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WHY READ THIS?

This guide explains why Official
Institutions might consider investing in
exchange traded funds (ETTFs) and how
they work. We also address some of the
common misconceptions and concerns
surrounding ETFs, based on feedback
received from institutional investors
around the world.

In summary:

L. ETFoifera simphe and trarspanen] means of grining exposune
Rorange of different assel classes and market sognsenis.

2. ETFaare low cosl, exchange traded investment vwhicles;
amd due to rapid market growth, costs continue to decline.

3. Investorsof all stripes use ETFs today, from the largest most
sophislicoted hedge funds to mom and pop’ relall investors.

4. The Nexitdtity, wide range of available exposures, ease of
use amd anonymiity offered by ETFs make them a
particulary attractive vehicle for Official Institut ione,

5. ETFshave many uses for Oificial Instit wlions from
managing cash flows tolong-lerm investments. in
particular acting s a first stage forinvesting in squitics,

Have a question that isn’t covered? Get in touch,

We hape this paper proves Lo be auseful resource for Official
Institutions evaluating if and lww Lo use ETF Whileouraim is
b cpeate an exhaustive gulde coveringall of the nwost 2allent
points for Odficial Institutions, please get in touch i you believe
amything has been amitbed or i you meed none infornsation, and
wi will be happy to discwss further. Yoawill fusd contact delaiks
for your region at the end of this documsent,
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ETFs for Oificial Instituticns

ETFs — WHAT ARE THEY AND WHO

USES THEM?

Exctange rmwed funds (ETF)ane funds Uhad trsde on aneschang:
and typically offerexposune bo anindex of underdying seourilien.

They have been one of the most succdsslul financial innovations
af Ube last 20 years, bringing institut ional-quality investmonl
management toevery Ly pe of investon, Inaddition te providing
investors with brood marke? beta exposure of low cosl, ETFs
have opened upavariel v of investable asset classes and market
segments for index investing. all a2 a fraction of the cost of a
Bypécal sctiviely managed fund,

ETFe are an increasdingly intogral part of many investors”

prort fobios amed caa be sod alongsddo other vvestment vehickes
including sotive amd possive poobod funds, segrogated acomunts amd
Dhelba O products suchias index fulunes and tolal return swaps.

The history of ETFs

The Largest ETF in the work] today = the SPDR® 8%F 500
ETF' = was oreabed by 3ate Sireel Global Advisors (33GAYIn
1995 to provide instituwtlonal investors with an effclent means
of "equilizing” their excess cash. Today, ETFs are used for 311
mianimer of reazons from ransitbon managenwent bofactical
asscd allocal on,

Like many ot her “disruptive technologies’, ETFs were inftially
et Wil sceplacism by sorme tnst itulional investers and Lheir
advizors, However, they have sinee boon widely adopted and
cosl# have fallen. Glolmlly, thereare mane than G000 ETFEwith
tobal asets under management of about URS4.2 1rl Hon® and the
anmual growth rate is challonging the raditional actively
muamnged matual fund industey to deliver troe alpha for the fees.
they charge.

Who uses ETFs and why?

Retail investon across Uhe globee have boen allracted to ETFs
duae to their bow cosls, high lransparoncy, case of wie and, quile
clearly, some dimappeintment with the resulls generated by the
wclive fund management comamunily:, Institulivnal inveslons =
fromm assel muanagers o pemsion funds amd Official Tnstitutions
= hawe also boeen attractod to ETFs for the very sams: reasons,

Cllodally, thene i wide varialion m (he secoptance of ETFs s
institutional investors, Assel managers have used ETFs

extensively for many vears for bodh Bactical and strategie
parposes, Their use of ETFs has continued o grow over time, as
oosts have oms doam and the mnge of funds bas increased,

The growth in nualti-assct strategics hasalso boen a driver of
imcreased wrage, i ETFs have proved to be ddeal building blocks
fowr pog Licdbo manmgers invesling across nssel classcs and
regions. Smart beta ETFs have also proved a papular tool for
assel managers bullding ‘estcome-oriented” strategios, such as
Thade Lhat focus on generating high levels of current inoomse or
adm for positive absolule returns in all markel environments,

Penshon funds have boon slower toadopt ETFs nelative lootber
imoestors, cortninty fromia “direct ™ imvestnent porspective. We

D bierve Unis f4 fior Ewo peasons: firsd, most pension fands, sve (e
largest, ame pod st up bo bay ETFs directly. and often do sovia
Wi Cunel mmonagers: seooml, ETFs represent a new Uy pe of
e ting which nuny roquine chatiges to long-establihed
irvestment seloction processes, However, with minor adjustmenis
Tovrpaernil g pecsoeidunes, Both Uhise issaes onn b reshoed,

For Oificial Institutions, there are additional features that
have made ETFs popular amon gst contral banks, soversign
weealth funds and other sovereign investors. Comparcd

to other investment routes such as an active or passive
sapregaled mandale, ETFs provide: simplicity of sooount sel-
up and fund sdministration; ease and quickness of trading
and the potential to increase anonymity; and potential te
enhance overall governance through fund regulations and
independent oversight, leading to reduced reputational
concerns, Dificial Institutions alwo appreciate the cost
efficient and diversified exposare that many ETFs offer.

Far central banks, in particalar, the use of ETFs has

been a more recent phenomencn that has grown rapidly
in tandem with the rend Lowards including equities in
central bank reserve portfolios. ETFs have beocoms o
convenient first step for central banks investing in equithes
for the first time, while fived income ETFs have also been
of interest tocentral banks ns o market nocess tool.

From a best practice perspective, ETFs are now an
established investment teol amongst Oficial Institutions

who wish Lo improve investment efficiency and mddress
administrative, operational and governance conoerms.



How effective are ETFs?

I seane cases, Uhere mizht be more cost-oMickont means of
investing for institutional imeestors passively tracking a
parlicular benchmark (suchas segregated accounts,
institutiomal pooled funds or index futunes), However, when
tobal implensenlation costs ane consdionad, ETFs often
represent the more eificion means of gaining exposure toa
particular asscl clacs oF ssel ¢lans segrment.

Forexample, in our pageer publiched in 2005, The Changing
Landicape for Beta Repiicatfon = Comparing Futures and ETFs
Jor Equety frdex Expostre, we found thad, i many cases SPDR
ETFswere meare ¢osl effoctive than oqaivalent index futurcsin
gaining X posun: toa range of equily markets over a 12-monih
period from 30 Scptember 2013 to 30 Septembor 201, More
recend work Uhat focused on 5% P 500 equily index fuluses
versus the US-domicled, SFDR 2% P 500 ETF, arrived sl o
similar conelusion.®

Additionally, due to the widespeead appeal of ETFs, muchof the
development within the patsive fund world i taking place in
this slrueture rather than traditional index-tracking poaled
mylual funds, As aresult, investors booking for passive pooled
fund exposure to particular asset classes or marke! segments
nuiry fisnd lvat ETFs are the only velicle availabde totben.
Emcrging markels local curre ey bonds, small cap stocks,
glolal convertible bonds and multi-asset infmstrecture are
examples of aeel classes in which 2 SR ETF s ome of e few
for cmy) poaked Pumd aptions available.

Globally, there are more than 260 SPDR ETFs providing
investors with Lailored exposare tomest of the impertant assct
classes and markel segments,®

Historically, the lack of passive poolod funds svailable has meant
podtye bnves boms hanve allocated bo setive managors togel e
mearket beta relum assockated with the aeset claes segmud, rather
tham helding ot high heges of genersting significant alpha aver
ol vbegee o “rrenrlioed pebiarn® after all oot This b ckearty nod
desirabbe, and wilh the universe of wvailabde ETFs over expanding,
this patentially costly approschis mo banger necessary.

While ETFs are mot always gedng tobe the most suitable oplien
for institutional investors or Offkcial Institutéons, when
evaluated next (o ol her implementalion oplions, we think Uhir
conl efFelency, the whde range of svailable exposures and case of
use (no peed bo nogotiate invest ment manager sETecnsents, for
el will e sttt ive loinvelont.

How do institutional investors use ETFs?
Cash Equitisation

ETFiwere initially created to provide institutional imestors
willsa means tocquitise (helr cash positions usirg a fund
structure backed by physical securities (as opposed te using
derivatives li ke equily index lulures and;or ladal relurn swaps),
That k= 31111 & common ratlenabe for ETF use and (s arguably
meone impartant than ever when cash assets vield almost

mathing Managing evoess feserves of periodic cach flows
efficiently ks an essential clement of high quality institutional
pertlolio managemeni.

Asthe Passive Core Element of Portfolios

Some institulional investors use ETFs as analternative to
passive pooled funds valuing heirease of use, lransparency and
thse bresdih of products svailalsde to them, Others mey vse them
alongshibe other passive fund or segregated aocount Investments,
Irvestors sdopling predominant by passive st mategies for core
exposures oflen limil thelr exposure to active management in
ezl class segments where ey believe there is significant
petential toadd valae, of in the atwolute reburn space. This
so-called wore-salcllite’ approach i inercaringly commaon amd
ETFs cam b an efficient means of implementing this stralegy,

AsaLiguidity Sleeve”

Some investors use ETFs as o Tquidity sleeve’ allocatinga
srmall portion of their overall part folis to ETFs, often mirroring
Uhsedr overall ssaet allocat bon. They dothis to Bacilitate
retalancing tactical asset albocation and tohelp with effichn
managemend of ongoing cash flows, Tactical asset allocation
continucs bo be a favounod use of ETFr anongst institulional
imveators, Their case of ure and shoor range of exposurcs
anailable make them Uhe ideal tood for these purposes.

As*Buflding Blecks® for Outcome- Orfented Investment
Srategles

Ko ealled wdeonse-oriembed” invesling, whore the goal 12 o
produce a pertfolio that aligns mane closehyr with a specifie
imvestor need rathor than ome that tracks or cutperforms a
market cap-avighted benchmark is an inoreas: ngly popular
formm of investing. for both retail and inatitutional investors,
While abasodute return, unconstrained, balanced and income -
oriented stralegies have been around for decades, lwosevore
equily bear markels in The 20005, recond low interest rates and
demaographic factors (e.g aging populations and de-rigking
pension schemes), honse bad investons in increasing numibsrs bo
adapl these needs-based strabegies. The vast range of ETFs,
combined with their ease of use and Lypically low cosls, means
they are ideal building Wocks for investors kooking to implensent
an outcome-orientod siratogy.

