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  What is an Exchange Traded Fund?  

An Exchange Traded Fund (ETF) is a port fo-

l io that  holds assets that are represented 

in financia l indices, including equit ies, 

bonds and other assets. This results in 

ETFs t racking the performance of speci f ic 

baskets of assets in the domest ic and in-

ternat ional markets.  

 

During the past decade the worldõs mar-

kets have seen the evolut ion of ETFs. In-

ternat ionally , ETFs are well -established, 

dynamic f inancia l instruments that  are 

contr ibut ing to the rapid changes in the 

investment landscape for indiv iduals and 

inst itut ional investors a like.    

 

ETFs prov ide a simple, cost -effect ive 

mechanism for investors to part icipate in 

selected markets and asset -classes with 

the addit ional benefits of d iversificat ion, 

l iquidity  and t ransparency.   

As l isted, open -ended funds, they enable 

investors to increase their  holdings in 

the nominated ETF with the same ease as 

t rading a share.  

 

 

Product Features:  

 

Exchange Traded  

 

Trades l ike an ordinary share  

 

Passively managed (t rack a specif ic 

index)  

 

Exposure to market  r isk of part icular 

asset  class  
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  What is Bips?  

 

 

Rand Merchant Bank (RMB) is well estab-

l ished as the investment banking arm of 

FirstRand Bank Limited, one of South Af-

ricaõs largest JSE-listed financia l serv ices 

groups.  

 

Consistent with RMBõs reputation for in-

sight ful  product  innovat ion, it  has devel-

oped a suite of Exchange Traded Funds 

(ETFs), branded as Bips, short  for Beta 

Investment Performance Securi t ies   

Bips offers investors a range of ETFs that 

t rack var ious indices. The combinat ion of 

securit ies on these indices gives the Bips 

ETF investor a diversified investment base.  
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         Benefits of Bips ETFs  

Bips ETFs represent a convenient  and effi-

cient  method of invest ing in both domest ic 

equity  and bond markets.  Bips ETFs offer 

var ious benefits to South Afr ican investors, 

such as:   

  

LOW COST ð SIMPLE FEE STRUCTURE  

Bips ETFs are passive investments and are 

the ideal product  to reflect  the daily  re-

turns offered by the market . Passively man-

aged funds typically  have lower t ransac-

t ional costs and fees than those associated 

with act ively managed funds.  

  

HIGHLY LIQUID ð SIMPLE TO BUY AND SELL 

Just  l ike indiv idual shares, Bips ETFs are 

pr iced constant ly  throughout the trading 

day and can be bought and sold at  any t ime 

during JSE trading hours.  

 

They can be bought and sold l ike any other 

share l isted on the exchange and investors 

benefit  from the guaranteed sett lement as 

well as the fa ir  and regulated t rading pro-

v ided by the JSE.  

TRANSPARENT ð SIMPLE TO GET TO KNOW THE 

DETAILS 

Bips ETFs are highly transparent  in nature - in-

vestors are able to see exact ly  which securit ies 

make up each ETF, including the weight ings and 

sectors represented. Investors should rev iew 

the const ituents of the indiv idual  ETFs before 

select ing the ETF they believe is best  suited to 

their  own investment sty le and level of accept-

able r isk.  

 

The exact  composit ion and net  asset  value 

(NAV) of each Fund wi l l  be publ ished daily  on 

the Bips website. Investors wil l  therefore a lways 

know the const ituents of the fund that  they 

have exposure to and the market  value thereof.  

  

EFFICIENT ACCESS ð NEW MARKETS AND OPPOR-

TUNITIES 

Bip ETFs, and the underly ing assets broaden 

investment hor izons.  They prov ide an effect ive 

method of accessing markets which indiv idual 

investors may not  be able to access through 

direct  investment.  

 

DIVERSICATION 

Since most ETFs t rack indexes which are com-

prised of a basket  of securit ies, they inherent ly 

prov ide instant  diversificat ion.  Each Bips Fund 

t racks a part icular index. This means that  an 

investor is able to gain exposure to a ll of the 

shares that  const itute the respect ive index by 

invest ing in only one Bips unit .   
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            Who should invest in Bips ETFs?  

 

 

Index t racking has t radit ionally  prov ided 

a passive a lternat ive to act ively managed 

investments. However , fund managers, 

hedge funds and indiv idual investors are 

now discovering the abundance of uses 

for ETFs in a ll t rading strategies and 

sty les.  

