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Introduction

The Canadian Securities Administrators (the CSA or we) are publishing for a comment period of
90 days a Draft Regulation to amend Regulation 41-101 respecting General Prospectus
Requirements (the Regulation), draft amendments to Policy Statement to Regulation 41-101
respecting General Prospectus Requirements (the Policy Statement) and related consequential
amendments to Regulation 81-106 respecting Investment Fund Continuous Disclosure and
Policy Statement to Regulation 81-106 respecting Investment Fund Continuous Disclosure (the
Consequential Amendments). New Form 41-101F4 Information Required in an ETF Facts
Document (Form 41-101F4) is part of the Regulation. We refer to the Draft Regulation to amend
the Regulation, the draft amendments to the Policy Statement and the Consequential
Amendments together as the Proposed Amendments.

The Proposed Amendments are part of Stage 3 of the CSA’s implementation of the point of sale
disclosure project (the POS Project).

The Proposed Amendments will require mutual funds in continuous distribution, the securities of
which are listed and traded on an exchange or an alternative trading system (ETFs), to produce
and file a summary disclosure document called “ETF Facts”, which must be made available on
the ETF’s or the ETF manager’s website. The Proposed Amendments also introduce a new
delivery regime which will require dealers that receive an order to purchase ETF securities to
deliver an ETF Facts to investors within two days of the purchase. Delivery of the prospectus
will not be required, but there will be a requirement for the prospectus to be made available to



investors upon request, at no cost.

We think the introduction of the ETF Facts will help provide investors with access to key
information about an ETF, in language they can easily understand. Delivery of the ETF Facts to
investors will also help improve the consistency with which disclosure is provided to investors of
ETFs, and help create a more consistent disclosure framework between conventional mutual
funds and ETFs. Implementation of this initiative is also responsive to comments received
throughout the course of the POS Project, from both industry and investor stakeholders,
regarding the need to ensure greater consistency in terms of the disclosure regime for
conventional mutual funds and ETFs, which are generally both sold to retail investors.

The text of the Proposed Amendments is published with this Notice and is available on the
websites of members of the CSA.

We expect the Proposed Amendments to be adopted in each jurisdiction of Canada. Some
jurisdictions may need to seek legislative amendments, which will need to be enacted prior to
implementing the Proposed Amendments.*

Background

CSA Staff Notice 81-319 Status Report on the Implementation of Point of Sale Disclosure for
Mutual Funds? outlined the CSA’s decision to implement the POS Project in three stages.

With the publication of final amendments on December 11, 2014, the POS Project for
conventional mutual funds is now complete. Since July 2011, every mutual fund has been
required to prepare a fund facts document® (Fund Facts) for each class and series. Since
June 2014, every dealer has been required to deliver the Fund Facts instead of the prospectus in
connection with the purchase of mutual fund securities. On May 30, 2016, dealers will be
required to deliver the Fund Facts at or before the point of sale.

As part of final stage of the POS Project, two concurrent workstreams are under way:

1. ETF summary disclosure document and a new delivery model — The Proposed
Amendments will require the filing of an ETF Facts and delivery of the ETF Facts
within two days of an investor purchasing securities of an ETF; and

2. CSA risk classification methodology — The CSA is currently developing a CSA risk
classification methodology to be applied in determining a fund’s investment risk level
on the scale in the Fund Facts and, now, the ETF Facts. CSA Notice 81-324 and
Request for Comment on Proposed CSA Mutual Fund Risk Classification

! In Ontario, legislative amendments have been passed and are awaiting proclamation upon the effective date of the
Proposed Amendments.

2 Published on June 18, 2010.

¥ See Form 81-101F3 Contents of Fund Facts Document.



Methodology for Use in Fund Facts was published for comment on December 12,
2013. A status update* was published on January 29, 2015.

The ETF Distribution Model

The Proposed Amendments recognize the differences in the distribution model for ETFs and
conventional mutual funds. In particular, unlike mutual funds, individual investors seeking to
purchase an ETF generally cannot subscribe directly for ETF securities. Instead, they must
purchase ETF securities over an exchange. In addition, unlike conventional mutual funds where
each purchase results in a distribution, in the case of ETFs, a purchase results in a distribution
only when it is a trade in securities of the ETF that have not been previously issued (the Creation
Units).

Since the prospectus delivery requirement under securities legislation is triggered by a
distribution, prospectus delivery would generally only apply to an investor’s purchase if the
order is filled with Creation Units. Creation Units are issued by ETFs to dealers that are
authorized to purchase newly issued securities directly from the ETF. The dealers, in turn, re-sell
these Creation Units on an exchange.®

The first re-sale of a Creation Unit on an exchange or another marketplace in Canada will
generally constitute a distribution. If, however, the ETF investor’s purchase order is filled
through a secondary market trade of previously issued existing ETF securities, the prospectus
delivery requirement would not apply. This means that investors who purchase ETF securities
that are trading in the secondary market may not be entitled to receive a prospectus under
securities legislation unless they specifically request it.

Exemptive Relief and the Delivery of an ETF Summary Disclosure Document

To deal with issues arising from the ETF distribution model, in Fall 2013, the CSA granted
exemptive relief (the Exemptive Relief) to ETF managers and a group of dealers from the
existing prospectus delivery requirements under securities legislation in order to permit the
delivery of a summary disclosure document (Summary Document) in place of the prospectus.®

* CSA Staff Notice 81-325 Status Report on Consultation under CSA Notice 81-324 and Request for Comment on
Proposed CSA Mutual Fund Risk Classification Methodology for Use in Fund Facts.