Trabecdd, Lhey ane widedy used by assel manageors in tlese
approaches today amd are alzo suitabde for inditut lonal
irmvestars looking o bulbd their own portfolios. For instande, a
gevernment-relat ed endowment whose aim is to gencrate
imcomae abomg with capitlal growthcould build o eost efficient,
totally transpanent ghobal mulli-asset income port folio using
ETFs. covering high dividend equities, developed and emerging
market bonds, real cstale nnad infrast ruct ure, Or o savercign
wizalth fund establishing a growth portfollooould use ETFsto
wadn exposune bo assel class segments as diverse o emerging
markets small cop stocks, high vickl corporste bonds and low
volatility equithes,

State Steeet Glabal Advisors | SPORETFs - ¢



ETFs for Oificial Instituticns

Transition Management

Inwvestors use ETF extensively for iransition mansgement
purposes. For example, a plan sponsor might terminate one of
s bond managers and use an equivalent ETF asa temporary
hame for the assets until a replacoment manager is foundd, The
relative ease in implermentling in-spocie” Iransaclions in nmany
ETFscan nuake Uhis process particul arly cost efficien] from an
end Investors perspective,

Assel Class Exposure

The ability to quickly take 2 position invirtually any imvestable
naeet class or markel segment has proved to be one of the most
attractive featuanes of ETFx Asset chass segments Bke high yicld
and emserging market bonds, small cap stechs and smart beta
are mod widely svailable in pooled index funds and futures
conlradts are largely noisexistent. For investors booking for e
efficlensy of a pooled fund, ETFs can be the best opthon svailatde
fo them, The range of fixed inceme ETFs akso means that
inveabors cam ovierkay Uselr port folio, naakiing sl b naoves. in
duration, credil qaality or currency exposure casily, We expest

Most Common Uses of ETFs by Institutional levestors.

Institutonal imvestors novy use ETFs for a vade range of
investment purposes, the most common of which arec

1. Easeof use and ability to trade: The ably t quickly take a

positan in vitually ay imoestable asset class or marfet
sogment has proved to bo an stractive characteristic of

Rovdabe carstirued rapid growth in the fixed inoome ETF market
and o correspomding uptick in usage by instétutbonal investors,

Why should investors consider ETFs, as
opposed to active managers, for anything
other than fairly standard exposures such as
to US stocks and government bonds?

It is true that the vast meajorily of assets currently reside in
ETF: tracking bellwether, mainly markel-cap weighted stock
and bomd indices such as the 5& P 500, MECI Europe and
Eloomberg Barclays Aggregate Rond Index. But they also track
a range of other asset classes and market segments, and moch
of the developrment within the smart beta world i occureing in
the ETF strusture,

It 2 genweraliy accepled that sucovssful active managemsent is
diffieult in U large-cap equitics — ad miseh as 4005 of

warldwice mutual fund assets are managed passively in this
category® — but there ix s2illl o widely held view that sctive

the market whore other implementation options ane few and
far betvreen andfor where there has been dizappointment
with the results generated by acthve managers (2.0, emarging
markot local curancy bonde)”

In it3 arawal sureey of the ETF market, Greemwich Associates

ETFs, &% hos the transpanent and cost-effective structurns.
In addition, once the basics ank undorstond, fivw products
ard &% 045y to ute ss ETFe.

2 Longer-term positioning: Imvestors akso use ETFs for
longer-term, strategic positioning, particularly in areas of

Most Common Institutional ETF Applications

found thet giobal nattutional mmvestons wers finding mone uses
for ETF: across a geowing rangs of asset classes. Based on
intarvies vith stzet managors, insurors and othor msttutional
imvostors such pension funds, they found the follewiag were thy
mest popular reasons for using ETFs:
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management “works” in olher categories such as global or
emerging markels equilics or emerging markeds bonds. Yol
mych of our retearch reflutes this®

Cerlainly, some active managers have consistent by added value
over the comparable passive alternative but, in sggregnte, we
strugghe to find any individual investable public markets asset
clazs of segmsent where Lhe average manager consistently
outperforms over Lime afler 21l fees and costs are Laken into
conskderation, (A2 an aside, thix seemis 16 Be i conirst o
‘ouleomme-orienbed” nuli-assel prodocts where, if fows ane
anything to go by investors seem Lo be happier with the
results)h In addition, identifying in advance those active funds
thiat do ol perform and investing al the right time have proved
o b a real challenge for many investors, both large and small.
This helps explain the riee of passive management globally.

16 we look a1 emenging market local curremey bomils, for
instamce, wihiere the vast balk of asscts are managod activey,
far fromoul perforniing, a significant majority of funds
underperiorm the main beachmark index afler costa” The
relalively bow peneteation of passive irvesting in certain
afpetclass segmants might simply have been doe to the
searcily of passive poalod fund velicles until afew yearsaga,
solhe only means of obtaining exposare was through an
actively managed fund or strategy.

Far sorme assel elasses, sueh as gold, ETFs have beoome the
prefermed method for investers fooking for physical, fully
T expasine, The SPDR Godd Shares, the workds lnmgest
gold ETF, has axaets in excess of USRS billion and is widely
used by investons of all by pes aeross the world,™

Inwestors who are comfortable with ETFs for core exposuncs
should evalwate those ETFs that track the more esoteric
segrenls of Their portfolios, We think they ol Bikoe wiiat they
Tl = funds that provide a cost-cileclive and Lolally
transparent means of inveling.

Why should investors consider ETFs for
long-term strategic holdings?

Anwll as bedng auseful tool for expressing a short=term vicw en
Thee mvarked, ET Fs can bee aovst-effective woy of investing, even
ovier the needinm- bo borg-term. Onoe familiarised with the
proess of banying and selling ETFs. (e ease of use i1 a real
compeitive sdvant age of the structure, s 15 1 he wide range of
il chisses and markel cegrments (hat can b socessed.
Cennbine that with bow costeand a level of transparency Lhat is
simply unmatched by other structures, we belicve ETFs stack
upwiell relative toother imple nwentation oplions, even in
siluathons where the goal is to gain long-term exposure toan
sl chins,

Research from Greenwich Assedates moted that institutions are
already using ET Fx for stralegic purposes, with more than 6
afl ETF assets being defined as “strategic in nature™™

Identifying the Right’ Benchmark

Aoy elernant of the active virsus pessioe debate i
banchmirking. in many cases, v think active
MaRBgEE 20 not compans the mealvos to truly
eppropriate benchmarks that are reflective of their
style, primarily due to the leng-held practice ol using
broad equity and fooed incoma indices a benchmaris.

For example, o U5 equity value manager, wha will
ol irvecst in growrth stocks out of ‘principle’ [ We
only buy stocks with P/Es lowser than the markaet.’}
should arguably not be compared to an indax
contasning such stocks, but rather o an index thay
reflects what they actually do, such a5 the Russell
W00 Value. In most cases, the kay tenatsof a
anegers strategy [e.g. growth, high dhidend, value
of lows volatility] can be replcated efficeently via s
passive approach, often in the form of an ETE. The
guastion that imrestors should ask i whother the
&ctive manager is simply delivening expensie value
equity bata or adding alpha over and above that.

Wa clearly sow this dynamic in the income equity
sactor whers the penatration of passive i sl very
ey, and wiivere marry funds have built solid records
versus broad market indicos. It dossn’t strike us as
plaussblo that oqusty MABNAGETS MURNING iNCOMD
strabegies are more skilled — in aggregate — than
FEENSEOTS rURNNG more tradiional ACtive equity
strategies. Rathor, & s0ems 10 vs to be a cose of
dhageis and rreitors using Rcomect bench-
maiks — partly no doubt a5 & function of
svinilable 8 docade 090 — 10 evaluate their
performance track reconds,

Active mansgors hanvd an incentive to pack benchs
marks that are easy (o boat. As an investor, your
first question should ba "What is the true bata of
the asset closs that | am trying to got 6Ccess 07"
and only then shoald you ack, 0o active managers
boat it?” If the answer is generelly no, thenitis
worth considering 8 bow-cost alternative that
caplures the beta retums.

State Steeet Glabal Advisors | SPOR ETFs



ETFs for Official Instituticns

1¢

The institutional investment in ETFs in markets
argund the world has followed a consistent
pattern: [nstitutions first experiment using ETFs
far short-term tactical applications, such as
making temporary adjustmants to a portfolio,
exgcuting manager transitions or obtaining equity
exposure for short-term cash positions. Over time,
many institutions begin using ETFs for more
complex, long-term and strategic functions.
Currently, institutional ETF holdings at the global
level are dominated by strategic assets;
institutions estimate that 53% of ETF assets are
strateqic in nature™.”

Sohow ahould investons sol about deciding how best bo replicate
the beta relurns of the market in Uhelr port folios™ [n our view,
Envvestors would be well served by adogting 5 structured

TESmC T

1. Define the investment oljective and time horizon,
o "We want toinves! in Europsan equities for fi-18
ot whibe we condct a search for an active equily
manager

2. Sebect the benchmark that best represents the
investment oljective. e Our prefermed benchmark for
Ausiralian equities ks the 2% PASK 200 Index. What ane
the varkous imgiementatibon opd fons avad lable to uss™

A, Select the investment tood that maest closely caplures
the desired market exposure, after all costs and
expenses ane considered. e We can use futures, index
funads, ETFs and a segregated sccount Lo replicate the
returnof Lhe 54T 500 Index. Based on our horizen of two
weeks, we think futures make the most sense)”

4. Select n provider that has the capabilities to eMiclently
replicate the returns of the chosen Index. e "We
weaild like toinves! inemerging markets local currency
bncuiali, Wi wooti bl 1k o i iy pafenidier D nal Faas he
specialist skills required bo invest in Lhis segment of the
markel,”

5. Develop a process for menitoring the investment,
Including engolng maintenance of posithons. oz “Wedo
ot winnl loconumil significan! resounoes lomoniloring our
s bve port folios, Wewant somelhing that we can
exscntially bay and forget.

A signifhcant benelit of wsing & stroctured approach i that it can

meore securately incorporate the prevailing market conditions,

enabling investors to react tochanges inthe enviremment,

Even ifan investor's time horizon Is long term, the abdlity
to trivde casily using the same infrastructure that is wsed
to trade equities is certainly a*nlce to have® element of the
ETF structure,

= Just gl an unespected cash ow? Invest i inan ETE

#  Plan heneficiary payments maore than expected this mont b
Rell pome o vour ETFs tomeed the oldigations,



OFFICIAL INSTITUTIONS —
THE CASE FOR ETFs

Why do Official Institutions, in particular
central banks, use ETFs?

