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The what, why and  
how of ETFs
Getting the most from Exchange Traded Funds



A guide to the universe  
of ETF investing

ETFs Powered by 
Legal & General

L&G ETF has produced this guide to help you understand 
more about how these funds work and if they are the right 
choice to meet your investment needs.

L&G ETF is the exchange-traded fund business of Legal & General Investment Management 
(LGIM), the investment management arm of Legal & General Group that has total assets under 
management of £1 trillion (as at 31st December 2018) and has pioneered the use of index 
strategies for its clients for more than 25 years.

Built and managed by an experienced ETF investment team and infrastructure, our ETF range 
also reflects the work of LGIM’s Corporate Governance and Responsible Investment team that 
operates independently and reports directly into the LGIM board. Through this team, we use 
our scale as a major investor to encourage the companies in which our clients invest to develop 
resilient strategies, think longer-term and consider their stakeholders. We also work towards 
changing wider market standards, policies and regulations to make the financial system  
more sustainable.
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ETFs are mutual funds whose shares are traded at any 
time during market hours on a stock exchange. Typically 
regulated under the UCITS framework like other European 
funds, they are most commonly designed to track an index 
of securities.

This guide will discuss all of these concepts in greater detail.

Open ended 

Transparent

Intraday trading

Reliability 

Access

Just like unlisted mutual funds, new ETF shares can 
be created to meet demand.

By publishing their methodology and their full portfolios 
on a daily basis, ETFs give investors confidence in the 
true nature of their underlying exposure.

ETFs can be traded at any time during market hours  
at real-time quoted prices.

The majority of ETFs follow rules-based strategies, which 
are at lower risk of style drift and provide enhanced 
transparency around their investment strategies.

ETFs enable a variety of broad and targeted exposures 
across virtually all asset classes, regions, sectors  
and specialties

What are ETFs?

So what are the characteristics of an ETF  
and why do investors use them?
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ETFs are listed mutual funds which combine the intraday 
trading and pricing of equities with the traditional attributes 
of unlisted mutual funds

ETF Unlisted mutual fund

Legal Structure Open ended. Open ended.

Pricing Continuously priced during market 
hours. Dual priced with bid-offer 
spreads, with price linked to the Net 
Asset Value (NAV). Price is impacted 
by market demand but the creation/
redemption process helps to keep 
the price close to the NAV. 

Priced once a day but sometimes less 
frequently, with price directly linked to 
NAV. Single priced with anti-dilution 
levy or dual priced with bid-offer 
spreads, but spread calculation is 
usually an estimate. 

Trading During market hours at real-time  
quoted prices.

Once a day, at most, at unknown  
future price.

Access Bought and sold on an exchange 
through a broker/market maker or 
investment platform. 
Can also be accessed off-exchange 
via a platform or over-the-counter 
(OTC).

Bought and sold through fund manager, 
investment platform, or adviser.

Costs Ongoing: TER
One-off: Bid-Ask spread (only 
charged to buyer or seller and never 
impacts existing fund investors).

Ongoing: TER
One-off: Entry / exit fee
Anti-dilution levy or Bid-Ask spread.

Investment Approach Primarily index based but active 
ETFs are available.

Actively managed and index based.

Portfolio Transparency Daily. Dependent on manager.

UCITS compliant The majority of ETFs are UCITS 
compliant.

Many mutual funds are UCITS 
compliant.
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Why use an ETF?

Flexible
ETFs can be bought and sold 
throughout the day across a 
range of global exchanges 
– even when underlying 
markets are closed

Providing 
access
ETFs provide access to a 
wide range of markets and 
strategies, with thousands of 
products across equities, 
bonds and alternatives

Liquid
ETFs can be traded at real-
time prices throughout the 
trading day and the ability to 
create and redeem ETF 
shares when required 
ensures an underlying depth 
of liquidity

Originally, ETFs combined the cost-efficient, benchmark 
replication strategy of equity index funds with the listed, 
intra-day tradability of shares. As the market has matured, 
ETFs have expanded to cover exposure to an increasing 
number of asset classes.

Now, along with providing equity benchmark replication, ETFs also offer 
investors the ability to diversify their portfolio by providing exposure to assets 
previously difficult to access.
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Transparency
Index-based ETF holdings are 
published daily, so investors 
know exactly what they’re 
buying and the implications 
for their overall portfolios

Diversified
By purchasing a single unit of 
an ETF, investors can gain 
access to a diversified 
portfolio of underlying 
securities

Cost 
effective
With low on-going charges, 
ETFs can give you cost-
effective access to equity  
and bond markets
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Just like mutual funds, ETFs can play many roles in 
the process of constructing a portfolio of 
complementary investment strategies. Consider, for 
example, how ETFs can fit into a variety of asset-
allocation processes:

Strategic/Static 
With a rules-based methodology, 
ETFs can ensure adherence to a 
fixed asset-allocation plan.

Tactical/Dynamic 
As liquid trading vehicles spanning 
multiple asset classes and sectors, 
ETFs can help investors adjust 
portfolios quickly to changing 
market conditions.

Core 
ETFs can provide access to 
mainstream markets with a 
low tracking difference as the 
foundation of a portfolio. 

Satellite 
ETFs that offer exposure to more 
specialised sectors, geographies, 
and themes can complement core 
allocations to diversify a portfolio.