® This initial re-sale from a “creation unit” on an exchange would be considered a trade in the securities of an issuer
that have not been previously issued and a purchase and re-sale by the dealer in the course of or incidental to a
distribution.

® In the Matter of BMO Nesbitt Burns Inc. and BMO Investorline Inc. (July 19, 2013); In the Matter of CIBC World
Markets Inc. and CIBC Investor Services Inc. (July 19, 2013); In the Matter of ITG Canada Corp. (November 18,
2014); In the Matter of National Bank Financial Inc. and National Bank Direct Brokerage Inc. (July 19, 2013); In
the Matter of RBC Dominion Securities Inc. and RBC Direct Investing Inc. (July 19, 2013); In the Matter of Scotia
Capital Inc. and DWM Securities Inc. (July 19, 2013); In the Matter of TD Securities Inc. and TD Waterhouse
Canada Inc. (July 19, 2013); In the Matter of Timber Hill Canada Co. (November 5, 2014); In the Matter of
Blackrock Asset Management Canada Limited et. al. (July 19, 2013); In the Matter of BMO Asset Management Inc.
et. al. (July 19, 2013); In the Matter of First Asset Investment Management Inc. et. al. (July 19, 2013); In the Matter
of FT Portfolios Canada Co. et. al. (July 19, 2013); In the Matter of Horizons ETFs Management (Canada) Inc. and
AlphaPro Management Inc. et. al. (July 19, 2013); In the Matter of Invesco Canada Ltd. et. al. (July 19, 2013); In
the Matter of Purpose Investments Inc. et. al. (August 6, 2013); In the Matter of Questrade Wealth Management Inc.
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The Exemptive Relief requires dealers that are parties to the relief to deliver to investors a
Summary Document within two days of the investor buying an ETF, whether or not the
investor’s purchase order is filled with Creation Units.” This delivery obligation applies to
dealers acting as agents of the purchaser on the “buy” side of the transaction, rather than to
dealers acting in a distribution on the “sell” side of the transaction, as currently required under
securities legislation.

The Proposed Amendments, along with related legislative amendments, codify the concepts of
the Exemptive Relief, to make it applicable to all dealers who act as agent of the purchaser of an
ETF security.

Substance and Purpose

Consistent with the principles of the POS Project, we think the Proposed Amendments will
provide investors with the opportunity to make more informed investment decisions, by giving
investors access to key information about an ETF, in language they can easily understand.®
Furthermore, investors in conventional mutual funds and ETFs will be treated more equally with
respect to the disclosure available in connection with a purchase of securities.

The proposed ETF Facts has been tested with investors and the content of the ETF Facts is
informed by the results of the testing. The ETF Facts will allow investors to review key
information about the potential benefits, risks and costs of investing in an ETF in an accessible
format. It also highlights for investors where they can find further information about an ETF.
We encourage advisors and investors to use ETF Facts as a tool in their conversations.

As was the case with the Exemptive Relief, the Proposed Amendments recognize the differences
in the current ETF distribution model. In particular, as outlined above:
e notall ETF purchases are distributions;

e the dealer on the “sell” side of an ETF trade may not be able to readily discern whether
a particular ETF trade is a distribution;

et. al. (January 23, 2015); In the Matter of RBC Global Asset Management Inc. et. al. (July 19, 2013); and In the
Matter of Vanguard Investments Canada Inc. et. al. (July 19, 2013).

" Similar to delivery of the Fund Facts, delivery would only be required in instances where the investor has not
previously received the latest Summary Document of the ETF.

® This is consistent with the International Organization of Securities Commission (I0SCO) Principles on Point of
Sale Disclosure published in February 2011. See, for example: Principles on Point of Sale Disclosure, Final Report,
Technical Committee of the IOSCO, February 2011; G20 High-level principles on Financial consumer protection,
Organization for Economic Co-operation and Development (OECD), October 2011; and Regulation of Retail
Structured Products, Consultation Report, IOSCO, April 2013.

Principle 2 of the IOSCO Principles on Point of Sale Disclosure specifies: “key information should be delivered,
or made available, for free, to an investor before the point of sale, so that the investor has the opportunity to
consider the information and make an informed decision about whether to invest.”



e there may be different dealers on the “sell” side and “buy” side of an ETF trade;

e the dealer on the “sell” side of an ETF trade that is a distribution cannot readily
identify the purchaser over the exchange; and

e the dealer on the “buy” side of an ETF trade that is a distribution is not subject to the
delivery obligation if it acts solely for the purchaser.

Summary of the Proposed Amendments
Application

The Proposed Amendments apply only to ETFs.
ETF Facts

The creation of a summary disclosure document that highlights key information that is important
for investors to consider when they purchase an investment product has been a central
component of the POS Project. As was the case for the Fund Facts, the ETF Facts is a critical
element of the new delivery regime that is being proposed for ETFs.

The starting point for the development of the ETF Facts was the Fund Facts, which was the result
of extensive research, consultation and testing. Like the Fund Facts, the ETF Facts is required to
be in plain language, no more than two pages double-sided and highlights key information that is
important to investors, including risks, past performance, and the costs of investing in an ETF.

