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Dear Ugo-2 Tessier,

Large Cap Canadian Equity ETF
Special collaboration: Ian Gascon

Nearly everywhere in the world, investors have a bias that incites them to invest a significant
portion of their portfolio in the local market, in their own country. This bias can be explained in
part by the perception of having a better knowledge of one’s own market, by a lower
transaction cost or by higher tax efficiency. Canada is no exception to this observation and
Canadian shares likely make up a significant proportion of your portfolio.

There are more than 50 ETFs in Canada that invest primarily in Canadian shares, some very
diversified, some sectoral, some with distinctive approaches (fundamental indexation,
covered calls, securities, low-volatility stocks…). The objective of this article is not to start a
debate on the merit of these approaches, but to analyze the exposure of the ETF stocks that
are most representative of the Canadian market. Only 5 ETFs meet these criteria and attempt
to replicate large cap passive indexes. These are only 5 ETFs among more than 265 (less
than 2%) offered in Canada, but they represent more than 25% of all ETF assets under
management in Canada. To help you make a more informed choice, here are the main
differences between these ETFs.

The most well known, most liquid, the one with the most assets under management ($11B)
and the oldest one is the iShares S&P/TSX 60 Index Fund (XIU) that follows the S&P/TSX 60
index. As its name indicates, this fund invests in 60 large cap Canadian equities. The 10
largest securities represent more than 45% of this ETF, which makes it an ETF that is very
concentrated in only a few securities. The financial, energy and materials sectors, which are
representative of the Canadian market, dominate this ETF. However, with a management
expense ratio (MER) of 0.18%, it is not the least expensive. For active investors or those who
are looking for temporary exposure to the Canadian equity market, this may be the right
choice.

A direct competitor of the XIU is the Horizons S&P/TSX 60 Index ETF (HXT). It follows the
same index, but is structured differently. Using term contracts, the HXT does not invest
directly in underlying securities. This particular structure allows it to replicate the S&P/TSX 60
index (overall return) with a potential tracking error that is lower than the XIU and without
necessarily distributing to shareholders, which may have tax advantages for certain investors.
Normally, this type of structure using term contracts has higher fees (like its American
counterpart, the Horizons S&P 500 Index ETF (HXS), or in the case of the iShares
Advantaged line) that vary between 0.30% and 0.75% per year, but since its launch, the HXT
is taking advantage of an agreement in which no fees are charged for the derivative.
However, this advantage must be analyzed to take into account the counterparty risk from
using a derivative and the possibility that this particular agreement does not get renewed. It
should be noted that following the changes announced during the last federal budget,
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should be noted that following the changes announced during the last federal budget,
Horizons, this ETF’s manager, does not expect this HXT to be affected by the new tax rules
concerning the “qualification operations”. In short, with fees of 0.07% (currently reduced to
0.05% until October 2013) and an MER of 0.08%, this ETF is the least expensive in Canada
and offers the possibility for exposure to Canadian equities with tax advantages, which is a
point to be considered for non-tax sheltered accounts.

The iShares S&P/TSX Capped Composite Index Fund (XIC) attempts to replicate the
S&P/TSX Capped Composite index, an index that is larger than the S&P/TSX 60, with more
than 200 securities. The sector exposure is similar but more diversified. The 10 largest
securities represent less than 35% of this ETF, which should be a long-term advantage
compared to the more concentrated S&P/TSX 60 index. With an MER of 0.27%, this ETF is
relatively expensive for the kind of exposure it offers. The BMO S&P/TSX Capped Composite
Index ETF (ZCN) also follows the S&P/TSX Capped Composite index, but its fees are 0.10%
less than the XIC (with an MER of 0.17%), which potentially makes it a better choice than the
XIC. In both cases, the liquidity offered on the secondary market is excellent and both funds
have tracking errors that are coherent with their management fees.

Halfway between the S&P/TSX 60 index and the S&P/TSX Capped Composite index, from a
diversification point of view, is the index that is followed by the Vanguard FTSE Canada Index
ETF (VCE), an ETF with an MER of 0.11%, which makes it the least expensive in Canada
after the HXT (see above). With approximately $140M in assets, it is currently the smallest of
the other comparable ETFs. The VCE now follows the FTSE Canada index that is composed
of approximately 80 securities and whose sector exposure is, once again, similar to the other
indexes. In my opinion, this ETF was more interesting before the recent index change. Now
that it follows a less diversified index with a less expensive license fees, Vanguard appears to
be banking on its favourable MER to grow the VCE’s assets.