Non-oomtral bank Official DnstButions, sech as soverdgn wealth
Funads ard sovencign pensbon fumsds, howe always beensignificn
users of ETFs similar to ot her private institstions. A niore
inteneating recend Erend hasbeen the adoplion of ETFsby
central banks, This increasing interest in ETFs has been in
tandemwith the tremd towands including equities in contral
bank reserve portfolios In Lurn, this equities trend can be
traced bo two key drivers: the bowe-vield environment and the
Etailed - of Foreign reserves.

In respeet Lo the first driver.a traditional central bank reserve
partfolio comprises government bonds in US dollars, euros,
sterling and Japanese ven. Froma vield perspective, this
pradithemal reserye portfolio has created challenges for contral
banks bath in stsolute Llerms {bow nominal yvields), but alsoon a
relative basis (rignificant negative sproads relative bo acentral
banks" domestic bond liabilithes), Contral banks have responded
e diversifying within fixed income into more mariels,
including emerging market bonds and more recently the China
inteatsunk bomnd market. They Tive also diversdfied by investing
in odher assel classes, especkally equities.

This decision has been made possible doe tothe strong growth in
Foreign peserves beyond bevels needed bo sapport 3 oontrl banks
core forelgn rescrve liquid ity functions, The growi ng siae of
centralbanks” imastment tranches have been applicd towards
equily markels s anollser way boachieve boag-term
diversification into markets with higher expected return profiles.
Central banks have also recognised That equitics canbe an
important source of Bguidity, and that a loager-lerm horizon
withdn an imeestmens tranche can mitizate the poer cagdtal
preservation characterislics of equatics given their higher
vollilities. Thisis particulary so post- 2008 when the reduction
i U koot making capacily of investment banks has resulted
i podue tEom im e Biquidity of fxed insoomee markoed £, but has pot
had a resjer impasct o0 Uhie liquidity of the listed couity markets.

CASESTUDY 1 The Bank of Japen's Use of ETFs 1o

plement Mongtary Policy

The Bank of Japan (BoJ] is probabily the world's largest ETF
investor, Sinco 2010, the BaJ has used regular ETF
purchases of local equity ETFs to implament its monetary
policy. As well as investing in ETFs that track the well-
ostablished Japaness equity indices such as the Nikkei 225
and tha TOPIX, the Bod has allocated money to smart bota
ETFs that focus on, among other things, companies that usa
capitel efficiently.

Ag of the end of 2016, the BoJ's ETF holdings totaled about
¥13.8 trilion ($112 billion) sccounting for mana than 60% of
th total Japsnese ETF markst.”

ETFs can also be used to invest in gold.

There are many ways bo invest inogeld, from buying gold miner
shares to habding the phisical assct itself, and investors should
ullimalely sebect Ehe vohiblo(s) thal meost suils thelr investment
goals, Investment in phasical gobd bullion may not be suitabde
e Lo Uhe high engolig costs invalved, which oould include,
transpaort, storage and insurance, Paper gold scoounts offer
exposure bo Hhe gold price, but these accounts ane not always
backed” by physical gold and so investors may be exposed to
wapre countorparty risk. Gold minors provide expesure e lhe
fobd price, but they do net cbwiously exhibit perfect tracking to
the godd price., Investorns ane alioexposed o company specific
Eactors such as a miner's produc ion costs, and the operational
and financial eificlency of the company. Gold fulures are widely
s by imviestons looking for exposune to gold and have the
et of e traded in standardised contracts on exchanges.
Fuluresdo nol requine full funding up front, which may be
preferable to those investers looking for everage, but the
requairement bo pegularhy roll the fulures contracts Lo maintain
exposure doss mean ehgoing mansgemenl of the gold posithon is
required,

State Steeet Glabal Advisors | SPORETFs ¢



ETFs for Official Instituticns

Imvesting in gold ETFs, such as the SPDR® Gold Shares (GLDY),
climimates many of the issues mentioned above, Gold ETFaare
designed to precisdy track the spol price of gold, offering
imvestors a relatively cost-efficient and secure way toown gobd
willsotat heaving bo pary Uhe trans poriatbon, storage amd insaranoe
caostgof helding pysical gobd, GLI s fully backed by phiysical
gold and is traded on an exchange like a stock (GLDs share price
trascies the prive of gedd mines the Trusts expenses). Shares of
GLIgive the holder an nndivided beneficial ownershipinthe
AP Gold Trust, which holds gold in a vault in Loadon. Shans
cannod be ercaled withoul the appropriate amoant of gobd first
being delivered o the trustee bo effect the “creatbon”, The initial
amount of gold required by the Trust tocreat e a basket of
100,000 shares is 0000 oanees (1,710 of an ounce of gold per
GLI share), The godd that underlies GLI s held inthe formof
allocated 250 o430 fine Loy oe, London Good Delivery barsin
the London vault of HEEC Bank b Grodd de posited tm Uhe SPDR
Gaold Trust is beld inan =allocated acovunt,.” meaning feactions
of individual by identified gold bars are owmed by GLIY
sharchoklers, The account halder has full swnenship of the gobd
bars, amd e ballion dealor may nab trade, lease or bonad the bars,

For imvestors Laking o strategic positionin gold, GLI offers
investors a modern, costeelTicient and secure way bogiin sooess
o the godd market.

How do ETFs compare with the other main
investment choices available to an Official
Institution?

The table in Figure | illustrates how ETFs compane against the
other maim invesiment choboes across a range of key drivers.
Broadly speaking. the paltern thal emenges from Uhis featurea
mapris that cach strategy provides somse unique benefits that
iy be of iniporlanoe to Oifcial Institutions:

1. Fassive ETFs simple account opening and set-ups variety of
usages mubliphe entry and exit st rategies: potential for
highser Hguidity enhanoed governance and dmplifcatbon of
proxy voling amd administralion

2. Passive segregated mandate: potentially kower costs and
index customisation

3, Adtive segregated mandate: potential bosdd valee and
mambale cuslonisation

ALy plecal starting polnt for decislon making is whither an
investor wanls e adapl an aclive or passive stmtegy, An Official
Tt itustiam that will only conshder active imvestment will, by
definition, ol iminate passive ETFs and passive segnogatod
minndates from further consideration, Most Oicial Imstitulions,
however, do nal slart from this narrow premise and are willing
toconslder cither sctive oF passive; mary Offkcial Institutons go
T Toer il view passive i nvesting as a critical tool in Uheir cone
anl Dot oo e vt claseses, This i partsoulary Lo of Che bange
OMicial Institulions where thelr site creates 2 marioet-fool print
constraint onwhat they can invest inasctively; ceontially, large

institutional investors are fopoed Lo have core al locations
diversithed in a passive manner.

Within the passive allocation, the choice betwieen ETFsora
segregated mardate is neofe nsanced. Figure Dhighlights
wopmee peints of differemtiatfon, D lwo respects, o segragalod
mandate soores Brvourabiv:

L. Intermsof costs, a segregated mandate is
petentially the most cost-efective option. Fut this (s
subjoct to the p that the i is barge insiee
amd Fx inbended as a fised bay-and-Tiokd invest ment with
lintle transaetional sctivity.

2. Ability to customise the mandate. 5TFs are intersded
for use by many investoes, therefoee, il is ol possible o
chamnge the struct ure of the ETF to accommodate the
needs of one ingle investor, Segregated nundates ane
ehwioasdy hkzhby castomisable,

For small to medium size allocations, ETFs can represent the
lormest cost opthon. Alee, for large assel sizes, if the allocation
might b subdect bo transactional activity feg due to
rebalancing or assel re-allocation changesh thenan ETF can
provide a et ter overall eomt iradesoffcomparcd toa
segregated mardate, This tramsactbon cost trade-olfl is
examined further in later sections. As regards to
customisation, one impertant aspedt istaxation: a segregated
anedate can be del upwith b he soootint sdimbnsimtomn be
wlilize the Oficial Institutions sovereign tax offset
armangenwnls o minimise securilyslove] withholding taves,
capital gains, taxes on distributions ele

Ingeneral, ETFs cannot customise lax armngoments Lo sucha
granular kevel, bul can usually provide underiying lnx datalo
allow Official Inst itatbons (o seck tax of el separately.

Asbde from Uhe potential for bower oost amd customisation,
ETFs seore aquially of mone Pronrably versis padans
segregated mardates in all otlser dimensdons, Ferexample
variely of usage; mulliphe entry and exit strategics (using the
primary market and the secondary markets) and the polential
toenhance Bauddity that this primary and secondary market
trading can provide, For Odficial Institutions, amumber of
Uhese lovou ralde Grclors are of particukar relevancoe reducal
complexity for sccount openings governance of assels and
simpifieatfon of proxy vaing and sdminis ratbon,



Figure 11 Comparison of the Key Features of ETF=
and Other Investment Choloes, with Attractive
Characteristics Highlighted
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How can ETFs simplify account sct-up,
governance and voting of assets?

Intermsof sdministeation (scount opening. tradingand
seltbervent), an ETF has the sanse case of set-up agany other
listod equity security. In terms of governance, ETFs follow
similarstrectures as commingled fands soch as mutual funds,
umil lrusisete,

These features can be of significant value and have made ETFs
the wehicle of chodoe for many Official Institutions, Tostart
tradimg ain ETF, the Oflicial Institution can use theirexisting
it of active counterpartbes; most of the investment banks

om e list will likely hive an ETF trading deskiirom which

Ve Cilichal Institution canestablisha list of ETF trading
counterpartics. Important account set-upmattors will have
already been eatablished with Lhe pre-existingcounterparty:
e example, informat fon requined by counlerpasiies for Anli-
Mooy Laundering (CAMLYKnow Your Clien! (R YC) parposes,
sccount instroctions, counterparty imitsete. Also, at the paint
ofexecution, il isthe (dBcial Institalions investmen bank that
is brding im Ve naarioet, The bank might be trading s agem

or principal forthe Official Institation, buat it is the investment
bank that has the market predence - this providesa level of
market anorymity to the Official Institution that can hdp
prevent wmwarraniod speculation over their activities.

I conlrast, 2 segregal od mandate will reguine mone work.
Foranew relatonshige, Uhe fund manager will nequire thelr
own AML/ KYC detail, account instmsctions and, of courne,

am irvestment management agreement, For oertain markets,
registealbon of 3 forcign imvestor status may beneeded. o in
o cascs, forekgn investor acoounts may need to be opeaed, Ax
e fund manager of the segregated mandate will be using thelr
own counterpartics, the fund manager’s pand of invesi menl
banks may require a separate 2ol of AML/KYC documentation
aind, i soae Cases, Poduiine details af the Oiicial Instilulbon U at
s the beneficial owner of the account.

