Learn the basics

EXCHANGE TRADED
FUNDS (ETFs).
An introductory guide for first time investors
Exchange Traded Funds (ETFs) are managed index funds that trade
on the stock exchange. They combine liquidity of shares with the
diversification and efficiency benefits of managed funds.
Essentially, ETFs provide access to a diversified portfolio of underlying
assets in one quick and simple transaction. ETFs are constructed and
managed by professional fund managers.
They are generally passive vehicles, which means an ETF will aim to
replicate the returns of a specific index/benchmark. For example, a
2% rise or fall in the index would result in approximately a 2% rise or
fall for an ETF which tracked that index (all other things being equal).
Depending on the index/benchmark the ETF is tracking, an ETF can
offer exposures to domestic equities, international equities, fixed
income, currencies and commodities.

How an ETF works
1. The Primary Market

2. The Secondary Market

ETFs are structured as open-ended funds, which means
an ETF does not have a fixed amount of shares on issue.
This unique capability of continually offering shares is
done through a process of daily creation and redemption.
An ETF provider employs Market Makers and Authorised
Participants (AP) to manage this process.
The AP are tasked to manage the creation and
redemption function of an ETF. To create new units for
sale in the secondary market, the AP delivers a basket
of securities, which is determined by the ETF Sponsor.
In return, ETF units of equal value are delivered to the
AP. The AP then sells the ETF units to the public on the
exchange to meet investor demand.
Market Makers meanwhile, ensure the liquidity in the
market by quoting Buy and Sell prices during the trading
day. These prices are continuously updated to reflect the
changes in underlying securities the ETF holds.

In the secondary market, buyers and sellers
transact on the stock exchange – units are
bought from/sold to another investor without any
involvement of the ETF sponsor. These transactions
are processed throughout the trading day at market
price.

Essentially, the AP/Market Maker will pick up
a trade and create/redeem the ETF (Primary
Market) if an investor can’t find a buyer/seller
on the ASX (Secondary Market) - given it is at a
reasonable price.
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How you can use an ETF in your portfolio
Building an investment portfolio
ETFs covering different asset classes and markets can be
used as building blocks to build a diversified portfolio that
operates at a low cost.
Core solutions
ETFs can be used to create a ‘core’ of an investment
portfolio and can potentially seek returns above its
benchmark if layered with other investments like actively
managed funds.

Portfolio rebalancing
Can provide a simple and cost efficient way to rebalance
the exposure in your portfolio. Rebalancing your portfolio
helps ensure your investment portfolio reflects your
investment objective.
Access specific asset classes
ETFs can be used to instantly invest in specific market
sectors, countries or regions that are often difficult to
access by investors.

Key benefits and risks
KEY BENEFITS
Diversification
ETFs can provide a quick and simple way for
investors to gain exposure to a diversified
portfolio with one transaction on the ASX.
Low cost
Annual management fees of an ETF are
generally lower than many traditional managed
funds.
Accessibility
ETFs have dramatically increased access to
all major asset classes that can sometimes be
difficult for investors to access.
Flexibility
ETFs are designed to be just like shares so ETFs
can be traded during market hours.
Liquidity
The listed nature of ETFs provides investors
with the liquidity to react to changing market
conditions.
Transparency
ETF providers publicly disclose its portfolio
holdings of each ETF, as often as daily.

RISKS
Tracking error
Imperfect correlation between the ETF and its
underlying index is referred to Tracking Error.
This may occur due to index methodology,
rounding errors and reconstitution of the index.
This risk may increase at times of market
instability.
Bid offer spread
The possibility of price discrepancy between
the ETF and the price of shares that it holds.
Therefore, it is suggested to hold off trading an
ETF until the market is open. For instance, if you
are trading an Asian ETF, try placing the order
when the Asian Market opens.
Currency risk
International ETFs are subjected to fluctuations
in the Australian dollars against other
currencies, which may erode or magnify
returns.
Passive management
ETFs are not actively managed and do not
attempt to take defensive positions in any
market conditions, including declining markets.
These are passive vehicles used to gain a low
cost exposure.

Distribution and franking credits
ETFs generally distribute dividends and franking
credits it receives from its underlying portfolio to
Unit Holders.
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Four
deciding
factors

1. INVESTMENT STRATEGY
Determining the correct investment strategy will assist you to pick the most effective
ETF.
2. INVESTMENT HORIZON
Determine if the ETF you are seeking is for a short-term or long term investment.
3. ETF ASSETS
Have a good understanding of your chosen ETF and all its holdings.
4. FEES
You might find multiple ETFs offering similar investment strategies. Often, choosing
the cheaper ETF might be the best strategy.
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The following may affect your legal rights:
This document is a private communication to
clients and is not intended for public circulation
or for the use of any third party, without the
prior approval of Bell Potter Securities Limited.
This is general investment advice only and does
not constitute personal advice to any person.
Because this document has been prepared
without consideration of any specific client’s
financial situation, particular needs and
investment objectives (‘relevant personal
circumstances’), a Bell Potter Securities
Limited investment adviser (or the financial
services licensee, or the representative of such
licensee, who has provided you with this report
by arrangement with Bell Potter Securities
Limited) should be made aware of your relevant
personal circumstances and consulted before
any investment decision is made on the basis of
this document.

While this document is based on information
from sources which are considered reliable,
Bell Potter Securities Limited has not verified
independently the information contained in the
document and Bell Potter Securities Limited
and its directors, employees and consultants do
not represent, warrant or guarantee, expressly
or impliedly, that the information contained in
this document is complete or accurate. Nor
does Bell Potter Securities Limited accept
any responsibility to inform you of any matter
that subsequently comes to its notice, which
may affect any of the information contained
in this document and Bell Potter assumes no
responsibility for updating any advice, views,
opinions, or recommendations contained in
this document or for correcting any error
or omission which may become apparent
after the document has been issued. Past
performance is not a reliable indicator of future
performance.

Except insofar as liability under any statute
cannot be excluded, Bell Potter Limited and
its directors, employees and consultants do
not accept any liability (whether arising in
contract, in tort or negligence or otherwise) for
any error or omission in this document or for
any resulting loss or damage (whether direct,
indirect, consequential or otherwise) suffered
by the recipient of this document or any other
person.
Disclosure of Interest
Bell Potter Securities Limited, its employees,
consultants and its associates within the
meaning of Chapter 7 of the Corporations Law
may receive commissions, underwriting and
management fees from transactions involving
securities referred to in this document(which
its representatives may directly share) and
may from time to time hold interests in the
securities referred to in this document.
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