 

Globally, ETFõs are well established fi-

nancial instruments that have contr ib-

uted to changing the way people invest . 

Research indicates that  the major ity  of 

informed investors now hold the core of 

their  assets in passive instruments with 

low t racking error. The remaining assets 

are then invested in r iskier strategies in 

an attempt to outperform the given 

benchmark.  

 

This st rategy has resulted in above -

average growth in innovat ive and alter-

nat ive investment products such as 

hedge funds, property funds pr ivate eq-

uity  and structured products. I t  has a lso 

led to phenomenal growth in ETFõs.   
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Advantages for Institutional Investors  

ACTIVE ASSET ALLOCATION 

ETFs can be used to target  sectors where there 

are no futures contracts. For sett lement and  

administrat ive purposes, ETFs are a more effi-

cient  way of invest ing than purchasing a basket 

of indiv idual stocks to track a given bench-

mark. They can also be a core holding in a 

mult i -asset  port fo l io , providing a level of diver-

si f icat ion that  would otherwise be t ime con-

suming and expensive to at ta in by purchasing 

the underly ing shares.  

 

CORE-SATELLITE STRATEGIES 

The more assets that a manager has under 

management , the more dif f icult  i t  is to outper-

form the market . Bips a llow investors to place 

the core of their  managed assets in a low -cost 

index -t racking port fo l io , with the added advan-

tage of having satell i te port fo l ios in a lternat ive 

assets which can potent ia l ly  outperform their  

benchmark index. This st rategy may result  in 

lower cost  overall.  

 

EQUITISE CASH FLOWS 

Bips a llow investors to gain exposure to an en-

t ire market  quickly and easily . This means that 

if  an investor wants immediate exposure to a 

market , but  is unsure of which speci f ic shares 

to invest  in, an investment in Bips wi l l  g ive 

market  exposure unt i l  the investment st rategy 

is refined.  

 

PHYSICAL HOLDING 

European asset  managers predict  that  ETFs may 

be used more than futures contracts for index 

t racking. Holding Bips is more cost  efficient  

than an equivalent  posit ion in futures over the 

long term, as futures incur ro ll ing cost  when 

held over a ôclose-outõ day. Also, ôshort sellingõ 

Bips generates cash which can be used as fund-

ing for long term investments.  

 

 

 

 

 

 

 

 

TOTAL EXPENSE RATIO (TER) 

The tota l expense rat io is the fee charged to an 

investor for the management of the funds, ex-

pressed as a percentage of the tota l assets. The 

management fee for Bips is the TER and includes 

administrat ion and currency costs. The only fee 

that  an investor in Bips wil l  pay over and above 

the TER is the init ia l t rading cost  on the JSE.  

 

ENHANCED INDEX TRACKING BY UTILISING SCRIP 

LENDING ADVANTAGES 

Bips units are t raded on the JSE and can be 

ôshort soldõ like any other share. This creates a 

demand to borrow scr ip in order to sett le the 

ôshortõ trades. The scrip lending fees that can 

be earned on Bips are substant ia l ly  higher that 

the fees charged within the funds (TERs) and 

through this, investors can enhance the y ield 

achieved on their  investment.  

 

BIPS VS FUTURES 

The cost  of ro ll ing a future from one expiry to 

the next  has led European asset  managers to 

believe that ETFõs may replace futures as the 

preferred index t racking tool. Bips can also be 

used for speculat ion purposes as they can be 

bought and sold ôshortõ. Also, a short position 

in Bips generates cash which can be used as 

funding for long -term investments.  

 

EXCHANGE CONTROL IMPLICATIONS 

An investment in Bips has no impact  on an indi-

v iduals foreign exchange allowance. Indiv idual  

investors in Bips may therefore invest  an unlim-

ited amount in any of the funds without  any ap-

proval from the South Afr ican Reserve Bank. In-

st itut ional Investors may invest  in Bips funds 

that  t rack foreign indices as part  of their  For-

eign Exchange Allowance. To do this, they must 

prov ide their  execut ing broker with an ECA num-

ber as suppl ied by the South Afr ican Reserve 

Bank.  
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 Key points for Individual Investors  

 

 

 

I f  you are considering bui lding a personal port fol io with Bips ETFs, here are 

some simple guidel ines:  

 

DETERMINE THE RIGHT ALLOCATION  

 

 

Select ing the r ight  mix for you, between asset  classes such as equit ies, property 

and cash, depends on the fo llowing. I f you are unsure, seek guidance from a compe-

tent  financia l counsel lor.  