In short, the administrative, operational and trading
simplification can make ETFsalirct ive for OdBcial Instilutions,
particularly those investing in 2 new asset class for Uhe first tinse,

The simplicity that ETFe provide in the sdminisimtive
dimension is also apparcnt when considering assel govormance,
Asafund, an ETF is usaally governod under seouritics
reulalions that are desiged to provide investor protection
anwell as reperting transparency and consistency, Fora
segregatod mandate, the contraclual rdationshipwith the
Oificial Instit ulion i determined throsgh a frecly negotisted

i lnsent managemend agreement. [ncontral, fora regulated
ETF, sstructune and governance mede] usualiy has to folbow
a pre-determined sel of rules estaldished by o regulatory
aulhwority. Furthermone, most ETFs ane requined tocstabdish a
separate trustee of management boand whose responsibelity is
Loprovide independent oversight over Uhie activities ol the ETF
manager: (ficial Institutions find this additional safeguand an
altractive feature foran ETFE

Anather example of howan ETF cansimplify fand governance
i in proxy voling. Whilst some investors prefer to direct

voles on Lheir equity holdings direetly, many imvestors

find the simplificntion of proxy voting throwgh the ETF
manager appealing, Meost ETF and fund managers will have

an establishod framesork amd prooess for proxy voling to
ensure Ul proaies ane voted in Uhe best interestsof Uhe funds
benethciaries. This is discussed in mone detall in the “Asset
Spewarndship™section,
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TRADING IN ETFs — WHAT YOU

NEED TO KNOW

How do vou trade ETFs, and what is the
difference between trading at Net Asset Value
(NAV) and trading “at risk™?

£l Fhe o e e sddress with podential ETF imsestors, we
protably spend the mest time disoussing the ins smd outs of Uhe
trmding process. Incontms! to standard opensemded mutual
furds (amd segregated accounts for that matter) where
subecriplions and redemplions can usually be processed directly
with the transfer agent of the fund provider. ETF tradingis
intermediated. This nwans thal imasdens musl eigsege a bioker
ar markel nuaker to execullo 3 trade an Uhedr bohall, [t b this
important differenos thal allows an investor bo aooess wiidor
Fistrrt o licpusdiy aed etisaires Thal thiy afe bayang of selling the
ETF chose to the faie value of the underiving assets inthe fund,

ETF traafing ta'es place incatot is known as thi seoondary
markel’, cither (hrcasgh a slock exchange o via an over-he-
counter (OTC) transaction negoliated directly with an ETF
muarket maker, The prooess descnibud abovye is akinto trading
listed equities, so investors with the infratruciure in place (eg.
existing brokerage eelationships) todothat, should also be able
tolrade ETFs

Thie ‘ereation” and ‘redemption” of ETF thares in (he peinuary
muarkel werks inessentially the same way as any obher open-
emrled fund: shares or units are created as investors by the fund,
and carcelled or redeemed when investors sell it The difference
howeever, lies in the fact that enly “authornised participants’ (APs)
nuny create and redecm unils — investors cannol deal direcd with
thee funl. The aooess the AP have to the fond underpins the
acliviiy in the secondary market. APs regulate the supply of ETF
shares in the socondary market to moet demand from inveslons
and are therefone key lquidity prosiden.

When investons meed Lo trade a larger ameunt of ETF units than
ir mvpilabile in the secondary marked, the AP com sddress thists:
submitting a creation order for a block of new shares in exchange
for o boslet of the underlying securities or cash, Thisonder ks
stmeck a1 the nexl svailalde closing nel assel value for the ETE
The progess works in reverse ifthere i alarge seller or an
oversapply of ETF units — APs submit a redengion order and in
exchonge for ETF shares the prosider delivers a hasket of
securities for cash).

Faisting sharcholders inm the ETF do net bear any of the cosls
nssnciatod with cither crention or rodemplion trdes, ing

thedr relative performance (uing Kot Assel Values) should nat
b inwparctod by prinvary market activity (0 the ETF is poosively
rather than sctive ly traciing am index). This existing investor
protection in ETFs i analogous to Lhe anti-dihaion levy process
el iy standand mutuad fomds, Figune 2 dephots thwe primarny and
secandary rarkets for ETF tading.

Dealing with Intermediaries

The next chement of the ETF trading process relates bo howe
imogstons deal with the ETF intermediarics — in Vhis cose, market
madoers and APs = and the three common ways to execute ETF
Urades with a liquidity provider:

= Risk Urade: With a risk trade, a Dguidity peosider will quote
amarid fora given ETF ab a given sbee. For example, ifa
¢lient is booking tobany or sell P2S000 shares of ETF XY,
i Ligutiality provides will exdeubate o price at which Uhey are
willing tobasy or sell Uhe PES000 shares, If the client finds
the prive sgrecable, then the trode i executed on an
over-the-counter (OTC) basks, The price will be driven by
efther the abdlity of the Lgubdity provider to find a bayeror
sclbor of the ETF ontie other side or whether they willl meed
Lo create o redeem unils to Gill the order,

Thie reason this is neferred Lo as o risk trade” s becase onee
thi trad i execubend, the Hguidiny provsler assumes the
kel rsk of the position and sall work o hedige Their
position in erder to limit their risk Thisis of lite conoem
b the et as Bheir trade will have been executed at a
pre-determined prive regardless of how the shares ane
ovadned by L he market maker. This braker-to-broker
nelwork is quile sctive, aud ETF providers can helpto
[acilitate this where appropriale. We encourage investors lo
‘shap aroemd” — markel dynambes chan ge over tinse 56 do
prices quoted by mariel makers,

= NAVs trade: Another way Uhat investors can interact with
aliquidity provider is through a NAVS transaction, alsa
known a3 3 ercation or redemyplion trade, The majority of
these transactions take ploce betwieen clicnts and bguidity
providers wheoe are ot up as APs in the specific funds they
are looking Lo irade,

I this soenario, an investor arrangdes tocrcate oF redeem
shares withan AR, The erd price the chicnl pays of reocives
for The shares is based on the mext avsilabde closing MAV of



e ETF. Thismaight mod b om Uhe sanse day — sonse KTFs,
konsovay s ddealivg day o fumds, Erack indices wheee the
marketsare closed for much of Lhe trading day,

The investor is charged the costs Uhat the AP incarsin
creating or redeenving the shares with the ETF provider, so
the transparency level is high, This is similar to a NAV
onber process for Lradilional mutual famls Given the
mature of 3 AV trade, markel risk is socepbed by the client
untilan order’s AV isdetermined

Hecause amy markel riskis taken on by Uhe client. thiscan
s Ui g ost=glicient way of transac ting ina fumd, I is
important Lomote, however, that amy market risk assumed
oy elliemd fime a BEAV's traade, althoargh dificult toquantify in
advance, cam translale inte significant unintended marke
e cosls,

This is particulary relevant for ETFs that track
benchmarks with securities that ane chosed for trading at
e time anonler s received, Assoch, The market can
podendially meve significanily felther positively or
negalively) et ween Uhe lime o client places an opder and
when the NAV is confirmed the next day, For clientawiltha
sharter lerm, mose Lactical view Uhis market risk s less
than ibeal given the nature of their strategy.

= Apency or ‘equity-Hket 1M the ETF underevaluation hasa
consistently high turpover of units relative to the order size
o should foed comiortalde dealing in the same way af is
typieal for endinary cquity Erades. The same considerations
whouald apphe as with trading equities, with Uhe more liquid
bl chip” copuitios being tradabde throughout the entire
day and the Bess Bguid small capoquitios being traded mane
carcfully, perhaps avotding the open and the chose and
uswally with limit onders.

Thiste are fuore (kan 45 official APsfor SPDR ETFs*and a range
of ather Higul dity providers. Wi also have adedicated team — the
AP ETF Capital Markets Group = That engages with marke
participants inchading APs, market-mading firms and exchanges
in onder o ersure Bquidity and competitive pricing for SPDR
ETFe. The group works directly with both institutional and
intermediany clients to provide guidance on best practice for
ETF trading and execution.

Figure 2: Creation and Redemplion Process
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What is the difference between the ETF price
and the official NAV of the ETF? And how is the
NAV of bond ETFs calculated, if some of the
underlyving constituents don't trade regulary?
‘The ETF share price is delermined by trading on the secondary
markel. This price will reflect all of the buy and sell interestin
Uhe maarked o any given lime.

“The ofBcial MAV for neost equity ETFs ixcoloulated wsing the
official chosing peice of the underiying securities fon the primary
listing mearket for that security) as well as the cash component,
which secounts for any inoome the fund has reccived minus any
expenses (e fund hag incurred. The BNAV i arually caleulated
ar'srack”ab the end of the brading dayand is caleulsted by the
fundd’s custodian, The excepiion to this would be for funds
tracking assel classes where some or all of the underbying
markets are closed. [nUhese cases, the ofEcial KAV may be
struck during. before or after the trading day.,

For most bomd ETF, sonwe ol which track markel segmenis
where the underlying securities do net trade regulary, the NAY
ir calculated using market data from a thind pariy pricing
pouree based on Ue evaluated bid for cach underbying bondd. Ini
somie cares Lhe mibdpoint of Uhe bid fask speead or Uhe best offer s
used tomark each underfying bomd in the NAV caloulation. The
wary thal an ETF ¥AV is usually caboulated isconsistent with the
wary the Index performance |5 caboulated. Any tracking
divergomoe between an ETF and it index are usually o result of
the: practical realities of mansging sn KTF rather than
differences in ealoulation methodalegios.

Should investors use the official NAV to track
performance/tracking ervor or should they use
the closing price?

There are diverging opinionms as to the beat apyg hhere, It is
imgrattant bo note that froma fund mansgemen] perspeclive,
the ETF sponsor is responsible for managing the KAV of the
partfolio relative boan ndex, The traded price of the ETF iteckl
i% i many ways oulsde of Lhe sponsor’s control, However, we do
recogmise That the price of an ETF ab any given time isa tree
representation ofwhat the mariket deems Uhe shares of thie fund
o b worth at amy given time. In nost cases, using the traded
prioe to caleulate reking error will resalt in higher fgures
than one would get if the official closing MAV is usad.
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Is liguidity an issue for ETFs traded outside of
the US?

