentially misleading, as it is commonly interpreted as the last traded price on the
exchange. Where a figure is determined by reference to a midpoint at a time other than market close, it would be
more accurate to use an alternative term such as “closing value” or “NAV-Timed Mid Price.” These terms make clear
that the value was not derived from an actual trade and was not determined at the exchange close, thereby reducing
the risk of investor confusion.

Second, we note that most ETFs calculate their NAV at the close of the listing exchange, and we are not aware of many
exceptions. For those that do differ (e.g., certain bullion or international ETFs), managers require flexibility in
determining NAV timing. In such cases, if a market-derived price is reported at the NAV time, it should reference the
national best bid and offer (NBBO), not just the listing exchange, as the NBBO better reflects overall market value.

Third, we believe consistency is important. For investor clarity, a “closing” measure should be taken at the end of the
trading day (i.e., 4:00 p.m. ET). If an additional NAV-time mid-price is disclosed, it should be labeled distinctly to avoid
conflating it with a true closing price.

Finally, we emphasize that the two most relevant data points for investors are the daily NAV (as calculated by the
issuer) and the 4:00 p.m. NBBO. The CSA and CIRO should work together to ensure consistent and appropriate
terminology across rules and disclosures, as the current use of terms such as “closing price” and “NAV” risks confusing
investors and could ultimately make disclosure less, not more, clear to investors.

In summary:

e The midpoint at the time of NAV calculation can be a useful secondary market measure but should not be called
a “closing price.”

e More accurate terms include “closing value” or “NAV-Timed Mid Price.”
e For comparability, the “closing price” should always relate to the end of exchange trading hours.

e For ETFswith different NAV calculation times, the NBBO is a more appropriate reference than the listing exchange
alone.
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e Regulators should harmonize terminology to ensure clarity for investors.

5. Is the 2% premium/discount threshold appropriate to help identify ETFs that present significant
deviations from NAV over a period of more than seven consecutive business days?

The appropriateness of a 2% premium/discount threshold as a universal measure is debatable. While it aligns with
the U.S. SEC’s Rule 6¢11 and can serve as a useful baseline, its application across all ETF types may not provide
meaningful or comparable insights to investors.

Key considerations:

e Recentanalysis indicates that according to Fundata approximately 0.3% of ETF trading records in 2023 and 2024
exceeded the 2 percentlevel. Only four ETFs triggered the seven-day testin each year, with two of these appearing
in both years.

e Nature of the proposal. We recognize the 2% threshold and associated requirements have the appeal of
simplicity. It is not entirely clear what problem this solves in the Canadian market or who it is meant to help.

o Baseline threshold. To avoid complexity, we suggest maintaining a 2% threshold across the board as a baseline.
Moving to product-specific thresholds (e.g., 1% for domestic equity ETFs, 2% for others) would add unnecessary
complication.

e Timeframe. The current seven-day test may be too long. If regulators wish to shorten it, the specific period should
be clearly stated.

¢ Comparability and disclosure. While some have suggested standardized industry language to explain
deviations, we believe flexibility is preferable. Issuers should retain discretion to explain deviations in a way that
reflects the realities of their products and market exposures.

e Investor understanding. More disclosure is not necessarily better. Investors could misinterpret this information
as a trading signal—for example, assuming they should only purchase ETFs when they trade at a discount. A more
effective approach would be ensuring that dealers explain to clients how an ETF’s NAV differs from its market
price at the point of investment.

e Regulatory burden and duplication. The proposal is unusual in requiring:

1. Quarterly disclosure of days the fund traded at a premium/discount;

2. Aline chart of premiums/discounts over the prior quarter;

3. A“warning” flag if the premium/discount persists above 2% for seven days; and
4. Effective spread data over a rolling 30-day period.

We recommend simplifying this to require only a chart plotting NAV and closing price for the last 90 days, which
would render items (2) and (3) duplicative and unnecessary.

e Operational feasibility. Effective spread data over a rolling 30-day period can only be produced by the
exchanges. Before imposing this obligation, regulators should consult with the exchanges to confirm feasibility,
costs, and implementation timing.

e Complexity and risk of misinterpretation. The combination of thresholds, charts, warning flags, and
commentary risks creating a disclosure regime that is burdensome to manage, difficult to interpret, and
potentially misleading. Market dynamics such as foreign holidays, time zone differences, or liquidity mismatches
cannot be neatly summarized and may lead investors to draw the wrong conclusions.

Conclusion:

While using the 2% threshold as a baseline to promote simplicity and comparability, the broader set of proposed
disclosure requirements is unnecessarily complex, duplicative, and at risk of confusing investors. A more streamlined
approach—anchored around a 90-day NAV vs. closing price chart, issuer flexibility in commentary, and exchange
consultation on spread data—would provide meaningful investor protection without introducing undue operational
burden or misleading signals.

6. We observed from ETF websites that many ETFs offer downloadable daily NAV per security and closing
price data over historical periods (such as for the period since inception). In addition to presenting historical
premiums/discounts in a line graph as proposed, would it be beneficial to require ETFs to make their daily
NAYV per security, closing price, and premium/discount data for the past two calendar years available for
download?
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We do not believe it would be beneficial to require ETFs to make downloadable daily NAV, closing price, and
premium/discount data for the past two calendar years available on their websites. While we support providing
investors with meaningful transparency, this specific requirement raises several concerns:

. Limited Investor Benefit: We are not aware of any data or research indicating that downloadable daily NAV,
closing price, and premium/discount data would meaningfully improve investor outcomes.

. NAV vs. Premium/Discount Data: While daily NAV data is generally acceptable and useful,
premium/discount data is more problematic. The data can often be flawed or misleading. In particular,
premiums/discounts may reflect temporary market timing mismatches or liquidity factors rather than ETF
mispricing. Mandating this information could therefore create more risk of investor misinterpretation than benefit.

. Comparability and Relevance: Premium/discount data is not a meaningful or comparable metric across ETF
categories. For example, international and emerging market ETFs often trade with wider spreads due to market
timing and liquidity issues. Similarly, newly launched ETFs (under one year) may display heightened
premiums/discounts or bid/ask volatility for non-structural reasons. Requiring disclosure in these cases could
mislead investors rather than inform them.

. Operational and Cost Burden: Not all ETF issuers have the same scale or resources. For smaller issuers or
those without dedicated capital markets staff, implementing this requirement would add disproportionate costs and
operational burdens, without clear corresponding benefit to investors.

. Regulatory Burden vs. Best Practices: This proposal appears to add another regulatory layer to ETFs that
provides limited incremental value to end investors. While we support transparency and best practices, we believe
this should remain optional or recommended rather than mandated.

In summary, while we are supportive of enhancing transparency, we believe that mandating downloadable daily NAV,
closing price, and premium/discount data for two years is not justified given the limited utility for investors, the flaws
inherent in premium/discount disclosure, and the disproportionate burden on issuers. We recommend that such
disclosures be encouraged as best practices rather than required.

7. Are there alternative metrics or data presentations to those proposed that would help investors assess
the functioning of the ETF’s arbitrage mechanism and the liquidity of the ETF’s securities on the secondary
market? Would daily average bid-ask spreads over the same historical periods proposed for premiums and
discounts in subsection (c) be useful for investors, in addition to the 30-day median bid-ask spread
proposed?

We do not believe additional metrics beyond those already proposed would materially enhance investors’
understanding of ETF liquidity or the arbitrage mechanism. In particular:

e 30-day median is sufficient: Daily average (mean) bid-ask spreads are not particularly meaningful, as
averages can be easily skewed by outliers, especially during volatile periods. The 30-day median bid-ask
spread is a more appropriate and reliable measure of typical trading costs. Monthly averages would also be
sufficient for investors making buy/hold/sell decisions.

e Premium/discount metrics are adequate: Historical bid-ask spread data is unlikely to be relevant for
investors’ real-time decisions, and daily averages would add little incremental value.

o Liquidity data is already accessible: Exchanges, market data services, and online trading platforms already
provide real-time liquidity information. Most platforms alert investors when order sizes may exceed
displayed liquidity. This provides more practical insight than requiring issuers to publish additional spread
statistics.

e True liquidity and arbitrage are not well reflected in spreads alone: On-screen spreads do not capture
true liquidity, which is driven by the ETF’s underlying holdings and the markets those holdings trade in. For
example, North American equity ETFs typically exhibit tighter spreads throughout the day, whereas EMEA
equity ETFs may show tighter spreads only during overlapping trading hours. A key measure of effective
arbitrage is not the spread itself but how many firms are actively quoting on a given day in normal conditions,
since this determines the competitiveness of the arbitrage mechanism. However, this is a subtle point that
cannot be conveyed through a simple website metric and would be easily misunderstood by investors.

e Risk of misinterpretation and misuse: Mandating bid-ask spread disclosures creates risks. Without
context—such as trade size, market conditions, or quoting depth—spreads can be misleading. Investors may
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misinterpret them, and ETF issuers may selectively use them for marketing comparisons across non-
equivalent products. Standardizing methodology across issuers and vendors would also be complex.

e Costand complexity outweigh benefits: The operational effort and cost to consistently produce and publish
additional spread metrics would be significant, without corresponding benefit to investors. The more
meaningful driver of spreads—flows and quoting activity—cannot be captured in a simple public-facing
statistic.

e Focus on education over more data: Many investors still lack a full understanding of ETF liquidity and
arbitrage. Investor education—on why spreads exist, how they relate to flows and underlying markets, and
what signals are most useful—would do more to protect investors than mandating additional complex
metrics.

In summary, while bid-ask spreads do reflect round-trip trading costs, their usefulness as a mandated disclosure
is limited. The 30-day median bid-ask spread, combined with premium/discount disclosure, is sufficient.
Additional requirements would create unnecessary cost and complexity, risk misinterpretation, and offer little
incremental value to investors.

8. To what extent would the proposed website disclosure requirements increase costs for ETFs, taking into
consideration the pricing information that is currently required in the ETF facts document? Please provide
additional costs beyond the costs of providing the information currently required in the ETF facts document
(e.g., initial set-up costs, on-going data costs, etc.).

The proposed website disclosure requirements would result in meaningful and potentially prohibitive additional
costs for ETF issuers, both in terms of initial set-up and ongoing maintenance. Managers would likely need to engage
third-party vendors to support data provision, automate feeds, ensure accuracy, and maintain daily updates. These
requirements would involve:

o Significant set-up costs related to website development, integration of data feeds, and contracting with service
providers.

e Ongoing expenses for data aggregation, vendor licensing, historical data management, and maintenance of
publishing tools and interfaces.

o Additional licensing costs, as some data providers restrict the public use of their data or require considerably
more expensive licenses when data is made publicly available.

The costs would be disproportionately burdensome for smaller issuers with fewer ETFs or lower AUM, where the
overhead could be especially punitive. Producing and maintaining more detailed metrics (e.g., 30-day median bid-ask
spreads) would also necessitate specialized infrastructure and reliance on third-party vendors such as TMX or
Grapevine.

[t is difficult to provide a precise industry-wide estimate at this stage with costs expected to be material, particularly
when compared to the limited incremental benefit for investors. The challenge in quantifying these costs stems from
variability across issuers (size, number of ETFs, existing infrastructure, vendor arrangements, etc.) and the fact that
vendors themselves have not standardized the pricing for public disclosure rights. These limitations preclude a
reliable estimate, though the industry consensus is clear that the costs would be high.

Finally, we believe these costs must be weighed carefully against the purpose of the requirements. Most of the
information contemplated by the proposal is already available through brokerage platforms or in the ETF Facts
document.

9. Should the ETF facts document include information about premiums/discounts in the “Pricing Information”
table, such as including the mean of the daily premiums/discounts over the 12-month period ending within 60
days of the date of the ETF facts document? What other measure would provide representative information
about historical premiums/discounts?

We do not believe that the ETF Facts document should be updated to include information about premiums/discounts
in the “Pricing Information” table. The ETF Facts already provides investors with key pricing information such as
market price, NAV, and average bid-ask spread. Adding the mean of daily premiums/discounts risks introducing
confusion, as the mean can be skewed by outliers or structural factors such as differences in trading hours between
underlying securities and the ETF itself.
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More importantly, this data is often flawed and can lead to misleading implications for investors. Including such
information in a static document updated only annually would therefore result in stale, potentially inaccurate
disclosures that add little value for investors.

If regulators wish to make premium/discount information available, the more appropriate venue would be on ETF
websites where it can be refreshed frequently and presented with sufficient context. In such a setting, investors can
access relevant information that is timely and useful.

We also question what problem this disclosure is intended to solve. ETFs generally trade very close to NAV because
of their open-ended structure and the presence of market makers. As such, additional disclosure risks complicating a
document that is meant to be simple and accessible for retail investors, without offering meaningful incremental
insight.

That said, if premium/discount data is to be disclosed, a static mean figure is not the most representative measure. A
line graph showing the daily premium/discount to NAV (PD-NAV) over the most recent completed calendar year
would provide better transparency, as it captures the variability of deviations rather than relying on a single number
that can obscure important dynamics.

In summary:

e The ETF Facts should not include premium/discount data, as it risks being stale, flawed, and misleading.
e Ifrequired, such data is better suited for websites with regular updates.
e Aline graph of daily PD-NAV for a recent period is more representative than a mean calculation.

10. Does the proposed policies and procedures requirement offer sufficient flexibility for ETF manager
monitoring?

We agree that issuers should have policies and procedures to monitor the effectiveness of the arbitrage mechanism
and liquidity provision in the secondary market. In our view, the proposed policies and procedures requirement does
provide sufficient flexibility, as it allows ETF managers to tailor methodologies, parameters, and review frequency to
their specific products while establishing a baseline for oversight. Many issuers, particularly larger ones, already
engage in real-time monitoring of arbitrage effectiveness and liquidity, so the framework would largely formalize
existing practices without being unduly restrictive.

That said, several important considerations must be highlighted:

o Flexibility vs. Prescriptiveness: The requirement should remain non-prescriptive. Rigid or fixed metrics may
be difficult to apply consistently, especially during periods of heightened market volatility, and could lead to
compliance in form but not in substance. Real-time NAV, for example, has been shown to be costly, not
representative, and was previously abandoned by vendors such as Bloomberg.

¢ Role of Exchanges and Market Makers: While some members believe exchanges are best positioned to monitor
market makers given their oversight of lead market maker or designated broker (DB) obligations tied to incentive
programs, others note that exchanges’ role is limited to enforcing their own program parameters. Only ETF
managers can ultimately determine whether the quality of liquidity aligns with how their product was designed.

o Issuer Limitations: Issuers do not control activity in the secondary market. IFMs lack authority to compel APs
or DBs (the exchange compels DBs to make markets) to create, redeem, or make markets, as AP agreements
simply provide processes for participation. As such, there is a natural limit to what monitoring can achieve.
Importantly, we also question what regulators expect issuers to do as a result of monitoring when the levers
available to them are inherently limited.

o Barriers to Entry: While large issuers have resources to conduct robust monitoring, requiring smaller issuers to
implement formalized processes could create additional barriers to entry and discourage innovation.

e Practical Value: Monitoring does not necessarily translate into tighter spreads or better execution. However, it
does ensure that issuers are informed about how their ETFs trade and whether liquidity provision is functioning
as expected.

In conclusion, we believe the proposed requirement provides sufficient flexibility for ETF managers, provided it
remains non-prescriptive. Current industry practices already demonstrate that effective monitoring is taking place.
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Exchanges, ETF managers, and market makers each have distinct but complementary roles, and imposing rigid
requirements risks adding cost and complexity without meaningfully improving market quality.

11. Should the policies and procedures include other specific metrics that should be monitored? In addition
to bid-ask spreads and premiums/discounts to NAV, what metrics should be required to be monitored?

We do not believe the policies and procedures should prescribe additional specific metrics. Market dynamics and ETF
structures vary significantly, and the most relevant indicators can change over time. Prescriptive requirements could
therefore become outdated or inappropriate. Instead, issuers should have sufficient flexibility to determine which
metrics to monitor, allowing portfolio managers and trading teams to adapt their monitoring framework to evolving
market conditions and the unique characteristics of their ETFs.