Although ETFs are substantially similar to conventional mutual funds, they are different in one
significant aspect. Individual investors cannot subscribe for ETF securities directly from the
fund. Instead, ETF securities are bought and sold over an exchange like stocks. Therefore, we
have included additional content in the ETF Facts that speaks to trading and pricing
characteristics of ETFs. For example, we have proposed the inclusion of information related to
market price, bid-ask spread, as well as premium/discount of market price to net asset value. We
have also proposed the inclusion of content that explains some of the pricing issues to consider
when trading ETFs.

The form requirements for the ETF Facts are set out in the Proposed Amendments as Form
41-101F4. A separate ETF Facts is required for each class or series of securities of an ETF. For
illustrative purposes, a sample ETF Facts is set out as Annex A to this Notice.

The CSA is developing a CSA risk classification methodology for use in the Fund Facts and the
ETF Facts. Once implemented, it is anticipated that the “risk rating” currently proposed in the
ETF Facts will be determined according to the CSA risk classification methodology

Please see Annex B to this Notice which sets out some specific issues for comment relating to
the specific content of the ETF Facts.




Testing of the ETF Facts

The CSA tested the proposed ETF Facts with investors during Summer/Fall 2014 using Allen
Research Corporation of Toronto, Ontario.

The research was conducted in two phases: (1) qualitative research conducted through 28 one-
on-one in-depth interviews and (2) quantitative research conducted through an online
questionnaire with 533 retail investors, including 348 ETF investors. The ETF Facts was tested
both in English and French.

The testing showed that investors generally find the ETF Facts contains important information,
and that it is expressed in easy-to-read language. Other key findings included:

e investors generally considered the ETF Facts to be a useful document and were
committed to using it as a major component of their decision-making process for ETF
investing;

e investors generally understood the terms “currency”, “exchange”, “average daily
volume” and “total value” in the “Trading information” section;

e investors generally did not understand that ETFs have both a market price and a “NAV”;

e investors found it hard to understand the concepts “bid-ask spread” and “premium and
discount” in the “Trading ETFs” section and asked for examples;

e investors did not understand “CUSIP” in the “Trading information” section; and

e investors wanted to know about the trailing commission even if the trailing commission
iS zero.

The results of this testing helped to inform the content of the proposed ETF Facts form
requirements in the Proposed Amendments. The following changes to the proposed ETF Facts
were made in response to the testing results:

e the “Trading ETFs” section is replaced with the “How ETFs are priced” section, which
describes the concepts of “market price” versus “NAV” with respect to pricing of ETFs;

e inthe “How ETFs are priced” section, the concepts of “bid-ask spread” and “premium
and discount” are discussed in the context of how ETFs are priced;

e metrics for “market price”, “NAV”, “average bid-ask spread” and “average
premium/discount to NAV” are added to illustrate each of these concepts under a new
“Pricing information” section;

e CUSIP is now identified as “for dealer use only” and moved out of the “Trading
Information” section; and



e an explanation of “trailing commission” is added, which is consistent with the Fund
Facts.

The final report, “CSA Point of Sale Disclosure Project: ETF Facts Document Testing,” is
available on the websites of the Ontario Securities Commission and the Autorité des marchés
financiers at www.osc.gov.on.ca and www.lautorite.qc.ca, respectively. Copies are also
available from any CSA member.

Filing Requirements

Consistent with the Exemptive Relief, the ETF Facts must be filed concurrently with the ETF’s
prospectus. The certificate page for the ETF, which verifies the disclosure in the prospectus,
applies to the ETF Facts just as it applies to all documents incorporated by reference into the
prospectus.

If a material change to the ETF relates to a matter that requires a change to the disclosure in the
ETF Facts, an amendment to the ETF Facts must be filed. If ETF managers want to update
information in the ETF Facts at their discretion, they may choose to amend the ETF Facts at any
time. In all instances, an amendment to an ETF Facts must be accompanied by an amendment to
the ETF’s prospectus. In cases where the ETF prospectus would not have any changes, it would
be sufficient to simply file an updated certificate page.

Any ETF Facts filed after the date of the prospectus is intended to supersede the ETF Facts
previously filed. Once filed, the ETF Facts must be posted to the ETF’s or the ETF manager’s
website.

Delivery of the ETF Facts Instead of the Prospectus

The Proposed Amendments require delivery of the most recently filed ETF Facts to a purchaser
within two days of purchase of ETF securities, pursuant to the proposed delivery requirement.
The proposed delivery requirement shifts the current prospectus delivery obligation under
securities legislation from the dealer acting as underwriter in an ETF distribution (the “sell” side
of an ETF transaction) to the dealer when acting as agent of the purchaser of an ETF security
(the “buy” side of an ETF transaction). The proposed delivery requirement also provides a
carve-out from the existing prospectus delivery requirement for ETF securities.

Under the Exemptive Relief, a Summary Document is being delivered to investors that are
clients of dealers that account for approximately 80% of all ETF assets under management held
by retail investors in Canada today.® Implementation of the Proposed Amendments means that
all investors, including those that are not clients of dealers that are parties to the Exemptive
Relief, would receive an ETF Facts within two days of purchase.

Consistent with securities legislation in some jurisdictions today, the Proposed Amendments do
not require delivery of the ETF Facts if the purchaser has already received the most recently filed

% Source: Investor Economics.


http://www.osc.gov.on.ca/

ETF Facts.

The Proposed Amendments will restrict the documents that may be combined with the ETF Facts
on delivery.