ETF aets have grown rapidly to mone than LSE200 billion for
Ewrogs, USS270 bt lion for Aska Pacifie (A PAC) and U853 trillion
Foor the UR" The VS bonedita from what is cesemtinlly asinghe
trading bocaition and the mandatory trade reporting
redquifentents, 12 evolution bas alo played a part. Wherneas in the
US there may beonly o handfel of ET Fr tracking a single pogular
benchmark index, in Europe thene aire often more than adozen
ETFstrncking thesame (nde. As anecample, therean: thres
main 54 P 500 ETFs domicilad in the U with total assets of
about $4 00 billion, while Usene ane shout a doren domiciled in
Europewith tolal assels of around US$60billion. Turning to
APAC, there ane ahandful of very large ETFs that trade millions
perday, but like Europe many have relatively modest pablished
average daily volunses.,

I Ewrqpe, there are two primary factoes thal meddy the Hgukdiy
pleture for nvestors — market fragmentation and the lackof
astandardised approach Lo ETF trade reporting. Most ETFs
are primary-listed on e exchange and then crossJisted on
severalother cxchanges.

This cresa-listing feat ure has some sigrificant imestor benelfits,
the mainene being that nost European investors can transact in
ETFson their local exchange fe.g. the London $1ock Exchange) in
their bocal CUrmeny (-r&. |nm]!-lﬂ|.irud wsing familiar
settbement proooedures,

Horwewer, this strecture mans Lhat ETF liquidity is fragmented;
trading ks aphit across several loeotions, ETFaare net subjoct o
the same pro=trade and post-drade requirements as ol her
exchange traded instruments, such xs equitics, and in maost

CASE STUDY 2

markets there iz no abligation for cxoecated trade tobe
reported.® ETF investors currently do ot have Ue benofit ofa
oonaoldslod European erder book, meaning investors are pod.
wasily able bo see aggregate Average Daily Volume (ADV) for ETFx
wroes-1istod on nnsltiple exchanges, 10akso means that the onesof
orexchange prestrode analy tical work and finding the best price
s borme by the ETF imveston.

Fase eagnmuple, comsider 5 imvestor That is looking to purchase
sharesof an ETF on his or ber local eochange. 1 the ETF it alwo
Histied on other exchanges, there (ga possibility that shares are
being oifered on anot herexchange for a betler peice. Thore are
muaryy reagons why pricesvary between exchanges, but it's
important that investors understand that their exchange of
chotoe mighl med show Uhe fall pictuneof an ETFs on-exchange
market from a speead and velume perspective. Bloomibergs quate
o bigde (QM) function allews investons Lo see a lurds
consalidated AV and rebevant bid sk spreads. This fu retion
sggiregates exch exchange listing of 3 particular ETF and bists the
velame traded on cach exchange s well as the relevant bid/fask
spreads in esch market,

Ot bermise, investors can sovess ETF listing information via mosl
fund providors" welssites. lowever, estimates of European ETF
sclivily socurfing on an OTC basks range Crom S0%% up 1o 900,
this means that using s famd's A DV as 2 gauge for liquidity s
N, Morcowver, the fact that ETFs brade OTC means that the
spreachdept b s hown o -exehange may be inferbor o thal
offggreen.

W see similar dynamice in APAC, where only a hand ful of
ETFs exhibil average dadly trading volumes in the tens of
millions (U35 dallarsl While cross listing onmultiple
exchamges is mod ax prevaleat in the region, mach of the Urading

The Hong Kong Govesmment's Disposal of a Portlolio of Siecks Puiwchased During the Asian Financial Crisis in the Lats 1350s

In August 1538, the Govenment of the Hong Kong Spacial
Adminiztrative Region (HKSAR government) acquired a
substantial portfolio of Hong Kong shares during a market
oparstion. In Octobor 1998, Exchange Fund Invostmant
Limited (EFIL) was established by the HKSAR government to,
amang other things, edvice on the disposal of this portfolio in
an arderly mannir.

Thea HESAR governmant chosa a stock-nautral sohstion that
would create mnimal disruption to the market. An exchange
traded fund, the Tracker Fund of Hong Kong (TraHK), which
mel these requirements and added depth to Hong Kong's
capital markets, was launched in Hovember 1959 as the first
step in the HKSAR government’s disposal programms.

Swte Street Global Advisors Asia Limited was appointed as
the Manager and State Street Bank and Trust Company was
appointed a3 the Trustes of TraHK, These appointments
peorvided TraHX with @ comprehensese solution bo its needs,
including portfoSio management, custody, furd adminksiration
and complanco monitoring functions.

With an e sze of HEKS 333 bilson (approenately USS4.3
billinn], TraHE's Initial Public Ofering (IPO) was the langest ever
nAsia ex-Japan at tho time of launch. Through tha IPO of TraHiK
and s Tap Faciity, approximately HKS 140.4 blion [by 15
October 2002] in Hang Seng Index constituent stocks have been
returnad to the market
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is done OTC: meaning thal, as in Ewrope, it can be dificull te
gel a lrue pietare of ETF Houidity. Al a minimum, an ETF
should bens Tiquid® as its underlving sccurilics, a3 ¢crealion
and redemplion costs shoakd be reflective of the actual cosls
invedved i Erading the underlying baskel of secarilbes.

How might these faclors impact investors
ranting to trade in size, say USS1I00 million
and above?

A trade of this size in any European- or APAC-domibciled ETF
(and all buat the largest Ul-domiciled ETF) would likely
reiuine the Authorised Participant to execuls a primary
market transaction (ie a creation of redemplion directly with
the ETF provider). The most important factor, regandless of
whetlseran ETF is European-, APAC- or US-listed, is whether
the underlying index consliluents can easily absorbthe
volunse needed to trade. In most cases, ETF providers choose
highby laguic underlying indices and it is this guidity that will
ultimately be aocessed by the AP Lo epeate new shares fo
deliver to the end bayer. The investor would trade this o1 arisk
price or MAV order as det ailed earlier, both of which would
likely retbect the costs involved in transacting in the
underlying securities as well as the lquidity characteristics of
the ETF itseli,

Figure 3 highlights how § his has worked in practice, using the
AP A% P 500 UCITS ETF as & case slady, Over the six
months ending June 2005, the average daily volume for the
LSE listing of the SR S&P S00 UCITS ETF was
appraximately FRE5.2 mallion, However, on several days Lhe
traded volume was many multiples of that, On 12 March 2005,
for inslance, almoast £100 million was Uroded, approximately 20
Limes the average dadly velume. %o while European- and
APAC-domicibed ETFs maylook’ signiflcantly besa liquid than
comparabile S ETFs, investors can still transact ina cost
cifective manmr, even for large orders of USS100 million and
maore, particularly in ETFs that track bellwether indices such
A% the ASX 200, FTSE All Share or S&T 500,

Should investors avoid European- and APAC-
domiciled ETFs if they have no onsereen
liquidity or look beyond this?

Ax already noled, there ane several key structural reasons why
Furopean= and APAC-domiciled ETFs have lower levels of
onescreen liquidity. Market fragmentation, the lack of 2 trade
reporting requircment,, lower indusiry assels under
management snd ETF provider competition have all
contributed tothis situation,

We emcotrage investars Lo koak beyond reported ETF trade
volume when aesessing the liquidity of an ETF, This analysis
should include an evalustion of the liquidity charscterigtics of
the underlying socuritics that make up the ETF. We recognise
that this level of Bquidity reacarch may fall outside the skill sct
of many institalional investers, particularly these new o

ETFs. However, most ETF providers (including SPFDR ETF)
will be abde te quickly provide detaibed analvsis of the lgabdity
characteristics of both the ETF and its underiying
conslituents. They should be able to provide calimales as o
el i conts aind will be i a position bo suggest the best route
as investors aim for besd excontion, Addition ally, there slsould
e no shortage of participants (market makers and AP
willing to provide that same information. Yeur SPFDR ETF
representalive will be able to help you get o foll understand ing
of ETF liguidity.

Figure 3: SPDR S&P 500 UCITS ETFs

(Price and Dadly Valuine)
Cicnmigy Prsce (P00 S IS T B o I
1T "
m '(WJ-\ 00
g B
e 9
e l =
it oaad by l:ul'. ﬂld_l
W e Fab [ May v
e o 2 008 0t




Reazons Why Institutional Investors Should Evaluats ETFs Domiciled in APAC and Europe:

PRODUCT SET SUITABILITY This i5 perhaps the most important consideration. Wi extensvely uzed by non-ULS, imvestors, US
ETFs heve been designed laegaly with the US investor i mand. As aa mample, an nvesicr kosong for & ero-denominated
Eurcpean equity ETF oran ETF traciing the FTSE All Shase will not find any ETFs domiciied in tha US that f1 the bill. Or 2n
Australan investor looiing for ASX 200 exposune that they can trade in Austraien doliars during thes warlong cay, wil not find
a0 appropnate ETF i the US. To sl themzahves of all the ky capactuntios i tha ETF magiet, iwesions must cvakite funds
domiciled in Europe and APAC, 23 well as those comatiled in the ULS.

TAX RATE DIFFERENTIAL Moo S wvestors i LS domisied ETFs should ba awara that v hhaldng tax may ba apobed on ETF
chstrbutions 4 a rate whach may vary dopending on the 3530t type of the ETF, the investor Typo and whthe: appropeiate lax
forms hanve been fild. Qficial Instiut ons in some countries ane efigble for 0% withholding fon ETF devicdend payments) in
coatrast 1o other tyres of Ewesiors that may be tubsect 1o higher rates. Thara ane atto dlferentes in wishholding tax ranes
apohod 1o davidends and coupon pErents on the underhying secitios that mabe up ETFS, the result of whach may make one
domicile move stiractve than the cther, Wea dsouss the thomy ssuecf tax Bxler in more detail ard 83 a'weys we recommend
comsultation with your tax advisors andfor SP0R ETFs,

FUND STRUCTURE Mot ETFs in Evrepe ave structured &5 UCITS funds. This iz datiradle for som irvarstors, whill the abity 1o
tradks on a boeal echange n loca’ currency duning Ewrcpoan working hours is also an spoealing featuns of Eurcpoan-domaciled
ETFs. APAC ETFs cio rot huns & coermon stucture, Eut the abdity i trade on 3 local exchanss in local currency it 8 semlaly
atractive faature,

In short, European- and APAC-dormaaled ETFs were sot upwith the et tutional imvestor i mind. We beheve imvestors would ba
wiell serand by looking biyond th sample medrc of reportod daily volurre ywhen analysing the investabiity of ETFs domicied
cutsice the US.
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ETFs for Official Instituticns

ADDRESSING SONME OF THE
CRITICISMS OF ETFs

Futures-based, leveraged and inverse ETFs
have been criticised as “dangerous™ and failing
to deliver expected returns, 1s this true?

‘This 53 valid conocrn. Hul before giving Use attention thal this
qpoesthom warrants, we sliauld st ress that theds 1yvpes of ETF=
represent a tiny proportion of global ETFa assels, about 19
currently. They are nol widely used by institulional investors
such as pension schenes and Official Institutions, and are not
offered by providers such as SPIN ETFs. Leveraged and inverse
ETFsare arguasbdy only appropeiate for the nrosl sephisticated
short=Rerns braders that are booking to move quickly inand out
of markets.

