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What is an Exchange Traded Fund?

An Exchange Traded Fund (ETF) is a portfo-
lio that holds assets that are represented

in financial indices, including equities,
bonds and other assets. This results in
ETFs tracking the performance of specific
baskets of assets in the domestic and in-
ternational markets.

During t he past decade t he
kets have seen the evolution of ETFs. In-
ternationally, ETFs are well -established,
dynamic financial instruments that are
contributing to the rapid changes in the
investment landscape for individuals and
institutional investors alike.

ETFs provide a simple, cost -effective .
mechanism for investors to participate in

selected markets and asset -classes with

the additional benefits of diversification,

liquidity and transparency.
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What is Bips?
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As listed, open -ended funds, they enable
investors to increase their holdings in
the nominated ETF with the same ease as
trading a share.

Product Features:

rl dods mar -
Exchange Traded

Trades like an ordinary share

Passively managed (track a specific
index)

Exposure to market risk of particular
asset class

Rand Merchant Bank (RMB) is well estab-
lished as the investment banking arm of

FirstRand Bank Limited, one of South Af-
0 a rligtedsfinanda$ Eervices
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groups.

Consistent wi t h RMBd s
sightful product innovation, it has devel-
oped a suite of Exchange Traded Funds
(ETFs), branded as Bips, short for Beta
Investment Performance Securities
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Bips offers investors a range of ETFs that
track various indices. The combination of
securities on these indices gives the Bips
ETF investor a diversified investment base.




03

Benefits of Bips ETFs

Bips ETFs represent a convenient and effi-
cient method of investing in both domestic

equity and bond markets. Bips ETFs offer
various benefits to South African investors,
such as:

LOW COSTd 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 transac-
tional costs and fees than those associated
with actively managed funds.

HIGHLY LIQUID 6 SIMPLE TO BUY AND SELL
Just like individual shares, Bips ETFs are
priced constantly throughout the trading
day and can be bought and sold at any time
during JSE trading hours.

They can be bought and sold like any other
share listed on the exchange and investors
benefit from the guaranteed settlement as
well as the fair and regulated trading pro-
vided by the JSE.

TRANSPARENT & SIMPLE TO GET TO KNOW THE
DETAILS

Bips ETFs are highly transparent in nature - in-
vestors are able to see exactly which securities
make up each ETF, including the weightings and
sectors represented. Investors should review

the constituents of the individual ETFs before
selecting the ETF they believe is best suited to
their own investment style and level of accept-
able risk.

The exact composition and net asset value
(NAV) of each Fund will be published daily on
the Bips website. Investors will therefore always
know the constituents of the fund that they
have exposure to and the market value thereof.

EFFICIENT ACCESSd NEW MARKETS AND OPPOR-
TUNITIES

Bip ETFs, and the underlying assets broaden
investment horizons. They provide an effective
method of accessing markets which individual
investors may not be able to access through
direct investment.

DIVERSICATION

Since most ETFs track indexes which are com-
prised of a basket of securities, they inherently
provide instant diversification. Each Bips Fund
tracks a particular index. This means that an
investor is able to gain exposure to all of the
shares that constitute the respective index by
investing in only one Bips unit.
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Who should invest in Bips ETFs?

Index tracking has traditionally provided
a passive alternative to actively managed
investments. However, fund managers,
hedge funds and individual investors are
now discovering the abundance of uses
for ETFs in all trading strategies and
styles.

Gl obally, ETFO3s ar e we l |
nancial instruments that have contrib-

uted to changing the way people invest.
Research indicates that the majority of
informed investors now hold the core of

their assets in passive instruments with

low tracking error. The remaining assets

are then invested in riskier strategies in

an attempt to outperform the given
benchmark.

This strategy has resulted in above -
average growth in innovative and alter-

native investment products such as

hedge funds, property funds private eq-

uity and structured products. It has also

|l ed to phenomenal growt h i
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Advantages for Institutional Investors

ACTIVE ASSET ALLOCATON

ETFs can be used to target sectors where there
are no futures contracts. For settlement and
administrative purposes, ETFs are a more effi-
cient way of investing than purchasing a basket

TOTAL EXPENSE RATIO (TER)

The total expense ratio is the fee charged to an
investor for the management of the funds, ex-
pressed as a percentage of the total assets. The
management fee for Bips is the TER and includes

of individual stocks to track a given bench- administration and currency costs. The only fee

mark. They can also be a core holding in a that an investor in Bips will pay over and above

multi -asset portfolio, providing a level of diver- the TER is the initial trading cost on the JSE.

sification that would otherwise be time con-
ENHANCED INDEX TRACKNG BY UTILISING SCRIP

LENDING ADVANTAGES
Bips units are traded on the JSE and can be

suming and expensive to attain by purchasing
the underlying shares.

CORESATELLITE STRAEGIES O6short s ol d§ .I i ke any other s h a
The more assets that a manager has under demand to borrow scrip in order to settle the
6shortdo trades. The scrip Il end

management, the more difficult it is to outper-
be earned on Bips are substantially higher that

the fees charged within the funds (TERs) and
through this, investors can enhance the yield
achieved on their investment.

form the market. Bips allow investors to place
the core of their managed assets in a low -cost
index -tracking portfolio, with the added advan-
tage of having satellite portfolios in alternative
assets which can potentially outperform their
benchmark index. This strategy may result in

lower cost overall.

