I How Extension Risk is Impacting Preferred Shares

One risk of investing in rate reset
preferred shares is the potential for
extension risk. Extension risk occurs
when the preferred share reaches its call
date and rather than being redeemed at
the typical $25 call price, the institution
offering the preferred share opts to
extend the security.

This extension into another five-year term will typically
reduce the capital value of the preferred share since it won't
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Nicolas Normandeau,
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“TD surprised the market on Monday by extending their

TD Fl preferred with a reset of 301bps. The preferred share
market was under more pressure on Tuesday, as a result,
bank-issued preferred shares with resets below 300bps were
negatively impacted as the market prices were in a higher
probability of extension risk.

TD is doing some important acquisitions at the moment,
which they are looking for additional financing for, as is BMO.
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be redeemed at $25, and it immediately increases the
duration of the security, since the potential call date gets
pushed out another five years. As interest rates rise rapidly,
it's quite possible that a lot more rate reset preferred shares
become subject to being extended rather than called, since
the reset coupon is more attractive than what would be
earned by offering a new issue.

As the note below highlights, this risk is really issuer-
dependent and there is no real consensus on what issues
may be called and what issues might be redeemed.
However, the recent extension of a TD preferred share issue
has surprised the market, which had been pricing in a call,
suggesting this is a risk that will likely have a bigger impact
on preferred shares going forward.
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However, the two banks have taken different approaches on
similarly yielding preferred share issuances. As a reminder,
BMO redeemed a $25 preferred share issue last August with
a reset of 317bps two days after printing an institutional
preferred with a reset of 425bps. Two Canadian banks, two
different strategies.

This particular extension seems specific to TD as they want
to maintain a pro-forma conservative capital level because
they are anticipating a challenging environment ahead. Or
should we now expect banks to redeem their $25 preferred
share issue only when it makes economic sense? It is
difficult to answer right now.

Limited Recourse Capital Notes (LRCN) and institutional
preferred share market are currently under important
pressure and a new issue for TD or RBC could be in the area
of 440bps reset, if not wider. TD, for example, is printing an
LRCN in the US on October 6, 2022, with a big reset level
and will have one of the highest tier 1 capital ratios of all
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Canadian banks. We think the economics [a lot of higher
rate reset LRCNs] mostly drove TD's decision to extend the
TD Flissue since that is at a lower spread.

National Bank will be next to announce a call or an
extension at the latest on October 15, 2022. With a reset of
343 bps, we think it would make economic sense to extend
but this will likely be a close call. Would they follow BMO?
or TD? As OSFl accepted, we have no other option but to
think that National Bank would do what is best for all its
stakeholders.

As for the Horizons Active Preferred Share ETF (HPR) and the
Horizons Active Hybrid Bond and Preferred Share ETF (HYBR),
TD's decision to extend TD Fl will have negative performance
implications on the net asset value of the ETFs. We are
underweight banks that reset over the next 18 months,
including TD FI (we thought they were expensive if extended)
but we are overweight the banks that reset late in 2024 and
in 2025 which were already pricing some extension risk and
downside should be limited following TD FI extension.

The current yield for these banks if extended would be in
the 7.2%-7.5% area if the 5yr Canada rate stays at 3.25% on
the reset date, which we believe is attractive. If you believe
that the 5yr Canada would decrease toward the neutral rate
of 2.5% over time, the next current yield on these would be
in the 6.3%-6.6% range.

Over the last few months, we increased our allocation into
LRCN and institutional preferred shares with a big reset level
and with coupons above 7%. We think these issues should
benefit over time as supply could be limited (outside M&A)
if other banks follow TD and take a pause in redeeming their
$25 preferred share issues.

We are still expecting banks to redeem some (not all) of
their $25 preferred shares. However, the tone on LRCN
and institutional preferred shares will need to improve
substantially from current levels. More patience would be
needed and it will also depend on how much LRCN room
banks have!
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Commissions, management fees and expenses all may be associated with an investment in the Horizons Active Preferred Share ETF or the Horizons Active Hybrid Bond and Preferred Share ETF
("HPR”,"HYBR" or the “ETFs") managed by Horizons ETFs Management (Canada) Inc. The ETFs are not quaranteed, their values change frequently and past performance may not be repeated. The
prospectus contains important detailed information about the ETFs. Please read the relevant prospectus before investing.

Certain statements may constitute a forward-looking statement, including those identified by the expression “expect”and similar expressions (including grammatical variations thereof). The
forward-looking statements are not historical facts but reflect the author’s current expectations regarding future results or events. These forward-looking statements are subject to a number
of risks and uncertainties that could cause actual results or events to differ materially from current expectations. These and other factors should be considered carefully and readers should not
place undue reliance on such forward-looking statements. These forward-looking statements are made as of the date hereof and the authors do not undertake to update any forward-looking
statement that is contained herein, whether as a result of new information, future events or otherwise, unless required by applicable law.

This communication is intended for informational purposes only and does not constitute an offer to sell or the solicitation of an offer to purchase exchange traded products (the“Horizons
Exchange Traded Products”) managed by Horizons ETFs Management (Canada) Inc. and is not, and should not be construed as, investment, tax, legal or accounting advice, and should not be
relied upon in that regard. Individuals should seek the advice of professionals, as appropriate, regarding any particular investment. Investors should consult their professional advisors prior to
implementing any changes to their investment strategies. These investments may not be suitable to the circumstances of an investor.

All comments, opinions and views expressed are generally based on information available as of the date of publication and should not be considered as advice to purchase or to sell mentioned
securities. Before making any investment decision, please consult your investment advisor or advisors.
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