We have not made any changes to an ETF’s obligation to file its prospectus. There will be a
requirement to provide investors with a copy of the prospectus upon request, at no cost.

The delivery requirement in the Proposed Amendments is drafted to reflect current differences in
the legislative authority of members of the CSA. While drafting may differ among the members of
the CSA, each jurisdiction will achieve the same outcome of requiring delivery of the ETF Facts to
ETF investors within 2 days of purchase. Prior to implementing the Proposed Amendments,
legislative amendments may be sought and enacted in some jurisdictions to achieve a harmonized
provision.

The method for delivery of the ETF Facts is expected to be consistent with the method for
delivery of a prospectus under securities legislation. For example, it could be in person, by mail,
by fax, electronically or by other means. Access will not equal delivery, nor will a referral to the
website on which the ETF Facts is posted.

Investor Rights
Right for failure to deliver the ETF Facts

If the investor does not receive the ETF Facts, the investor has a right to seek damages or to
rescind the purchase. The rights of the investor for failure of delivery of the ETF Facts will be
enacted by legislative amendments and will be consistent with the rights under securities
legislation today for failure to deliver the prospectus within two days of purchasing securities of
an ETF.

Right for withdrawal of purchase

The Proposed Amendments do not extend the current right of withdrawal of purchase to
investors of ETF securities. Currently, under securities legislation, investors have a right for
withdrawal of purchase within two business days after receiving the prospectus. This right only
applies in respect of a distribution for which prospectus delivery is required. As indicated, not
all ETF purchases are distributions. Only purchase orders filled with Creation Units trigger a
prospectus delivery requirement and would therefore also be subject to a withdrawal right. As a
result, this right does not today apply to all ETF investors, nor is there a way for an ETF investor
today to know whether they have received Creation Units and are therefore eligible for a
withdrawal right.

In some jurisdictions, investors have a right of rescission with delivery of the trade confirmation
for the purchase of mutual fund securities, including ETF securities.'’ This right remains

19°See for example section 137 of the Securities Act (Ontario). In Ontario, this right only applies in respect of
purchases that are less than $50,000. An investor that exercises this right is entitled to receive the lesser of their



unchanged under the Proposed Amendments.

Please see Annex B to this Notice which sets out specific issues for comment relating to this
approach.

Right for misrepresentation

The ETF Facts is incorporated by reference into the prospectus. This means that the existing
statutory rights of investors that apply for misrepresentations in a prospectus will also apply to
misrepresentations in the ETF Facts. Furthermore, as most ETF purchases occur on the
secondary market, investors may also have a right of action for civil liability for secondary
market disclosure.

Transition

The Proposed Amendments have two transition periods. The first relates to the requirement for
ETF managers to file and make available an ETF Facts for each class or series of securities of the
ETF (the ETF Facts Filing Requirement). The second relates to the requirement for dealers to
deliver an ETF Facts in connection with a purchase of an ETF security (the ETF Facts Delivery
Requirement).

Subject to the nature of comments received, as well as the regulatory approval process, we
anticipate publishing final regulations aimed at implementing the Proposed Amendments in early
2016 (the Publication Date). We anticipate the Proposed Amendments will be proclaimed into
force three months after the Publication Date (the In Force Date).

The proposed transition period timeline in the Proposed Amendments is illustrated below:

Publication Date N ETF Fa.cts Filing ETF Facts. Filing ETF Fac'Fs Delivery
(early 2016) (+ 3 months) Requirement Deadline Requirement
(+9 months) (+ 23 months) (+ 24 months)

eFinal publication of *Proposed *ETF Facts must be eAll ETFs must have *Buy-side dealer must
Proposed Amendments filed with any filed the ETF Facts by  deliver ETF Facts to
Amendments come into force preliminary and pro this date purchasers in
forma prospectus connection with
filed on or after this purchases made on or
date after this date

ETF Facts Filing Requirement

We are proposing the ETF Facts Filing Requirement would take effect 9 months after the
Publication Date (the ETF Facts Effective Date) of the Proposed Amendments in final form.
This means that ETF managers will have 6 months from the In-Force Date to make any changes
to compliance and operational systems that are necessary to produce the ETF Facts.

original investment amount and the net asset value of the shares/units at the time of exercise. The investor would
also be entitled to receive all costs incurred in connection with their purchase.



As of the ETF Facts Effective Date, an ETF that files a preliminary or pro forma prospectus must
concurrently file an ETF Facts for each class or series of securities of the ETF offered under the
prospectus and post the ETF Facts to the ETF’s or ETF manager’s website. Until such time, ETF
managers that are subject to the Exemptive Relief will continue to prepare and file the Summary
Document.

In order to fully implement the Proposed Amendments within a reasonable time period, we
propose that an ETF manager must, if it has not already done so, file an ETF Facts for each class
or series of securities of the ETF within 14 months of the ETF Facts Effective Date. Based on
the prospectus renewal cycle for ETFs, we anticipate that it would take approximately 13 months
for ETF Facts to be filed for all ETFs. This final deadline date, however, will ensure that ETF
Facts for all ETFs will be available prior to implementation of the ETF Facts Delivery
Requirement.

ETF Facts Delivery Requirement

We are proposing the ETF Facts Delivery Requirement would take effect 24 months after the
Publication Date (the Delivery Effective Date).

