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ETF Total cost  
of ownership
Getting the most from Exchange Traded Funds



The total cost of ownership
Management fees are an important component of calculating an ETF’s total 
cost of ownership, but they are not the only consideration. One way of 
conceptualising an ETF’s cost is the following:

Total expense ratio (TER):  
ETFs vs unlisted mutual funds
An ETF’s total expense ratio will generally be clearly disclosed and includes 
the fund’s management fee, administrative costs, custody and registration 
expenses, and audit fees.

These are the ongoing costs associated with owning an ETF. When comparing 
the ongoing costs of ETFs and mutual funds, it is important to look at the On 
Fund Charges (OFC) of the mutual fund, which is equivalent to the TER of 
an ETF.

Tracking difference
In this schematic, the tracking difference incorporates: 

l The ETF’s total expense ratio (TER)

l Withholding taxes

l Costs associated with the replication of the index

Each of these elements is described in more detail below.

Just as ETFs are bought and sold in different ways from 
other funds, their unique characteristics also mean 
investors must assess their performance in different ways.

Total Cost of 
Ownership 

Transaction CostsTracking Difference

How to assess ETFs
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Transaction costs
Transaction costs include the costs associated with 
buying and selling ETFs. These may include:

l Bid/Ask spread - The difference between the buying 
and selling (ask and bid) price of an ETF share. The 
size of the spread is affected by factors including 

current trading volumes, market conditions and  
many others.

l Brokerage or platform fees - where applicable.  
These are often included in the bid/ask spread.
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Index-based ETFs are designed to track an index, but they 
cannot always mirror an index’s performance exactly. It is vital 
that the extent to which an ETF’s return deviates from the index 
is quantified because a large tracking difference could turn an 
ETF with a low TER into an expensive choice for investors.

Tracking difference versus tracking error
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TRACKING  
DIFFERENCE

TRACKING 
ERROR

The tracking difference is commonly calculated as the 
difference in total return between an ETF and its index 
over a given period of time, revealing the magnitude of 
its underperformance or outperformance. The tracking 
difference will normally be negative, primarily due  
to the impact of fees, but could also be positive thanks 
to revenues from securities lending or because the fund 
is optimised.

Tracking error is a distinct metric, defined as the volatility 
or standard deviation of the difference in returns 
between a fund and its index over a given period. This 
can measure risk rather than the degree of under or 
outperformance: the higher the fund’s tracking error, 
the more likely it is to out or underperform the index. A 
lower tracking error, on the other hand, implies the fund 
is more consistent in the amount by which it exceeds or 
lags the index.



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.


