
Differentiating 
Exchange Traded Funds 
From Mutual Funds



Commonly asked questions about iShares® 
funds and other ETFs 

1.  Are the assets of the iShares funds segregated from the 

assets of BlackRock Asset Management Canada Limited 

(“BlackRock”)? 

  iShares eTFs are registered as mutual fund trusts. 

Therefore, the assets of each iShares fund is segregated 

from the assets of BlackRock and other iShares funds. 

2. What is indexing? 

  Indexing is an approach to investing that seeks to match the 

return of a benchmark like the S&P®/TSX® 60 Index or the 

S&P 500 Index. This is a strategy that requires the portfolio 

of securities to be held indefinitely unless there is a change 

in the index that it tracks. This strategy contrasts with an 

active management strategy that seeks to beat or  

do better than the index. 

3. Why is indexing a valid strategy? 

  Institutional investors have long used indexing in 

combination with active management to generate more 

stable portfolios. with the advent of eTFs, it has become 

easier for advisors and their clients to do the same. Indexing 

makes sense for all portfolios for the following reasons:

	 }     The use of indexing allows for a transparent exposure to 

an asset class. For example, one can use an eTF that 

tracks the S&P/TSX 60 Index in order to get exposure  

to Canadian large-cap companies. 

	 }     Active managers sometimes fail to deliver, which means 

that managers can have periods of outperformance or 

underperformance. eTFs are a way to ensure that a  

slice of a portfolio has access to index returns. Based  

on a recent Standard & Poor’s Indices Versus Active  

Funds Scorecard® Canada only 2.5% of Canadian equity 

funds have outperformed the S&P/TSX Composite Index 

Total Return over the past five years (as of the end of 

December 2010). 

	 }     Asset allocation will account for most of the variability of 

a portfolio return. Manager selection accounts for a small 

portion of the variability of a portfolio return. 

4.  How does one make a decision about choosing an ETF? 

  with so many eTFs available in the marketplace, one may 

find it overwhelming to choose an eTF. Some of the  

considerations investors may want to discuss with their 

financial advisors are: 

	 }     what is the index that the eTF tracks? 

	 }     what is the history of the provider? 

	 }     what is the structure of the fund? For example, is it  

a mirror image of the index or a sample? 

5.  Why are more advisors moving their clients  

into ETFs now? 

  iShares eTFs, in particular, have been gaining popularity 

over the years given the many attributes that they offer in  

comparison to mutual funds. however, recent developments 

in the financial markets have created an opportunity for 

advisors and their clients to appreciate these attributes 

even more, including: 

	 }     cost efficiency; 

	 }      flexibility; and 

	 }     transparency (as iShares eTFs’ holdings are published  

on a daily basis on iShares.ca). 

iShares® exchange Traded Funds (eTFs) are a staple investment tool for a wide  
spectrum of investors, both individual and institutional. They are utilized to execute 
traditional strategies—from completing asset allocation policies to cash equitiza-
tion—and also “nontraditional” strategies such as long-short arbitrage. In order to 
better understand how iShares eTFs can best be applied within your portfolio, it is 
helpful to understand the differences and similarities they have to traditional  
open-end mutual funds.
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CharaCteristiC etFs mutual Funds

Definition

eTFs are essentially a basket of securities that are  
tradable in one transaction on a securities exchange  
like the Toronto Stock exchange.  

Mutual funds are comprised of a basket of securities 
that one can buy directly through the mutual fund 
company. A mutual fund cannot be bought in the 
secondary market. 

Diversification
Most eTFs hold baskets of securities and offer great 
diversification to investors.

Mutual funds hold baskets of securities and offer 
great diversification to investors.

Transparency

eTFs are very transparent in nature because they 
often follow well-known indexes. Therefore, it is  
easy to get information about eTFs’ holdings from 
the index provider or on the eTF provider’s website 
on a daily basis. 

Mutual funds’ holdings may be published only once  
a month. In some cases, they are published on a  
quarterly basis. 

investment Style

Because eTFs often track indexes, their invest-
ment style is always well known and established in 
advance. For example, an investment in an eTF that 
tracks a growth index will always give you exposure 
to the growth companies as defined by that index. 

The investment style of a mutual fund can be 
unclear at times. A so-called “Growth Mutual Fund” 
is not restricted to only using companies categorized 
as such but may deviate from this objective depend-
ing on the Portfolio Manager’s views. 

Active Management

eTFs have long been assimilated to passive or 
indexed investments. however, there are consider-
ations to launch some active eTFs, with some active 
eTF filings already underway in the U.S.

The majority of mutual funds are actively managed.  
however, there are some that track indexes. 

Cost

eTFs’ management expense ratio (MeR) fees are 
usually very low in comparison to similar mutual 
funds. Clients may incur additional transaction  
costs when buying eTFs. 

Mutual funds generally have higher MeR fees than  
eTFs. There is no explicit trading cost to buy mutual 
funds. however, investors should be aware that 
trading costs are embedded in the fund’s net Asset 
value (nAv). In addition, there may be deferred sales 
charges (DSC) for early redemptions or front load 
charges in some other cases. 

Trading

eTFs have ticker symbols that one can use to trade 
them on an exchange and can be traded through 
a broker the same way that one would trade 
individual stocks. Bond eTFs can be traded like 
stocks even though individual bonds do not trade on 
the exchange. eTFs are eligible for limit, stop loss, 
margin and short sale orders; and some have options 
on them. 

Mutual funds are not traded on the secondary  
market. They are purchased directly from the mutual  
fund company.

Flexibility
eTFs can be bought or sold without holding  
period restrictions. 

There may be restrictions regarding short-term  
trading when buying mutual funds. There may also 
be fees for early redemptions of mutual funds.

Fair Value

eTFs tend to trade close to fair value since more 
units can always be created or redeemed depend-
ing on the supply and demand in the marketplace. 
Investors buy at market price, not at nAv. There is 
also continuous pricing throughout the day. 

Mutual funds are bought at the nAv that is  
calculated at the end of each day.

Distributions/Tax

eTFs may distribute income, dividends,  
capital gains, etc., depending on the nature  
of the underlying holdings. Dividends may  
be reinvested by the broker. 

Mutual funds may distribute income, dividends, 
capital gains, etc., depending on the nature of the 
underlying holdings. Dividends can be reinvested  
if requested by clients.



iShares® Funds are managed by BlackRock Asset Management Canada Limited. Commissions, management fees and 
expenses all may be associated with investing in iShares Funds. Please read the relevant prospectus before investing.  
The indicated rates of return are the historical annual compounded total returns including changes in unit value and 
reinvestment of all distributions and do not take into account sales, redemption, distribution or operational charges or 
income taxes payable by any securityholder that would have reduced returns. The funds are not guaranteed, their values 
change frequently and past performance may not be repeated. Tax, investment and all other decisions should be made,  
as appropriate, only with guidance from a qualified professional. 

© 2012 BlackRock Asset Management Canada Limited. All rights reserved. iShares® and BlackRock® are registered 
trademarks of BlackRock, Inc., or its subsidiaries in the United States and elsewhere. Used with permission. All other 
trademarks, service marks or registered trademarks are the property of their respective owners. 122–08/12
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