Guide to
Exchange Traded Funds

What is an Exchange Traded Fund?
Exchange Traded Funds (ETFs) are passive investments that
track the performance (both up and down) of a market index
such as the FTSE 100, S&P 500, Nikkei 225 or commodities like
gold, gas, oil, wheat and copper. They can also give you access
to emerging markets such as China, India and Brazil.
They generally have lower charges than traditional equity funds
and are traded on stock exchanges. They can be bought or sold
throughout the day (during trading times).
Why Close Brothers?
• Buy and sell a wide variety of ETFs securely online*.
• Invest through a tax-efficient ISA, SIPP or simply an
Investment Account.
• Hold ETFs alongside funds and shares for broad exposure to
world markets.
• Access to our UK based Investor Support Team to help you
with any enquiries.
* To the extent that we charge a dealing fee, this will not exceed £8.95.
You should always check the online trading screens and any order
confirmations prior to submitting your transaction request, as any
applicable fees and charges will be clearly shown.

A simple way to track the stock market, at lower cost
Traditionally, if you wanted to track the performance of an index,
you would have to hold the same shares (or other investments)
in the same proportions as that index, and be prepared to
update your portfolio on a daily basis. ETFs effectively do this
work for you by creating a fund that replicates the contents of a
stock market index. All you have to do is buy shares in the ETF
to gain a low-cost, passive exposure to that index.
There are two methods used by ETFs to track the performance
of an index. The first method typically involves holding
some or all of the components of the relevant index to track
the performance. The other method replicates the index
performance through an over the counter (OTC) index swap
transaction with a counterparty such as an investment bank.
ETFs track rather than ‘mirror’ an index and performance will
always vary slightly from the index itself due to charges and the
market value of the shares. If you want investments with the
potential to do better than the market (though this cannot be
guaranteed as they may do worse), you may prefer to invest
in active funds, where investment decisions are made by a
professional fund manager.

Most ETFs are classed as offshore funds, which means they are
regulated by authorities in another country. There are specific
taxation rules that apply to ETFs and they are subject to UK
taxation. Depending on the ETFs reporting status any gains
could be subject to capital gains tax or income tax. We suggest
speaking to a tax advisor when deciding which ETF is right for
your circumstances.
What are the risks?
• ETFs that use a counterparty carry counterparty risk. If
the counterparty defaults or does not pay money owed to
the ETF you could lose some or all of your investment. If
this happened, you would not be protected or entitled to
compensation under the Financial Service Compensation
Scheme.
• ETFs that buy the underlying stocks that comprise the index
might also have counterparty risk due to stock lending.
The Undertakings for the Collective Investment of Trading
Securities (UCITS) is an EU directive that sets out regulatory
and investor protection standards for collective funds. Most
ETFs follow UCITS but the rules do not cover stock lending
and so this risk can go as high as the provider states in their
prospectus.
• The value of an ETF can go up and down, reflecting the
market value of its underlying investments.
General risks
• The value of investments, and any income taken from them,
may fall as well as rise, and you may get back less than you
invested.
• If a fund has deposits with an institution which defaults, the
value of the fund will be adversely affected.
• A fund may be affected positively or negatively by changes
in exchange rates, interest rates and credit quality
considerations.
• Where a fund holds a limited range of shares, sectors or
asset classes, the effect of price movements on the value of
the investment will be greater.
• The value of an ETF may be more volatile if it invests in assets
which are in limited supply, as they may be more difficult to
buy or sell.
• Investments outside the UK may involve a higher element
of risk due to less well-regulated markets or political and
economic instability.
• Tax treatment will depend upon individual circumstances,
and may change over time.
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