Leveraged and inverse ETFs typecally provide magnified and
short cxposure Lo the one day price movemen! of anunderiyving
index only, Thizdaily resel has significant implications for
irvestors, As anevample, ke Niklod 225 advances 20% ovwer
Two years, you might reasonably oasume that o 3x levernged
Kikked 225 ETF would generate gains of almost £040% over the
aime proriod. Bt you wou b be wrong, Leveragod amd inverse
ETFsare usually path-dependent in the sense that it iz the how
e market gets there” rather than the “where the market gels to®
That sltimeaiely deterny nes an investors emd result, Thss thar
suilability for anything of hor than very short-term trades is
highiy questionalde ot best, We would not disagree with an
anscsement thal they slsouald conse with a ‘Tseallbh warning

ETFsthat imvest in fulures contrncts Lo bk the price of
oorlain amset e = il amd natural gax are popular examples
= ey sailier from eelatively pooe long-term tracking of the
urpderlving amsed class due to Vhe prooess of rolling fulures
contracts, As with keveraged and inverse ETFs, these are
prodiabiy cnly sibtatde for sophistieated short-term truders, and
Those that fully understand the polential risks versus reward
trasdesofl.

Our sisggestion to most longterm investors suchas charildes,
penzion funds and Official Institutions, is Lo sty wel | away.
These products have Lt le redevimoe for most, and represent
onlya small fraction of the ETF industre. While they mighit
provide plenty of ammundtion for critics of the ETF industrg.
Theey® ey ame: et (e oo Ehar o disd raschiom,

Do ETFs present significant counterparty
risk, e.g. when investment banks use
synthetic ETFs to offload some of their
unwanted assets as swap collateral?

The biggest and mosl relevant risk that an inveslor acoopts
wisen buying an ETF offered by o msiar provider is Uhe market
risk amociated with the underiying holdings. ETFaare nosilver
Tallict i Wi meggard = when mancged elfectivedy, they simpiy
aim todelivier the return (o very neady thatyand the ridke of
e asset chass of smsel chass sogroent they irack.

In contmst, counterparty risk ixa ks significant rigk, and one
hat i5 often as rebevant for mutual funds as it i for ETFs. For
Vo ETFr wisere it is am fsaue, st institutbonal providers
have incorporated significant safeguands for el investorsin
Iheir procisses. Most have alsa incpeased the transparencyof
Uheir lending pelicies as a result of investor feedback over the
years. We desonibe counterparty risk aml where it is relevant

[ B

1.  ETFs managed through symthetic replication: Hather
tham buyimg securilies dirccthy, providers offering so called
‘wynthetic” ETFs enter into tatal return swiap conl rasis
with one or mone parties sometimes investment banks
linked to the provider itself, other tines with invdependent
[nvestment banks, The ETF retwrn (s generated through
paymerts from Uhe investment bank, which agreesto
abeliver the return of the index (less sdditional swap fees'in
some coaes) in exchange for receiving the return of abasket
of pecurities purchased by the cash invested inthe ETE
‘This basket of socuritics is used s collateral in case Ve
swap counferparly defaults, buat it may or may nol
correspoid with the constituents of the index that Uhe ETF
Iz tracking. Thiscollateral is usually pul@ished daily and
there arc often additional investor protection policies put
i phace by the provider such as marking-to-market amd
avirsondlteralisatban of Lhe swap,

The main counlerparly rigk here iz with the swap provider
oF providers. I ofe or more of Uhem {5 unabde Lo nacet their
obligations, then the contrad — i, the promise o deliver
the reburms of Uhe imdex = iz in defaall, st which timse the



collateral can be used to make investors whobe. In addilfon
ot operational burdien that this would entail (likelyat a
i of market stressl investors raathe risk of reccivinga
jportfialie of assets dor Uhe valwe of the collateral that is
lapuddated ) that is ol exactiy the sarme as Lhe widerlying
e in which the ETF tracks,

Whibe transparency has increased significaniiy, ETFs
managed in This fashion add & byerof complexity when
compared lothe physscal model which is desoribsed below,
Ower time, the perconitage of assets i n synthelic products
has devinadled with many investors simply rulling ot
synthetic products from Eheir analysis, At Slate Sreel
Global Advisors, we see nothing inkerent by wrong with the
synlhel e siructune. As wilh everyihing we encourage
analysis and recommend investors think through all the
potential Fisks of any investavent product,

Phyzically managed ETFs that engage in secarities
lending: ‘Physical” ETFs invedve the manager going out and
banying Uhe sccuritios — for example equilies and bonds

= directly. as is cormmon in standand mutwal fonds, The
ETF funad manager may buy all the securities of the index
(known ax full repliication) or a subsgt of the securities
(usuiadly through an oplimised approach for equities ora
samplied approach for fixed vcome) with the goal of
tracking the benchnark as closcly as possitée after all foes
and cosls,

Tooffsel some of the management oosls, the ETF sponsor
may pat the ETF intoasecuritios lemding programime,
whierehy somie of the underying socuritios are knt out te
borrowers im exchange forafoe which will helpoffsct some
of the tolal expense ratio (TER), There are currently over
125 Us-dombciled SFDER ETFs", some of which carrently
participate inasecurities kending programmse, Of the 99
EPDH UCITS KT F= domicibed in Europs, e owrmen iy o
2 that participate ina securities lemding programme®.
Thae povenvise from bending ot secarities is split beiweon
the ETF and the kendingagent, ond for UCTTSand 19405
Act funds, there are explict guddelines and mocstor
protections that mast be adhered o,

A an exanmple, e European Seourilies and Market
Authority (E3MA) dictate that no revenue may be retained
by e bennding agent (wiho may or mag not be am affiliste of
the ETF provider), and that all revenues generated by the
lendimg programme maust be peturned to the fuad, save for
arvasopable amount locover Lhe cost of runming Uswe
progranime Hsell,

The amaount of revenuse petained by the lending agent/ETF
previder is disclosed to the market, For SPDR ETFs, the
st (= K5 o thee Tunad amd 1555 tothe agent {for the 22
UVCITA ETFscurrently engaged insecurities lending™. the
SR i 05 Bo Uhe D amd 304% to e sgenth, The oredit
riak heere i that one of the bormowers of the underlying
wecuritics defaults on the loan and ks unalle to return the

security they have borrowed from the ETE. In Stale Street’s
seounilies kending programme, there are significant imeestor
protections in pleoe bo protedt investors im this kind of event,

%o, for an irvestor in the AFDR ETF to realise aloss in this
situztion, thaee ey events would have loooour simultaseoasly:

L. the borrower would have to default while the securities ane out
iy Bosamy;

2. the value of the collateral held to gecure The Toam would honse bo
Fall bl B0 of the decurity valse when Hquidated; and

. Srate Strect Bank & Trust would have 1o rencge onils
indemnification pledge due to it 'bd.nj i delflault or for some
wither reason,

The et net of this is that investors are exposed to countorparty
riak at somse bevel, buat it is noatere pear the most rebevant misk o
ik tors in KTFx

For mare details contact your SPFDR Hepresentative,

S56A Securities Lending Inveslor Prolections.

STRONG GOVERNAMCE Full oversght of the sexuntes kncing
programme by SS0A's Global Inesiment Comemetss and tha
fund boands.

APPROVID COUNTERPARTIES St Strowt mon ors tha
cradvontinass of the borromens and only et ifts
traveac o with Sgroved countorpstes (Rl 340 mbbd the
requirements for LICTTS funds

COUATERAL RESTRICTIONS (il Donirrimasnt Socurities ituss
by G110 countnes with long-term ratngs: above A- of agquivaiont
by e o e endeenationdlly seeognaed and luted globel
rRUNGS agEnciEs ang actiptabe.
COULATERAL MARGIN REQUIREMENTS The cofatins] i markod-
to-markot dly. Govworment socurtios hold as eoliators! shall
ot b lerss than 102% of the value of loaned securities, whils
equities haid as collaveral shall not b less than 105% of the
walu of koanad securitees.

MAXINIUM LEHDING LIMITS A macewm of 35% of 2 single
secunity ina fund con ba kent oot 3t any one g, while not
o Ban 70% of the totl fund can bo o ka3t 3y ond b,
[Mcte, for LA ETFs that ublise seountias lendng, 405 of the
fend can be out on loan at any time)

STATE STREET INDEMNIRCATION State Stiont Baek and Trat
Company [SSBTC) providas a counzerparty default indemniy, If
2 counterparty Fails to retum securites lent by an ETF, subject
0t e of thi sidintees endeg sgreemdn, S38TC woild
either purchase replacerment securities for the ETF or would
cradt 1o the ETF an amount of cash axqual to the mardeet value
of the secunties.
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Do institutional investors regularly lend out
their ETFz to offset some of their costs? s
this practice widespread?

This i a relatively common practice, although the ETF bending

marioel in Ehe U5 s signdficant by mere developed than in Europe
arwd APAL,

An ETF lerad ingg transact fon works inomanch the samse weay as f1
would for a listed oquity. The lwder — often an inwestor such o
o pemsion fund with a stable, long-term ETF position — pufls
their ETF or ETFs into a hending pregramme run by anagenl
(amaally their custoddian bandd, wlwe besds iU ol Lo ivvesLors such
ik hedpe Nunds, investmen? managers, banks and marked makors
in exchange fora fee. Fromalender's perspective, the rationale
is Do gemerate a litthe additional i noome Lo offsel somse of The
coalé assacinbed such as the Tolal Expense Ratiowith their ETF
position. The amount of income generated s highly variable and
depends on a range of factors ineluding general market
conditiona and demand Supply fundsmentals, The growthin
the Berding mearket is perbaps st tribwtatde to the fact that ETFs
are particularly atiractive from a bornowing perspective.

There i+ o vast array of availalde exposurnes for borrowers
enabling precise hed@ng and for tact kcal positioning and they
are easy lo transact in, In sddition, the oreation and redemplion
necchanismimeans that ETFs closely tracik the net assel value
amd provides a means for market particpants to create new
shares in the ETF to satisly demand on the borrowing side (in
contrast bo equilics where the supply is always finite), 2o while
this practice is not widespread currently in APAC and Europe,
we Uhink it muery make sense forsonw longterm holders of ETFs,
Wi also think development of the ETF lending market in APAC
ared Burope will being broades industry benefits, inclisding
increased liquidiny and tighler spreads.

For more information please contact your SPDR Representative
or yeurcustisdian

Do ETFs have a high tracking error? And what
does the term ‘tracking difference” mean?

