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Market Commentary – November 2015 
 
The elephant in the room regarding the Canadian Preferred Share market is the Canadian Banks’ 
unabashed commitment to issuing compelling new issue Preferred Shares at the expense of the existing 
Preferred Share market. On December 8th, the Royal Bank issued a massive $675 million Preferred Share 
new issue (Series BK), quickly followed by the Bank of Nova Scotia issuing a $300 million Preferred Share 
new issue (Series 34). Both deals were fixed-resets, offering an impressive 5.50% coupon and a reset 
spread of 453 bps (Royal) and 451 bps (Scotia), respectively. Weeks earlier, the Bank of Montreal issued 
a $600 million private fixed reset Preferred Share (Series 36) with a 5.85% coupon and 497 spread.   These 
deals were all received favourably by both retail and institutional  investors, however, the existing fixed-
reset subsector of the Preferred Share market has recently sold off sharply (approximately 6-8 %) in the 
days following the deal announcements. Consequently, the overall Canadian Preferred Share market is 
re-testing the annual market low set back in October, and at the time of this article, is down almost 20 
percent.   
 
So the pressing question is why are the Canadian banks issuing Preferred Shares in size at these levels?  
 
First, the need for the Banks to maintain Tier 1 equity levels is imperative. Since the financial crisis of 2008, 
what qualifies as such has become more stringent. Specifically, all financing must be pre approved by OFSI 
as NVCC (Non Viable Contingent Capital). Therefore, other than common stock and NVCC bonds, the best 
and most viable option is a Preferred Shares issuance.  
 
Second, with commodities falling and therefore the outlook for the Canadian economy waning, we believe 
the Banks are anticipating pressure on what is already regarded as an overpriced residential real estate 
market. We believe that maximizing all their financial efforts now will better prepare them for this 
potential fallout as we integrate the new economic environment with lower commodities.  
 
Third, even with the Preferred Share market so fragile, the financings for subordinate paper such as 
Preferred Shares are not that expensive from a global banking perspective, especially considering the 
issuer has a 5 year call option to refinance if there is a new interest rate environment.  
 
As a Preferred Share investor, the final question is where do we go from here?  
 
We believe that the Canadian Preferred Share market has been trying to bottom-out since the late 
summer, and we have witnessed several small market rallies only to be spoiled by tax loss selling and new 
supply. As we have mentioned in several past commentaries, we see value in the market from spread 
basis, almost matching those of the market in 2009, which resulted in compelling returns for several years. 
Even though we expect slightly higher volatility in the marketplace, we are confident that if investors 
commit a medium risk weighting to Preferred Shares, such exposure will work out well for investors 
seeking a tax-efficient fixed-income alternative.  



 
Due to the complexities of the Preferred Shares, we continue to recommend investors commit to 
professional active management and consider either the Lysander-Slater Preferred Share Dividend Fund 
(FundServ Code: LYZ920A/F)  or the Lysander-Slater Preferred Share ActivETF (Symbol: PR on the TSX).   
 

Sincerely 

 

 

 

Doug Grieve 

Jomisc Investments Inc., Portfolio Manager for: 
Lysander – Slater Preferred Share ActivETF   
Lysander – Slater Preferred Share Dividend Fund 

 

 

 

This publication is for use by investment professionals only and is not an invitation to invest in the Funds. This does 

not constitute a public offering of sale. Commissions, trailing commissions, management fees and expenses are 

all associated with the Fund’s investments and will reduce returns commensurate with their amounts. Refer to the 

Fund's Prospectus before investing. Mutual funds are not guaranteed, their values change frequently and past 

performance may not be repeated. You will usually pay brokerage fees to your dealer if you purchase or sell units 

of an investment fund on the Toronto Stock Exchange (“TSX”). If the units are purchased or sold on the 

TSX,  investors may pay more than the current net asset value when buying units of the investment fund and may 

receive less than the current net asset value when selling them. 

This publication contains forward-looking statements. Statements concerning a Fund's objectives, goals, 

strategies, intentions, plans, beliefs, expectations and estimates, and the business, operations, financial 

performance and condition of the Fund are forward-looking statements. The words "believe", "expect", 

"anticipate", "estimate", "intend", "may", "will", "would" and similar expressions and the negative of such 

expressions are intended to identify forward-looking statements, although not all forward-looking statements 

contain these identifying words. These forward looking statements are subject to important risks and 

uncertainties that could cause actual results to differ materially from current expectations. While Jomisc 

Investments Inc. (“Jomisc”) considers these risks and uncertainties to be reasonable based on information 

currently available, they may prove to be incorrect. The information in this document is subject to change without 

notice.  Jomisc does not assume any duty to update any of the information. 