That said, should policies and procedures be required, they should be developed on a principles-based basis rather
than through prescriptive lists of metrics. This approach would provide managers with adequate flexibility without
dictating specific analyses or methodologies that may not apply across different ETFs.

Where monitoring is undertaken, focus should remain on the functioning of the arbitrage mechanism and
secondary market resiliency. Useful indicators may include:

e Authorized Participant (AP) activity: monitoring the size, consistency, and depth of posted quotes, as well as
the frequency and volume of intraday trading.

¢ Diversity of participants: assessing the number of active APs or market makers quoting on an ETF at any given
time, which directly impacts market resilience and the effectiveness of arbitrage.

e Spread and premium/discount drivers: evaluating factors contributing to significant deviations from expected
levels, such as underlying market volatility or structural limitations in the portfolio.

We caution against imposing vague requirements such as a mandated “action plan,” given that ETF issuers have
limited mechanisms to influence secondary market trading activity. As the CSA has itself acknowledged, much of this
activity lies outside the direct control of issuers and instead depends on APs, market makers, and broader market
conditions.

In summary, no additional prescriptive metrics should be mandated. A principles-based framework that empowers
issuers to determine appropriate monitoring practices—while recognizing the limits of their influence over the
secondary market—would be the most practical and effective approach.

12. Do ETF managers make arrangements for liquidity provision with dealers that are not APs?

In general, ETF managers do not make formal arrangements for liquidity provision with dealers that are not APs.
Most ETF portfolio holdings and related data are treated as confidential and are only shared with parties under
contract (e.g., APs or other formally engaged entities) or when such information has been publicly disclosed.

At the same time, it should be recognized that if such arrangements exist, they can create concerns around an unlevel
playing field. To mitigate this risk, transparency and consistency of treatment across market participants are
important considerations, and managers should avoid selective sharing of information outside of properly papered
agreements.

13. Would disclosing the ETF manager’s parameters on the ETF’s website provide context for investors and
help them evaluate the trading information proposed to be disclosed on the ETF’s website under subsection
1IL.B.1?

We do not believe that disclosing the ETF manager’s internal parameters on the ETF’s website would provide
meaningful context or assist investors in evaluating the proposed trading information.

e The parameters used to monitor the effectiveness of the arbitrage mechanism and secondary market liquidity are
highly technical, vary across issuers, and are not designed for investor use. They would be very difficult for lay
investors to understand and interpret, which could lead to confusion and misinformed decision-making.

o Disclosure risks revealing proprietary monitoring practices. Dealers could use this information on how certain
managers operate, and other managers could gather competitive intelligence.
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e Most investors already rely on observable and accessible trading metrics such as bid-ask spreads and
premiums/discounts, which provide practical insight into ETF trading quality. Adding internal thresholds would
not improve decision-making and may instead result in information overload.

14. Is information regarding an ETF’s arrangements with its APs important for an investor’s evaluation of
an ETF? If not, why not?

Information regarding an ETF’s arrangements with its Authorized Participants (APs) is not important for an
investor’s evaluation of an ETF.

e Investors transact in the secondary market and do not know, control, nor particularly care which AP is involved
in the transaction. The mechanics of creation and redemption are operational in nature and do not inform an
investor’s assessment of an ETF’s investment objectives, performance, or trading costs.

e When evaluating an ETF, investors focus on factors such as investment objectives and strategy, historical
performance, fees, and secondary market trading metrics (e.g., bid-ask spreads, premiums/discounts). These are
the relevant considerations for making investment decisions.

e The role of APs is already described in the prospectus, including related risks. This disclosure is sufficient. Any
conflicts of interest arising from AP arrangements are addressed under NI 81-107, making additional disclosure
unnecessary.

e Arrangements with APs are largely standardized, procedural, and not differentiating factors for investors.
Detailed contractual information is not relevant to an investor’s ETF evaluation and should remain confidential
between issuers and APs.

e More disclosure could create confusion. Investors are unlikely to know what “good” looks like in these
arrangements, and additional detail would not help them make better investment decisions. The key is that the
mechanism functions properly, not how the operational details are structured.

e At most, some very limited disclosure—such as confirming the existence of AP arrangements without naming
APs—could be acceptable, though the practical value of this information for investors remains unclear and does
not mitigate meaningful risks.

In our view, disclosure of AP arrangements does not provide investors with meaningful or actionable information.
The existing disclosure framework already provides investors with what they need to evaluate an ETF.

15. Would the proposal to include each agreement to act as an AP for the ETF as a document required to be
filed with the prospectus and listed under the “Material Contracts” heading in the prospectus provide
investors with useful information about the ETF’s arrangements with its APs? Are there other means of
providing information regarding the ETF’s arrangements with its APs?

We are of the view that requiring ETF managers to file AP agreements as “Material Contracts” would not provide
investors with useful or meaningful information.

o Not material to investors: AP agreements are operational in nature and do not impact an investor’s ability to
evaluate whether an ETF is a suitable investment. They do not carry financial obligations or penalties of the type
typically associated with “Material Contracts,” and therefore are not material in the context of investment
decision-making.

o Information already available: Issuers already provide disclosure regarding AP arrangements in the
prospectus. It is unclear what additional, decision-useful information the CSA believes would be gained by
requiring the full legal agreements.

o Investor confusion risk: AP agreements are lengthy, technical legal documents drafted for operational purposes.
Disclosure of these documents is more likely to confuse investors than assist them in evaluating an ETF. The
practical reality is that the way in which an ETF trades—its spreads, liquidity, and market depth—provides far
better insight into the effectiveness of its arbitrage mechanism.

e Operational and regulatory burden: Including these agreements would add significant and ongoing compliance
costs. Prospectuses already contain high-level disclosure of material contracts, and requiring individual AP
agreements would mean issuers must consult and obtain sign-off from all APs at each renewal, complicating and
potentially delaying the process. AP agreements are frequently updated (as new ETFs are added or terms
amended), requiring re-filing would be unnecessarily burdensome and would reduce industry nimbleness.
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o International precedent: The SEC does not require AP agreements to be filed with the prospectus in the U.S.
ETF market. Imposing such a requirement in Canada would create unnecessary divergence from established
international practice.

e Minimal benefit to investors: It is difficult to see what incremental value investors would gain. The market
itself—through observable pricing and liquidity—provides the clearest evidence of whether the ETF
creation/redemption mechanism is functioning properly.

In short, requiring AP agreements to be filed as “Material Contracts” would not enhance investor protection or
decision-making and would introduce unnecessary costs and complexity. We recommend that the current disclosure
requirements remain in place, whereby issuers provide appropriate information in the prospectus about their AP
arrangements. To the extent that AP arrangements create risks or potential conflicts of interest, these should be
addressed and managed under NI 81-107. Investors who desire additional information may also contact the ETF
manager directly.

16. Should an ETF’s agreement with its designated broker be required to be filed with the ETF’s prospectus
as a required document under s.9.1(1)(a)(iv) of NI 41-101 and disclosed under Item 31 (Material Contracts)
of Form 41-101F2 Information Required in an Investment Fund Prospectus?

Overall, we do not believe that requiring an ETF’s designated broker (DB) agreement to be filed and disclosed as a
“Material Contract” would provide meaningful value to investors.

e Not Relevant to Investors: These agreements are primarily operational and legal in nature. They do not
materially impact an investor’s ability to evaluate whether the ETF is an appropriate investment. In contrast to
custodial or advisory arrangements, the designated broker relationship is fluid, easily changed, and does not carry
the same level of significance for investors.

e Disclosure of DB Identity Only: We see no objection to disclosing in the prospectus who the designated broker
is for each ETF. However, naming designated brokers (DBs) or filing the agreements themselves adds little
incremental value.

o Conflicts and Risk Factors Already Covered: Where there are potential conflicts of interest or if liquidity risks
could arise from such arrangements, these matters should be addressed and disclosed as part of the ETF’s risk
factors in the prospectus. It is not necessary to carve out separate limited disclosure obligations tied to DB
agreements.

e Limited Value in Agreement Disclosure: While some stakeholders noted that disclosure of exclusivity
provisions could, in theory, provide useful context, we remain of the view that any material liquidity risks or
conflicts should already be captured and disclosed elsewhere. In practice, the full agreements are lengthy,
technical, and unlikely to be useful to retail investors.

In summary, we recommend against requiring DB agreements to be filed as “Material Contracts.” The most
appropriate approach is to ensure the identity of the DB is disclosed, with any related liquidity or conflict issues
addressed through existing disclosure requirements and the risk factor sections of the prospectus.

17. Do ETF managers provide information to determine the ETF’s underlying value and information for the
creation and redemption of units to market participants other than APs (i.e., market participants that do
not have a written agreement that authorizes them to create and redeem units) in order to foster a more
diverse pool of potential arbitrageurs? If an ETF manager enters into agreements or arrangements with
such other market participants, should the ETF manager also provide these participants with the same
information for conducting arbitrage as is provided to APs, even though they are not authorized to create
or redeem units?

ETF managers generally do not provide creation/redemption information to market participants that are not
authorized participants (APs) under a formal agreement. Information such as basket details, portfolio holdings, or
valuation data is usually reserved for contracted APs, who are bound by compliance and confidentiality obligations.
This ensures that sensitive information is managed responsibly while protecting the proprietary interests of issuers.

That said, there are limited cases where ETF managers may provide certain information to non-AP market
participants, but only under formal arrangements and subject to confidentiality. In practice, this is not the norm, and
when it occurs, it raises valid concerns. Either information is provided exclusively on a confidential basis to APs, or it
risks undermining transparency and fairness if shared more broadly without a consistent framework.
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There are also subtle but important legal considerations. For example, the agency-creation business model straddles
primary and secondary markets in ways that may not clearly align with existing UMIR exemptions. This legal wrinkle
underscores the need for discipline and caution in how information flows to non-APs.

We do not believe there should be a regulatory obligation for ETF managers to provide non-APs with the same
information as APs. Managers should retain the discretion to determine, on a case-by-case basis, what information—
if any—is appropriate to provide. Some secondary market participants may find primary market data useful for
pricing models, but unrestricted disclosure could create more risks than benefits, particularly if it involves private
terms such as create/redeem fees that are unique to an issuer’s execution capacity.

The OSC’s ETF Study supports this view, having found no material correlation between broader public disclosure of
full portfolio information and improved trading spreads. The current model—where information is made available
to a controlled set of contracted APs—has proven effective at maintaining efficient arbitrage while protecting issuers
and investors. In theory, additional transparency to non-AP participants could support more diverse arbitrage
activity, but in practice, only a handful of market makers truly add liquidity.

In summary:

¢ ETF managers sometimes provide information to non-APs, but only under formal contractual arrangements.
o Extending information beyond APs should remain optional and at the discretion of the ETF manager, not
mandated.

The current framework has proven effective, and regulatory intervention mandating broader disclosure is neither
necessary nor advisable.

18. Does having only one AP pose undue risk for the primary market? Are there obstacles for ETFs to contract
with at least two APs?

We are of the view that having only one AP can pose risks, particularly during periods of market stress or operational
disruption. Relying on a single AP increases operational risk, which may impair the creation/redemption process,
leading to wider bid-ask spreads and larger deviations from NAV. There is a significant step-away risk and a broader
market quality concern. Multiple APs provide redundancy, business continuity, and foster competition, which in turn
enhances market efficiency and investor outcomes.

At the same time, the presence of multiple APs on paper does not necessarily guarantee active participation or
quoting. There is a material distinction between simply signing agreements and actually supporting the ETF in the
market. APs must also be economically incented to quote daily; without that commitment, having more than one AP
may not meaningfully improve outcomes.

In general, most established ETFs face limited obstacles in contracting with more than one AP. However, there are
meaningful challenges for certain products and issuers, including:

¢ New or smaller issuers may struggle to attract more than one AP given the number of products already in the
market and the significant capital and system requirements needed to act as an AP.

¢ Niche or low-volume ETFs may not present sufficient trading or arbitrage opportunities to incentivize multiple
APs to participate.

International practices also highlight potential solutions. In Europe, ETF issuers often pay market makers a fee to
provide minimum levels of liquidity support on their ETFs. In Canada, no such framework exists, which may make it
more difficult for smaller or newer issuers to secure multiple APs. Regulators may wish to explore whether similar
guidelines around market-making support would improve consistency and investor outcomes.

In summary, while having only one AP does not necessarily create systemic risk that requires regulatory intervention,
it can increase operational risks and investor costs. Multiple APs should be encouraged but regulators should also
recognize the practical obstacles that smaller and niche issuers face. Ultimately, what matters most is not just the
number of APs, but whether those APs are active and economically incented to support the ETF on a daily basis.
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19. Would the presence of a second AP (and therefore, the potential for competition) help mitigate concerns
associated with a single AP potentially not maintaining efficient arbitrage to align the market price of the
ETF closely to the underlying value? Is this concern more significant for ETFs that do not disclose daily
portfolio information to the public, making it less likely for non-AP dealers to provide liquidity? Are there
other ways for the ETF manager to ensure that a sole AP maintains efficient arbitrage?

The presence of a second AP is widely seen as a key mitigant to the risks associated with relying on a single AP.
Competition between APs can help align the market price of the ETF more closely with its underlying value, and in
times of market stress, a second AP can provide redundancy and resiliency. However, there is a significant difference
between having a second AP signed up on paper and having that AP actively quoting and committing capital. The true
issue lies in how to incentivize APs to quote and maintain liquidity on a daily basis.

[t is also important to note that managers cannot realistically ensure that a sole AP maintains efficient arbitrage. They
can monitor spreads, engage with APs when issues arise, and structure incentives appropriately, but ultimately,
efficient arbitrage depends on APs’ willingness and ability to act. Managers can ask, encourage, and monitor—but
they cannot guarantee outcomes.

Other measures beyond the number of APs may do more to support efficient arbitrage and secondary market
quality. These include:

e Transparent pricing sources and basket creation processes, which give APs and other market participants
confidence in valuation.

e Due diligence when onboarding APs, to ensure they have the operational capacity and incentives to provide
liquidity.

¢ Ongoing monitoring of spreads, premiums/discounts, and arbitrage activity, with direct engagement of APs
when dislocations are identified.

o Economic incentives to encourage active market making, since without a commercial rationale, APs may have
little reason to commit capital.

Overall, while having multiple APs may reduce business and operational risk, the more robust safeguard lies in
fostering a market structure with transparency, monitoring, and proper incentives. Multiple APs can help, but they
are not a certainty or a complete solution in themselves.

20. If an ETF has only one AP due to specific obstacles in contracting with more APs, should exclusive
arrangements with the AP be prohibited, thereby making it possible for the ETF to contract with additional
APs once the obstacles do not exist? What benefits would an exclusive arrangement (or de facto exclusive
arrangement) provide for the ETF and its investors that would outweigh the risks of limiting primary
market access (and potentially, liquidity provision, for certain ETFs) to only one AP?

We are of the view that exclusive AP arrangements generally create more risks than benefits and should, as a best
practice, be avoided. Exclusive arrangements restrict competition, reduce the breadth of participation in the primary
market, and may impair liquidity provision. They can also give the AP an advantage in recovering seed capital before
other APs can engage, which does not benefit investors and could create conflicts of interest. Limiting competition in
the primary market can reduce pricing efficiency and innovation, both of which are critical to long-term industry
growth. In principle, the foundation of the ETF market is multiple APs competing to ensure efficient arbitrage. Relying
on a sole AP flies in the face of these first principles.

That said, we acknowledge that exclusivity sometimes arises in practice. In certain cases, exclusivity may be the only
way for an issuer to secure seed capital and launch a fund. While this may be a necessary business reality to bring a
product to market, others view this as a sign that the ETF should not proceed—if contracting with multiple APs is not
feasible, the ETF may not be suitable to launch.

