
The information contained in this publication is for guidance only and is not intended to constitute 
legal advice, a complete statement of the law, or an opinion on any subject. Readers should not 
act upon it without a thorough examination of the law after the facts of a specific situation are 
considered. Readers are urged to consult their legal adviser or a competent professional in cases 
of specific questions or concerns. The Federation of Mutual Fund Dealers and the Canadian ETF 
Association do not warrant or guarantee the accuracy, currency or completeness of this 
publication. 
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INTRODUCTION 
 
Mutual fund dealers are permitted to sell mutual funds including certain exchange-traded funds 
(“ETFs”) that meet the definition of a “mutual fund under securities legislation”.  Investment 
dealers are permitted to sell exchange-traded securities. Both mutual fund dealers and investment 
dealers will be referred to as “dealers” in this guidance document. Dealers are required to develop 
the necessary systems functionality and policies and procedures that would be necessary to 
transact in exchange-traded securities. The sale of ETFs should be integrated into a dealer’s 
current practices regarding product approval, sales practices, supervision, etc., and their policies 
and procedures should be supplemented to fully encompass the sale of ETFs.  
 
This guidance document is a collaboration between the Canadian ETF Association (“CETFA”) 
and the Federation of Mutual Fund Dealers (the “Federation”) to provide dealers with best 
practices for transacting exchange-traded securities. These best practices are derived from 
current Mutual Fund Dealers Association of Canada (“MFDA”) Rules1 as well as what the CETFA 
and the Federation consider prudent guidelines. This guidance document supplements the 
existing registration requirements to sell mutual funds and the limitations of registration for 
dealers, and will not go into detail in those respects. 
 

QUALIFICATIONS 
 
Proficiency Standard 

MFDA Policy No. 8 Proficiency Standard for Approved Persons selling Exchange Traded Funds 
(“MFDA Policy No. 8”) dictates that members of MFDA (“MFDA Members”) must ensure that 
each of their Approved Persons (as defined in MFDA By-Law No. 1)  who wishes to advise or 
transact in ETFs have adequate proficiency.  

In order to satisfy the requirements under MFDA Rule 1.2.3. Approved Persons must have the 
education, training and experience that a reasonable person would consider necessary to perform 
the sale of ETFs competently, including a robust understanding of:  

• the characteristics, features, benefits, and risks of ETFs; and  
• how ETFs will be offered through the MFDA Member. 

Approved Persons must receive specific training on those aspects of the dealer’s policies and 
procedures that deal with advising and transacting in ETFs.  Such training must, at a minimum, 
include: 

• detailed product information in respect of the ETFs approved for sale by the dealer; 
• how market quotes will be obtained; 
• the types of trades accepted and the information required for each trade accepted; 
• the disclosure information required for each transaction; 
• how evidence of trade instructions, whether executed or unexecuted, and disclosures will 

be maintained; and 
• how trade orders will be processed. 

 

 
1 As amended April 12, 2018. 
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Product Training 

Training must focus on unique aspects of ETFs that Approved Persons must understand in 
respect of the particular ETF products offered through the MFDA Member.  In addition, training in 
this area must highlight key differences between conventional mutual funds traded as a primary 
distribution with the issuer and ETFs that are traded in the secondary market on an exchange.  

ETF product training for Approved Persons may be satisfied by courses offered through 
independent course providers, or training offered through the MFDA Member.  The following 
courses would be acceptable to meet ETF product training requirements: 

• Exchange Traded Funds for Mutual Fund Representatives – Canadian Securities Institute 
• The Exchange-Traded Funds Course – IFSE Institute 
• Exchange Traded Funds for Mutual Fund Dealers – Smarten Up Institute 

 
Where ETF product training is provided by the MFDA Member, the training must include an 
examination to be successfully completed by the advisor. Appendix “A” of MFDA Policy No. 8 sets 
out a chart that addresses how topics and concepts must, at a minimum, be addressed as part of 
ETF product training for Approved Persons. Training should be specific to the ETF products being 
offered (e.g. how quotes are obtained, the types of trades that will be occurring, which accounts 
are offering ETFs and the compensation structure). 

Whether the MFDA Member provides training or a third party is relied upon, we would recommend 
you maintain, where applicable: 

• attendance records; 
• evidence of training sessions; 
• content of training materials; and 
• results of exams administered. 