ETFs have a wide range of ancillary uses

Portfolio 
Management

Market 
Exposure

The use of ETFs in a portfolio

ETFs

Rebalancing

Price Discovery

Cash Equitisation

Risk Management Liquidity Management
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So how can mutual funds and ETFs be used to construct a  
portfolio in practice? 
Taking a core/satellite model, they can comprise both elements of  
that portfolio design to meet an investor’s objectives.

Just like mutual funds, ETFs can serve as building blocks for any portfolio.

A diversified blend of 
core ETFs can provide 
transparent and low-cost 
exposure to a variety of 
mainstream asset classes.

For investors who wish to 
align their portfolios with 
a growth focus, an ETF can 
provide exposure to specific 
long-term growth themes.

For investors who wish to 
diversify their portfolio, an 
ETF can provide exposure to 
less-correlated asset classes 
such as commodities.

CORE
Satellite

Satellite

Satellite
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For investors who wish 
to make their portfolio 
more resilient, an ETF 
can provide exposure to 
assets or sectors with 
more defensive profiles.



CONTACT US

For further information please contact us:

 0345 070 8684  fundsales@lgim.com  lgimetf.com

We record and monitor calls. Call charges will vary.

Important Information

The value of an investment and any income 
taken from it is not guaranteed and can go 
down as well as up, you may not get back 
the amount you originally invested. Past 
performance is no guarantee of future results.

The product discussed in this document is 
issued by Legal & General UCITS ETF Plc (The 
`Issuer’), an open ended investment company 
with variable capital with segregated liability 
between its sub-funds and which is organised 
under the laws of Ireland as a public limited 
company. The Issuer has been authorised 
by the Central Bank of Ireland as a UCITS 
pursuant to the European Communities 
(Undertaking for Collective Investment in 
Transferable Securities) Regulations and is 
structured as an umbrella company with 
multiple sub-funds. Each sub-fund may issue 
different classes of shares (the “Shares”).

The Information in this document (a) is for 
information purposes only and we are not 
soliciting any action based on it, and (b) is not 
a recommendation to buy or sell securities  
or pursue a particular investment strategy; 
and (c) is not investment, legal, regulatory or 
tax advice.

Any projections, estimates or forecasts 
included in the Information (a) shall not 
constitute a guarantee of future events, (b) may 
not consider or reflect all possible future events 
or conditions relevant to you (for example, 
market disruption events); and (c) may be 
based on assumptions or simplifications that 
may not be relevant to you. 

Although the Information contained in this 
document is believed to be correct as at the 
time of printing or publication, no assurance 

can be given to you that this document is 
complete or accurate in the light of information 
that may become available after its publication. 
The Information may not take into account any 
relevant events, facts or conditions that have 
occurred after the publication or printing of 
this document.

Any decision to invest should be based on the 
information contained in the prospectus and 
the Key Investor Information Document of the 
Issuer (or any supplements thereto) which 
includes, amongst other things, information 
on the risks associated with an investment in 
this Fund. These documents are available at 
www.lgimetf.com.

This document is only directed at investors 
resident in jurisdictions where this Fund is 
registered for sale. It is not an offer or invitation 
to persons outside of those jurisdictions. We 
reserve the right to reject any applications 
from outside of such jurisdictions.

In the United Kingdom and outside the 
European Economic Area, it is issued by 
Legal & General Investment Management 
Limited, authorised and regulated by the 
Financial Conduct Authority, No. 119272. 
Registered in England and Wales No. 
02091894 with registered office at One 
Coleman Street, London, EC2R 5AA. 

In the European Economic Area, it is 
issued by LGIM Managers (Europe) Limited, 
authorised by the Central Bank of Ireland as 
a UCITS management company (pursuant 
to European Communities (Undertakings 
for Collective Investment in Transferable 
Securities) Regulations, 2011 (S.I. No. 352 
of 2011), as amended) and as an alternative 

investment fund manager with “top up” 
permissions which enable the firm to carry 
out certain additional MiFID investment 
services (pursuant to the European Union 
(Alternative Investment Fund Managers) 
Regulations 2013 (S.I. No. 257 of 2013), as 
amended). Registered in Ireland with the 
Companies Registration Office (No. 609677). 
Registered Office: 33/34 Sir John Rogerson’s 
Quay, Dublin, 2, Ireland. Regulated by the 
Central Bank of Ireland (No. C173733). 

LGIM Managers (Europe) Limited operates 
a branch network in the European Economic 
Area, which is subject to supervision by the 
Central Bank of Ireland.  In Italy, the branch 
office of LGIM Managers (Europe) Limited 
is subject to limited supervision by the 
Commissione Nazionale per le società e la 
Borsa (“CONSOB”) and is registered with 
Banca d’Italia (no. 23978.0) with registered 
office at Via Uberto Visconti di Modrone, 15, 
20122 Milan, (Companies’ Register no. MI - 
2557936).  In Germany, the branch office of 
LGIM Managers (Europe) Limited is subject 
to limited supervision by the German Federal 
Financial Supervisory Authority (“BaFin”). In 
the Netherlands, the branch office of LGIM 
Managers (Europe) Limited is subject to limited 
supervision by the Dutch Authority for the 
Financial Markets (“AFM“) and it is included 
in the register held by the AFM and registered 
with the trade register of the Chamber of 
Commerce under number 74481231.

Details about the full extent of our relevant 
authorisations and permissions are available 
from us upon request. For further information 
on our products (including the product 
prospectuses), please visit our website.