Accordingly, while we do not believe exclusivity should be prohibited outright, we strongly recommend that:
e Any exclusive arrangement should be clearly disclosed so that investors are aware of the structure.

o Ifthe arrangement gives rise to potential conflicts of interest, the matter should be reviewed and approved by the
ETF’s Independent Review Committee (IRC).
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e Such arrangements should be temporary and limited to addressing operational realities of seeding and launching
a fund, and should not be used as an ongoing structural feature.

In summary, exclusive AP arrangements should be discouraged because they offer little benefit to investors and
introduce meaningful risks to market efficiency. Where they are necessary to facilitate seed capital and product
launches, they should be temporary, transparent, conflict-managed, and quickly opened to broader AP participation
once obstacles fall away.

21. If an ETF only has one AP, should the name of the AP be prominently disclosed in the prospectus or ETF
facts document, for example, under Items 14 (Purchases) and 15 (Redemptions) of Form 41-101F2 and
under Item 2, Part I of Form 41- 101F4 (Quick Facts table), to inform investors of the ETF’s reliance on the
sole AP?

We do not believe that the name of a sole AP should be prominently disclosed in the prospectus or ETF Facts
document. Requiring this disclosure would create operational inefficiencies and could have unintended
consequences. Specifically, naming the AP in these documents could necessitate refiling whenever an AP changes,
even if the change has no material impact on investors. This could discourage ETF managers from replacing an
underperforming AP, and at the time of filing, the AP agreement may not yet be finalized, creating further
complications.

Instead, we recommend a principles-based approach:

e Disclosure of the risk, not the name. Where an ETF has only one AP, the prospectus should include risk
disclosure noting that reliance on a single AP could limit primary market access, reduce liquidity provision, and
impair efficient arbitrage between market price and NAV.

o Conflicts of interest. Existing disclosure requirements may already require this relationship to be disclosed in
the “conflicts of interest” section of the prospectus.

Some members went further, suggesting that an ETF relying on a sole AP should, at minimum, be subject to very clear
and prominent disclosure of this fact, and that in certain cases such a structure may not even be appropriate for an
ETF. Others expressed that the AP’s identity is not particularly important to investors, who transact in the secondary
market and do not interact directly with APs. Investors are better served by understanding the risks of reliance on a
single AP and by having access to updated information via the ETF’s website.

This approach balances transparency with flexibility, provides investors with meaningful risk disclosure, and avoids
imposing unnecessary regulatory or operational burdens—while acknowledging that a sole-AP structure presents
fundamental risks that must be communicated clearly.

22. Should ETFs continue to be allowed to determine the type of valuation information they provide to
facilitate the arbitrage mechanism? If not, what parameters for portfolio information would ensure that the
valuation information provided can facilitate effective arbitrage that will promote close tracking of the
market price of the ETF to the underlying value? For example, should there be a requirement to provide the
portfolio holdings that make up a minimum percentage of the portfolio’s value?

We believe ETFs should continue to have flexibility in determining the type of valuation information they provide to
facilitate the arbitrage mechanism. The alignment of interests between ETF managers and authorized participants
(APs) ensures that relevant information is already being shared: efficient arbitrage and tight bid-ask spreads benefit
both ETF issuers and investors. The OSC’s ETF study provides no evidence that additional regulation is required, and
the current framework has generally proven effective in supporting liquidity and price alighment.

That said, there are strong arguments that ETF managers should be required to provide comprehensive, high-quality
information to APs. Effective arbitrage depends on APs having access to accurate and timely portfolio data. Providing
stale, partial, or optimized baskets is insufficient and risks impairing the arbitrage process. If managers withhold
information in order to protect intellectual property, they are effectively asking investors to pay the price of weaker
market quality.

In balancing these perspectives, the following principles emerge:
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e Public disclosure: While APs should have full transparency, there is no need for daily public disclosure of
holdings but rather, it should be left to the discretion of the manager depending on the type of ETF. Protecting
intellectual property remains valid, and public release does not improve arbitrage effectiveness.

o Safeguards for confidentiality: Where IP protection is a concern, NDAs with APs can balance the need for
transparency with competitive concerns.

e Investor outcomes as the standard: Ultimately, the focus should be on ensuring that investors are not
disadvantaged. Weak data quality and inconsistent information provision directly harm investors through higher
costs and less efficient markets.

In summary, while the current discretionary approach has worked reasonably well, we believe there is a strong case
for requiring ETF managers to provide comprehensive valuation information to APs, with any managerial discretion
limited to the margins. Investor outcomes must remain the guiding principle, and efficient arbitrage requires that APs
have the tools they need to support tight spreads and robust secondary-market trading.

23. Do our proposals, as outlined in subsection IILD.5, sufficiently address the risks of information
asymmetry? Are there additional measures that could further reduce these risks?

We do not believe the risks of information asymmetry, as characterized in the proposals, are material or require
additional regulatory intervention. Investors already receive the necessary information in the prospectus to
evaluate an ETF as an investment, and secondary market trading is driven by publicly available data such as NAYV,
market price, and bid-ask spreads.

e On the existence of risk:
We disagree with the premise that there is a meaningful gap in investor understanding of (a) whether daily
portfolio holdings information is publicly available, and (b) the type of valuation information provided to
facilitate arbitrage. The OSC’s own study indicated no evidence that public disclosure of full portfolio holdings
improves arbitrage effectiveness or liquidity. In practice, it is already clear to investors visiting an ETF’s website
whether the ETF discloses full holdings daily, only the top 10, or some other measure.

¢ On disclosure of AP arrangements and policies:
Disclosure of AP arrangements do not benefit end investors. These are operational matters that have no bearing
on an investor’s buy, hold, or sell decision. We agree that ETF managers should maintain internal policies on
how and to whom portfolio information is disclosed, but we disagree with requiring public disclosure of such
detailed operational policies. At most, a high-level summary of the ETF’s disclosure policy could be included in
the prospectus for transparency without adding unnecessary burden.

¢ On daily metrics and operational practicality:
The proposed daily metrics requirements are overly burdensome and costly to implement, particularly for
smaller issuers. They are unlikely to provide meaningful benefit to investors. Similarly, the proposed definition
of “daily transparent ETF” requiring that no market participant receive portfolio holdings before they are
posted on the website is not operationally practical. It is standard industry practice to deliver portfolio holdings
to APs overnight so that they are prepared at market open. This sequencing has no adverse impact on investors,
as no trading occurs before the market opens.

e On ensuring consistency and avoiding tiered access:
While we do not believe information asymmetry is a material risk, consistency in disclosure practices across the
industry would help reduce confusion. A simple, effective measure would be to require all ETFs to disclose in
their prospectus that they have a portfolio holdings disclosure policy in place.

Conclusion:

The proposals, while well-intentioned, already go further than necessary and risk creating unnecessary costs and
operational challenges without delivering clear benefits to investors. We recommend simplifying the approach:
require a high-level summary of the ETF’s portfolio holdings policy in their prospectus to provide clarity and
consistency, while allowing ETF managers the flexibility to determine the appropriate level and timing of disclosure.

24. Do you agree that permitting ETFs to provide full portfolio holdings (or other valuation information)
daily only to APs for market making purposes strikes an appropriate balance between offering investors
more product choice and the potential risks of information asymmetry?
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Yes, we agree. Providing full portfolio holdings or other valuation information daily only to Authorized Participants
(APs) for market-making purposes strikes the appropriate balance between facilitating efficient arbitrage and
supporting product innovation, while avoiding unnecessary risks of information asymmetry.

e The OSC’s own study found no evidence that public disclosure of full portfolio holdings improves arbitrage
effectiveness or enhances ETF liquidity.

e Daily disclosure to APs is necessary so they can accurately value the ETF and maintain orderly markets. Without
it, spreads would widen, ultimately increasing transaction costs for investors.

e Importantly, as shown in the OSC study investors have not been disadvantaged under the current framework.

e Allowing issuers to limit daily disclosure to APs enables a broader range of active strategies to be offered in the
ETF structure. Requiring daily public disclosure could deter managers from pursuing certain active strategies
where such transparency might harm ETF performance or compromise the manager’s intellectual property, to
the determent of investor choice.

In sum, the current framework provides investors with more product choice, maintains efficient pricing, and avoids
unnecessary risks or costs for certain ETFs which could be associated with daily public disclosure, while ensuring
APs can operate with legal and regulatory certainty.

25. Do the proposed policies and procedures regarding an ETF’s disclosure of portfolio information for
valuation and its disclosure of portfolio information to the public outlined in subsection II1.D.3 cover the key
elements for portfolio information disclosure?

Yes, we agree that the proposed policies and procedures adequately address the key elements of portfolio
information disclosure.

e Wesupportthe requirement for ETF providers to maintain clear policies and procedures governing the disclosure
of portfolio information for valuation purposes, as well as for public disclosure.

e We have no concerns with the current approach. In practice, firms that have entered into an AP agreement are
provided with portfolio information on a daily basis to facilitate arbitrage. While the specifics of the information
provided should not be disclosed publicly, we agree with the principle that appropriate conditions and
restrictions (e.g., confidentiality and trading limitations) should be in place.

e We also have no concerns with disclosing, at a high level, that policies exist to determine whether and how
frequently portfolio information is disclosed to the public. However, we do not believe it is necessary to state the
frequency for each ETF. This is already evident to investors visiting the ETF’s website—where either full holdings
are disclosed or only the top 10 holdings are listed with relevant “as at” dates. Additional regulatory disclosure
would add little value.

e We do not support disclosing the internal processes by which portfolio information is provided to APs or posted
on websites, as these are operational details that do not contribute to an investor’s buy/hold/sell decision.

o While we support disclosure that equal access is provided to all APs under the same conditions, we do not believe
it necessary to publish the internal procedures by which this is ensured.

e We agree that disclosure of these key elements is appropriate in the prospectus, but not on the website. The
prospectus is the appropriate vehicle for communicating regulatory and policy matters, while the website is
better suited for real-time market data and investor-facing content.

The proposed policies and procedures are sufficient as drafted and strike an appropriate balance between
transparency and practicality.

26. Would the proposed disclosure requirements regarding an ETF’s Portfolio Holdings Disclosure Policy in
the ETF’s prospectus and website provide sufficient information about the public availability of information
regarding the ETF’s portfolio holdings and the portfolio information that it provides to facilitate arbitrage?
Is there other information that would be helpful for an ETF to disclose about its Portfolio Information
Disclosure Policy? Should the proposed disclosure be included in both the prospectus and the ETF’s website?

Disclosing a high-level summary of an ETF’s Portfolio Holdings Disclosure Policy in the prospectus appropriately
informs investors of the public availability of information regarding the ETF’s portfolio holdings and the portfolio
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information that is provided to facilitate arbitrage. We do not believe there is any additional information that would
be helpful or necessary for ETFs to disclose about their Portfolio Information Disclosure Policies.

We agree that disclosure in the prospectus is appropriate, as the prospectus is the proper vehicle for regulatory and
policy matters of this nature. The website should remain primarily focused on providing real-time and practical
information for investors. The proposed disclosure framework therefore strikes a reasonable balance between
transparency and administrative burden.

In summary:
e No additional disclosures would be helpful or necessary.
e Prospectus disclosure is appropriate.

27. Does the proposed defined term “daily transparent ETF” effectively convey to investors that such an ETF
discloses its full portfolio holdings to the public daily?

Views from our members on the proposed term are mixed.
On balance, many industry participants do not support the introduction of the term “daily transparent ETF.”

e We disagree with the CSA’s premise that there is a gap in investor understanding regarding:

(a) whether current daily portfolio holdings information is available to the public, and if not, what portfolio
information is available; and
(b) the type of valuation information provided to facilitate arbitrage, which may not be publicly disclosed.

e We ask what evidence the CSA has that such a gap exists, and more importantly, what impact—if any—this
has on investors’ buy/hold/sell decisions.

e We strongly oppose labelling ETFs as “daily transparent ETF” or “non-daily transparent ETF.” No other
jurisdiction that we are aware of uses this approach and adopting it would put Canadian ETFs at a competitive
disadvantage.

e The proposed label risks creating the perception that ETFs designated as “daily transparent” are superior to
those that are not. This would be misleading, as the OSC’s own study concluded that portfolio transparency
has no impact on the efficiency of arbitrage, ETF liquidity, or dealers conducting arbitrage and providing
liquidity.

e The term also introduces operational challenges: ETFs typically disclose holdings as of the previous day’s
close, yet intraday portfolio manager trading activity may lead to deviations from what is published. Without
clarification, investors may wrongly interpret “daily transparency” as implying real-time disclosure.

e More broadly, the terminology suggests that ETFs not falling under this definition are “not transparent,”
which is problematic and inaccurate. Investors, and their advisors or dealers, already have access to portfolio
holdings information via ETF websites when and where it is made available.

That said, some stakeholders were more comfortable with the terminology.

e For some, “daily transparent ETF” is a reasonable and meaningful descriptor, as it accurately signals to
investors that full portfolio holdings are disclosed each day.

e These respondents accept that the definition can help distinguish between ETF structures with different
disclosure practices.

In summary, while there is some support for the proposed term as clear and meaningful, the majority of members
view it as unnecessary, potentially confusing, and competitively disadvantageous to the Canadian ETF market.

28. Should ETFs be required to publish an iNAV and why? If yes, please provide estimates of costs for
publishing an iNAV for a specified frequency (e.g., every 15 seconds).

We do not support requiring ETFs to publish an iNAV.
e Accuracy and Reliability Concerns: iNAVs are frequently inaccurate, relying on stale or proxy pricing,

particularly for ETFs with international exposure, less liquid assets, or derivatives. This problem is most acute
precisely when investors would want accurate information—during periods of market stress or when
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underlying markets are closed. In these scenarios, ETFs often serve as the price discovery vehicle, not the
other way around. iNAVs therefore risk misleading investors rather than helping them.

¢ NotRelied Upon by Market Participants: iNAVs are not used by Authorized Participants (APs) for arbitrage
or valuation. APs rely on their own sophisticated models. Arbitrage works best when it is “super easy,” in
which case iNAVs add no value; when arbitrage is more difficult, iINAVs are least reliable.

e Investor Confusion: The consultation paper notes the shortcomings of iNAVs, and we strongly agree.
Investors may wrongly interpret an iNAV as the current value of an ETF, even though markets have moved.
This misunderstanding could create significant confusion in volatile markets.

¢ Cost Burden: Producing and disseminating iNAVs requires third-party data, calculation, and dissemination
infrastructure. Based on past research, costs could range from $10,000-$15,000 annually per ETF, a material
burden for smaller issuers or new launches. These costs ultimately flow to investors, with no demonstrable
benefit.

¢ No International Precedent: We understand that the SEC eliminated the iNAV requirement for most ETFs
in 2019, reflecting the measure’s limited utility and potential drawbacks. Introducing such a requirement in
Canada would put us out of step with global best practice, while offering no tangible improvements.

e Market Has Functioned Without iNAVs: The Canadian ETF market has operated efficiently since inception
without mandated iNAVs. Strong competition among APs and a functioning arbitrage mechanism provide
more effective and reliable price alignment.

Conclusion:

Requiring ETFs to publish an iNAV would impose costs, create confusion, and fail to add meaningful value for
investors or market participants. The evidence suggests the Canadian ETF market does not need iNAVs, and we
strongly oppose making them mandatory.

29. Should ETFs be required to provide public disclosure of full portfolio holdings on a less frequent and/or
delayed basis, such as at the end of each month, with a delay of no more than 30 days? Please specify the
benefits and costs of any proposal for less frequent (e.g., weekly, monthly, etc.) and/or delayed public
disclosure of full holdings, including details on the proposed frequency and delay.

We do not believe ETFs should be required to provide full portfolio holdings disclosure on a delayed public basis (e.g.,
monthly with a 30-day lag). The current system—which requires semi-annual disclosure of full holdings for all
investment funds—already provides sufficient transparency for investors.