 
Advisor, Branch Manager & Chief Compliance Officer 

While MFDA Policy No. 8 does not comment on this, we would recommend that anyone 
responsible for supervising the activities of Approved Persons to upgrade their own proficiencies 
by taking a course or courses relating to ETFs.  This would be consistent with the spirit of MFDA 
Rules. 

BUSINESS OPERATIONS 
 
Service Arrangements 

ETFs will be registered at the dealer in nominee name.  Dealers operating in nominee name have 
to maintain capital and insurance of a Level 4 dealer.  As mutual fund dealers are prohibited from 
lending or extending margin to clients, short selling would not be permitted and all ETF trades 
would have to be fully funded by clients. 
 
Under the existing registration regime, advisors who have successfully completed the mutual 
funds licensing course or the Canadian Securities Course or one of the three accredited ETF 
courses may sell ETFs. What was not available within the current mutual fund dealer channel was 
access to a stock exchange so that trading could be facilitated; therefore, in order for mutual fund 
dealers to trade, they will have to establish a contractual arrangement with an Investment Industry 
Regulatory Organization of Canada (“IIROC”) Member. 
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It is important to note that as with any other service arrangement, the dealer must be in 
compliance with all applicable securities regulation, rules and policies.  The roles and 
responsibilities of each of the parties, including which party is responsible for trade execution, 
trade settlement, books and records, and custody of assets, must be defined.  In addition, the 
dealer must ensure that activities do not constitute an ‘Introducing/Carrying Dealer’ arrangement 
between an IIROC Member and MFDA Member. 
 
Quote System 

The dealer must be able to provide timely and accurate quotes to clients, and advisors must be 
comfortable in explaining the quotes and variables to their clients.  There are many publically 
available quote systems that could be used or the dealer could partner with a third party service 
provide that could deliver quotes through the day. We note that Canada currently does not have 
a consolidated database where all the trades pertaining to an ETF can be found. A dealer may 
have to check multiple sources (more than one stock exchange) to compile an accurate picture 
of an ETF’s trading volume. 
 
Errors & Omissions Insurance 

As we have noted above, ETFs generally fall under the definition of a mutual fund and as such 
would be included in E & O policies covering the sale of mutual funds.  We would encourage 
advisors and dealers to: 
 

• carry E & O insurance; and  
• contact their agent/broker and discuss adding an explicit extension to your policy to cover 

ETFs.  
 
The extension of an E&O insurance policy should be worded so that it includes those funds 
captured under National Instrument 41-101 General Prospectus Requirements (“NI 41-101”). 

 
BUSINESS CONDUCT 

 
Opening New Accounts 

The account opening procedures followed by a dealer and their Approved Persons in the sale of 
a mutual fund should be followed when opening an account holding ETFs.  All of the account 
opening documents required for mutual funds should be provided to ETF clientele. 

Know Your Product & Product Due Diligence 

MFDA Notice MSN-0048 sets out and clarifies both the dealer’s and the Approved Person’s 
obligations with respect to the approval and sale of investment products.  A reasonable level of 
due diligence on products prior to their approval for sale by the Approved Person must be 
performed. 
 
The dealer must confirm that each ETF they are assessing meets the definition of a mutual fund. 
The dealer, as with mutual funds, must perform due diligence on the ETF products and will 
approve certain ETFs only. A dealer can refer to SEDAR or the various stock exchanges in 
Canada (e.g. the Toronto Stock Exchange and the NEO Exchange) for ETF products offered in 
Canada.  
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As with any product that the dealer approves for sale, they must ensure that their Approved 
Persons have the knowledge they require in order to sell ETFs. Dealers will need to conduct due 
diligence for each new ETF product, providing a due diligence review similar to that for mutual 
funds. When introducing any new ETF product, a dealer should consider a general update to its 
written policies and procedures to account for the new ETF product. 
 
Risk Rating 

While ETFs follow the same procedure to apply risk ratings as mutual funds, there are also 
qualitative risks that the CETFA and the Federation believe should be explained to clients when 
they exist, such as: 
 

• the use of a Swap, or its exposure through Futures/Forward contracts; 
• leveraged ETFs; 
• inverse ETFs; 
• short selling; or 
• currency hedging. 

 
Detailed explanations at an industry level will be made available by the CETFA to assist with this 
explanation. See Risk Factors below for further risks specific to ETFs.  
 
Time Horizons 

The characteristics of any particular investment should be suitable given the client’s stated time 
horizon. 
 
ETFs are not required to include a time horizon statement in their prospectus document.  Dealers 
and advisors should reference the stated investment objectives and risks sections in the ETF 
prospectus and use those as guidance when choosing a suitable ETF for a client. 
 