This means that dealers that are subject to Exemptive Relief will be required to deliver either the
most recently filed ETF Facts, or until the initial ETF Facts is filed, the most recently filed
Summary Document. The sunset provisions of the Exemptive Relief will generally expire by the
end of the transition period for the Proposed Amendments. We do not anticipate that there will
be any significant issues related to the transition from the delivery of the Summary Document to
delivery of the ETF Facts.

Dealers that are not subject to the Exemptive Relief will have 21 months from the In-Force Date
to make any changes to compliance and operational systems that are necessary to effect ETF
Facts delivery.

Please see Annex B to this Notice which sets out some specific issues for comment relating to
the two transition periods.

Anticipated Costs and Benefits

Similar to the delivery of Fund Facts for mutual funds, we think delivery of the ETF Facts, as set
out in the Proposed Amendments, would benefit both investors and market participants by
helping address the “information asymmetry” that exists between participants in the ETF
industry and investors. Unlike industry participants, investors often do not have key information
about an ETF and may not know where to find the information. We also know that many
investors do not use the information in the prospectus because they have trouble finding and
understanding the information they need. The CSA designed the ETF Facts to make it easier for
investors to find and use key information, which should help bridge this information gap.

The earlier publications related to the POS Project outlined some of the anticipated costs and
benefits of implementation of the point of sale disclosure regime for mutual funds. We consider
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the costs and benefits set out in prior publications to still be valid and we consider them to be
equally applicable to ETFs.* You can find these documents on the websites of members of the
CSA.

Overall, we continue to believe that the potential benefits of the changes to the disclosure regime
for ETFs as contemplated by the Proposed Amendments are proportionate to the costs of making
them.

Benefits

As stated throughout the POS Project, the benefits of a more effective disclosure regime can be
subtle and difficult to measure. It is difficult to quantify the value of investors having the
opportunity to make more informed investment decisions. Research suggests that certain
behavioral biases of investors may impact the effectiveness of policy initiatives that are designed
to encourage better choices about financial products. However, research on investor preferences
for mutual fund information, including our own testing of the Fund Facts and ETF Facts,
indicates investors prefer a concise summary of the information that they can use to make a
decision. The Proposed Amendments would also improve the consistency with which disclosure
is provided to investors of ETFs and help create a more consistent disclosure framework between
conventional mutual funds and ETFs.

Some anticipated benefits of delivery of the ETF Facts include:
e less risk of investors buying inappropriate products;

e investors being in a position to better understand, discuss, and compare one ETF to another,
particularly the costs of investing in the ETFs;

e greater transparency in areas such as charges and commissions, which may enhance the
overall efficiency of the market; and

e investors becoming better informed overall, which reinforces investor confidence in ETFs.
Costs

We think the costs of a new disclosure regime for ETFs fall into two main categories: the one-
time costs of change in moving to the new regime and the ongoing costs of maintaining the new
system, in comparison with the cost of the existing regime.

We anticipate that costs to industry stakeholders will fall into the following general categories:

e preparation of the ETF Facts;

1 The costs and benefits of pre-sale delivery are not applicable as the Proposed Amendments only contemplate
delivery of the ETF Facts within two days of purchase of ETF securities.
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e reprogramming and updating information delivery systems;
e regulatory filings; and
e compliance and staff costs in overseeing and maintaining the delivery regime.

As all ETF managers already prepare and file a Summary Document pursuant to the Exemptive
Relief, we think the costs to prepare the ETF Facts will be incremental in nature and the costs for
regulatory filings of the ETF Facts will be more or less the same.

For the dealers that already deliver a Summary Document to ETF investors under the Exemptive
Relief, we think delivery systems are already in place and the compliance and staff costs in
overseeing and maintaining the delivery regime should be more or less the same.

For the dealers that are not parties to the Exemptive Relief, we think there will be one-time costs
to reprogram and update information delivery systems and ongoing costs relating to compliance
and staff to oversee and maintain the delivery regime. However, there are a number of third
party service providers that have expertise in creating automated programs and applications for
delivery of disclosure documents. To the extent that affected dealers already have systems in
place to accommodate post-sale delivery of the Fund Facts, it may also be possible for those
dealers to leverage those existing systems to implement delivery of the ETF Facts. For these
dealers, we request specific data on the anticipated costs of delivering the ETF Facts.

Please see Annex B to this Notice which sets out some specific issues for comment relating to
the anticipated costs and benefits of the Proposed Amendments.

Local Matters

An annex to this Notice is being published in any local jurisdiction that is making related
changes to local securities laws, including local notices or other policy instruments in that
jurisdictions. It also includes any additional information that is relevant to that jurisdiction only.

Some jurisdictions may require amendments to local securities legislation, in order to implement
the Proposed Amendments. If statutory amendments are necessary in a jurisdiction, these
changes will be initiated and published by the local provincial or territorial government.

Unpublished Materials

In developing the Proposed Amendments, we have not relied on any significant unpublished
study, report or other written materials.

Request for Comments

We welcome your comments on the Proposed Amendments. To allow for sufficient review, we
are providing you with 90 days to comment. In addition to any general comments you may have,
we also invite responses to the specific questions for comment identified in Annex B to this
Notice.
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We cannot keep submissions confidential because securities legislation in certain provinces
requires publication of a summary of the written comments received during the comment period.

Please submit your comments in writing on or before September 16, 2015. If you are not sending
your comments by email, please send a CD containing your submissions (in Microsoft Word
format).