Key considerations:
¢ Limited Investor Value:

o Investors already receive the information necessary to make informed decisions, such as investment
objectives, asset class, top holdings, sector/geographic exposures, and performance.

e Operational Costs and Complexity:

o Implementing delayed disclosure may increase operational complexity and costs, requiring third-party
service providers to publish and maintain holdings data.

e Strategic Risks:

o More frequent or mandatory delayed disclosure may introduce risks of front-running or reverse-
engineering of proprietary strategies for certain types of ETF strategies, which could harm fund
performance for certain ETFs and reduce the incentive for managers to launch or maintain certain ETFs.

o This could ultimately reduce product choice for investors.
¢ Regulatory Consistency:

o Imposing delayed full holdings disclosure solely on ETFs may create regulatory asymmetry and confusion
for fund families that offer both ETF and mutual fund series.
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o ETF Manager Discretion:

o Decisions on the frequency of portfolio disclosure should remain with the ETF manager, who can balance
investor expectations, competitive considerations, and portfolio strategy.

o The current quarterly (for ETFs not disclosing daily) or semi-annual requirements are adequate, and
further mandated disclosure is unnecessary.

In conclusion, delayed public disclosure of full portfolio holdings may increase costs, may create risks for fund
managers depending on the type of ETF strategy to be disclosed, and introduces potential regulatory inconsistency.
Decisions on the frequency of portfolio disclosure should remain with the ETF manager. We strongly recommend that
the CSA not impose additional delayed disclosure requirements on ETFs.

30. Are there differences between investing in an exchange-traded series and a standalone ETF in addition
to those discussed above? Please specify any additional benefits, costs or risks of investing in an exchange-
traded series compared to a standalone ETF. Is there a potential for conflict of interest matters to arise in
the management of an exchange-traded series and unlisted series within one fund, where the fund
manager’s actions could prioritize the interests of one series over the other?

There are material differences between an exchange-traded series of a mutual fund and a standalone ETF, both in
terms of structure and cost. While ETF series may provide certain benefits, they also introduce risks and
disadvantages that do not exist with standalone ETFs.

Key Differences, Benefits, and Costs:

e Scale and Efficiency: An ETF series benefits from the larger asset pool of the mutual fund, which can reduce
certain fixed costs, lower transaction costs at the portfolio level, and extend access to products that might not
otherwise be viable in standalone ETF form. An ETF series can also leverage the longer track record of an existing
mutual fund, which may appeal to investors.

e Structural Trade-offs: Some of the inherent advantages of ETFs—most notably, in-kind creation and
redemption—are often absent in ETF series. This limitation increases investor costs without providing offsetting
benefits:

1. The fund must trade more in cash, adding trading costs.
2. Authorized Participants (APs) incur hedging costs in the absence of in-kind mechanics.
3. These costs ultimately pass through to investors.

e Cost Bleed Across Series: ETF series share a pool of assets with mutual fund investors. This can expose ETF
unitholders to additional costs, such as cash drag, higher transaction costs, and portfolio rebalancing driven by
mutual fund flows. This is particularly problematic in passive/index-based ETFs, where such drag has a direct
and visible impact on performance.

e Other Structural Considerations: While ETF series can externalize some costs, mutual fund structures do not,
meaning the ETF unitholders inherit the weaknesses of the mutual fund (e.g., mutualized transaction costs, cash
flow impacts).

e All the above comments pertain to passive and index ETFs only

Conclusion:

ETF series expand investor choice and may bring cost efficiencies from scale, but they are not equivalent to
standalone ETFs. The absence of in-kind creation/redemption, the sharing of costs with mutual fund series, mean
that investors in ETF series face risks and expenses not present in standalone ETFs. For this reason, clear and fulsome
disclosure is essential.

31. Are there costs attributable only to unlisted series (such as costs attributable to purchases or
redemptions of unlisted series, as discussed above) that are shared with the exchange-traded series? Could
such costs be allocated only to the unlisted series to avoid impacting the exchange-traded series, such that
the exchange-traded series would operate more similarly to a standalone ETF?

In principle, costs are borne either at the fund level or the series level, depending on their nature. Where costs can
clearly be attributed to a specific series, they are typically charged to that series. For example, costs directly tied to
the operation of an unlisted mutual fund series—such as distribution or servicing expenses—are not charged to an
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exchange-traded series. This approach already mitigates many concerns about cross-subsidization, and as much as
possible, series-level costs are borne by the relevant series.

However, certain costs are incurred at the fund level rather than at the series level. These include items such as
withholding tax or foreign capital gains tax, which are directly related to the execution of the fund’s investment
objectives and strategies and should be proportionately borne by all series. These are costs that any investor in the
fund, regardless of series, would expect to share.

That said, there are some cases where fund-level costs may in practice arise only due to the operation of unlisted
series—for example, overdraft interest resulting from redemptions in those series. If such costs were allocated pro
rata across all series, it could unfairly burden the ETF series. In these circumstances, additional recordkeeping and
operational procedures may be required to ensure that these costs are allocated only to the unlisted series.

It should also be acknowledged that cost allocation across series is a significant operational issue. Custodians and
fund administrators are not always effective at segregating costs precisely by series. While in theory these issues
would diminish if costs could be fully segregated, in practice this is not the environment we live in today. As such,
while refinements may be possible, the operational complexity and valuation challenges should not be
underestimated.

Overall, we are not aware of managers systematically disclosing or allocating such costs beyond existing practices,
but this is an area where further exploration could be considered. At the same time, any regulatory proposal requiring
strict segregation of all such costs may not be workable in practice.

32. Is additional disclosure necessary to inform investors of the differences between investing in an
exchange-traded series and a standalone ETF? Should this disclosure be included in the ETF facts document
or only in the prospectus?

We do not believe additional disclosure is necessary. The current disclosure framework already provides investors
with sufficient information to understand the structure, costs, and risks of ETFs. The ETF Facts document offers a
clear, standardized summary of key information, while the prospectus provides additional detail for those who wish
to review it.

We acknowledge that some investors may not fully appreciate the differences between exchange-traded series and
standalone ETFs. Issues such as cost externalization or cost leakage between series are highly technical, and
disclosure alone is unlikely to materially improve investor understanding of these concepts. Additional disclosure in
the ETF Facts document would risk overwhelming investors with complexity, without delivering a meaningful
benefit.

For these reasons, we believe that the current framework already strikes the right balance. New disclosure
requirements would add complexity and duplication without improving investor outcomes.

33. Should there be a restriction on switches to and from exchange-traded series? Should the restriction only
apply to switches from exchange-traded series to unlisted series?

We do not believe additional regulatory restrictions on switches between exchange-traded series and unlisted series
of the same fund are necessary.

That said, if such switches are permitted by a manager, they should occur strictly at NAV rather than market price to
ensure fairness and consistency. It would also be appropriate for issuers to maintain clear internal policies and
procedures governing how and when such switches are allowed.

From an operational perspective, switches between ETF series and mutual fund series present significant challenges.
These structures typically operate on distinct systems and platforms, making the process highly manual, complex,
and prone to error. To date, most Canadian fund providers that offer both mutual fund and ETF series do not facilitate
switches between them, largely due to these operational limitations. For this to be implemented in a scalable manner,
coordinated efforts between dealers and issuers would be required to establish standardized and automated
processes.
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In addition, switching between series has become far less relevant since it no longer provides tax efficiencies that
were once associated with such transactions. As a result, the demand for switches is minimal, and current rules
remain sufficient.

Overall, while we acknowledge the conceptual appeal of offering switches between mutual fund and ETF series of the
same fund, the regulatory framework should not impose restrictions. Instead, managers should retain discretion to
determine whether such switches are feasible and in the best interest of investors, provided they are executed at NAV
and without imposing undue costs on the fund.

34. Please provide your views on the availability of foreign ETFs for investors through brokerage accounts
and through holdings by investment funds subject to NI 81-102.

Canada’s ETF industry is operating at a growing competitive disadvantage relative to the United States and our
regulatory environment has become increasingly complex and burdensome. The cumulative impact of overlapping
provincial rules, higher compliance costs, and outdated restrictions on product design, limits the ability of Canadian
ETF providers to compete globally or even retain domestic investors who can easily access U.S.-listed ETFs. To sustain
growth, protect Canadian jobs, and strengthen domestic capital markets, regulators must focus on levelling the
playing field—by reducing unnecessary regulatory friction, harmonizing standards across jurisdictions, and creating
a more efficient framework that encourages innovation and investment within Canada.

Moreover, CETFA believes that the increasing purchase of U.S.-listed ETFs by Canadian investors represents a
significant issue with the potential to negatively impact Canada’s financial ecosystem and overall economic
competitiveness.

Foreign-listed ETFs are readily available to Canadians and represent a growing source of competition for domestic
providers. However, in many cases, differences in regulatory frameworks and tax treatment make Canadian-
domiciled products less competitive. Policymakers should therefore consider, in a coordinated and consultative
manner, how to address the structural disadvantages faced by Canadian ETF issuers. These include:

» Regulatory burden: The cumulative and overlapping impact of existing and proposed ETF-specific requirements
increases costs and operational complexity without necessarily enhancing investor outcomes.

« Provincial fee increases: Recent moves by certain provinces to raise fees on the industry or its clients further erode
competitiveness.

e Product innovation constraints: Certain provisions within NI 81-102 limit innovation, restricting the ability of
Canadian managers to match international peers.

e Tax treatment: Federal tax issues—such as ATR, DFI, and HST—continue to place domestic ETFs at a structural
disadvantage compared to U.S.-listed products.

e Investor Protection: U.S.-listed ETFs are not subject to Canadian disclosure or investor protection rules, such as
prospectus delivery, ETF Facts, continuous disclosure, total cost reporting (TCR). Meanwhile, Canadian ETF
providers continue to face new and expanding obligations—including additional fund performance reporting
(MRFP) and total cost reporting—which further increase compliance costs and erode competitiveness relative to
their U.S. counterparts.

That said, CETFA believes the issue of Canadian investors purchasing U.S.-listed ETFs cannot be fully addressed
within the scope of this consultation. It requires broader engagement and collaboration among regulators,
policymakers, and industry stakeholders. Only through a coordinated national discussion can sustainable and
effective solutions be developed to strengthen Canada’s ETF ecosystem and ensure a fair, competitive environment
for investors and issuers alike.

35. Are there any additional measures that would be beneficial for investors in their consideration of
investments in foreign ETFs in comparison to investments in Canadian ETFs?

Canada’s ETF industry is operating at a growing competitive disadvantage relative to the United States and our
regulatory environment has become increasingly complex and burdensome. The cumulative impact of overlapping
provincial rules, higher compliance costs, and outdated restrictions on product design, limits the ability of Canadian
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ETF providers to compete globally or even retain domestic investors who can easily access U.S.-listed ETFs. To sustain
growth, protect Canadian jobs, and strengthen domestic capital markets, regulators must focus on levelling the
playing field—by reducing unnecessary regulatory friction, harmonizing standards across jurisdictions, and creating
a more efficient framework that encourages innovation and investment within Canada.

Moreover, CETFA believes that the increasing purchase of U.S.-listed ETFs by Canadian investors represents a
significant issue with the potential to negatively impact Canada’s financial ecosystem and overall economic
competitiveness.

Foreign-listed ETFs are readily available to Canadians and represent a growing source of competition for domestic
providers. However, in many cases, differences in regulatory frameworks and tax treatment make Canadian-
domiciled products less competitive. Policymakers should therefore consider, in a coordinated and consultative
manner, how to address the structural disadvantages faced by Canadian ETF issuers. These include:

e Regulatory burden: The cumulative and overlapping impact of existing and proposed ETF-specific requirements
increases costs and operational complexity without necessarily enhancing investor outcomes.

« Provincial fee increases: Recent moves by certain provinces to raise fees on the industry or its clients further erode
competitiveness.

¢ Product innovation constraints: Certain provisions within NI 81-102 limit innovation, restricting the ability of
Canadian managers to match international peers.

e Tax treatment: Federal tax issues—such as ATR, DFI, and HST—continue to place domestic ETFs at a structural
disadvantage compared to U.S.-listed products.

e Investor Protection: U.S.-listed ETFs are not subject to Canadian disclosure or investor protection rules, such as
prospectus delivery, ETF Facts, continuous disclosure, total cost reporting (TCR). Meanwhile, Canadian ETF
providers continue to face new and expanding obligations—including additional fund performance reporting
(MRFP) and total cost reporting—which further increase compliance costs and erode competitiveness relative to
their U.S. counterparts.

That said, CETFA believes the issue of Canadian investors purchasing U.S.-listed ETFs cannot be fully addressed
within the scope of this consultation. It requires broader engagement and collaboration among regulators,
policymakers, and industry stakeholders. Only through a coordinated national discussion can sustainable and
effective solutions be developed to strengthen Canada’s ETF ecosystem and ensure a fair, competitive environment
for investors and issuers alike.
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Dear Sirs/Mesdames:

RE: Canadian Securities Administrators (“CSA”) Consultation Paper 81-409: Enhancing Exchange-
Traded Fund (ETF) Regulation: Proposed Approaches and Discussion (the “Consultation”)

The Canadian Forum for Financial Markets (CFFiM) /Forum Canadien des Marchés Financiers (FCMFi), is
dedicated to moving forward proposals to demonstrably grow healthy, competitive financial markets in
Canada for the greater good.

We are a mission-first, values-driven, purposeful, and reform-minded organization committed to Canada’s
broader economic interests.

We offer the below constructive analysis, as a solutions partner, to stimulate capital raising, regulatory
modernization and inclusive growth for the national economic competitiveness needed to meet the next
decade’s challenges.

The analysis is offered in support of the Canadian Securities Administrators (the “CSA”) efforts to
strengthen the competitiveness of Canada’s ETF markets.
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EXECUTIVE SUMMARY

Canada’s ETF market is one of the strongest, most transparent, and investor focused markets in the
world. Our ETFs have demonstrated resilience — regulation should not penalize that success.

The process must begin with evidence, not assumptions. The CSA’s rule-making process continues to
lack a national requirement for cost—benefit analysis.

Additional key principles should include:

e Deference to ETF Managers’ professional, fiduciary judgment. This judgment focuses on
policies suited to their funds’ unique characteristics. Prescriptive rules can diminish
accountability and innovation, replacing thoughtful governance with procedural formality.

e The avoidance of redundant, costly public disclosures without material benefit.

e Afocus on competitive concerns for the benefit of Canadian investors. Canadian ETFs operate
under tighter regulatory obligations than foreign ETFs, particularly U.S.-listed funds available
to Canadian investors. New or disproportionate Canadian regulatory burdens would widen
that gap, risking capital outflows and reduced product choice for investors.

“REGULATORY RESET” ... BEGINNING WITH A COST/BENEFIT ANALYSIS

The CSA is respectfully urged to adopt a national framework of rigorous, transparent, and comprehensive
cost—benefit analysis before implementing any additional regulation proposed in the Consultation Paper.

The Consultation Paper again highlights a key and recurring deficiency in its rule making process, namely
that the CSA is not required to support its proposals with a nationally oriented cost-benefit analysis. The
Ontario Securities Commission (“OSC”) is the only member of the CSA that is required by statute to
conduct and disclose a cost benefit analysis when making a rule proposal.t

In addition to the CFFiM’s cost/benefit efforts, this need was also recently highlighted by the C.D. Howe
Institute’s Regulatory Reset: A Policy Roadmap for Expanding Financial Advice to Middle — and Lower-
Income Canadians (Edwards, 2025) which also states obligations must be grounded in robust, data-driven
evidence demonstrating clear consumer harm or market failure, with costs and benefits thoroughly
quantified and publicly disclosed.?

! Section 143.2(2) of the Ontario Securities Act mandates that the OSC publish a notice of its proposed rule, which must include "a description
of the anticipated costs and benefits of the proposed rule." This provision requires the OSC to provide both qualitative and quantitative
analyses of the anticipated costs and benefits associated with a proposed rule. Additionally, Section 2.1(6) of the Ontario Securities Act
emphasizes that business and regulatory costs and other restrictions on the business and investment activities of market participants should be
proportionate to the significance of the regulatory objectives sought to be realized.

