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ETF tax and risk
Getting the most from Exchange Traded Funds



Taxation
Individual ETFs will be subject to different tax treatments depending, among 
other factors, on their jurisdiction and portfolios. Investors in ETFs will also 
face different tax implications based on their domicile so are encouraged to 
consult local tax experts.

As a practical example of the importance of tax treatment, consider the US 
withholding tax: this is currently 15% for ETFs domiciled in Ireland but 30% 
for those domiciled in Luxembourg.

Tax treatments for ETFs

Investor Level
• E.g. UK income or capital gains taxes.
• Investors need to file a tax return.

Fund Level
• Funds might pay a dividend themselves, and such dividends can be 

subject to taxation.

Underlying Basket Level

• Withholding taxes on investments.
• Physical funds hold a basket of securities; when stocks pay dividends, 

such dividends can be subject to a withholding tax which can vary 
depending on where the fund is domiciled.

Tax treatments depend on the individual circumstances of each client  
and may be subject to change in the future

US withholding tax (US WHT):

• For Irish domiciled ETFs US WHT is 15%. All L&G ETFs are  
Irish domiciled. 

• For some other funds, including unlisted Irish UCITS and Luxembourg 
domiciled ETFs, the US WHT is 30%
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Risk assessment:  
ETFs are similar to other pooled investments

Although ETFs can fit easily into 
traditional asset-allocation models, 
some of their features mean 
investors will face different issues in 
both accessing these funds and 
then in their due diligence on them.

CAPITAL AT RISK
Investors’ capital is fully at risk in ETFs and other pooled 
investments, and investors may not get back the entire 
amount originally invested. This is generally a function of 
the nature of the underlying securities in an ETF, and their 
risk profile is best understood as sitting somewhere along 
a spectrum. All else being equal, for example, developed-
market government bonds are relatively less risky while 
emerging-market assets are relatively more risky.

INDEX REPLICATION RISK
As with all funds that are designed to track an index, if an 
ETF’s indexation methodology and management is 
inefficient, the ETF’s performance may not accurately 
track that of the index. Potential issues in this regard 
include rebalancing trades that occur either too 
frequently or too infrequently, or non-optimised sampling.

LIQUIDITY RISK
While ETFs are for the most part liquid investments 
offering intra-day trading, rather than the once-a-day 
trading common in other mutual funds, this cannot be 
guaranteed. In exceptional market circumstances, just 
like mutual funds, it may not be possible to fulfil buy and 
sell orders either at prices close to the bid or at all.

CURRENCY RISK
Where ETFs or other funds are denominated in different 
currencies or where their underlying securities are 
denominated in a different currency from the listing 
currency, investors may be exposed to adverse 
movements in foreign-exchange rates.

COUNTERPARTY RISK
Investors are exposed to an element of counterparty risk 
when an ETF is synthetically replicated. Depending on 
the type of swap entered into, a number of mitigating 
actions can be used to reduce the amount of counterparty 
risk. These can include resetting the swap at regular 
intervals, overcollateralisation or the use of multiple 
swap counterparties. The implementation of the 
European Market Infrastructure Regulation (EMIR) has 
further mitigated counterparty risk by requiring OTC 
swap counterparties to exchange margin on a daily 
basis. High transparency principles from many ETF 
issuers can also allow investors to view the collateral 
portfolio on a daily basis. 
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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”). 
Legal & General Investment Management 
Limited acts as promoter and distributor for 
the Fund.

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.

Issued by Legal & General Investment 
Management Limited. Registered in England 
and Wales No. 02091894. Registered Office: 
One Coleman Street, London, EC2R 5AA. 
Authorised and regulated by the United Kingdom 
Financial Conduct Authority, No. 119272.


