
2019 Guide to ETFs Intended for professional clients only. 

A guide to 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?1

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?2

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 portfolio3

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

2019 Guide to ETFs

For investors who wish 
to make their portfolio 
more resilient, an ETF 
can provide exposure to 
assets or sectors with 
more defensive profiles.
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ETFs can fit easily into traditional asset-allocation 
models. While ETFs are simply a structure for pooled 
investments, it is important to be aware of the ways in 
which they can be bought and sold. This section of the 
guide will set out the practical issues of how to invest 
in ETFs.

Buying and selling an ETF
ETFs can be bought and sold on exchange or off exchange. If using a broker or 
investment platform, investors will generally submit a buy or sell order for a 
specified amount that the broker/platform will attempt to fulfil. Investors with 
the relevant access can also trade ETFs over-the-counter (OTC) directly with 
market makers.

How to access ETFs4

Stock Exchange Trading Platform

Broker/Platform/Direct

Over-The-Counter (OTC)

Underlying Securities / Cash

SECONDARY MARKET

ON EXCHANGE OFF EXCHANGE

Investors

ETF shares

Listings on different exchanges
Many ETFs will be listed on multiple stock exchanges. Their underlying index 
and exposure will be the same across the different listings, but for some 
investors a local listing will make the ETF more accessible.
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An ETF’s visible liquidity in the secondary market is 
only a part of its overall liquidity

Secondary market

Primary market Underlying basket liquidity

Off-exchange liquidity

On-exchange  
liquidity

A set of regulations known as MIFID II has now required all ETF trading in 
Europe, on and off exchange, to be reported but this data is yet to be made 
easily available to investors. When it is, investors will have a clearer picture 
of an ETF’s true liquidity.

ETF liquidity
An ETF’s liquidity comes both from the secondary market volumes of ETF shares 
traded and from their open-ended nature. In addition, looking in isolation at ETF 
trading volumes on an exchange may provide only a partial picture of an ETF’s 
secondary market liquidity, as ETFs are also traded off-exchange (eg. OTC).

This is important because at present in Europe the majority of ETF trading is 
conducted off-exchange. Investors looking only at the on exchange numbers 
may therefore significantly underestimate the true volume traded on the 
secondary market.

Investors can nevertheless be assured that an ETF should be at least as liquid as 
its underlying constituents as ETFs are open-ended like unlisted mutual funds.



While ETFs are listed on stock markets and trade like conventional equities, an 
important difference to note is that ETFs do not have a fixed number of shares. 
ETFs are open-ended just like traditional unlisted mutual funds, meaning that 
new shares can be created or redeemed to meet demand.

The creation and redemption mechanism is facilitated by Authorised 
Participants (APs), who interact with the ETF issuer. 

l To create ETF shares, APs usually exchange cash for a block of ETF 
shares which are then available for trading in the secondary market.

l To redeem ETF shares, APs exchange the ETF shares for cash or the 
underlying securities. They can then distribute the proceeds onto the 
redeeming investor.

PRIMARY MARKET

SECONDARY MARKET

ETF
Issuer

Authorised 
Participant (AP)

ETFs

ETF sharesUnderlying securities / Cash

ETF sharesUnderlying securities / Cash

InvestorsInvestors

The creation and redemption process

12



Keeping an ETF’s price in line with the NAV
Like traditional, unlisted mutual funds, ETFs are open-ended structures. The 
creation and redemption process facilitates the open-ended nature of ETFs 
and therefore serves to ensure that supply and demand remain balanced. 

This has the knock on impact of ensuring that an ETF’s price corresponds as 
closely as possible to its underlying net asset value (NAV).

Over short timeframes, an ETF’s NAV and share price may diverge, perhaps 
because the underlying securities trade less frequently than the ETF. For 
example, if the underlying securities are valued at $100 and the ETF’s share 
price is $101, the ETF is said to trade at a 1% premium. Equally, an ETF can 
trade at a price below its NAV; the ETF is then said to be trading at a discount.

If an ETF is trading at a premium (or discount), APs will normally create (or 
redeem) ETF shares to increase (or reduce) supply to the market, and bring 
the ETF price in-line with the NAV.