This is certainly not true. ETFs managed by repulable
providers tracking major indices are lypified by very low
tracking error, much in line with the results generated by other
fund straciures managed using physical securitics. As one of
the world's leading passive providers, elfichently delivering beta
relurns for every investor is very much part of our DAL The
primary goal of our ETF porifollo managers is Lo track the
benchmark as closely as possible alter all costs and expenses.

When considering am ETF and how it trcks itz benchmark,
several facbors noed (o be comsbdered. First, the replication
method is important, Is the ETF managed using a synthelic
approcch (i.c. relurns gencorat ol by wsing total-relarm swaps)
or is it managed usinga physical approach {i.e. retarns
gencrated by a pertfolio of physkcal scourities)? Generally
speaking, ETFs usingn symhetic approcch should be alde to

CASE STUDY 3 The Alaska Permanont Fund Car

breostment in Smart Betn ETF:

State Street Global Advisors launched & range of smart
bata ETFs in responsa to the Alaska Permanent Fund's
desire to move towards a factor based portfolio
construction approach,

The SPOR ETFs track throe separate smart beta indices
developed by FTSE/Russell in conjunction with the Alaska
Parmaneat Fund. The indices tracked by the SPDR ETFs are:
thi Russell 1000 Momantum Focus; the Russell 1000 Yiald
Focus; and, the Russell 1000 Low Volatility Focus, The
indicos are designod to target thrae common factors,
quality, value and size, while further tilting towards the three
“Tocus” inctors, o volatility, yield and momentum,

Tha ETF structure proved to ba an officient wary for Alsska
Pormaneat Fund to access the waique risk retum
characteristics of these equity actors and highBghts just one
of the warys that otfical institutions ane wing ETFs todary,

track an index slightly better than those using a physical
approacie This can be more miarked in assel choses whene
trading costs are high {e.g. emerging market oquities),
although, xswe noted carfier, these ETFx do cxpose investors
RovaliiFierent risks

Fhysically replicated ETFs managed using anoptimisation or
sampling approach (Le.investing insubset of benchmark
secarities with similar characteristicd), tend to have higher
tracking erroes than ETFs managed using a full replication
approasch {where all benchimark securities are keld); however,
Ut ™ ol bo sy ey spe ol i Lo be markedly diferent from
other fund sirectures. From a portfollo management
perspective, the decizion about the fevel of replication is always
a balaneng sl

O the one hand, there is the need Lo track the benchmark very
closely = the refserdifine® of a leading passive manager like
State Strect Global Advisors, On the other, there fs the
requirensent bohave a portiolio that is cost elfective Lo Lrade
Al manage on an ongoing basis,

Mew ETFs tracking broad benchmarks, like the MECI ACWI,
invariably hodd fewer securitios than is optimal dlue 1o the
rellat ively smiall asset bages that are Uy pical of new launches),
which might kead toa slightly higher-than-desirable tracking
error. This is mol to say that institelional investors should not
consider new funds, but they should be swore of the polential
fer bracking error, which will likely be higher than for fally
rseasapied fumds,
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“Trackingdifference’ and "trscking error” are often mistakenly
used interchangeably, Tracking difference refers Lo the
netofsfee performance difference between an ETF and its
benchmark. This figare can be pesitive (Le. the ETF
outperformed its benchmark) or negative fi.e. the ETF
underperformed its benchmark) and will be infuenced by Uhe
Bewel of fees and taxes, trading costs, por ifolio management
capzebilities and the benchmark tracked (gross, met or pric. In
contrast, iracking error refers to the annualized standard
deviation of excess returns,

1% impertant 1o point oul thal one gets different resulls for
tracking error depending on the (roquency of the calculations
used, Annualising dafly orweckly figures will wsually resualt
in mech higher numbers than using monthly fgures, Most
ETF providers quote tracking error figures using monthly
nielsofsfee ref urme relalive o the benchmark tracked When
comparing twoe ETFs. make sure that tracking comparisons are
made ona like-fordike basiz, Figure 4 shows the tracking
differences amdd Irk ing crrors of a range of SPDE ETFs
domsbeiled in the US, Furope and APAC. Investars can achiove
relurns very close 1o those of the benchmark with modest
tracking error using SPDR ETFe. This highlights that they are
an cfficient betareplication tool, an a par with ether poaled

fund strectures and implementation vehicles such as index
Tulures and lotal relurm swaps,

Do bond ETFs provide an “illusion of liguidity”
inoften illiguid asset classes? What are the
important elements of fixed income ETF
ligquidity? Are premivms and discounts relevant?
Tonswer this question, it is perhaps wsgTul o provide some
background informat bon on the Issee of fooed income ETF
Tiquidity. The first point to make i Uhat primary risk any

investor accepls whin investing ina bard ETF (or most olber
ETFs or funds) is investment rigk = the exposure to an
underlying asset with it own unique risk-refurn

charac teriglics thal may change over lime., Sa, investors buying
high yield or emerging markets bonds, for instance, should
expect volatility = even if conditions were relatively benign
whven Lhey inftially purchased the assets.

With the benefit of experience galned during the Global
Finaneial Crisis, several key regulators have fagged the
liquidity chameteristics of some areas of the bond market asa
petential risk on the horizen,

They poind Lo the tremicndous growth of Uhe markel — up
three-fold from the carly 20005 to more than US$90 trillion
loday = combined with bower trading volumes and o significant
decrease ingorporate bond inventories held by 135 and
Emropean banks (755 and 507 lower, respectively, accanding
1o the Institete of | ntermational Finance), Regulators akso node
Uhat the bowsmde environment has continued to fodter 3 global
seareh for wheld, with investors of all types increasing exposure
Lo higher-risk and potentially bess-liquid arcas of the global
capital markels.

These facts have contributed 1o fears of a disorderiy market
environment should investors decide o reduce their exposure
Logeriain segments of Uhe bond markel (e.g. high yicld
corporates) enmasse. This has been widely coverod in the
financial press, with some commentators and markel
participants (e active fund managers) questioning the roke
ihat ETFs have played = from opening up previously hard-to-
scoess areas of the market such as emerging markets bonds, to
providing vehicles that offer intraday hquidity on inherently
illiquid asscts class sepments such as high yickd bonds and
kewveraged loans, despite ETFs slill pepresentinga
comparalively small fraction of ssels held intraditional
pooled funds.

Figure 4: Tracking Error and Tracking [Hference of Several Hey SPOR ETFs 5 Trcking Asassbived
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ETFs for Oificial Instituticns

Thi Key Elementa of Fived Income ETFs

= Underlyving Bond Liguidity: Thisis the most relevant factor
inan ETF. These characterist e change over timse and, like
abher assel dlasses, depond on the size in which investors wish
totransact, the time of day and geroral markel sentinient.
Whilke sonne areas of e fixed income market — U8
Treasuries for islance — ane highly Bguid withdaily wlame
inthe billbons of dodlars, other aress of the market are
significantly less Hquid, The Hquidity charcteristics of ihe
underiying ascels shonld abways be considered by invwstors
before investing in any fund,

ETF Liguidity: Investont in ETFx stamd to bersefit from the
additional liquidity resulting from (e exchange-trasded natuse
of ETFs. This allows investors and market makers o buy or
scll shares in the ETF on the secondany market withoul any
bonds actually being traded in the perifolio, Comparing the
average daily trading volume of an ETF to the change inthe
number af shares outstanding highlights this dynamic in
some sores, Lhe dally trading velume of an ETF is in the
hapdreds of millkons (oreven bilbons) of dollans and yet ETF
flows = either positive or negative — are negligitle,

Daepereding on the skee of the ETF and demand for secordary
market trading the spreads on the ETF may actuadiy be tighter
than the spreads on the underiying bonds, This attnbule, where
applicable, enables ETF investors to effectiveldy acoesa susel
classes maore choaply than they would be sbde to il they were B
bury the bonde directhy.

Some say That the Superior” quidity ETFs can offer provides
investors with a false sense of security, We would simply say that
inrves bors slwad recogmise that liquodity duaraderistics change
erver i anad that they ane sl buying aficed income exposare,
with the wsunl rishkes ot tached o the oquétised natere of the
ETF simplifics investing, but it does not changs the fundamental
characteristics of the securities t he ETF hobds,

Sowhile at timees, and insome ETFs, it may be possible to
transasct in sgnificant size within the spreeds of the underying
bands, imvestors should ol assume that will abwanys be Ve case,
ETFs, ke the underlying bonds themsehoes, ane subfect to the
] vagEries of supp by and demand, Where (hesne is an eacess in
elther supply or demand, authori sed participants can oreate or
redoem ETF shares directly with the provdder. following the
process desenitsd cardier, Ultimately, ETFs ame simply an efficient
vehiche for investors todoocss & range of asset chmses, Their
benefits should not be overblosm though — il the market for LS
high yicld bonds becomes illiquid and market values decline 2048,
otie sheuld expect conparable fal in the value of the ETF.

Structural characteristfes of Nxed Income ETFs that
ald liguidity

« Carefal product design and [ndex selection: Most ETFs
are possively monaged wehicles tracking indices caloubated and
muaintained by reputable external index providers, such as
Eebooemwbeng Barckays, Citdhank and Banbkof America Merrill
Lymche W partner with cxperienced imdex providers who olffer

high-quality, rgorous maet adologes thal ane rales-hased, and
whao are able to respond to mariel events quicidy and
transparently through consultation with market participants.
T indices that SPDR ETF: track ane usual by more diversified
than comparable selive preducts, often with explicil security
oF issuer capa in place. We assess the iquidity of the asset class
and T this sk can be managed using a chear, rules-hased,
transpanent methodology. The high level of transpanency of
SPDR ETF: contrasts with the, at tinses, opaque processes and
alimd coeire proitded by the typhaal sclive bond manager, of Uhe
concentration of some ETFs tracking very narrow, so-calbed
“Houid® indices,

Multiple market mabiers and Authorised Particl pants:
T presene of several dozen market makers, Authorised
Fartici pants, arbitrageurs and olher inveslons helps maintain
an orderty secondary market in ETF shares, Al ETFs have an
wificial mariet makor who i3 obliged to quate prices
continuously throughout the trading day, while the creation
and redemmplion process descriled bebow helps keep the fund
trabing in bme with what the market views as an appropriate
ned azscl vahee, Thisisan imporiant peint, ETFs may trade
while the underiying securities markels ane chosed or, in e
e of wadrie afeid of Lhe bond marked, ase semewhal iquid,
While ETFs have what ks lonown as iNAY (Indicative Ml Assol
Value), which is calculated by om indi penadent party or
excharige, Uhis docs, al Himes, deviate from what markel
participants view as an appropriate price for the ETF. Inthis
reginnd, you nuight sy ETFs cany sl a3 somethingg of o price
discovery tool — they moy well be reflecting acloser
approximation of the broe underiying value of the holdings
than the INAY or the List-reported offecial KAV,

Creation and redemption process: The oreation and
redemption of ETF urits underping sctivity in the secondary
market and helps maintain orderdy trading of ETF shares. In
cades whsere Uhere i¢ skgnificant selling prossure, APs can
indtiate rodemption enders with the ETF provider, where ETF
whares ane exchanged for the underiying securitios and for
cash, This redemplion onder is strack at the next available
closing ret assel value for the ETF and remaining ETF
sharelobders do ol bear any of e cosls asociated with i 17
investors trade a1 risk with a market maker they are in effect
transferring all market risk to the AP, while if they are trading
at MAV, they bear the risk Betaven the tlime of the trade and
the time the next NAV is struck Investors should be smare of
the changing nature of ETF spreads, Daring perfods of naarket
#tress, it is highly likely that spreats will widen to reflect the
increased riaks for market makers.