2 Edwards (2005) found at https://cdhowe.org/publication/regulatory-reset-a-policy-roadmap-for-expanding-financial-advice-to-middle-and-
lower-income-canadians/, “Call for Rigorous and Transparent Cost—Benefit Analysis”—pp. 62—67).
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The OSC ETF Study (2025) findings about Canadian ETF liquidity and arbitrage mechanism is detailed in
the Ontario Securities Commission's publication titled "An Empirical Analysis of Canadian ETF Liquidity
and the Effectiveness of the Arbitrage Mechanism" and concludes:

“Overall, most Canadian ETFs were liquid and well-functioning as measured by tight quoted spreads and
narrow price deviation from NAV" 3

The OSC ETF Study found that, while quoted spreads and price deviation increased to almost 10 times
normal levels at the start of the pandemic, they “quickly fell back to their pre-pandemic range within
months”, which suggests are a resilient product.*

Therefore, it is counterintuitive and counterproductive for the CSA to undertake regulatory measures that
could unduly burden a product that has proven its capacity to operate efficiently and provide investor
access to diversified, cost-efficient exposures.® The experience from jurisdictions such as Australia and the
United Kingdom — where well-intended but excessive reforms led to diminished market participation and
innovation — provides a cautionary tale against premature or disproportionate regulatory actions.®

Further, the CSA must balance international alignment goals, including adherence to 10SCO’s Good
Practices, with the practical realities of the Canadian market, avoiding wholesale replication of foreign
models where Canada’s empirical evidence suggests otherwise.’

Lastly, regulatory resources should be prioritized and allocated strategically to areas evidencing credible
risks or policy gaps rather than redesigning a robust and well-functioning ETF ecosystem.® This approach
will sustain Canada’s leadership in ETF innovation, ensure investor confidence, and promote the efficient
functioning of Canada’s ETF markets within an evidence-driven regulatory framework.

POLICIES AND PROCEDURES

A number of the recommendations and questions are in connection with requiring formalized policies and
procedures, for example:

e For creations and redemptions (Consultation Question 1)

e For monitoring APs and market makers on an ongoing basis by ETF managers (Consultation
Question 10)

e ETF managers assessing the effectiveness of arbitrage and liquidity provisions on the secondary
market, including specific metrics used by the ETF managers (Consultation Question 11)

e Governing the disclosure of portfolio information (Consultation Question 25)

The Consultation also sets out the elements that, in the CSA’s view, should form part of these policies and
procedures.

3. Ontario Securities Commission. (2025, June). An Empirical Analysis of Canadian ETF Liquidity and the Effectiveness of the Arbitrage
Mechanism. Pages 2, 11-21, 24. Retrieved from https://www.osc.ca/sites/default/files/2025-06/pub 20250619 osc-etf-study.pdf

4 1bid. Trading Liquidity and Arbitrage Effectiveness" starting on page 11 and continuing through the analysis on Pages 11 to 21.

5 Edwards (2005) “Avoiding Regulatory Overreach Toward Already Well-Functioning Markets” —pp. 50-58.

6 Ibid. Page 55-58.

7 Ibid. “Emphasis on Evidence, Not Alignment for Its Own Sake” —pp. 36-38, 54-55.

8 lbid. “Allocate Regulatory Focus Where Real Problems Exist” —pp. 51-53.
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While we agree that ETF managers should consider the topics for which the Consultation suggests policies
and procedures, requiring specific elements to be included in the policies and procedures is unnecessary
and should be left to the business judgment of each ETF manager, who has a fiduciary obligation to the
ETF. Each manager possesses the expertise to tailor policies that best serve their ETF’s unique profile and
investor base. Setting out a list of elements risks turning the thoughtful creation of a policy and procedure
into a checkbox exercise, shifting the focus on future audits rather than the more appropriate focus on
meaningfully address the actual needs and risks relevant to each fund.

We expect that disclosing information in connection with the proposed portfolio holdings policy
(Consultation Question 26) is unlikely to be materially beneficial to investors. Disclosure initiatives should
be evidence-based and investor-centric to avoid unnecessary regulatory burden while preserving
transparency where it most matters.

We agree with the CSA that information about the policies and procedures regarding creations and
redemptions (Consultation Question 2) do not require public disclosure. ETF managers already consider
and disclose relevant risks in the ETF prospectus.

In sum, regulatory objectives must carefully preserve the fiduciary autonomy of ETF managers and focus
disclosure rules on what investors find truly valuable, thus supporting an efficient, innovative, and resilient
ETF market aligned with Canadian investors’ best interests.

PUBLIC/WEBSITE DISCLOSURE (METRICS)

A number of the recommendations and consultation questions are in connection with asking or suggesting
that certain information be posted on the ETF’s website or inserted the prospectus. The CSA is asking
whether the information will be helpful to investors in evaluating Canadian ETFs, including:

e The parameters upon which the ETF manager assesses arbitrage effectiveness (Consultation
Question 13)

o Key ETF metrics, including NAV per security, closing price and whether the fund trades at a
premium or discount (Consultation Questions 2, 7, 8)

e An ETF’s arrangements with its APs (Consultation Question 14)

e iNav (Consultation Question 28)

e Full portfolio holdings on a less frequent and/or delayed basis

e Disclosure where the premium or discount of any class or series of securities offered is greater
than 2% for more than seven consecutive business days (Consultation Question 5)

o Daily NAV per security, closing price, and premium/discount data for the past two calendar years
available for download (Consultation Question 6)

As indicated in the OSC ETF Study, the Canadian ETF market is resilient and working well; there is no
compelling reason to require this additional disclosure. In the absence of compelling evidence that a
significant number of investors would find this information materially useful and cannot find the
information elsewhere, ETF managers should not be subject to the cost (in money, time, and resources)
of the proposed website disclosures. Building out and maintaining this new disclosure infrastructure
would be a significant and costly undertaking — without a clear corresponding investor benefit. See also
the response to Consultation Question 34.
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Specifically:

e We note that most of the noted key metrics can be found on the exchange’s website or other
platforms

e The need to disclose information about the parameters upon which the ETF manager assesses
arbitrage effectiveness may have the unintended consequence of deterring or delaying an ETF
manager’s updates or refinements to its parameters

e The Consultation indicates that the 2% threshold was set to capture, in essence, anomalies. Each
Canadian ETF and ETF manager should not be required to pay the cost, in money and time, of
building out and maintaining this disclosure infrastructure, which is expected to capture only
anomalies

e The new term “daily transparent ETF” is not necessary (Consultation Question 27) —the ETF would
be disclosing the portfolio holdings on the same website where the ETF would be labelled,
rendering the label unnecessary

If certain of the key metrics or disclosures are determined to be important and useful for investors and
pass a cost/benefit analysis, we encourage the CSA to leave the specifics of how to present the
information to the ETF manager. The proposed disclosures in the Consultation are prescriptive — and
include specific requirements for how to present the information (headings, sub-headings, tables, and line
graphs). Prescriptive requirements impede modernisation and don’t take specific situations into account.

While we support the CSA’s move to standardization, thus permitting investors to compare information
across ETFs, data from different sources must be calculated in the same way for standardization to be
beneficial to investors. If the underlying data is not calculated in the same way, the standardization can
result in misleading comparisons. Currently, each exchange has its own calculation for “closing price”
(Consultation Question 3). We encourage the CSA to work with the exchanges and other data sources to
standardize calculations like “closing price.” Also, consider the response to Consultation Question 34.

AUTHORIZED PARTICIPANTS (APs)

While we agree that it makes intuitive sense that having multiple APs would support an effective arbitrage
mechanism (Consultation Question 18), since the OSC ETF Study found no relationship between the
number of APs and bid-ask spreads (other than, perhaps, some correlation in certain circumstances), the
evidence-based determination should be that ETFs not be required to have a minimum number of APs.

We agree that ETF managers should provide information to determine the ETFs’ underlying value to all
APs equally (Consultation Question 17), but only if the AP has signed a written agreement that includes
non-disclosure and other protections for the ETF. In addition to the risk of front running, many ETF
managers consider the underlying value data and similar information to be proprietary and so must be
protected.

The CSA also asked whether AP agreements should be material contracts (Consultation Question 15) and
filed as such. Section 4.17 of Form 81-101F1 lists as material contracts documents that are fundamental
to the fund — the trust agreement, the management agreement, the custody agreement, the portfolio
management agreement, and other contracts that are material to the fund. Agreements that are “merely”
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important, rather than material, to the fund (like the administration agreement) are not included. AP
agreements should not be included as material contracts.

This balanced approach ensures operational transparency and investor protection without imposing
undue regulatory burden or compromising competitive and proprietary considerations essential to ETF
market functioning.

VALUATION INFORMATION

Valuation information plays a crucial role in maintaining the integrity of the ETF arbitrage mechanism.
ETFs should continue to be allowed to determine the type of valuation information they provide to
facilitate the arbitrage mechanism (Consultation Question 22). To that end, the CSA should not add a
requirement to provide the portfolio holdings that make up a minimum percentage of the portfolio’s value
unless there is clear evidence that arbitrage functionality is adversely impacted.

Imposing prescriptive disclosure requirements without clear evidence of market benefit risks undermining
the competitiveness and innovation of the Canadian ETF marketplace. Regulators must prioritize
evidence-based rulemaking that preserves ETF managers’ flexibility to tailor valuation disclosures to the
needs of their funds and market dynamics.

FOREIGN ETFs

It is in the best interests of Canadian investors to have seamless access to a wide range of products,
including foreign ETFs (Consultation Question 34). CSA should consider such access while enhancing the
competitiveness of the Canadian ETF marketplace, which is in the best interest of investors.

The regulatory environment for Canadian ETFs requires extensive ongoing compliance and disclosure,
which adds costs and complexity relative to foreign ETFs that can bypass these obligations. Foreign ETFs
competing in Canada may not have to register or file in Canada, thus avoiding associated regulatory
compliance costs. U.S. ETFs also do not face the same restrictions regarding investment strategies allowed
under Canadian regulations, which can give U.S. ETFs a competitive edge in Canada. These differences
create a heavier regulatory burden on Canadian ETFs compared with foreign ETFs competing directly for
Canadian investors, impacting cost structures and product offerings in the Canadian market.

Throughout this Consultation, the CSA is recommending or suggesting additional requirements, additional
disclosures and additional obligations on Canadian ETFs and ETF managers. The Consultation didn’t
consider the regulatory burdens currently borne by Canadian ETFs that are not required by foreign ETFs —
ETFs that are competing head-to-head with Canadian ETFs for Canadian investors.
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CONCLUSION

The Canadian ETF market is resilient.
Regulatory interventions should only be pursued based on clear evidence that such changes are necessary

to address material market deficiencies.

Respectfully submitted,

Canadian Forum for Financial Markets

100 Wellington Street West | Suite 1910
Po Box 173| Toronto, On | M5k1h6
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October 31, 2025

The Secretary

Ontario Securities Commission
20 Queen Street West

19th Floor, Box 55

Toronto, Ontario M5H 3S8
comments@osc.gov.on.ca

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1
consultation-en-cours@lautorite.qc.ca

Re: Enhancing Exchange-Traded Fund Regulation

FAIR Canada is pleased to provide comments in response to the CSA Consultation Paper 81-409:
Enhancing Exchange-Traded Fund Regulation (Consultation).

FAIR Canada is a national, independent, non-profit organization known for balanced and
thoughtful commentary on public policy matters. Our work includes advancing the rights of
investors and financial consumers in Canada through:

Informed policy submissions to governments and regulators
Relevant research focused on retail investors

Public outreach, collaboration, and education

Proactive identification of emerging issues.’

A. Introduction

We support the CSA’s review to assess whether existing regulations for ETFs remain appropriate
given market changes and developments, and the need to address potential gaps and
enhancements. We also support the CSA objective of promoting fairness in ETF trading and
increasing transparency and efficiencies that benefit investors in the primary and secondary
markets.

1 Visit www.faircanada.ca for more information.
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Our submission responds to the questions and issues directly affecting retail investors, particularly
regarding the proposed new disclosures and offering an exchange-traded series together with an
unlisted series.

B. Proposed New Disclosures for Investors

We have organized our comments under this heading as follows:

General Comments (which apply to all proposed new disclosures listed below)

Policies and Procedures for Creations and Redemptions of Units (Consultation Topic I1l.A.)

Secondary Market Trading (Consultation Topic I11.B.)
Authorized Participant (AP) Arrangements (Consultation Topic Ill.C.)

General Comments

We support the CSA’s efforts to enhance disclosures to promote a more efficient arbitrage
mechanism. Greater public transparency serves the interests of all ETF investors.

While institutional or highly sophisticated investors may most readily understand the CSA’s
proposed new disclosures, we recognize that increased transparency benefits all market
participants. Enhanced disclosure can improve overall market functioning, reduce pricing
inefficiencies, and support investor protection, even for retail investors who may not fully
understand the technical details.

However, to ensure disclosures are as helpful as possible for retail investors, we recommend:

e Use plain language: Explain technical concepts simply, avoiding jargon wherever
possible. For example, describe the arbitrage mechanism as “the process that helps keep
ETF prices in line with the investments they hold.”

o Behavioural testing: Develop and test new disclosure designs with real investors to
ensure usability and comprehension. Identify barriers to understanding and address them
through improved design and education.

e Layered disclosure: Present information in a format that is easy to read on any device,
using visual aids and “What does this mean for you?” sections to provide context.

e Standardized formats: Require ETF disclosures to follow a prescribed format, making it
easier for investors to compare products.

Simply stated, many retail investors will need additional education, support, context, and
simplification to understand the proposed disclosures. All public disclosures for investors should
follow this approach, as it reduces the cognitive burden on retail investors and helps improve their
understanding and ability to make informed choices.
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Policies and Procedures for Creations and Redemptions of Units

While we recognize that retail investors do not directly participate in the primary market, we
support the proposal to require ETFs to implement robust policies and procedures for the creation
and redemption of units, as well as the development of a Companion Policy to outline their
content. The operation of creation and redemption mechanisms, along with AP arrangements, can
significantly impact secondary market liquidity, pricing, and investor outcomes. For this reason,
clear policies and disclosures about these mechanisms, even if technical, can indirectly benefit
retail investors by promoting efficient market functioning and fair pricing.

To better support retail investors, we also recommend that prospectuses include high-level
explanations of any elements that materially affect investor outcomes, such as:

e Having only one AP or an exclusive arrangement

o Potential conflicts of interest between ETF managers and AP(s), including incentives or
rebates offered to APs

e Transaction costs associated with creations and redemptions that are indirectly passed on
to investors

To maximize visibility, consider incorporating these disclosures into ETF Facts, using clear and
concise language, along with visual summaries.

Secondary Market Trading
1. Website Disclosure of Metrics

While the proposed disclosures aim to improve transparency and decision-making, we believe the
average retail investor will face several challenges in understanding and using information such
as net asset value per security, closing price, premium or discount to net asset value (NAV), and
bid-ask spread effectively.

This stems in part from the complexity of the financial terminology. For example, terms like NAV,
bid-ask spreads, and premium/discount are technical terms that may not be familiar to many retail
investors. We also note that metrics such as “median bid-ask spread over 30-days” or
“percentages of trading days at a premium/discount” require a level of financial literacy and data
skill that many retail investors may not possess. Without providing additional context, the raw data
would be difficult to interpret, potentially leading to information overload.

To ensure the proposed disclosures are meaningful and accessible to retail investors, we believe
the CSA should consider the following:

¢ Plain Language Summaries: include clear and easy-to-understand explanations

alongside the different metrics, and require expandable sections on the ETF's website to
encourage better explanations about the relevance of such data
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o Educational Resources: Require ETFs’ websites to include short videos, FAQs or
interactive guides explaining ETF pricing, arbitrage, and trading costs, or links to investor
education portals that offer deeper learning for those interested.

e Standardized Presentation and Layout: Consider mandating a uniform layout and
terminology across ETF websites to facilitate comparison, reduce confusion, and ensure
disclosures are mobile-friendly and accessible to users with disabilities.

Finally, to ensure such disclosure is as accessible as possible, ETF Facts should include a direct
link to the specific webpage with this information, not just the general website.