Currency denomination
Similarly, ETFs will often be listed in several currency denominations. 
Forexample, an ETF with a given base currency – such as a London-listed UK 
Equity ETF denominated in GBP – can list on a stock exchange with a different 
currency. That UK Equity ETF can thus be traded on the Deutsche Börse with 
a EUR trading line. This gives investors more currency options when 
transacting in ETFs.

ETF Provider / Issuer / Sponsor The investment firm that originates and manages the ETF.

Authorised Participant (AP)
APs are regulated investment firms with the legal right to create and 
redeem ETF shares directly with the ETF provider. The APs are the only 
brokers authorised to act on the ETF primary market.

Market Maker and  
Liquidity Provider

These are all-encompassing terms referring to a firm willing to provide a 
price to a buyer or a seller of an ETF. Market makers may or may not be 
APs too.

On-Exchange Market Maker
These are the firms that provide buy and sell prices for ETFs traded on an 
exchange. Every new ETF listing requires at least one on-exchange 
market maker to provide liquidity during exchange opening times.

Platform
A generic term for a service through which investors can  
buy and sell securities.

THE ETF ECOSYSTEM

2019 Guide to ETFs
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Speak to our ETF Capital Markets specialists: 
ETF Capital Markets value proposition:

•  Providing subject-matter expertise on ETF trading and liquidity

•  Educating on the market and infrastructure

•  Providing analytical support for trade-execution decisions

•  Dedicated relationship management for ETF brokers

•  Helping clients to achieve best value

Clients
dealing
desks

Authorised
Participants

Market
Makers

Stock
Exchanges

Platforms

ETF 
Capital 
Markets

Contact details:

ETF Capital Markets Team 

ETFCapitalMarkets@lgim.com
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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 ETFs5
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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.

16
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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.
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Physical Synthetic or 
Total Return 

Swaps

Full
ETF provider invests in 
the underlying index 
securities in the same 
weights as the index 

Optimised
ETF provider aims to track 

the index by investing 
directly into an optimised

 sample of the 
index securities

ETF provider 
uses a total return 

swap to gain 
exposure to the 

benchmark index

Assessing the degree of risk in 
index replication
The mechanism by which an ETF replicates its index also has implications 
for its total cost of ownership. If the index is physically replicated, it will 
incur rebalancing costs when the portfolio is refreshed along with the 
index. If the index is synthetically replicated, it will incur a swap spread – 
a fee paid by the issuer to the counterparty.

In physical or direct replication, the ETF buys and holds the securities that 
comprise the index. This can be done in full, with the ETF investing in all 
the securities in the index in proportion to their weight in that index, or 
partially whereby the ETF optimises its exposure by holding only a 
representative sample of the index’s securities rather than all of them. 
Partial replication is often preferred for indices with thousands of 
constituents or with less liquid securities, because it would be inefficient 
to purchase all those securities.

ETFs REPLICATION 
METHODS

18
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ETF
 

SWAP 
COUNTERPARTY

ETF recieves performance of the benchmark 
index from the swap counterparty

TOTAL RETURN SWAP

ETF pays a financing rate to 
the swap counterparty

A total return swap is an agreement in which one party makes payments 
based on a set rate, either fixed or variable, while the other party makes 
payments based on the return on an underlying asset (eg. an index).

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. 

HOW A SWAP 
WORKS
HOW A SWAP 
WORKS
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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):

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

l For some other funds, including unlisted Irish UCITS and Luxembourg 
domiciled ETFs, the US WHT is 30%

20
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Source: Bloomberg

MSCI World Index Price Return vs. MSCI World Index Net Total Return from January 2014 to July 2019

Index selection
When selecting an ETF, investors must be aware of the index it is designed 
to track. Even for large-cap core equity exposures, this is vital – for example 
the Dow Jones and S&P 500 are both US large-cap equity indices but have 
very different profiles given their respective numbers of constituents and 
the fact that the former is price weighted and the latter is weighted by  
market cap.