ETF Valuations 

Mutual funds and ETFs calculate their NAV at the close of business every day. This price 
represents the value of the underlying portfolio less the management fee and other costs.  
However, the price that a retail investor would buy securities of an ETF at is the trading price on 
the stock exchange where they transact their trades.   
 
NAV versus Market Price  

With a mutual fund, the manager determines the NAV per unit once a day after the market closes. 
If an order is placed during the day, it will be filled that afternoon, and you will always get the NAV 
price, regardless of whether you’re buying or selling.  
 
Because ETFs are traded throughout the day, their trading price is constantly updated while the 
market is open. The bid and ask prices are posted, with a spread. The most liquid ETFs have 
spreads of just a penny.  However, they continue to have an NAV calculated at the end of the 
day, like mutual funds, which is the value of the portfolio investments less the expenses of the 
fund. See Risks Regarding Trading Price of ETF Securities below. 
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Under National Instrument 31-103 Registration Requirements, Exemptions and Ongoing 
Registrant Obligations (“NI 31-103”) and MFDA Rule 5.3, registered dealers are required to send 
an account statement to each client at least once every three months. For each transaction that 
is a purchase, sale or transfer made for the client, in an account at the dealer, during the period 
covered by the account statement, the account statement must contain the price per investment. 
Dealers should be cognizant of the type of price they will disclose on an account statement for 
the purchase, sale or transfer of ETF securities. Such price could be the NAV, the closing price 
or the last price of the ETF security, and dealers should understand what exactly is being 
disclosed to clients.  
 

DISCLOSURE DOCUMENTS 
 
A dealer for a purchaser who receives an order for the purchase of a security of an ETF must 
deliver to the purchaser the most recently filed ETF Facts document for the applicable class or 
series of securities of the ETF not later than midnight on the second business day after entering 
into the purchase of the security (unless the dealer has previously done so). An ETF Facts 
document is prepared using plain language in accordance with Form 41-101F4 for each class or 
series of an ETF. ETF Facts are short documents that cannot exceed four pages in length. 
 
For delivery purposes, an ETF facts document must not be combined with any other materials or 
documents except one or more of the following: 
 

• a general front cover pertaining to the package of combined materials and documents;  
• a trade confirmation which discloses the purchase of securities of the ETF;  
• an ETF facts document of another ETF if that ETF facts document is also being delivered 

or sent under section 3C.2 of NI 41-101;  
• the prospectus of the ETF;  
• any material or document incorporated by reference into the prospectus;  
• an account application document; and/or 
• a registered tax plan application or related document.   

 
If an ETF Facts document is combined with any of the materials or documents referred to above, 
a table of contents specifying all documents must be included in the delivery of the ETF Facts 
(unless the only document included is the general front cover). There is also a specific order that 
dealers must place the documents. For instance, only the general front cover, the table of contents 
and the trade confirmation are permitted to be placed in front of ETF Facts in a delivery package. 
 
While dealers do not have an obligation to deliver the applicable prospectus to ETF investors 
under securities legislation, the ETF provider must deliver to the investor a copy of the prospectus 
or other requested document within three business days of receipt of the investor’s request, free 
of charge. Dealers can also point their clients to the ETF’s or the ETF family’s website, where the 
ETF Facts and usually prospectuses are posted as soon as practicable and, in any event, within 
10 days after the date that document is filed. We note that investors may purchase ETF Series 
units of a retail mutual fund, which means that the relevant prospectus would be prepared in 
accordance with Form 81-101F1 and the documents would be posted on the mutual fund’s or the 
mutual fund family’s website. 
 
Dealers will be required to amend the relevant sections of their Relationship Disclosure 
Documents to include ETFs, account types, fees and compensation information. Dealers must 
ensure that positions and transactions in ETFs are being reported on account statements and 
trade confirmations (see Confirmations below).  Dealers may have to amend their existing account 
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statements and confirmations to include additional fields to adequately report transactions and 
positions in ETFs. 
 

REMUNERATION 
 
Trailer Fees 

Only one ETF provider offer products that include trailer fees.  The amounts are calculated by the 
ETF provider at a dealer level – with a cheque for the total amount being delivered to the dealer 
firm on a monthly or quarterly basis based on the holdings at the end of the period.  The dealer 
will then have to calculate the allotment per advisor based on their clients’ holdings. 
 