2. Monitoring of Arbitrage and Liquidity Provision
We support the proposal to require ETF managers to:

e Monitor the functioning of the arbitrage mechanism and liquidity provision on the
secondary market

e Establish, maintain, and follow policies and procedures for their monitoring to ensure
consistent monitoring and oversight of the functioning of arbitrage and liquidity

In response to Consultation Question #13, while disclosing the ETF manager’s parameters on the
ETF’s website can help promote transparency and market integrity, retail investors are unlikely to
understand its significance without a clear and straightforward explanation. In this context, the
recommendations made under subheading “1. Website Disclosure of Metrics” above are equally
applicable.

To the extent that the ETF manager discloses its parameters, the CSA should also consider

whether the ETF manager should explain how these thresholds were reached, what happens
when the thresholds are breached, and any historical data on past breaches.

Authorized Participant (AP) Arrangements

1. Disclosure of AP Arrangements
We believe information regarding an ETF’s arrangements with its AP is important for an investor’s
evaluation of an ETF. While the CSA proposes that AP agreements be filed with the prospectus
as “Material Contracts,” we recommend that the CSA consider requiring summary information
about these agreements to be included in the ETF Facts or the ETF’s website. This would
enhance visibility and accessibility for retail investors beyond the current proposal.

2. Minimum Number of APs

We support the CSA’s consideration of requiring ETFs to contract with at least two APs to mitigate
concentration risk and promote competitive arbitrage. The presence of multiple APs helps ensure
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a more resilient and efficient primary market, particularly during periods of market stress when
liquidity can deteriorate. Relying on a single AP also exposes investors to the risk of impaired
arbitrage and wider bid-ask spreads, which can result in ETFs trading at prices that diverge
significantly from their NAV, undermining investor confidence and fairness.

However, we recognize that onboarding multiple APs may pose challenges, particularly for newly
launched or niche ETFs. Where an ETF contracts only one AP due to legitimate constraints, we
recommend that the CSA prohibit the use of exclusive arrangements to ensure that additional APs
can be added when feasible. This approach would preserve flexibility for ETF innovation while
maintaining safeguards against undue reliance on a single liquidity provider.

Furthermore, FAIR Canada supports the proposal to disclose the identity of the sole AP in the
ETF’s prospectus and ETF Facts document. Such transparency is critical for retail investors to
understand the structural risks associated with their investments. However, many retail investors
will likely not understand the implications of an ETF having only one AP unless the ETF’s
disclosure includes an easy-to-understand explanation of how the arbitrage market works and the
risks of an ETF having only one AP.

Lastly, an ETF with only one AP should have a clear, plain-language risk warning. We
recommend that the CSA test the risk warning with retail investors and prescribe its form to
promote understanding.

C. Offering an Exchange-Traded Series Together with Unlisted Series

Based on the concerns and issues identified in the Consultation, we recommend prohibiting
switches between exchange-traded series units and unlisted series units. In this regard, we note
that most fund managers already prohibit switches between exchange-traded and unlisted series
because of the distinct liquidity preferences of each investor group. Allowing switches could
undermine these preferences and introduce unintended arbitrage opportunities. We also believe
that prohibiting switches would address concerns about cost allocation and fairness.

D. Conclusion

We commend the CSA for working to make ETF trading fair, transparent, and efficient for
investors in both the primary and secondary markets.

As the CSA advances its proposals for new disclosures, it is important that these are designed
and tested to ensure retail investors understand and can act on the information. We encourage
the CSA to continue to collaborate with investor advocates, industry participants, and behavioural
scientists to develop clear, comparable, and accessible disclosures across all platforms and
devices. Through ongoing collaboration and a commitment to clear, accessible disclosures, the
CSA can help ensure that transparency delivers real value to investors across the market.
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Thank you for considering our comments on this critical issue. As investor advocates, we
appreciate the opportunity to share our perspective and help shape policies that put investors first.
We welcome ongoing dialogue and collaboration with the CSA and other stakeholders to build
fair, transparent, efficient, and resilient capital markets for all Canadians. If you would like to
discuss our submission further, please reach out—we are committed to working together to
support better outcomes for investors.

A

Jean-Paul Bureaud
President, CEO and Executive Director
FAIR Canada | Canadian Foundation for the Advancement of Investor Rights

Sincerely,
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Canada’s Promoteur
Investor Rights  des droits des
Advocate investisseurs

FAIR

Canada

31 octobre 2025

The Secretary

Commission des valeurs mobiliéres de I'Ontario
20 Queen Street West

19th Floor, Box 55

Toronto (Ontario) M5H 3S8
comments@osc.gov.on.ca

Me Philippe Lebel

Secrétaire et directeur général des affaires juridiques
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1
consultation-en-cours@lautorite.qc.ca

Re: Rehaussement de la réglementation des fonds négociés en bourse

FAIR Canada est heureux de soumettre ses commentaires en réponse au Document de
consultation 81-409 des ACVM : Rehaussement de la réglementation en matiere de fonds
négociés en bourse (le « Document de consultation »).

FAIR Canada est un organisme national, indépendant et sans but lucratif reconnu pour ses
analyses équilibrées et réfléchies sur les enjeux de politique publique. Notre mission consiste a
défendre les droits des investisseurs et des consommateurs de produits financiers au Canada
par :

o Des interventions éclairées auprés des gouvernements et des organismes de
réglementation ;

o Des recherches pertinentes axées sur les investisseurs individuels ;
o Des activités de sensibilisation, de collaboration et d’éducation du public ;

e L’identification proactive des enjeux émergents."

' Visitez faircanada.cal/fr pour plus d’informations.
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A. Introduction

Nous appuyons I'examen des ACVM visant a déterminer si la réglementation actuelle des FNB
demeure appropriee, compte tenu de I'évolution du marché et des nouveaux enjeux, ainsi que la
volonté de combler les lacunes et d’apporter des améliorations. Nous soutenons également
I'objectif des ACVM de promouvoir 'équité dans la négociation des FNB et d’accroitre la
transparence et I'efficacité au bénéfice des investisseurs, tant sur le marché primaire que
secondaire.

Notre mémoire répond aux questions et enjeux qui touchent directement les investisseurs
individuels, notamment en ce qui concerne les nouvelles obligations d’information proposées et
I'offre simultanée de séries négociées en bourse et de séries non cotées.

B. Nouvelles obligations d’information proposées pour les
investisseurs

Nous avons structuré nos commentaires comme suit :

e Observations générales (applicables a toutes les nouvelles obligations d’information
proposées ci-dessous)

e Politiques et procédures relatives a la création et au rachat de parts (Sujet IlI.A du
Document de consultation)

o Opérations effectuées sur le marché secondaire (Sujet Il1.B du Document de
consultation)

e Accords avec les participants autorisés (PA) (Sujet 111.C du Document de consultation)

Observations générales

Nous appuyons les efforts des ACVM visant a améliorer la transparence pour favoriser un
mécanisme d’arbitrage plus efficace. Une plus grande transparence publique sert les intéréts de
tous les investisseurs en FNB.

Bien que les investisseurs institutionnels ou trés expérimentés soient les plus a méme de
comprendre les nouvelles obligations d’information proposées, nous reconnaissons que
I'accroissement de la transparence profite a 'ensemble des participants au marché. Une meilleure
information peut améliorer le fonctionnement du marché, réduire les inefficacités de tarification et
renforcer la protection des investisseurs, méme pour les investisseurs individuels qui ne
maitrisent pas tous les aspects techniques.

Toutefois, pour que I'information soit réellement utile aux investisseurs individuels, nous
recommandons :

o Utiliser un langage clair : Expliquer les concepts techniques de fagon simple, en évitant
le jargon. Par exemple, décrire le mécanisme d’arbitrage comme « le processus qui
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permet de maintenir le prix des FNB aligné sur la valeur des placements qu’ils
détiennent ».

o Tests comportementaux : Concevoir et tester les nouveaux formats d’information auprés
de vrais investisseurs pour en vérifier la compréhension et I'utilité. Identifier les obstacles a
la compréhension et les corriger par une meilleure conception et des outils éducatifs.

o Information structurée et graduée : Présenter I'information dans un format facile a lire
sur tous les appareils, en utilisant des aides visuelles et des sections « Ce que cela
signifie pour vous » pour contextualiser les données.

o Formats standardisés : Imposer un format prescrit pour les informations sur les FNB afin
de faciliter la comparaison entre produits.

En résumé, de nombreux investisseurs individuels auront besoin de plus d’éducation, de soutien,
de contexte et de simplification pour comprendre les nouvelles obligations d’information. Toutes
les communications publiques destinées aux investisseurs devraient suivre cette approche, afin
de réduire la charge cognitive et d’'améliorer la compréhension et la capacité de prendre des
décisions éclairées.

Politiques et procédures relatives a la création et au rachat de parts

Bien que les investisseurs individuels ne participent pas directement au marché primaire, nous
appuyons la proposition d’exiger des FNB qu’ils adoptent des politiques et procédures robustes
pour la création et le rachat de parts, ainsi que I'élaboration d’'une politique complémentaire
précisant leur contenu. Le fonctionnement des mécanismes de création et de rachat, ainsi que les
accords avec les PA, peuvent avoir une incidence importante sur la liquidité du marché
secondaire, la tarification et les résultats pour les investisseurs. C’est pourquoi des politiques et
une information claire sur ces mécanismes, méme techniques, peuvent indirectement bénéficier
aux investisseurs individuels en favorisant un marché efficace et une tarification équitable.

Pour mieux soutenir les investisseurs individuels, nous recommandons également que les
prospectus incluent des explications générales sur tout élément ayant une incidence significative
sur les résultats des investisseurs, tels que :

e La présence d’un seul PA ou d’un accord exclusif

o Les conflits d’'intéréts potentiels entre les gestionnaires de FNB et les PA, y compris les
incitatifs ou rabais offerts aux PA

e Les colts de transaction liés a la création et au rachat de parts, qui sont indirectement
assumes par les investisseurs

Pour maximiser la visibilité, nous suggérons d’intégrer ces informations dans I'’Apercu du FNB, en
utilisant un langage clair et concis, accompagné de résumés visuels.
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Opérations effectuées sur le marché secondaire
1. Mesures a fournir sur le site Web

Bien que les informations proposées visent a améliorer la transparence et la prise de décision,
nous croyons que l'investisseur moyen aura du mal a comprendre et a utiliser des données telles
que la valeur liquidative par titre, le cours de cléture, la prime ou I'escompte par rapport a la
valeur liquidative, et I'écart acheteur-vendeur.

Cela s’explique en partie par la complexité du vocabulaire financier. Par exemple, des termes
comme valeur liquidative, écart acheteur-vendeur et prime/escompte sont techniques et peu
familiers pour de nombreux investisseurs individuels. De plus, des indicateurs comme « I'écart
acheteur-vendeur médian sur 30 jours » ou « le pourcentage de jours de négociation a
prime/escompte » exigent un niveau de littératie financiére et de compétence en analyse de
données que beaucoup d’investisseurs n’ont pas. Sans contexte supplémentaire, les données
brutes risquent d’étre difficiles a interpréter et de provoquer une surcharge d’information.

Pour rendre ces informations plus accessibles et utiles, nous recommandons aux ACVM de :

¢ Inclure des résumés en langage clair : Ajouter des explications simples et faciles a
comprendre a coté des différents indicateurs, et prévoir des sections extensibles sur le site
Web du FNB pour mieux expliquer la pertinence de ces données.

o Ressources éducatives : Exiger que les sites Web des FNB proposent des vidéos
courtes, des FAQ ou des guides interactifs expliquant la tarification des FNB, I'arbitrage et
les colts de négociation, ou des liens vers des portails d’éducation financiére pour ceux
qui souhaitent approfondir.

o Présentation et mise en page uniformes : Imposer une présentation et une terminologie
uniformes sur les sites Web des FNB pour faciliter la comparaison, réduire la confusion et
garantir 'accessibilité sur mobile et pour les personnes en situation de handicap.

Enfin, pour garantir 'accessibilité de ces informations, 'Apergu du FNB devrait inclure un lien
direct vers la page spécifique contenant ces données, et non simplement vers le site Web
général.

2. Surveillance de I'arbitrage et de la fourniture de liquidité

Nous appuyons la proposition d’exiger des gestionnaires de FNB qu'’ils :

o Surveillent le fonctionnement du mécanisme d’arbitrage et la fourniture de liquidité sur le
marché secondaire

« Etablissent, maintiennent et suivent des politiques et procédures pour cette surveillance,
afin d’assurer un suivi constant du fonctionnement de I'arbitrage et de la liquidité

En réponse a la question 13 du Document de consultation, bien que la publication des paramétres
suivis par le gestionnaire sur le site Web du FNB puisse favoriser la transparence et I'intégrité du
marché, les investisseurs individuels risquent de ne pas en saisir la portée sans explication claire
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et accessible. Les recommandations formulées ci-dessus pour la publication des indicateurs sur
le site Web s’appliquent également ici.

Dans la mesure ou le gestionnaire publie ses paramétres, les ACVM devraient aussi envisager
d’exiger une explication sur la fagon dont ces seuils ont été déterminés, ce qui se passe en cas
de dépassement, et des données historiques sur les dépassements passés.

Accords avec les participants autorisés (PA)
1. Communication de I'information sur les accords avec les PA

Nous croyons que l'information sur les accords entre un FNB et ses PA est importante pour
I'évaluation du fonds par les investisseurs. Bien que les ACVM proposent que les ententes avec
les PA soient déposeées avec le prospectus a titre de « contrats importants », nous
recommandons d’exiger que des résumés de ces ententes soient inclus dans 'Apercu du FNB ou
sur le site Web du FNB. Cela améliorerait la visibilité et 'accessibilité pour les investisseurs
individuels, au-dela de la proposition actuelle.

2. Nombre minimal de PA

Nous appuyons la réflexion des ACVM sur I'obligation pour les FNB de conclure des ententes
avec au moins deux PA afin de réduire le risque de concentration et de favoriser la concurrence
dans l'arbitrage. La présence de plusieurs PA contribue a la résilience et a I'efficacité du marché
primaire, surtout en période de tension ou la liquidité peut se détériorer. La dépendance a un seul
PA expose les investisseurs au risque d’arbitrage inefficace et d’élargissement des écarts
acheteur-vendeur, ce qui peut entrainer des écarts importants entre le prix des FNB et leur valeur
liquidative, nuisant a la confiance et a I'équité.

Toutefois, nous reconnaissons que I'engagement de plusieurs PA peut étre difficile, notamment
pour les FNB nouvellement lancés ou spécialisés. Lorsqu’'un FNB ne peut conclure qu’une seule
entente avec un PA pour des raisons légitimes, nous recommandons d’interdire les accords
d’exclusivité afin de permettre I'ajout de PA supplémentaires dés que possible. Cette approche
préserverait la flexibilité pour I'innovation tout en maintenant des garde-fous contre une
dépendance excessive a un seul fournisseur de liquidité.

De plus, FAIR Canada appuie la proposition de divulguer I'identité du PA unique dans le
prospectus et I'Apercu du FNB. Cette transparence est essentielle pour que les investisseurs
comprennent les risques structurels associés a leurs placements. Cependant, de nombreux
investisseurs individuels risquent de ne pas saisir les implications d’'un FNB ayant un seul PA, a
moins que l'information ne soit accompagnée d’'une explication simple sur le fonctionnement du
marché de l'arbitrage et les risques liés a la présence d’un seul PA.

Enfin, un FNB avec un seul PA devrait comporter un avertissement clair et en langage simple sur
les risques. Nous recommandons que cet avertissement soit testé auprés des investisseurs
individuels et que sa forme soit prescrite pour en faciliter la compréhension.
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C. Placement d’une série négociée en bourse avec une série non cotée

Compte tenu des préoccupations soulevées dans le Document de consultation, nous
recommandons d’interdire les passages entre parts de séries négociées en bourse et parts de
séries non cotées. A cet égard, nous notons que la plupart des gestionnaires de fonds interdisent
déja ces passages en raison des préférences de liquidité distinctes de chaque groupe
d’investisseurs. Les passages pourraient compromettre ces préférences et créer des occasions
d’arbitrage non souhaitées. Nous croyons egalement que l'interdiction des passages permettrait
de régler les enjeux liés a la répartition des colts et a I'équité.