Beyond this, though, there are several other major considerations:

l How often does the index rebalance?

l Are the rebalancing rules driven by a governing committee?

l If the index is designed to capture a segment of a parent universe – value 
stocks, for example, or companies with high ESG scores – what 
proportion of the index is included or excluded? Is it the top 10% of 
securities by those criteria or only the top half?

l If the index is designed to capture a segment of a parent universe, what 
has its historical correlation been to the broader market and are there 
any prominent sector, factor, or stock skews?

l Is the index measured by net total return – i.e. including dividends but 
subtracting withholding tax – or simply price?

The chart below illustrates the difference in performance over time between 
net total return and price return versions of the same index

Past performance is no guarantee of future results. 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.
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Securities lending
Some, but not all, ETF providers engage in securities lending. This is the 
process by which an ETF can let other market participants, such as short 
sellers, borrow some of its holdings for a set period in return for a fee. 
The borrower will also provide some collateral, primarily cash or 
government bonds, to the ETF. 

One potential downside risk associated with securities lending is 
counterparty default risk - this is the risk that the borrower fails to return 
a borrowed security. In the event that a default occurred, the lender would 
use the collateral to repurchase the security. 

Another material risk associated with securities lending is collateral 
reinvestment risk. When lenders receive collateral, they sometimes 
reinvest it to generate additional yield. 

This can expose investors to hidden risks if the reinvestment strategy is 
aggressive and the collateral is invested in volatile or less liquid assets. 
This could mean that the value of the collateral is lower than the value of 
the securities that have been lent. It is very important that the quality of 
collateral is properly assessed. Investors should also understand how 
much of the revenue from securities lending is passed back to the fund 
versus the issuer.
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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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Investor requirements

Index

QUESTION WHAT YOU NEED TO KNOW

Is your objective to maximise returns, 
enhance income, minimise volatility, 
preserve capital, improve portfolio 
diversification, or something else?

ETFs can fulfil many roles in a portfolio, so an investor should 
understand their investment objective and their methodology for 
meeting that objective.

What is your risk tolerance?
As well as understanding the underlying exposures in an ETF, an 
investor should take account of factors such as its liquidity, 
replication methodology and counterparty risk.

Will you need intra-day trading?
Intra-day trading can provide reassurance which is important to 
some investors.

QUESTION WHAT YOU NEED TO KNOW

Does the index exposure correspond 
to the desired underlying exposure?

The underlying constituents of the index may not truly reflect the 
intended investment market or theme; some indices may be too 
concentrated or diversified.

When and how frequently is the index 
rebalanced?

Some index rebalance dates may create crowded trades that 
adversely affect investors; rebalances that occur too often may 
create excessive trading costs, whereas very infrequent 
rebalances may mean the index no longer reflects the target 
investment exposure.

How is the index weighted?
Index constituents weighted by market cap, price, fundamentals, 
or equally weighted will have different risk and return profiles.

Does the index integrate ESG criteria?
Some indices can be subject to screening or exclusion criteria; 
others can hold only securities meeting certain ESG criteria, 
which should be clearly articulated.

Investor checklist / FAQs6
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Product
QUESTION WHAT YOU NEED TO KNOW

What is the index replication 
methodology?

An index can be replicated either physically (full/partial) or 
synthetically.

Is it a UCITS ETF?
ETFs that operate within the UCITS framework are subject to 
certain risk controls and transparency requirements.

Does the ETF accurately track its 
index?

An ETF with a high tracking difference may mean the investor 
receives returns that significantly diverge from the index; an ETF 
with a high tracking error may mean the performance for the 
investor is too volatile relative to the index.

What is the ETF's total cost of 
ownership?

An ETF with a low headline management fee may still be more 
expensive than other options if it has a high bid/ask spread or 
high tracking difference.

How liquid is the ETF?
There is no perfect proxy for liquidity; investors should consider 
an ETF's size, bid/ask spread, and trading in both primary and 
secondary markets among other factors.

Is the ETF listed or denominated in 
the desired currency?

Foreign-exchange movements can significantly affect an 
investor's returns, but can be managed through hedging.

Does the ETF engage in securities 
lending?

Securities lending can enhance an ETF's returns but may also 
add unintended risk.