 

Why are you invest ing? Is your object ive to accumulate longer -term funds for 

ret irement or more immediate savings? The more  t ime you have, the more r isk 

you can take ð this determines your t ime horizon .  

What are your r isk/return object ives ? it  is important to determine the level of 

r isk with which you are comfortable , with a return that  is acceptable.  

Do you require an income from this port fo l io? To generate an income, you wil l  

need to include Instruments that pay higher div idends, such as fixed -income 

or equity  ETFs.  

How does this port fo l io fi t  into your personal f inancia l planning ? I t  is impor-

tant  to understand how it  complements your other investments and what pro-

port ion you wil l  invest  in Bips ETFs. You should a lso consider any legal or tax 

implicat ions before deciding on asset  a llocat ion ð depending on the complex-

ity  of your financia l s ituat ion, this may require the serv ices of a tax specia l-

ist .  

 

 

IMPLEMENT YOUR STRATEGY 

 

An advantage of invest ing in ETFs is that  you can select  one that  most  closely 

matches your asset  a llocat ion  needs for each sector or index in which you 

want exposure.  

As part  of your select ion process, look for products with the most favourable 

tota l expense rat ios (TERs). 

You are now ready to implement your strategy. Given that Bips ETFs t rade l ike 

stocks dur ing markets hours, any registered stockbroker can execute your 

t rades.  

 

 

MONITOR AND ASSESS YOUR PORTFOLIO  

 

Review  your port fo l io 's performance at  least  once a year by comparing each 

ETFs performance to its benchmark index. Any di f ference or t racking error 

should be low. Fund composit ion and net asset  value (NAV) is published daily 

on the Bips website at  www.bips.co.za , keeping investors ful ly  informed.  

Adjust   your ETF weight ings annually  to accommodate market  fluctuat ions.  

Be object ive  as market  fluctuat ions happen. Certa in sty les can fa ll out  of fa-

vour, others may generate unusually  high returns. I f  the reasons you selected 

speci fic asset  classes are st i l l  va lid, stand firm.  

View the big picture and reassess your port fo l io as your personal circum-

stances change, adapt accordingly and mainta in your long -term v iew.  
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Creations and Redemptions  

 

Creat ions and Redemptions  

 

ETF shares can essent ial ly  prov ide unl imited 

l iquidity  through a process called creat ion and 

redempt ion.  

 

While ETFs t rade on an exchange l ike shares, 

the process by which their  shares are created is 

signif icant ly  dif ferent . Unless a company de-

cides to issue more shares, the supply of shares 

of any given company that  are trading in the 

marketplace is finite. When demand increases 

for shares of an ETF, however, Market -Makers 

have the abil i ty  to create shares on -demand  

 

Bips are structured to a llow investors to create 

units after the init ia l offer to the publ ic has 

closed. This mechanism allows investors to de-

l iver a basket  of the underly ing securit ies to the 

manager of the scheme, and receive Bips units 

in return.  

 

Alternat ively, investors may deliver Bips units 

to the manager and receive the underly ing bas-

ket  in return. This process is known as redeem-

ing.  

 

Both creat ing - and redeeming units involves a 

small cash t ransact ion equal to an investors 

proport ional share of accrued dist r ibut ion. The 

cash wil l  f low to the party receiv ing the shares.  

 

This mechanism ensures that  a unit  should a l-

ways t rade close to its net  asset  value, because 

any mispr ic ing in the secondary market  wil l  lead 

to the creat ion or redempt ion of units, unt i l  the 

pr ice of the units and underly ing assets reaches 

parity .  
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               Distributions  
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        How to trade ETFs  

Bips are l isted instruments and as such 

t rade l ike ordinary shares on the JSE. 

This means that  they can be bought or 

sold through a JSE registered stockbro-

ker or trading plat form anyt ime during 

normal t rading hours, using all the 

t rading strategies associated with 

shares  

 

Let us assist  you  

 

Investors who do not  have a JSE trading 

account should phone 0860 00 BIPS 

(0860 00 2477) for further assistance.  

 

 

The underly ing shares in which Bips invest 

generally  pay div idends annually . These 

div idends are reta ined in the respect ive 

fund in cash and accrue interest . This cash 

is used to defray expenses incurred in man-

aging the fund. However , the div idends that 

accrue generally  exceed these expenses 

and the balance is dist r ibuted to investors 

quarter ly  each year.  


