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Update on Archegos and its Impact on Markets
Archegos was a family office in the U.S. which was using leverage to get large exposures to equity positions. They were able
to get such large positions in these equities using swaps which gave them exposure to these stocks, without physical
ownership. This leveraged derivative strategy was considered an alterative strategy and was very risky. Archegos was
carrying a leverage ratio of 3:1. There were about six or seven banks (the most exposed were Nomura and Credit Suisse) who
had their prime broker involved in these swaps. When Archegos could not make their margin calls, these banks with loan
exposure to Archegos were forced to liquidate their holdings. We don’t know yet the extent of the damage to the exposed
parties. Alternatives are a broad asset class. They can include real estate, long short hedge funds, market neutral; these are
all much different than a leveraged hedge fund such as Archegos. Archegos was classified as a family office which has much
looser regulations. ETFs are governed by 81-102 regulations. Benefit of ETFs: transparent, liquid. Overall an ETF is much more
regulated than the strategy that Archegos employed. When investing in alternatives, the key to focus in on is the
transparency of the fund or strategy. Archegos was not transparent with their clients about their total exposure or the risk
they were taking on. Even within liquid alts in the ETF regime, there are limits on leverage, and must be transparent which
are important considerations.
Will U.S. Banks ETFs Be Impacted by Archegos?
The impact on the BMO U.S. Banks Index ETF (ZBK, ZUB) will be limited. Impact of the Archegos fall was contained to the
prime brokerages of the exposed banks. ZBK is well diversified and a good portion of the portfolio are regional banks and
their exposures to the prime brokerage business is limited. Within ZBK, only two companies were involved: Goldman Sachs
and Wells Fargo. These banks got wind of Archegos’ downfall early and unwound positions earlier than other banks. The
banks which were hardest hit were international banks Nomura (Japan) and Credit Suisse (Switzerland). These two banks had
more exposure to the stocks and took the longest to unwind their positions. ZBK doesn’t hold these banks because they are
international. The current economic environment is positive for banks. A steeper yield curve is good for the banks, especially
the regionals for their lending business.
SPACs
A Special Purpose Acquisition Company (SPAC) is an alternative way for a company to list on the exchange, as an alterative to
an IPO. With a SPAC you don’t know what you’re going to be investing in. You are investing in a shell account with cash, and
a management team. IPOs take about 2-3 years for the full process to take place. A SPAC takes 2-3 months so can be more
efficient. The SPAC universe has gotten bigger but an investment manager looking to manage a SPAC fund may have issues
with scalability. It is essentially a shell company trading on the exchange, a pile of cash looking to invest in something. It is a
way to bring private companies public. As SPACs acquire private companies, some will start to fit in with ETFs.

Balanced ETFs
The BMO Balanced ETF (ZBAL) has returned 9.8% (annualized) since its inception just over two years ago.
For comparison, the broad Canadian market has returned 11.7% during this time, but ZBAL is 40% fixed
income. Therefore, ZBAL has provided about 85% of returns with two thirds of the volatility. ZBAL holds 9
ETFs- so it provides instant global diversification to global fixed income and equity markets. Advisors are
using this as a one ticket solution. Good single position for small portfolios but also a great core holding for
larger portfolios.
Prefs
Prefs have been a story about rising rates. The five year is moving up quite a bit. This has been a tail wind
for the asset class. But interest rates are just part of the story. As yields rise, investors are looking for ways
to protect against duration risk. YTD there have been $90 million flows into pref share ETFs (not including
direct investment or mutual funds) in Canada. Prefs are being redeemed, and so we are seeing an increase
in demand but a slow draw down in supply which tends to be good for asset prices. Tier One capital bonds
removed a lot of the downside risk. If interest rates were to fall, it would be cheaper to refinance these
issues. So even if rates drop, these prefs will continue to trade at par.
Source: Bloomberg, All returns and data points March, 2021.
Any statement that necessarily depends on future events may be a forward-looking statement. Forward-looking statements are not
guarantees of performance. They involve risks, uncertainties and assumptions. Although such statements are based on assumptions that
are believed to be reasonable, there can be no assurance that actual results will not differ materially from expectations. Investors are
cautioned not to rely unduly on any forward-looking statements. In connection with any forward-looking statements, investors should
carefully consider the areas of risk described in the most recent simplified prospectus.
The viewpoints expressed by the Portfolio Manager represents their assessment of the markets at the time of publication. Those views are
subject to change without notice at any time without any kind of notice. The information provided herein does not constitute a solicitation of
an offer to buy, or an offer to sell securities nor should the information be relied upon as investment advice. Past performance is no
guarantee of future results. The statistics in this update are based on information believed to be reliable but not guaranteed. This
communication is intended for informational purposes only.
This article is for information purposes. The information contained herein is not, and should not be construed as, investment, tax or legal
advice to any party. Investments should be evaluated relative to the individual’s investment objectives and professional advice should be
obtained with respect to any circumstance.
The BMO ETFs or securities referred to herein are not sponsored, endorsed or promoted by MSCI Inc. (“MSCI”), and MSCI bears no liability
with respect to any such BMO ETFs or securities or any index on which such BMO ETFs or securities are based. The prospectus of the
BMO ETFs contains a more detailed description of the limited relationship MSCI has with BMO Asset Management Inc. and any related
BMO ETFs.
Commissions, management fees and expenses (if any) all may be associated with investments in exchange traded funds. Please read the
ETF Facts or prospectus before investing. Exchange traded funds are not guaranteed, their values change frequently, and past performance
may not be repeated.
For a summary of the risks of an investment in the BMO ETFs, please see the specific risks set out in the prospectus. BMO ETFs and ETF
series trade like stocks, fluctuate in market value and may trade at a discount to their net asset value, which may increase the risk of loss.
Distributions are not guaranteed and are subject to change and/or elimination.
BMO ETFs are managed by BMO Asset Management Inc., which is an investment fund manager and a portfolio manager, and a separate
legal entity from Bank of Montreal.
®/™Registered trade-marks/trade-mark of Bank of Montreal, used under licence.