Under NI 31-103, dealers are required to advise clients at least annually of the commissions 
earned and fees paid on each account.  With regards to trailer fees on ETFs, there is no 
client/account breakdown offered by the ETF providers. So if the dealer continues to sell this 
product, they will have to calculate the amount that should appear on individual client statements. 
 
ETFs carrying a trailer cannot be included in fee-based accounts. 
 
Fee-Based Accounts 

As ETFs do not have any Front End charges or Deferred Sales charges, compensation for the 
advisor usually comes from the fee-based account in which the ETFs are held, which are 
managed by the dealer directly. The dealer would have to have the internal systems in place to 
accommodate fee-based accounts. 
 
RISK FACTORS 
 
General Risks 

There are many risks with investing in ETFs, and dealers should be mindful to these risks and 
build them into their policies and procedures accordingly. Because the ETF structure is well suited 
for product development and distribution through traditional and digital advice platforms in a cost-
effective manner, the ETF sector will likely continue to experience strong growth into the 
foreseeable future. However, with this anticipated growth in the total size of the market, including 
some riskier strategies and a greater number of ETF providers, investors and regulators must 
remain informed and diligent when evaluating the risks and benefits of new products. Dealers and 
advisors should also be prepared to inform clients of these risks. 
The value of the underlying securities of an ETF, whether held directly or indirectly, may fluctuate 
in accordance with changes in the financial condition of the issuers of those underlying securities, 
the condition of equity, debt and currency markets generally and other factors. The risks inherent 
include the risk that the financial condition of the issuers of securities may become impaired or 
that the general condition of the stock or bond market may deteriorate (either of which may cause 
a decrease in the value of the ETFs). Equity securities are susceptible to general stock market 
fluctuations and the financial condition of the issuer. Fixed income securities are susceptible to 
general interest market fluctuations and to changes in investors’ perception of inflation 
expectations and the condition of the issuer.  
 
Risks Regarding Trading Price of ETF Securities 

ETF securities may trade in the market at a premium or a discount to the net asset value (“NAV”) 
per security. The trading price of ETF securities will fluctuate in accordance with changes to the 



8 
 

ETF’s NAV, as well as market supply and demand on the applicable stock exchange or other 
trading venues.  

Risks Specific to Index ETFs 

There are certain risks associated with the index investment and passive investment strategies 
of Index ETFs. The value of the applicable index of an ETF may fluctuate in accordance with the 
financial condition of the issuers included in that index (“Constituent Issuers”). An ETF that 
tracks an index may have more of its net assets invested in one or more Constituent Issuers than 
is usually permitted for investment funds. In those circumstances, that ETF may be more volatile 
and less liquid than more diversified investment funds, as it is more affected by the performance 
of the Constituent Issuers. Passive investing (tracking the performance of an index) means 
defensive positions may not be taken in declining markets.  

Risks Specific to Listing on Stock Exchanges 

Even though an ETF is listed on a stock exchange, there can be no assurance that an active 
public market for the ETF securities will develop or be sustained. Trading of ETF securities may 
be halted by the applicable stock exchange when the price of the ETF security or overall market 
prices decline or increase by a specified percentage. Trading of ETF securities may also be halted 
if the ETF securities are delisted from the stock exchange without first being listed on another 
exchange, or if the stock exchange determines that such action is appropriate in the interest of a 
fair and orderly market or to protect investors. 

Use of Derivatives by ETFs 

The use of derivative instruments by an ETF involves risks different from, and possibly greater 
than, the risks associated with investing directly in securities and other traditional investments. 
Risks associated with the use of derivatives include:  
 

• no guarantee that hedging to reduce risk will not result in a loss or that there will be a gain;  
• no guarantee that a market will exist when the ETF wants to complete the derivative 

contract, which could prevent the ETF from reducing a loss or making a profit;  
• securities exchanges may impose trading limits on options and futures contracts, and 

these limits pay prevent the ETF from completing the derivative contract;  
• the ETF could experience a loss if the other party to the derivative contract is unable to 

fulfill its obligations;  
• if the ETF has an open position in an option, a futures contract of a forward contract with 

a dealer or counterparty who goes bankrupt, the ETF could experience a loss and, for an 
open futures or forward contract, a loss of margin deposits with that dealer or counterparty; 
and  

• if a derivative is based on a stock market index and trading is halted on a substantial 
number of stocks in the index or there is a change in the composition of the index, there 
could be an adverse effect on the derivative. 