BIPS VS FUTURES

The cost of rolling a future from one expiry to
the next has led European asset managers to
believe t hat ETFOs may
preferred index tracking tool. Bips can also be
used for speculation purposes as they can be
bought and sold ©O6shorto. Al so,
in Bips generates cash which can be used as

funding for long -term investments.

repl ace
EQUITISE CASH FLOWS

Bips allow investors to gain exposure to an en-
tire market quickly and easily. This means that
if an investor wants immediate exposure to a
market, but is unsure of which specific shares
to invest in, an investment in Bips will give

market exposure until the investment strategy EXCHANGE CONTROL IMRICATIONS

An investment in Bips has no impact on an indi-
viduals foreign exchange allowance. Individual
investors in Bips may therefore invest an unlim-
ited amount in any of the funds without any ap-

proval from the South African Reserve Bank. In-
stitutional Investors may invest in Bips funds
that track foreign indices as part of their For-

eign Exchange Allowance. To do this, they must

6short,s&d thdirefeluting broker with an ECA num-

ber as supplied by the South African Reserve
Bank.

is refined.

PHYSICAL HOLDING

European asset managers predict that ETFs may
be used more than futures contracts for index
tracking. Holding Bips is more cost efficient
than an equivalent position in futures over the
long term, as futures incur rolling cost when
hel d -@au tée | baywe. Al s o,
Bips generates cash which can be used as fund-

over

ing for long term investments.
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Key points for Individual Investors

If you are considering building a personal portfolio with Bips ETFs, here are
some simple guidelines:

DETERMINE THE RIGHT ALLOCATION
Selecting the right mix for you, between asset classes such as equities, property

and cash, depends on the following. If you are unsure, seek guidance from a compe-
tent financial counsellor.

Why are you investing? Is your objective to accumulate longer -term funds for
retirement or more immediate savings? The more time you have, the more risk
you can take 0 this determines your time horizon

What are your risk/return objectives ? it is important to determine the level of
risk with which you are comfortable, with a return that is acceptable.

Do you require an income from this portfolio? To generate an income, you will
need to include Instruments that pay higher dividends, such as fixed -income
or equity ETFs.

How does this portfolio fit into your personal financial planning ? It is impor-
tant to understand how it complements your other investments and what pro-
portion you will invest in Bips ETFs. You should also consider any legal or tax
implications before deciding on asset allocation 0 depending on the complex-
ity of your financial situation, this may require the services of a tax special-

ist.

IMPLEMENT YOUR STRAEGY

An advantage of investing in ETFs is that you can select one that most closely
matches your asset allocation needs for each sector or index in which you
want exposure.

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

total expense ratios (TERS).

You are now ready to implement your strategy. Given that Bips ETFs trade like
stocks during markets hours, any registered stockbroker can execute your
trades.

MONITOR AND ASSESS YOUR PORTFOLIO

Review your portfolio's performance at least once a year by comparing each
ETFs performance to its benchmark index. Any difference or tracking error
should be low. Fund composition and net asset value (NAV) is published daily
on the Bips website at www.bips.co.za , keeping investors fully informed.
Adjust your ETF weightings annually to accommodate market fluctuations.

Be objective as market fluctuations happen. Certain styles can fall out of fa-
vour, others may generate unusually high returns. If the reasons you selected
specific asset classes are still valid, stand firm.

View the big picture and reassess your portfolio as your personal circum-
stances change, adapt accordingly and maintain your long -term view.
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Creations and Redemptions

Creations and Redemptions

ETF shares can essentially provide unlimited
liquidity through a process called creation and
redemption.

While ETFs trade on an exchange like shares,
the process by which their shares are created is
significantly different. 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 ability to create shares on -demand

Bips are structured to allow investors to create
units after the initial offer to the public has

closed. This mechanism allows investors to de-
liver a basket of the underlying securities to the

manager of the scheme, and receive Bips units
in return.

Alternatively, investors may deliver Bips units
to the manager and receive the underlying bas-
ket in return. This process is known as redeem-

ing.

Both creating - and redeeming units involves a
small cash transaction equal to an investors
proportional share of accrued distribution. The
cash will flow to the party receiving the shares.

This mechanism ensures that a unit should al-
ways trade close to its net asset value, because
any mispricing in the secondary market will lead
to the creation or redemption of units, until the
price of the units and underlying assets reaches

parity.
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Distributions
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How to trade ETFs

The underlying shares in which Bips invest
generally pay dividends annually. These
dividends are retained in the respective
fund in cash and accrue interest. This cash
is used to defray expenses incurred in man-

aging the fund. However, the dividends that

accrue generally exceed these expenses
and the balance is distributed to investors

quarterly each year.

Bips are listed instruments and as such
trade like ordinary shares on the JSE.
This means that they can be bought or
sold through a JSE registered stockbro-
ker or trading platform anytime during
normal trading hours, using all the
trading 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.