D. Conclusion

Nous saluons le travail des ACVM visant a rendre la négociation des FNB plus équitable,
transparente et efficace pour les investisseurs, tant sur le marché primaire que secondaire.

A mesure que les ACVM avancent dans leurs propositions de nouvelles obligations d’information,
il est essentiel que celles-ci soient congues et testées pour garantir que les investisseurs
individuels comprennent et puissent agir sur I'information. Nous encourageons les ACVM a
poursuivre leur collaboration avec les défenseurs des investisseurs, les acteurs du secteur et les
spécialistes du comportement pour élaborer des informations claires, comparables et accessibles
sur toutes les plateformes et tous les appareils. Grace a une collaboration continue et a un
engagement envers la clarté et I'accessibilité, les ACVM peuvent faire en sorte que la
transparence apporte une réelle valeur aux investisseurs sur 'ensemble du marché.

*hkkkkkkhkkkhkhkhkhkk

Merci d’avoir pris en considération nos commentaires sur cet enjeu crucial. En tant que
défenseurs des investisseurs, nous appreécions I'occasion de partager notre point de vue et de
contribuer a I'élaboration de politiques qui placent les investisseurs au premier plan. Nous
sommes ouverts a un dialogue et a une collaboration continue avec les ACVM et les autres
parties prenantes pour batir des marchés financiers équitables, transparents, efficaces et
résilients pour tous les Canadiens. Si vous souhaitez discuter davantage de notre mémoire,
n’hésitez pas a nous contacter : nous sommes déterminés a travailler ensemble pour soutenir de
meilleurs résultats pour les investisseurs.

Cordialement,

%‘

Jean-Paul Bureaud
Président, chef de la direction et directeur général
FAIR Canada | Fondation canadienne pour 'avancement des droits des investisseurs
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by Mirae Asset

Vladislavs Skribans
vskribans@globalx.ca
October 31, 2025

VIA EMAIL

British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Office of the Superintendent of Securities, Service NL
Northwest Territories Office of the Superintendent of Securities
Office of the Yukon Superintendent of Securities

Nunavut Securities Office

The Secretary

Ontario Securities Commission
20 Queen Street West

19th Floor, Box 55

Toronto, Ontario M5H 3S8
Fax: 416-593-2318
comments@o0sc.gov.on.ca

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

Fax: 514-864-8381
consultation-en-cours@Iautorite.gc.ca

Re: Canadian Securities Administrators Consultation Paper 81-409 — Enhancing
Exchange-Traded Fund Regulation: Proposed Approaches and Discussion

Comment Letter

This letter is written in response to your consultation paper issued of June 19, 2025, (the “Consultation Paper”) with
respect to the above-noted matter. Global X Investments Canada Inc. (“Global X”) is pleased to respond to the
Consultation Paper.
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GI.OBAIL X

Global X is an innovative financial services company that offers one of the largest suites of exchange-
traded funds in Canada. The Global X Fund family includes a broadly diversified range of solutions for
investors of all experience levels to meet their investment objectives in a variety of market conditions.

Global X currently has over $45 billion of assets under management and 154 ETFs as at October 31, 2025,
listed on major Canadian stock exchanges. Global X is a wholly owned subsidiary of the Mirae Asset
Financial Group, which manages more than $800 billion of assets across 19 countries and global markets
around the world.

The responses set out below corresponds to the questions in the Consultation.

1. Are any of the proposed elements for the proposed policies and procedures for the creation and
redemption of units unnecessary or not useful? Are there additional elements that should be
included in these policies and procedures?

Investment Fund Managers are mandated under NI 31-103 to establish, apply, and maintain policies and
procedures that primarily address the risks associated with their business in accordance with prudent
business practices. The responsibility should remain with the registrant to ensure that its policies and
procedures comply with securities legislation. Under the current framework, there is no specific
requirement for policies on particular topics, and introducing such a requirement would represent a
departure from the existing approach. In our view, ETF managers should retain flexibility and discretion
to design operational processes in the best interest of investors, rather than being subject to prescriptive
regulation. A principles-based approach with documented policies — but without rigid requirements —
would better balance regulatory oversight, efficiency, and investor protection.

2. Wedid not propose that the policies and procedures for creations and redemptions be disclosed
to the public since: (a) investors do not transact in the primary market and therefore may not
require details about basket construction, and (b) the efficiency and potential risks of the
primary market mechanism would be reflected in the key metrics we propose be disclosed on
the ETF’s website, as outlined in subsection I11l.B.1. However, are there specific elements of the
policies and procedures (e.g., whether the ETF’s creation and redemption baskets consist of a
pro rata slice of the portfolio or an optimized sample, whether the ETF creates and redeems with
in-kind securities or with cash, whether the ETF permits custom baskets, etc.) that should be
disclosed in the prospectus to provide investors with useful information about the primary
market mechanism for the ETF and potential risks?

Global X agrees with the Canadian Securities Administrators (CSA) that retail investors do not transact in
the primary market and therefore do not need detailed disclosure of ETF creation and redemption
mechanics. The disclosure metrics already proposed (as outlined in subsection I11.B.1 of the Consultation
Paper) appropriately capture the functioning and risks of the primary market.

We believe current prospectus requirements are sufficient. Adding more technical information—such as
basket construction details or day-to-day operational mechanics—would not add value for retail
investors, would quickly become outdated, and would increase compliance costs without providing
meaningful benefits. Material risks are already captured through existing risk disclosure requirements.
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If additional disclosure is considered, it should remain high-level and limited to elements such as:

e whether the ETF permits in-kind, cash, or hybrid creations and redemptions
e whether custom baskets are permitted; and
e ageneral statement on the use of cash adjustment factors (CAFs),

In our view, no changes to the prospectus form are necessary. Existing disclosure, complemented by
proposed website information, already provides investors with an appropriate level of transparency.

3. Does the proposed term “closing price” and the proposed definition of this term appropriately
represent the secondary market value of an ETF’s security? If not, what definition would better
reflect the secondary market value of an ETF’s security (e.g., a definition that references the
national best bid and offer instead of the best bid and offer on the listing exchange) and what
term would be better?

Global X agrees with CETFA’s submissions regarding the need to refine the definition of “closing price.”

e The last trade at or near 4:00 p.m. generally provides an appropriate benchmark, but where
trades occur earlier, exchange closing prices can be stale or inconsistent due to differing
exchange methodologies.

e Aligning closing prices with NAV calculations can be useful; this would solve for ETFs with low
volume and little day to day trading activity.

e Referencing the National Best Bid and Offer (NBBO) when defining “closing price” is a more
accurate and consistent measure of market value than relying solely on the listing exchange’s

closing price. This is particularly relevant in Canada, where substantial trading occurs on multiple
exchanges.

Recommendation

e Retain the term “closing price,” but revise its definition to reference the NBBO at market close
rather than relying solely on the listing exchange.

This approach modernizes and standardizes ETF reporting while ensuring that the disclosed closing price
accurately reflects secondary market value without imposing impractical operational requirements.

4. For ETFs that do not calculate NAV as of the closing time of the listing exchange, would using
the value that is the midpoint between the best bid and best offer on the listing exchange as of
the time of NAV calculation appropriately represent the secondary market value of the
securities of such ETFs? Is the term “closing price” appropriate for such ETFs? If not, what term
would be more suitable?
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Global X recognizes that, for ETFs not calculating NAV at the close of the listing exchange, using the
midpoint between the best bid and offer at the NAV calculation time can provide a reasonable
secondary market reference. However, important limitations must be addressed.

The term “closing price” is commonly understood as the last traded price at market close. Applying it to
a midpoint value determined at a different time risks misleading investors. Alternative terminology such
as “closing value” or “NAV-Timed Mid Price” (as suggested by CETFA) would more accurately convey that
the figure is derived from quotes rather than executed trades, and that it may not reflect the 4:00 p.m.
close.

We also note that most ETFs calculate NAV at the close of the listing exchange, with only limited
exceptions (e.g., bullion or international funds). In these cases, where NAV is struck at a different time,
any midpoint reference should be based on the National Best Bid and Offer (NBBO), which captures the
full market, rather than the listing exchange alone.

For comparability, a “closing price” should consistently reflect the 4:00 p.m. NBBO. If additional mid-
price values are reported to align with NAV timing, they should be distinctly labeled to avoid confusion
with the true closing price.

Recommendations

e Avoid using the term “closing price” for NAV-timed midpoints; adopt clearer terms such as
“closing value” or “NAV-Timed Mid Price” (as suggested by CETFA).

e Standardize “closing price” as the 4:00 p.m. NBBO to ensure investor comparability.

e Permit NAV-timed midpoints as supplemental disclosure where applicable but require clear
labeling to distinguish them from official closing prices.

e Harmonize terminology across CSA and CIRO rules to reduce investor confusion.

This framework would preserve flexibility for specialized ETFs while ensuring consistent, transparent
reporting for investors.

5. Is the 2% premium/discount threshold appropriate to help identify ETFs that present significant
deviations from NAV over a period of more than seven consecutive business days?

Global X agrees that a 2% premium/discount threshold, consistent with the U.S. SEC’s Rule 6¢-11, can
serve as a reasonable baseline. However, applying it universally across all types of ETFs risks producing
disclosures that are not meaningful or comparable to investors.

Premium/discount deviations often reflect structural and market dynamics rather than inefficiencies.
International and emerging market ETFs, for example, may show wider deviations due to differences in
market hours and liquidity, while domestic equity ETFs typically exhibit tighter spreads. A one-size-fits-
all approach could therefore mislead investors.
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Comparability is also critical. Without standardized language to explain common drivers—such as
market holidays, liquidity mismatches, or foreign market closes—issuer commentary will vary, creating
confusion rather than clarity.

We also note that the proposed seven-day trigger period may be too long. A shorter window (e.g., three
to five days) could provide more timely signals of persistent deviations. At the same time, requiring daily
commentary after a breach risks operational burden and oversimplified explanations that add little
investor value.

Recommendation

e Retain 2% as a baseline consistent with global precedent, but allow product-specific thresholds
(e.g., 1% for domestic equity ETFs, 2% for fixed income and international ETFs).

e Shorten the monitoring window to three to five days.

e Develop standardized industry language for disclosure of common drivers to improve
comparability and reduce investor misinterpretation.

e Avoid rigid daily commentary requirements that could overwhelm investors with low-value
explanations.

This approach would balance investor protection with practicality, ensuring premium/discount
disclosures remain useful, comparable, and relevant across ETF types.

6. We observed from ETF websites that many ETFs offer downloadable daily NAV per security and
closing price data over historical periods (such as for the period since inception). In addition to
presenting historical premiums/discounts in a line graph as proposed, would it be beneficial to
require ETFs to make their daily NAV per security, closing price, and premium/discount data for
the past two calendar years available for download?

Global X supports meaningful transparency but does not believe mandating two years of downloadable
daily NAV, closing price, and premium/discount data on ETF websites would materially improve investor
outcomes.

Most investors do not use this level of historical detail in their decision-making, and there is no evidence
that access to raw daily data leads to better results. In many cases, this information risks overwhelming
or confusing investors—particularly for categories like international or emerging market ETFs, where
wider deviations often reflect structural factors rather than inefficiencies. Newly launched ETFs may also
display temporary volatility, further reducing comparability.

The proposal would also create significant operational and cost burdens, particularly for smaller issuers,
with limited incremental benefit to end investors. While transparency is important, layering on
additional regulatory requirements where utility is unclear risks diverting resources without enhancing
investor protection.

Recommendation
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e Treat downloadable daily data as a best practice, not a mandated requirement.
o If adopted:
o Introduce exemptions for ETFs in their first year of operation.
o Require standardized formatting across issuers to ensure comparability.
o Provide reasonable implementation timelines to reduce burden.

This approach would preserve investor access to meaningful information while avoiding unnecessary
costs and minimizing the risk of confusing or misleading disclosures.

7. Are there alternative metrics or data presentations to those proposed that would help investors
assess the functioning of the ETF’s arbitrage mechanism and the liquidity of the ETF’s securities
on the secondary market? Would daily average bid-ask spreads over the same historical periods
proposed for premiums and discounts in subsection (c) be useful for investors, in addition to the
30-day median bid-ask spread proposed?

Global X does not believe additional mandated metrics would meaningfully improve investor
understanding of ETF liquidity or the arbitrage mechanism.

Daily average bid-ask spreads are not particularly useful, as they can be distorted by outliers—especially
during volatile periods. The 30-day median bid-ask spread is a far more reliable measure of typical
trading costs, and monthly averages, rather than daily data, is sufficient for investors making
buy/hold/sell decisions.

Premium/discount disclosure already provides the most relevant context for investors. Bid-ask spread
data is nuanced and risks misinterpretation—for example, a two-cent spread on a $50 ETF security is
narrower than a one-cent spread on a $10 ETF security. Historical multi-year spread data is similarly of
limited value for real-time trading decisions.

Liquidity information is already widely available through exchanges, trading platforms, and market data
services, many of which also provide alerts to help investors manage order size and execution quality.
Moreover, true ETF liquidity depends on the underlying holdings, not just the on-screen spread,
meaning mandated spread disclosure would oversimplify and potentially mislead.

There is also a risk of misuse: issuers could selectively highlight spread data to make non-equivalent
comparisons across ETFs for competitive purposes. Consistent methodologies across issuers and data
vendors could be difficult to enforce, further reducing comparability.

Recommendation

e Do not expand mandated liquidity metrics beyond those already proposed.

e Retain 30-day median bid-ask spreads as the most reliable and consistent disclosure.

e Prioritize investor education on ETF liquidity and spreads, rather than mandating complex or
easily misinterpreted data.
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This approach would ensure investors receive clear, reliable information without adding unnecessary
complexity or risking confusion.

8. To what extent would the proposed website disclosure requirements increase costs for ETFs,
taking into consideration the pricing information that is currently required in the ETF facts
document? Please provide additional costs beyond the costs of providing the information
currently required in the ETF facts document (e.g., initial set-up costs, on-going data costs, etc.).

Global X believes the proposed website disclosure requirements would impose significant costs on ETF
issuers, both for initial implementation and ongoing maintenance, though it is difficult to quantify
precisely at this stage. Meeting these requirements would likely necessitate third-party vendors to
automate data feeds, ensure accuracy, and maintain daily updates, resulting in:

e High set-up costs for website development, data integration, and vendor contracts.

e Ongoing expenses for data aggregation, licensing, historical data management, and platform
maintenance.

e Additional licensing costs, as some data providers restrict public use or charge premiums for
public dissemination.

These costs would disproportionately impact smaller issuers with fewer ETFs or lower AUM. Publishing
detailed metrics, such as 30-day median bid-ask spreads, would require specialized infrastructure and
vendor support.

Much of the proposed data is already accessible through brokerage platforms or ETF Facts documents.
As such, the incremental benefit to investors appears limited and does not justify the substantial cost
and operational burden on issuers.

Recommendation

e Avoid mandating website disclosure of ETF data where it provides minimal incremental benefit.
e Encourage voluntary disclosure as a best practice rather than a regulatory requirement.

This approach balances transparency with practicality, avoiding unnecessary costs while still providing
investors with meaningful information.

9. Should the ETF facts document include information about premiums/discounts in the “Pricing
Information” table, such as including the mean of the daily premiums/discounts over the 12-
month period ending within 60 days of the date of the ETF facts document? What other measure
would provide representative information about historical premiums/discounts?

Global X does not believe the ETF Facts document should be amended to include premiums/discounts in
the “Pricing Information” table. ETF Facts already provide essential pricing data such as market price,
NAV, average daily volume, trading days, and average bid-ask spreads. Adding a mean
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premium/discount risks misleading investors, as averages can be skewed by outliers or structural factors
like differing trading hours between underlying securities and the ETF.