 
If an ETF uses derivative instruments for non-hedging purposes, NI 41-101 requires that the ETF 
hold certain assets and/or cash to ensure that the ETF is able to meet its obligations under the 
derivative contracts. 
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SUPERVISION 
 
Transactions in ETFs are subject to the same suitability and supervision requirements applicable 
to other mutual funds under MFDA Policy No. 2. Members must ensure that transaction 
information from the previous day and holdings information are available to supervisory staff in a 
timely manner. 
 
Dealers need to ensure their existing supervisory reports and any technology relied upon can 
encompass this information. 
 
Trade Processing 

The dealer will have contracted with an IIROC dealer to facilitate the ETF trading on an Exchange, 
as each ETF trade must flow through an IIROC firm to the stock exchange.  There are several 
ways these trades can be passed to the IIROC firm. However, the dealer must ensure that their 
system can administer the trade placement and corresponding fill(s).   
 
While there are different types of trades available, the recommendation is to use: 
 
Limit Order - A limit order is an order to buy or sell a stock at a specified price or better. This 
trade type guarantees a price but does not guarantee the execution of the trade. 
 
Day Order - An order can be specified as a day order, which means it is only valid for the 
remainder of that specific trading day.   Limit and stop orders may be submitted as Day orders 
and may be changed or cancelled unless actually executed.  Market orders, which request 
execution on the next trade, are by definition, day orders 
 
Settlement 

Dealers often rely on a brokerage partner, through a contractual arrangement, to place its ETF 
trades on stock exchanges. Dealers should ensure that such contractual arrangements provide 
for the process and the timing of how trades are settled. These processes should be clearly 
outlined in the dealer’s policies and procedures. 
 
Confirmations 

Confirmations will have to be produced by the dealer as the ETF Providers do not produce client 
information from the trade.  This can be accomplished directly from the dealer system (if available) 
or via a third party provider. 
 
The trades are filled on the Exchanges using the “Ticker”; the dealer will have to have a table of 
products with these codes so that the correct product information appears on the confirmations 
and statements.   
 
The Ticker Symbol for a security is a unique security identifier that consists of alpha characters 
to identify specific security issues.  This code is 3 or 4 characters and is unique to the specific 
Exchange being used. 
 
The CUSIP Number is another alpha-numeric security identifier.  The CUSIP Number is a unique 
identifier regardless of the Exchange used.  Because the CUSIP Number is unique, no two 
marketable securities can share the same identification number.  
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MARKETING 
 
Dealers should consider the following best practice guidelines when presenting marketing 
materials to clients: 
 

• Present performance data based on actual performance returns of the portfolios (and 
returns calculated net fees), rather than hypothetical returns which have a number of 
inherent risks and are difficult to verify; 

• If using performance composites, construct them to include all portfolios with a similar 
investment strategy; 

• Calculate performance data using a consistent methodology so that any comparisons are 
not misleading; 

• Ensure benchmarks that have been approved by the Chief Compliance Officer are 
relevant to the investment strategy used and that there is adequate disclosure to make 
the comparison fair and meaningful to clients; and 

• Ensure claims made in marketing materials are not exaggerated by ensuring they are 
based on supporting documentation. 

 
Anti-Spam Legislation 

When distributing marketing materials, dealers should additionally consider Canada’s anti-spam 
legislation (“CASL”), which prohibits sending unsolicited commercial electronic messages. CASL 
applies to:  
 

• anyone in Canada who sends a commercial electronic message; and  
• commercial electronic messages sent to recipients in Canada (regardless of where the 

sender is located). 
 
A “commercial electronic message” is an email or other electronic message where it would be 
reasonable to conclude that its purpose, or one of its purposes, is to encourage participation in a 
commercial activity.  
 
CASL prohibits the sending of a commercial electronic message unless:  
 

• the sender has obtained consent from the recipient of the message; and  
• the message contains certain information about the sender and an unsubscribe 

mechanism.  
 
CASL also prohibits fraudulent data collection, including altering transmission data; installing a 
computer program; or use of a computer program to send message, without express consent; 
and collecting personal information from a computer using a computer program or unauthorized 
access. 
 

BUSINESS CONTINUITY PLAN 
 
The purpose of a business continuity plan is to mitigate, respond and recover from a potential 
disruption or disaster. Dealers should take commercially reasonable steps to provide protection 
for essential activities and meet applicable client obligations in the event of a significant business 
disruption. Dealers should consider how offering ETFs would impact its Business Continuity Plan 
and update their plan accordingly. 
 