If the ETF does engage in securities 
lending, what is the collateral 
reinvestment strategy?

A lender with an aggressive collateral reinvestment strategy  
may increase the risk of significant declines in the value of  
the collateral.
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A

ARBITRAGE
In an ETF context, arbitrage refers to the process 
whereby market makers use the creation and redemption 
process to keep an ETF’s share price in-line with its net 
asset value.

AUTHORISED PARTICIPANT (AP)
A financial institution that facilitates the creation and 
redemption of ETF shares.

B

BID/ASK SPREAD
The bid/ask spread is the difference between the price at 
which an investor can buy or sell a security. It is calculated 
by subtracting the bid price from the ask price, divided 
by the current share price and multiplied by 100. For 
example, if an ETF’s share price is $100 but the bid price 
is $99 and the offer price is $101, the spread is $101 
minus $99, divided by $100 and multiplied by 100 to 
arrive at the percentage spread of 2%. It is also known as 
the bid/offer spread.

C

COLLATERAL
In an ETF context, collateral generally refers to securities 
delivered by a counterparty – for example, a swap 
provider – to secure their commitment to a contract.

CREATION PROCESS
Authorised Participants exchange with the ETF issuer 
cash or the underlying securities of the ETF’s index for 
shares in the ETF.

D

DEPOSITARY
In an ETF context, the financial institution that holds a 
client’s assets for their security; money invested in an 
ETF is not held by the ETF issuer itself.

E

EMIR
The European Market Infrastructure Regulation (EMIR) is 
a body of European legislation for the regulation of over-
the-counter derivatives.

EXCHANGE-TRADED FUND (ETF)
An investment fund traded on a stock exchange; it is not 
necessarily a passive fund.

EXCHANGE-TRADED PRODUCT (ETP)
An umbrella term for investment products that are 
traded on a stock exchange; as well as ETFs, these 
include exchange-traded commodities (ETCs) and 
exchange-traded notes (ETNs) that are typically 
structured as debt rather than equity securities.

EXCHANGE VOLUME
The total amount or value of a given security traded on 
the exchange over a specific period. It is one measure of 
liquidity, but in the case of ETFs does not reflect true 
trading volumes because a significant proportion of ETF 
dealing occurs off exchange.

Glossary
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F

FULL REPLICATION
An approach to physical index replication whereby the 
ETF holds all the securities in the index with the same 
weighting as in the index.

G

GROSS RETURN INDEX
Also known as total return. An index that reflects the 
performance of the underlying securities including the 
reinvestment of dividends before the deduction of 
withholding tax.

I

INAV
Provides an indicative, intraday Net Asset Value of an 
ETF based on the market values of its underlying 
constituents. iNAVs are published every 15 seconds 
during market hours. 

INDEX FUND
An investment fund that aims to replicate the 
performance of a specified index; this can be an ETF or 
an open-ended mutual fund.

INDEX LICENCE FEE
The provider of the index tracked by a fund may charge 
the fund a fee for its use.

INTRA-DAY TRADING
Exchange-traded securities, such as ETFs and individual 
stocks, can be bought and sold throughout the trading 
day. Mutual funds, in contrast, tend to be traded at only 
a single specified time each day, or even less frequently. 

K

KEY INVESTOR INFORMATION DOCUMENT (KIID)
Funds regulated under the UCITS framework are 
required to publish this document containing 
information such as the fund’s charges and risk profile.

M

MARKET MAKER
A financial institution, often a large bank, that facilitates 
trading in a security by providing liquidity.

MARKET PRICE
The price at which investors can buy or sell an ETF on 
an exchange. The market price may deviate from the 
NAV of the ETF depending on the demand/supply 
balance for the ETF at a point in time. 

N

NET ASSET VALUE (NAV)
The NAV of an ETF represents the value of all securities 
held by the ETF, minus any liabilities. An ETF’s NAV is 
calculated once a day, based on the most recent closing 
prices of the underlying securities. In ETFs, the NAV is 
typically cited per share so that it can easily be compared 
with the share price.