About Ian Gascon

Ian Gascon is president of Idema Investments (www.idema.ca), a portfolio manager
specialized in exchange traded funds that offers personalized portfolios for independent
investors, among other services. He is the author of an ETF blog on lesaffaires.com.

Mr. Gascon holds a Masters in Finance from HEC Montreal (M.Sc.), as well as a Graduate
Diploma in Management (DESG) and a bachelor"s degree in engineering, aeronautics major,
(B.Eng.) from Polytechnique Montréal. He is registered with the AMF as a Portfolio Manager,
Designated Person and Chief Compliance Officer.

This article is provided for informational purposes only. Investments should be selected according to the objectives of
each investor. National Bank Direct Brokerage makes no recommendation about a product, specific strategy, nor the
suitability or potential value of any particular investment. The opinions expressed in the article are those of the author(s),
and do not necessarily reflect the opinion of National Bank Direct Brokerage.

Upcoming seminars
Subject (Language of the event) Date Place

Tools for self-directed investors   (French)

Tuesday May 7, 2013
Time: 7 P.M. to 9 P.M. 

Wednesday May 22, 2013
Time: 7 P.M. to 9 P.M.

Quebec

La Prairie

Getting started with ETFs   (English) Tuesday May 7, 2013
Time: 6:30 P.M. to 8:30 P.M. Richmond

Recognia, An Interactive Technical Analysis
Tool   (French) 
Recognia, An Interactive Technical Analysis
Tool   (English)

Wednesday May 8, 2013
Time: 12 P.M. to 1 P.M.

 Wednesday May 8, 2013
Time: 7 P.M. to 8 P.M.

Online

Online

Generating Income using ETFs   (English) Wednesday May 8, 2013
Time: 12 P.M. to 1 P.M. Vancouver

Using ETFs for your Equity Portfolio  
(English) 

Tuesday May 14, 2013
Time: 12 P.M. to 1 P.M. Toronto
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(English) Time: 12 P.M. to 1 P.M. Toronto

Introduction to ETFs in the context of
portfolio building   (French)

Wednesday May 15, 2013
Time: 7 P.M. to 9 P.M.

Wednesday May 29, 2013
Time: 7 P.M. to 9 P.M.

Montreal

Quebec

Building a Better Portfolio Using ETFs  
(French) 

Tuesday May 28, 2013
Time: 7 P.M. to 9 P.M. Montreal

 

New Issues
Diversified GICs
Canadian Advantage 8 GIC (5 years)
Canadian Advantage 8 GIC (3.5 years)

Issue Date: May 24, 2013
Sales Period: April 15, 2013 to May 17, 2013
Maturity Date: 

Diversified GICs: May 23, 2018
Canadian Advantage 8 GIC (5 years): May 23, 2018
Canadian Advantage 8 GIC (3.5 years: November 23, 2016

Terms and conditions:

For more information on terms and conditions, please click here .

Information:

For more information, please contact National Bank Direct Brokerage at 514-866-6755
or 1-800-363-3511.

 

 

 
National Bank Direct Brokerage Inc. 1100 University, 7th floor, Montreal, Quebec H3B 2G7. Telephone: 514-866-6755. Toll-free: 1-800-363-3511. E-mail: directbrokerage@nbc.ca . Website:
nbc.ca/nbdb .

National Bank Direct Brokerage Inc. is a wholly owned subsidiary of National Bank of Canada. National Bank Direct Brokerage offers no advice and makes no investment recommendations. The
client alone is responsible for the financial consequences of his investment decisions. Member of the Canadian Investor Protection Funds (CIPF).

The information and opinions contained in this newsletter are for information purposes only and come from sources that we believe to be reliable, although we cannot guarantee their accuracy or
completeness. The information is of general nature: it is not adapted to the needs, goals or specific financial situation of every investor. This newsletter does not constitute an offer to sell or buy
securities. Past performance is not a guarantee of future performance.

The logos in the list of the five most traded stocks at NDBD are a brand name and/or a registered trademark of their respective owners.

Read our Confidentiality policies. If you feel that you have received this e-mail in error, or would like to report e-mail abuse, please contact directbrokerage@nbc.ca .

National Bank Direct Brokerage never asks clients for their personal or banking information by e-mail. If you receive an e-mail that appears to be sent from National Bank Direct Brokerage but
asks you to provide personal or banking information, be aware, do not click on the link in the e-mail and do not provide the information requested. Contact us immediately and send us the
fraudulent email you received at directbrokerage@nbc.ca .

If you no longer wish to receive e-communications from National Bank Direct Brokerage, you may unsubscribe here .
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