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Having survived the financial crisis, the
Canadian structured products market ran
into further challenges in 2010 as low rates made
life difficult for structurers amid unfavourable
public perceptions of structured products.

While some providers took a step back, the
National Bank of Canada (NBC) Financial Products
Solutions Group continued to advance, in the
process notching up a record year for its
structured products business.

Last year, NBC recognised that in order to
succeed in a tough environment it needed to
improve its distribution methods. To that end, it
developed the Bespoke Notes Platform. This
innovation enables advisers to build and deliver

Francois Rivard

customised products for their clients, for as little as C$1 million.

The platform is the first of its kind in the Canadian market and it
means that non-accredited investors can access customised short-term
solutions. “It is available to all investors, it offers total flexibility to
investors and it gives investment advisers (IAs) or investors the
opportunity to chose on a Monday morning the underlying they want
to be exposed to — whether that is an index, a sub-index, a sector or
even single stocks,” explains Francois Rivard, managing director in the
Financial Products Solutions Group at NBC in Montreal.

“From there, they can choose the type of exposure and the term they
want,” says Rivard.“They have flexibility to choose the commission they
want to be paid. They get the opportunity to do that for a minimum of
C$1million and that million doesn’t have to be for one client. | thinkit’s a
total game changer, it's the first in Canada - you have the opportunity to
totally customise something and deliver it within 24 to 72 hours.”

This innovation — along with its general service for IAs — has gained
recognition among its clients. “National Bank is very innovative in the
way they structure their documents and what is available for the IAs.
They are finding ways to do things faster and cheaper,” says Dominic
D'Aoust, senior analyst for structured products in the portfolio advisory
group at Desjardins in Montreal.

“Sometimes the pricing is held for a short time - lets say a two-week
window;” says D’Aoust. “If it took a week just to get the documents in
place, NBC would only have one week to sell the product. [But] their
process means they will have almost the whole two weeks to market the
product, so they can do products that others can’t. They make the views
of IAs readily available in their products - instead of them deciding what
[IAs] need, the IAs can ask for something to suit their requirements.”
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The Bespoke Notes platform was up and running
at the end of December - though it has only
recently been announced to the public - and so far
the bank has sold C$20 million of notes through it.
The platform is prospectus-based and NBC has
implemented a training programme for I1As, which
they have to undertake prior to using it.

The bank has complemented this development
by introducing innovative structures in the past
year. In response to demand for fixed-income
investments, it issued Canada’s first bearish

fixed-income trade. The Canadian Long-Tem Interest
Rate Increase Deposit Notes offered investors
returns linked to a decline in the price of Canadian
Government bonds, provided a potential hedge
against an increase in interest rates.

“Very few firms have fixed-income derivatives desks that are
interested in retail. We do have one, and we were creative enough to
talk to them about taking an institutional strategy and packaging it
into a retail product,” says Rivard.

“It is difficult to hedge yourself in a retail portfolio when rates go up.
Building this product was a big achievement, we are now issuing more
product and getting more investors looking to invest.”

Other innovations from the bank in the past year include adapting
existing products to meet changing market demands. In order to make
its Advantage 8 products available to a wider range of investors, for
example, NBC wrapped the product into a Guaranteed Investment
Certificate (GIC) backed by the Canadian Deposit Insurance Corporation.

The bank also changed the product’s payout and term so that
investors had a choice of an extended term of five years (compared
to the previous three or four) but with the added benefit of a
guaranteed coupon.

The new structure - the Advantage 8 Plus GIC - tracks a basket of
Canadian stocks and pays a fixed return of 42.5% for the eight
best-performing shares, plus the price return for the remaining 12
stocks. This is paid as a guaranteed annual coupon of 0.75%, which is
deducted from the reference portfolio return.

“It's innovative for our clientele because we have a lot of
conservative, fixed-income-oriented clients,” says one adviser in
Kelowna, British Columbia. “This is a way to generate fixed-income yield
that is not all that much lower than they would get in a traditional bond
or GIC, and we can generate equity-linked returns from it. For our
clients, it's perfect” @
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