NET RETURN INDEX
An index that reflects the performance of the underlying 
securities including the reinvestment of dividends after 
the deduction of withholding tax.
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O

ONGOING CHARGES / TOTAL EXPENSE RATIO
The ongoing charges ratio or figure (OCR or OCF), or 
total expense ratio (TER), of a fund is one way of 
measuring its costs over the course of a year. These 
ratios generally include costs such as the management 
fee and administrative expenses – for example for 
custody, registration, and audit – but exclude other 
factors captured by the total cost of ownership such as 
trading costs and income from securities lending.

P

PHYSICAL REPLICATION
An approach to index replication whereby the ETF owns 
securities in the index directly, rather than gaining 
indirect or synthetic exposure through derivatives. This 
can be done in full or on an optimised or sampled basis.

PRICE RETURN INDEX
An index that reflects only the capital performance of 
the underlying securities; without including the impact 
of dividends.

PRIMARY MARKET
In an ETF context, the market where Authorised 
Participants trade securities or cash for ETF shares 
through the creation and redemption process. The 
secondary market, in contrast, is where ETF investors 
trade shares on stock exchanges or off exchange.

R

REBALANCING
The periodic reweighting of an index or portfolio, and in 
some cases the addition and deletion of constituents, 
according to the index’s methodology.

REDEMPTION PROCESS
Authorised Participants exchange shares in the ETF with 
the ETF issuer in return for cash or the underlying 
securities of the ETF’s index.

S

SAMPLING REPLICATION / OPTIMISATION
An approach to physical index replication whereby the 
ETF holds only a representative selection of the securities 
in the index, rather than all its constituents.

SECONDARY MARKET
In an ETF context, the market where investors trade ETF 
shares on stock exchanges or off exchange.

SECURITIES LENDING
The process whereby the owner of a security lends it to 
a borrower, typically in exchange for a fee and collateral. 
The borrower is contractually required to return the 
security at the end of a predefined period.

SYNTHETIC REPLICATION
An approach to index replication whereby the ETF gains 
indirect or synthetic exposure to an index through 
derivatives, rather than owning the underlying securities 
directly.

Glossary
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T

TOTAL COST OF OWNERSHIP
The total cost of owning an ETF. It is made up of the 
transaction costs and tracking difference.

TOTAL EXPENSE RATIO / ONGOING CHARGES
The total expense ratio (TER), or ongoing charges ratio 
or figure (OCR or OCF), of a fund is one way of measuring 
its costs over the course of a year. These ratios generally 
include costs such as the management fee and 
administrative expenses – for example for custody, 
registration, and audit – but exclude other factors 
captured by the total cost of ownership such as trading 
costs and income from securities lending.

TOTAL RETURN INDEX
See Gross Return Index definition.

TRACKING DIFFERENCE
The difference in performance between an ETF and its 
index over a specified timeframe.

TRACKING ERROR
The volatility of the difference in performance between 
an ETF and its index over a specified timeframe.

TRANSACTION / REBALANCING COSTS
The cost of buying and selling securities in order to 
realign the ETF with its index.

U

UCITS
The Undertakings for Collective Investment in 
Transferable Securities, a European regulatory 
framework for governing collective investment schemes 
including ETFs.
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How L&G ETF embeds  
the advantages of the ETF  
structure in its funds

Our dedicated Capital Markets team can advise clients on 
trade execution and optimising their trading.

Liquidity

We publish our ETFs’ full portfolios on a daily basis, and 
where applicable details of any collateral held, as well as the 
index methodology.

Transparency

Our ETFs combine active research, including collaboration 
with internal and external expert partners where appropriate, 
to identify long-term opportunities and rigorous index 
construction to capture the target market efficiently and 
mitigate unintended risk exposures.

Reliability

Together with internal and external expert partners, we ensure 
our ETFs truly reflect rather than merely approximate their 
target investment thesis and so offer clients the appropriate 
exposure to match their convictions.

Purity

We not only adhere to UCITS rules, but employ a variety of 
additional risk controls within our ETFs, such as optimised 
portfolio rebalancing, concentration management, and 
enhanced liquidity criteria.

Protection
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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”).

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.