Where to Send Your Comments
Address your submission to all of the CSA as follows:

British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumers Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission (New Brunswick)
Office of the Superintendent of Securities, 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 Yukon Superintendent of Securities

Office of the Superintendent of Securities, Nunavut

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

M® Anne-Marie Beaudoin

Corporate Secretary

Autorité des marchés financiers

800, square Victoria, 22° étage

C.P. 246, tour de la Bourse

Montréal (Québec) H4Z 1G3

Fax : 514 864-6381
consultation-en-cours@lautorite.qc.ca

The Secretary

Ontario Securities Commission
20 Queen Street West

22" Floor

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

The text of the Amendments is published with this Notice and is available on the websites of

members of the CSA:

Annex A — Sample ETF Facts Template

Annex B — Issues for Comment

Annex C — Local Matters

Questions

Please refer your questions to any of the following:

Solange Bilodeau

Analyst,

Investment Funds Branch
Autorité des marchés financiers
514 395-0337, ext. 4483

solange.bilodeau@Ilautorite.qc.ca

Irene Lee, Project Lead

Senior Legal Counsel,
Investment Funds and
Structured Products Branch
Ontario Securities Commission
416 593-3668
ilee@osc.gov.on.ca

Stephen Paglia, Project Lead
Senior Legal Counsel,
Investment Funds and
Structured Products Branch
Ontario Securities Commission
416 593-2393
spaglia@osc.gov.on.ca

Susan Swayze

Senior Editorial Advisor
Ontario Securities Commission
416 593-2338
sswayze@osc.gov.on.ca

M® Chantal Leclerc

Senior Policy Advisor,
Investment Funds Branch
Autorité des marchés financiers
514 395-0337, ext. 4463
chantal.leclerc@lautorite.gc.ca

Wayne Bridgeman

Acting Deputy Director,
Corporate Finance

Manitoba Securities Commission
204 945-4905
wayne.bridgeman@gov.mb.ca

Melody Chen

Senior Legal Counsel,

Corporate Finance

British Columbia Securities Commission
604 899-6530

mchen@bcsc.bc.ca
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XYZ S&P/TSX 60 Index ETF

ETF FACTS

July 30, 20XX
XYZ

This document contains key information you should know about XYZ S&P/TSX 60 Index ETF. You can find more details about
this exchange-traded fund (ETF) in its prospectus. Ask your representative for a copy, contact XYZ ETFs at 1-800-555-5555 or
investing(dxyzetfs.com, or visit www.xyzetfs.com.

Before you invest, consider how the ETF would work with your other investments and your tolerance for risk.

Quick facts
Date ETF started  March 31, 20XX

Total value on
June 1, 20XX

Management expense ratio
(MER]

Portfolio Capital Asset
manager ... Management Ltd.
Distributions ! Quarterly
Dividend Reinvestment

Plan (DRIP) Yes

Trading information
(12 months ending June 1, 20XX)

Ticker symbol XYZ
Exchange TSX
Currency Canadian dollars

Average daily
volume

Number of 249 out of 251
days traded trading days

Pricing information
(12 months ending June 1, 20XX)

Marketprice . $9.50-$13.75
Net asset value

INAV) $9.52-$13.79
Average bid-ask spread | 0.07%
Average premium/

discount to NAV +/- 0.05%

For dealer use only: CUSIP 54321E000

What does the ETF invest in?

This ETF invests in the same companies and in the same proportions as the S&P/TSX 60
Index. The S&P/TSX 60 Index is made up of 60 of the largest (by market capitalization) and
most liquid securities listed on the Toronto Stock Exchange (TSX], as determined by S&P
Dow Jones Indices.

The charts below give you a snapshot of the ETF’s investments on June 1, 20XX. The ETF’s
investments will change to reflect changes in the S&P/TSX 60 Index.

Top 10 investments (June 1, 20XX) Investment mix (June 1, 20XX)

1. Royal Bank of Canada 7.5% Industry
- Financial
services .. 33.9%
Energy .oo... 26.1%,
/ v B Materials  15.0%
7. Industrials ... 8.2%,
[ Consumer
discretionary 5.9%
. Telecommunication 4.1%
10. Canadian National Railway Company 1.9% Healthcare ............ 23%
Total percentage of top 10 investments 42.0% Consumer staples 2.0%
Total number of investments 60 Information
............................................................................. technology  1.9%
Bl Media 0.6%

How risky is it?
The value of the ETF can go down as well as up. You could lose money.

One way to gauge risk is to look at how much an ETF’s returns change over time. This is
called “volatility”. In general, ETFs with higher volatility will have returns that change more
over time. They typically have a greater chance of losing money and may have a greater
chance of higher returns. ETFs with lower volatility tend to have returns that change less
over time. They typically have lower returns and may have a lower chance of losing money.

Risk rating

XYZ ETFs has rated the volatility of this ETF as medium. This rating is based on how much
the ETF’s returns have changed from year to year. It doesn’t tell you how volatile the ETF
will be in the future. The rating can change over time. An ETF with a low risk rating can still

lose money.

For more information about the risk rating and specific risks that can affect the ETF's
returns, see the Risk section of the ETF’s prospectus.

LOW LOW TO MEDIUM MEDIUM

No guarantees
ETFs do not have any guarantees. You may not get back the amount of money you invest.



o xyz

M ETFs

How has the ETF performed?

This section tells you how units of the ETF have performed
over the past 10 years.