ETF Facts are updated annually, whereas premium/discount data are inherently time sensitive. Including
such information could result in stale or misleading disclosures with limited utility for investors making
buy, hold, or sell decisions. If premium/discount information is to be provided, it is more appropriate for
ETF websites, where it can be updated frequently and presented with context.

Recommendation

e Do notinclude stale premium/discount data in ETF Facts.

e If disclosure is required, provide it on ETF websites with regular updates.

e Aline graph showing daily PD-NAV over the most recent completed calendar year is preferable
to a single mean figure, as it better conveys variability and trends.

This approach preserves the simplicity of ETF Facts while ensuring investors have access to meaningful,
up-to-date premium/discount information.

10. Does the proposed policies and procedures requirement offer sufficient flexibility for ETF
manager monitoring?

Investment Fund Managers are mandated under NI 31-103 to establish, apply, and maintain policies and
procedures that primarily address the risks associated with their business in accordance with prudent
business practices. The responsibility should remain with the registrant to ensure that its policies and
procedures comply with securities legislation. Under the current framework, there is no specific
requirement for policies on particular topics, and introducing such a requirement would represent a
departure from the existing approach. In our view, ETF managers should retain flexibility and discretion
to design operational processes in the best interest of investors, rather than being subject to prescriptive
regulation. A principles-based approach with documented policies - but without rigid requirements -
would better balance regulatory oversight, efficiency, and investor protection.

11. Should the policies and procedures include other specific metrics that should be monitored? In
addition to bid-ask spreads and premiums/discounts to NAV, what metrics should be required
to be monitored?

See response to question 10 above.

12. Do ETF managers make arrangements for liquidity provision with dealers that are not APs?

Global X generally does not make formal liquidity arrangements with dealers who are not Authorized
Participants (APs). ETF portfolio holdings and related data may be confidential and are generally shared
only under contract with APs or other formally engaged parties, or when information is publicly
disclosed.
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That said, managers should retain discretion to engage non-AP liquidity providers if doing so enhances
secondary market liquidity and benefits investors. While APs remain the primary liquidity providers,
other participants—such as high-frequency traders or non-AP market makers—can play a supporting
role, particularly for highly liquid ETFs.

Any such arrangements should be properly documented and disclosed, with contractual protections in
place to ensure accountability. ETF managers should determine the extent of engagement based on the
ETF’s structure and liquidity profile.

Recommendation

¢ Maintain flexibility for managers to engage non-AP liquidity providers where beneficial.
e Ensure all engagements are documented, with appropriate contractual safeguards.
e Focus on enhancing liquidity while protecting portfolio information that may be confidential.

This approach balances operational discretion, investor protection, and secondary market efficiency.

13. Would disclosing the ETF manager’s parameters on the ETF’s website provide context for
investors and help them evaluate the trading information proposed to be disclosed on the
ETF’s website under subsection 11l.B.1?

Global X does not believe that publishing an ETF manager’s internal monitoring parameters on the
website would provide meaningful context or assist investors in evaluating trading activity.

These parameters are highly technical, vary by issuer, and are intended for internal monitoring of the
arbitrage mechanism and secondary market liquidity. Public disclosure could create confusion,
information overload, and misinterpretation, while also exposing proprietary practices and
competitively sensitive trading information.

Investors already have access to practical metrics, such as bid-ask spreads and premiums/discounts,
which provide meaningful insight into ETF trading quality. If regulators require review, these internal
parameters can be shared directly with them rather than published publicly.

Recommendation

e Do not mandate disclosure of internal monitoring parameters on ETF websites.
e Issuers may provide a high-level statement confirming that trading activity and arbitrage
effectiveness are actively monitored, without revealing specific thresholds or internal metrics.

This approach preserves investor clarity, protects proprietary information, and ensures regulators can
access relevant data when needed.

14. Is information regarding an ETF’s arrangements with its APs important for an investor’s
evaluation of an ETF? If not, why not?
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Global X does not believe detailed disclosure of an ETF’s arrangements with its APs is generally relevant
to investors.

Investors transact in the secondary market and have no control over which AP facilitates a trade.
Creation and redemption mechanics are operational and do not impact investment performance or
suitability. Investors focus on factors such as investment objectives, strategy, historical performance,
fees, bid-ask spreads, and premiums/discounts—all of which drive investment decisions.

Secondary market liquidity and pricing are driven by market makers, not the number or identity of APs.
Recommendation

¢ Do not mandate disclosure of AP arrangements, except in cases of a single or exclusive AP,
where concentration risk may warrant noting as a potential risk factor.

e Preserve confidentiality of AP agreements while ensuring investors have access to the
information most relevant to their decisions.

This approach protects proprietary information while maintaining transparency on the factors that truly
influence investor outcomes.

15. Would the proposal to include each agreement to act as an AP for the ETF as a document
required to be filed with the prospectus and listed under the “Material Contracts” heading in
the prospectus provide investors with useful information about the ETF’s arrangements with its
APs? Are there other means of providing information regarding the ETF’s arrangements with its
APs?

Global X does not believe requiring ETF managers to file AP agreements as “Material Contracts” would
provide investors with meaningful information.

AP agreements are operational in nature and do not impact an investor’s ability to evaluate an ETF’s
suitability. They do not carry financial obligations or risks typically associated with material contracts
and therefore are not material for investment decision-making. While issuers provide general disclosure
about AP arrangements, detailed identification of Designated Brokers or Lead Market Makers is not
required in the prospectus and is publicly available via the listing exchange.

Investor-relevant insights are better captured through spreads, liquidity, premiums/discounts, and other
trading metrics rather than AP agreements.

Such a filing requirement would also impose significant operational and regulatory burden. AP
agreements are private, bilateral contracts that are frequently updated; and filing each amendment
could slow ETF launches and reduce operational flexibility without delivering meaningful investor
benefit. Furthermore, international precedent, including in the U.S., does not require AP agreements to
be filed, and adopting such a requirement in Canada would create unnecessary divergence.

Recommendation
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e Do not mandate filing AP agreements as “Material Contracts.”
e Maintain current prospectus disclosure requirements regarding AP arrangements.

This approach ensures investor-relevant transparency while avoiding unnecessary regulatory burden
and operational complexity.

16. Should an ETF’s agreement with its designated broker be required to be filed with the ETF’s
prospectus as a required document under s.9.1(1)(a)(iv) of NI 41-101 and disclosed under Item
31 (Material Contracts) of Form 41-101F2 Information Required in an Investment Fund
Prospectus?

Global X does not believe it is necessary for an ETF’s designated broker agreement to be filed with or
disclosed in the prospectus as a “Material Contract.”

Designated Broker (DB) agreements are operational in nature, and investors do not transact directly
with the DB. Providing them would not deliver meaningful or useful information to investors evaluating
an ETF.

Recommendation

e Do not mandate filing or disclosure of the full DB agreement as a “Material Contract.”

This approach maintains investor-relevant transparency without introducing operational complexity or
risk of stale disclosures.

17. Do ETF managers provide information to determine the ETF’s underlying value and information
for the creation and redemption of units to market participants other than APs (i.e., market
participants that do not have a written agreement that authorizes them to create and redeem
units) in order to foster a more diverse pool of potential arbitrageurs? If an ETF manager enters
into agreements or arrangements with such other market participants, should the ETF manager
also provide these participants with the same information for conducting arbitrage as is
provided to APs, even though they are not authorized to create or redeem units?

Global X does not believe ETF managers should be required to provide creation/redemption information
to market participants who are not APs. Information such as basket details, portfolio holdings, or
valuation data is in some cases subject to confidentiality agreements.

18. Does having only one AP pose undue risk for the primary market? Are there obstacles for ETFs
to contract with at least two APs?

Global X believes that having only one AP can pose risks, particularly during market stress or operational
disruptions. Relying on a single AP increases counterparty and operational risk, potentially impairing the
creation/redemption process and leading to wider bid-ask spreads and greater deviations from NAV.
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Multiple APs provide redundancy, competition, and enhanced market efficiency, improving outcomes
for investors.

However, signing agreements with multiple APs does not guarantee active participation or quoting.
Established ETFs typically face few obstacles in engaging multiple APs, but challenges exist for:

e New or smaller issuers, given capital and technology requirements.

e Niche or low-volume ETFs that offer limited arbitrage opportunities.

o Affiliated APs (where the sole AP is affiliated with the ETF manager), where a second AP is
important for independence and investor protection.

International practices, such as Europe’s use of paid market makers to provide minimum liquidity, could
inform potential Canadian solutions for smaller or newer issuers.

Recommendation

¢ Encourage multiple APs to enhance operational resilience and market efficiency.

e Require a second AP for ETFs with an affiliated sole AP to ensure independence.

e Consider flexible approaches, including alternative models or incentives, to support AP
participation for smaller or niche ETFs.

This approach balances operational risk mitigation, investor protection, and practical constraints faced
by smaller or specialized issuers.

19. Would the presence of a second AP (and therefore, the potential for competition) help mitigate
concerns associated with a single AP potentially not maintaining efficient arbitrage to align the
market price of the ETF closely to the underlying value? Is this concern more significant for ETFs
that do not disclose daily portfolio information to the public, making it less likely for non-AP
dealers to provide liquidity? Are there other ways for the ETF manager to ensure that a sole AP
maintains efficient arbitrage?

Global X acknowledges that having a second AP can help mitigate risks associated with a single AP by
fostering competition, which may better align the ETF market price with its underlying value. However,
simply contracting multiple APs does not guarantee improved outcomes; what matters is whether APs
are active and willing to commit capital in the marketplace.

This concern can be more pronounced for ETFs that do not publicly disclose daily portfolio information,
as limited transparency reduces non-AP participants’ ability to contribute meaningful liquidity.
Nonetheless, efficient arbitrage depends on factors beyond the number of APs, including transparent
pricing, clear basket creation processes, and appropriate fee structures. Regulators should therefore
avoid using “number of APs” as a proxy for market quality.

ETF managers can help ensure efficient arbitrage, even with a single AP, through:
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e Thorough due diligence when onboarding APs to confirm capability and incentives.

¢ Ongoing monitoring of AP activity, including spreads and premiums/discounts to NAV.
e Active engagement with APs to address dislocations promptly.

e Structuring economic incentives to encourage active liquidity provision.

Recommendation

e Maintain flexibility regarding the number of APs, focusing instead on ensuring AP activity,
incentives, and market oversight.

e Encourage multiple APs where feasible but recognize that active participation and proper
market structure are more important for efficient arbitrage than the sheer number of AP
agreements.

This approach balances investor protection, operational effectiveness, and market efficiency.

20. If an ETF has only one AP due to specific obstacles in contracting with more APs, should exclusive
arrangements with the AP be prohibited, thereby making it possible for the ETF to contract with
additional APs once the obstacles do not exist? What benefits would an exclusive arrangement
(or de facto exclusive arrangement) provide for the ETF and its investors that would outweigh
the risks of limiting primary market access (and potentially, liquidity provision, for certain ETFs)
to only one AP?

Global X views exclusive AP arrangements as generally posing more risks than benefits and recommends
they be avoided as a best practice. Exclusivity restricts competition, limits primary market participation,
and can impair liquidity provision. It may also give the AP an advantage in recovering seed capital before
others can engage, potentially creating conflicts of interest and reducing pricing efficiency.

We recognize limited circumstances where exclusivity may be necessary—for example, to enable the
launch of a new ETF when seed capital is contingent on a single AP. Prohibiting exclusivity outright could
reduce product availability and harm investors.

Recommendations

e Any exclusive or de facto exclusive arrangement should be clearly disclosed to investors.

e Ifthe sole AP is affiliated with the ETF manager or the arrangement presents potential conflicts,
review and approval by the ETF’s Independent Review Committee (IRC) is recommended.

e Such arrangements should be temporary, used only to address operational realities of seeding
and launching a fund, and not a structural feature.

In summary, exclusive AP arrangements should be discouraged. When necessary, they must be
transparent, time-limited, and subject to conflict-of-interest oversight to protect market efficiency and
investor interests.
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21. If an ETF only has one AP, should the name of the AP be prominently disclosed in the prospectus
or ETF facts document, for example, under Items 14 (Purchases) and 15 (Redemptions) of Form
41-101F2 and under Item 2, Part | of Form 41101F4 (Quick Facts table), to inform investors of
the ETF’s reliance on the sole AP?

Global X does not believe the name of a sole AP should be prominently disclosed in the prospectus or ETF
Facts document. Doing so would create operational inefficiencies, requiring refiling whenever an AP
changes, even if the change has no material impact on investors. This could discourage ETF managers from
replacing an underperforming AP and create complications if agreements are not finalized at the time of
filing.

Recommendations

e Focus disclosure on the risk of having a single AP rather than naming the AP. The prospectus
should note that reliance on one AP could limit primary market access, reduce liquidity, and
impair efficient arbitrage between market price and NAV.

e Any related-party relationships with the sole AP should continue to be disclosed under existing
“conflicts of interest” requirements in the prospectus.

This approach provides investors with meaningful risk information, avoids unnecessary operational and
regulatory burdens, and maintains clarity without creating confusion from redundant website
disclosure.

22. Should ETFs continue to be allowed to determine the type of valuation information they provide
to facilitate the arbitrage mechanism? If not, what parameters for portfolio information would
ensure that the valuation information provided can facilitate effective arbitrage that will
promote close tracking of the market price of the ETF to the underlying value? For example,
should there be a requirement to provide the portfolio holdings that make up a minimum
percentage of the portfolio’s value?

Global X believes ETF managers should retain flexibility in determining the type and timing of valuation
information provided to APs to facilitate the arbitrage mechanism. Alignment of interests between
managers and APs ensures that relevant information is already being provided: efficient arbitrage and
tighter bid—ask spreads benefit both the ETF and its investors. The OSC ETF Study does not indicate a
need for additional regulatory mandates.

Key Notes:

e Full and timely information for APs: APs should have access to complete and up-to-date
portfolio holdings to enable accurate pricing and effective arbitrage. Partial or stale data may
impair their ability to act efficiently.

e Issuer flexibility: While full holdings disclosure to APs is encouraged, public daily disclosure is not
necessary. Protecting intellectual property and investment strategies is important, and public
release does not improve arbitrage efficiency.
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Safeguards: contractual arrangements with APs provide a reasonable mechanism to ensure
transparency while protecting proprietary information.

Recommendation

Maintain manager discretion in providing valuation information. Full portfolio disclosure to APs
is a best practice, but prescriptive regulatory requirements for public disclosure are
unnecessary.

This approach preserves incentives for efficient arbitrage while safeguarding proprietary information
and operational flexibility.

23. Do our proposals, as outlined in subsection Ill.D.5, sufficiently address the risks of information

asymmetry? Are there additional measures that could further reduce these risks?

Global X does not believe the proposed risks of information asymmetry are material or require
additional regulatory intervention. Investors already receive sufficient information in the prospectus,
and secondary market trading is driven by publicly available metrics such as NAV, market price, and bid-
ask spreads.

Key Observations

Existence of risk: The OSC ETF Study found no evidence that full public disclosure of holdings
improves arbitrage effectiveness or liquidity.

Disclosure of AP arrangements and policies: Operational details about AP arrangements do not
influence investors’ buy, hold, or sell decisions. ETF managers should maintain internal policies
on disclosure, but public disclosure of detailed operational policies is unnecessary. A high-level
summary of the ETF’s disclosure policy in the prospectus is sufficient.

Daily metrics and operational practicality: Proposed daily metrics are costly and operationally
burdensome, particularly for smaller issuers, and unlikely to benefit investors meaningfully.
Delivering holdings to APs overnight for market open preparation is standard practice and does
not disadvantage investors.

Consistency without tiered access: To reduce confusion, all funds—ETFs and mutual funds
alike—could disclose their portfolio holdings policy (frequency and methodology) on their
website. This standardizes expectations and enables due diligence while preserving manager
discretion on timing and level of disclosure.

Recommendation

Simplify requirements by mandating disclosure of fund’s portfolio holdings policy on its website
for transparency and consistency, while allowing ETF managers flexibility in determining
operational practices.
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