Returns' are after expenses have been deducted. These
expenses reduce the ETF's returns. This means that the ETF's
returns may not match the returns of the S&P/TSX 60 Index.

Year-by-year returns

This chart shows how units of the ETF performed in each

of the past 10 years. The ETF dropped in value in 3 of the 10
years.

The range of returns and change from year to year can help
you assess how risky the ETF has been in the past. It does
not tell you how the ETF will perform in the future.

20 16.2 151

241
15.7
12.9
10 . I 5.3 I I
% o . || .
-0 -6.9 I -7.0
-20

-22.9
20XX  20XX  20XX 20XX  20XX  20XX 20XX  20XX  20XX  20XX

30 26.7

-30

Best and worst 3-month returns

This table shows the best and worst returns for units of the
ETF in a 3-month period over the past 10 years. The best and
worst 3-month returns could be higher or lower in the future.
Consider how much of a loss you could afford to take in a

short period of time.
If you invested $1,000 at the
beginning of the period

32.6%  Apr.30,20XX | Your investment would rise to $1,326.

3 months
ending

Return

Best
return

-24.7% i Nov. 30, 20XX : Your investment would drop to $753.
return H H

Average return

The annual compounded return of the ETF was 6.8% over
the past 10 years. A $1,000 investment in the ETF 10 years
ago would now be worth $1,930.

1 Returns are calculated using the ETF’s net asset value (NAV).

XYZ S&P/TSX 60 Index ETF

How ETFs are priced

ETFs are unique because they hold a basket of investments,
like mutual funds, but trade on exchanges like stocks. For
this reason, they have two sets of prices: market price and
net asset value (NAV).

Market price

* You buy and sell ETFs at the market price. The market
price can change throughout the trading day. Factors like
supply, demand and changes in the value of the ETF's
investments can affect the market price.

e You can get price quotes any time during the trading day.
Quotes have two parts: bid and ask.

e The bid is the highest price a buyer is willing to pay if
you want to sell your units. The ask is the lowest price a
seller will accept if you want to buy units. The difference
between the two is called the “bid-ask spread”.

* In general, a smaller bid-ask spread means the ETF is
more liquid. That means you are more likely to get the
price you expect.

Net asset value (NAV)

e Like mutual funds, ETFs have a NAV. It is calculated after
the close of each trading day and reflects the value of the
ETF’s investments.

¢ NAV is used to calculate financial information for
reporting purposes - like the returns shown in this
document.

e |f the market price is lower than the NAV, the ETF is
trading at a discount. If the market price is higher than
the NAV, the ETF is trading at a premium. If you sell
an ETF at a discount, you may be getting less than its
investments are worth. If you buy an ETF at a premium,
you may be paying more than its investments are worth.

Who is this ETF for?
Investors who:
e are looking for a long-term investment

e want to invest in a broad range of stocks of Canadian
companies

e can handle the ups and downs of the stock market.

9 Don’t buy this ETF if you need a steady source of
income from your investment.

A word about tax

In general, you'll have to pay income tax on any money you
make on an ETF. How much you pay depends on the tax
laws where you live and whether or not you hold the ETF in
a registered plan, such as a Registered Retirement Savings
Plan or a Tax-Free Savings Account.

Keep in mind that if you hold your ETF in a non-registered
account, distributions from the ETF are included in your
taxable income, whether you get them in cash or have them
reinvested.
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How much does it cost?

This section shows the fees and expenses you could pay
to buy, own and sell units of the ETF. Fees and expenses -
including any trailing commissions - can vary among ETFs.

Higher commissions can influence representatives to
recommend one investment over another. Ask about other
ETFs and investments that may be suitable for you at a
lower cost.

1. Brokerage commissions
You may have to pay a commission when you buy and sell
units of the ETF.

2. ETF expenses
You don’t pay these expenses directly. They affect you
because they reduce the ETF’s returns.

As of March 31, 20XX, the ETF’s expenses were 0.21% of its
value. This equals $2.10 for every $1,000 invested.

Annual rate
(as a % of the ETF’s value)

Management expense ratio (MER)

This is the total of the ETF's management
fee and operating expenses. XYZ ETFs
waived some of the ETF’s expenses.

If it had not done so, the MER would have
been higher.

0.20%

Trading expense ratio (TER)
These are the ETF's trading costs.

Trailing commission

The trailing commission is an ongoing commission. It is
paid for as long as you own the ETF. It is for the services
and advice that your representative and their firm provide
to you.

This ETF doesn’t have a trailing commission.

XYZ S&P/TSX 60 Index ETF

What if | change my mind?

Under securities law in some provinces and territories, you
have the right to cancel your purchase within 48 hours after
you receive confirmation of the purchase.

In some provinces and territories, you also have the right to
cancel a purchase, or in some jurisdictions, claim damages,
if the prospectus, ETF Facts or financial statements contain
a misrepresentation. You must act within the time limit set

by the securities law in your province or territory.

For more information, see the securities law of your
province or territory or ask a lawyer.

For more information

Contact XYZ ETFs or your representative for a copy of
the ETF’s prospectus and other disclosure documents.
These documents and the ETF Facts make up the
ETF's legal documents.

XYZ ETFs
456 Asset Allocation St.
Toronto, ON M1A 2B3

Phone: 416.555.5555
Toll-free: 1.800.555.5555

Email: investing@xyzetfs.com
Website: www.xyzetfs.com

® Registered trademark of XYZ ETFs.



ANNEX B

ISSUES FOR COMMENT

Content of the ETF Facts

1.

The ETF Facts is substantially similar to the Fund Facts, except for additional
information related to trading and pricing (e.g., average daily volume, number of days
traded, market price range, net asset value range, average bid-ask spread and average
premium/discount to NAV). We seek specific feedback on these proposed elements of
the ETF Facts. In particular, please comment on the disclosure instructions for these
elements as outlined in Form 41-101F4. For example, should the range of market prices
exclude odd lot trades? In terms of the calculation of the average bid-ask spread, should
trading days that do not have a minimum number of quotes be excluded from the
calculation? We also seek feedback on whether there are alternative methods or
alternative metrics that can be used to convey this information in a more meaningful way
for investors.

The “How ETFs are priced” section of the ETF Facts is intended to provide ETF
investors with some additional information on the factors that influence trading prices
and to explain the difference between market price and NAV. This section has been
modified in response to investor testing, which showed that investors valued this type of
information but were not necessarily aware of how to use it in practice. We seek
feedback on whether there is an alternative form of presentation of this information that
may better assist investors.

Please comment on whether there are other disclosure items/topics that should be added
to reflect the differences between ETFs and conventional mutual funds.

Anticipated Costs of Delivery of the ETF Facts

4.

We seek feedback on the anticipated costs of delivery of ETF Facts for those dealers who
do not have Exemptive Relief and are not currently delivering ETF Facts; specifically,
the anticipated one-time infrastructure costs and ongoing costs.

Transition Period

5.

We seek feedback from dealers on the appropriate transition period for ETF Facts
delivery under the Proposed Amendments. We are specifically interested in feedback
from dealers who are not subject to the Exemptive Relief. Please comment on the
feasibility of implementing the delivery requirement under the Proposed Amendments
within 21 months of the date the Proposed Amendments come into force. In responding,
please comment on the impact a 21 month transition period might have in terms of cost,
systems implications, and potential changes to current sales practices.

We seek feedback from ETF managers on the appropriate transition period to file the
initial ETF Facts. We currently contemplate that 6 months after the date the Proposed



Amendments come into force, ETF managers will be required to file an initial ETF Facts
concurrently with a preliminary or pro forma prospectus for their ETFs. Please comment
on the feasibility of making the changes to compliance and operational systems that are
necessary to produce the ETF Facts, instead of the summary disclosure document
pursuant to the Exemptive Relief, within this timeline.

7. We seek feedback from ETF managers and dealers on whether they prefer a single
switch-over date for filing the initial ETF Facts rather than following the prospectus
renewal cycle as currently contemplated. The CSA implemented a single switch-over
date for the Stage 2 Fund Facts, and recognize that there are challenges in doing so,
especially for ETF managers, from a business planning and business cycle perspective. If
a single switch-over date is preferred, are there specific months or specific periods of the
year that should be avoided in terms of selecting a specific switch-over date? Please
explain.

Right for withdrawal of purchase

8. Currently, under securities legislation, investors have a right for withdrawal of purchase
within two business days after receiving the prospectus. This right only applies in respect
of a distribution for which prospectus delivery is required. In the case of ETFs, today
only purchases filled with Creation Units trigger a prospectus delivery requirement and
are therefore subject to a withdrawal right.

Consistent with the approach taken in the Exemptive Relief, the Proposed Amendments
do not extend the right of withdrawal of purchase to investors for the delivery of the ETF
Facts. In some jurisdictions, investors will continue to have a right of rescission with
delivery of the trade confirmation.*?

We seek feedback on this proposed approach. Specifically, please highlight if any
practical impediments exist to introducing a right of withdrawal for purchases made in
the secondary market in connection with delivery of the ETF Facts, should we decide to
pursue this.

12 See footnote 10.



Annex C
Local Matters

The securities laws in certain provinces and territories grant, or expect to grant, a “cancellation”
right to investors in respect of the purchase of a unit of a mutual fund, including an ETF, that can
be exercised within 48 hours after they receive the trade confirmation.*

This right does not currently exist in Québec legislation. Prior to determining the relevance of
granting Québec investors such a “cancellation” right, we invite responses to and comments on
the following questions.

1) Should investors be granted a “cancellation” right that can be exercised after they receive a
trade confirmation for the purchase of conventional mutual fund securities? Would your
answer be the same for the purchase of ETF securities?

2) If the “cancellation” right is exercised, should the amount that could be claimed by an
investor be calculated using:

a) the lesser of the net asset value on the day the “cancellation” right is exercised and the
amount originally invested in the conventional mutual fund securities being cancelled?

b) the amount originally invested in the conventional mutual fund securities being cancelled?
c) another calculation method? Specify which method.
d) Would your answers to questions a), b) and c) be the same for the purchase of ETF

securities?

3) If the “cancellation” right is exercised, who should assume the fees and commissions related
to the purchase of the conventional mutual fund securities being cancelled? Would your
answer be the same for the purchase of ETF securities?

4) If the “cancellation” right is exercised for the purchase of conventional mutual fund securities,
should a limit be imposed on the maximum amount an investor can recover for a transaction?
For example, $50,000. Would your answer be the same for the purchase of ETF securities?

5) What other terms could be contemplated so that the exercise of the “cancellation” right is not
abused and not used for market timing purposes for ETF securities?

! See footnote 10.
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