“Gating' of ETF Investors

I ourview, comoems that fixed income ETF prosiders wouald
regalarty gate (e, restrict exit from funds) lange numbe ri of
imvestons duning ¢ pleodes of nuarket dislocation” are unfounded,
Rinoe the first bond ETF was lnunched in 2004, the market has
expericnood several bouls of whal might politely be termied
disbocations, inchuding the Global Financial Crisis, the curogone
bt orisls and the tageer Lantruny, Providers sechas SPDR ETF:



hawve Rl gated any investors and, in any e, as highly regulated
UCTTS and 1940 Act funds, the rules governing ETFs limit
cansiderably 2 funds ability bo gate, While UCTTS permits fund
directors to debay any redemption request from A Ps that
represenls over 1006 of the fumil's assets - including where
mvultipde brades cqual mone than W% in aggregat e over the course
of the day — in practice this drastic stepwoubd likely only be
Emgplerpentod in extremse market conditions ot the request of the
portfollo nuragement team, where liquidity s sevenely strained,
Mluch Uime i spent analysing the ligu ity charmctenstico of the
underfying assel classes prior to Bsnchieg an ETF and, where
necessary, modificalions are made Lo the standand indices Lo
ensane reasonalie bradabality inall bat the mosl extrense market
candithans,

Almyost all UCITE funds have sonse fomm of dilution mechanizm
Toensuare el theomis of enloring or exiting Lhe fonds are bomme
by the shardhalders dalng so, amd not by the investors who
remain Iweslors should noke a poind of uisderstznding in detadl,
the diluilion mechankinis appiied by thelr CITS vehicle (he il an
ETF orother fund structurc) when imaesting in less Bauid
sogmenls of Lhe markel.

These traits of 8P fixod income ETFs — particulasiy in
comparizon bo standard active peobod funds, which may have
none opague prooesses and potentially stale haldings
information = shoubd reesune ETF investors, Whonmarked
camditboms are volatle and risk aversion lson the rie, investors
dhio matd o b mepe care ful wihen trading their positions (and
et potentially higher coste), but Lhe very point of ETFs i
thal investors can sooess thelr money s meeded theoughout the
trmding «byy, This should remmain the case going forwand,

Promiusms and Discounts to Net Asset Vala (MAV)

The NAV of an ETF represents the total net assets of
the fund exprossed as a per share figure. The AV =
estimated throughout the day, but the NAY & stuck
officially once a day uiually after axchangs trading has
closed. (The exception to this would be for asset
classes that are “closed” while the ETF is trading, For
mora detaiis, plaace consul the question on ETF
HAVE) The price of the ETF shanes may fluctuate
arond the NAY, figune ever tma, When it is higher
than the quoted HAY it i5 sadd to be trading ot a
pramivem; vehile whin & i lower than the quoted HAV,
i i z0id to ba troding ot o diccount. Some Imestons
are concemad about this element of ETF pricing, but
our e i that the ETF may, in fact, be a mone
accurate refloction of the true value of the urdarlying
8530% 8t any point in tma. The creatson and
redempdon mechanism means that these premiums
ard diseounts should rot be significantly out of ling
with this valuo — arbitragours should, in theery, step
in and make rsk-free profits, bringing the ETF price
back into Ena with the parceied valus,
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ETFs for Official Instituticns

THE COSTS OF ETFs

What are the costs of investing in an ETF?
Weubd it be more cost effective for long-term
investors to use institutional pooled funds or
segregated accounts?

Broadly spoaking there will be situstions where institulional
pooled fands or segregaled mocounls make more sense froman
end investors perspectivie and cost may well drive that decision.
I osar wiew, Towever, ETFs set the slandand for gosd
transparency, All management, custody and administration
costsare clearly expressod as the total expense ratio (TERpand
are analegous lothe ongoing charges figures (OCF) quoted in

ot her fland stroctures G annual mansgement change (AMC)
excludis somee, often significant, changesh Trading costs aleo
meid b b factored im, but these com be eatimated with a high
digree of securacy before any investment, both by ETF providors
and the multitude of markel makers competing for business.

W pecommend clients wenghugp the costs miwd Dendlits of cach
comguting fund strge une, Theee is vaboe in simplicity. Being alde
1o invest virt ually any amonn? of Money a1 a moment's notboe ina
range of ghobal el classes weth Nt e or po add i onal
documentation can be valuable to many srganisations, oven
thaose with a very boog-term investment horizon, Additionally,an
instiutional investor can e products frem a range of providers,
wilbotst having te go Uhrough the at times ardueous sccount
opening procedures at each and every provider,

Aegregated soooant managemeent foes are certainly likely to be
lwer than ETF TERs on mosl exposures, but investors also
need toconsider the other costs associated with investing via
e segregated rotte, Custody fees, custody acoount opening.
and costs Gand tinae) involved in negotiating investment
management agreaments are often overiooked when
institutional investors evaluate ETFs relative toolher micans of
investing Indtial trading costs = be these anti-dilulion bevies
(A DL on some poolked Nands or initial s preads on segregated
socvunts — are alse somedimes ignored when ivestors comparne
these structurnes 1o ETFs

The oosla that ETF investors should consider — some of which
are explicitly lakd out in advanoe and some of which arc only
knemoniat the time of, or ond of, Lhe investmont — are s follows:

L Total Expense Pation this includes all management, custody,
bezal and administration foes. As notod already, it is analogous
tothe OCF figare quoted in somie Buropoan fund stroctuncs,
(Fotez Somne syl lelic providers also whl a swaplee’, which is
over and above the TER and changes over tinse, This is
obwiowsly not afactor for physically managed ETFs, such
SPIYR ETFL)

2. Withholding and COther Taxes: As detailed on the following
pages, inveators shoulkd factor inall wit hholding Gand
transaction) taxes that apply to Uhe underlying securitienin
ETFs. Equity ETFs typically teack indlices where the tax
treatment is similar — the difference being that index
providers usually quote the returns ned of Dhe highest poss Dic
tax rales, whereas ETFs may be domiciled kn countries that
are more efficient from a tax perspective. Fixed income ETFs
usually Urack todal relurm o grossindices,

3. Trncking Difference: As noted carlier, tmcking difference
measares the extent towhich the net-of-fie ETF total retum
Afromm a nel-assetavalue perspoctive) differs from the mdex
reburn, T king diffenomee o be positive or negativeand i
influenced by a number of variabkes suchs trsling costs and
witllsodding taves (particularly relevant in cases where the
indiex belng trociod assames o diffenent Jovel of taxes than s
applied toholdings of the ETF) and whether the manoger usis a
phvsical o synthetic approoch. 1 the trocking difference is
megalive nunler, it ksaoest that imeators neod toconsider.
T challemge hene is that it will rot be known in advanoe, ad
historical reults canonly beoonsidered a guide. As o general
ol ol Thuenby, i the fumd i Dty replicated and Lax ireatment of
e heolidings is the samse for both the fund and index, it hould
T maiinrnal bat 18 ixa sk Uhat inasesfors still nesd to factor in.

4.ETF Trading Costs: As staled carlier. implementation cesis
are an important part of an inveslor's overall costs, While
idd-ask spreads can be a useful etinste, we recommend that
podential irvestors contact us o cnsure (hey ane gelling an
sceurate phibure of current trading costs,

5. Standard Brokerage Commissfons: Erokerageand custody
charges ate relatively bow on ETF trades, but should be
wonsbdered before imvestment,

Thie above costs may be offset by secarities kending within the
fumd, which would show theough inthe resulis over tinse, and, for
thone imvestors that enter ETF bending progrommics, inoome
goenerated from lending their ETF shares,

A few years ago, analysis showed that it was
preferable to gain exposure through Delta One
products like index futures and Total Return
Swaps (TRS). What has changed?

Thie Dielta One Famdscape has changed significant by over the last
several years, and we believe ETFs are an increasingly stiractive

alternative for the fully fumded institutional investor to gain
exposure tox range of equity indices, We prodsced o report on



this very topic (The Changing Landseape for Beta Replication

= Comparirg Futures and ETF for Equity fndex Exposurc) so for
those interestodin adetaibed index by index comparizon please
sce this research.

The rapél growil in ETF moacts has bod (o lower conts and
increased liguidity, particulary for ETFs treacking beliwether
equity indices like the 53&F 500 or EURD STOXX 50010
cantrast, changesin the regubatory envirenmen! combined wath
o reduction in the amount of capital albocated towands varioss
market-naking sctivities mean that so called *roll costs’ ona
range of equity index Nstwres have Fisen. The long blas of many
fulwre s inveslors in conjunction with the generally steong.
cquity markets, may also have contributed to the uptick in roll
cosl s, The costs ullimately mean that equily index fulures ane
perhaps not ascfficent as they once were a5 & means of long-
term equily beta replication, As total relum swaps are priced
using similar mechanicms, the trends in the fatunes markel
seem likely Lo hawve filtered through Lo the swags markel oo,

O of the clear advantages of ET Fuover fulures is the sheer
range of exposurcs avallable, ETFs can be used Lo gain broad
markel or largeled exposure to almost every inveslable assel
clans segment, whereas Hquid futures contracts are Lypically enly
wvallalde on 2 fow bellwelher equity and fxed [noome indboes for
nutarithes)and on a range of currencles and commodit bes,

Irvestors hooking toimplement a beta replicalion strategyvia
fulueres are a8 3 pesult likely to be subjoct to sgnificant “basis
rigk” — or rizk Uhat the position does not sccuritely reflect Lheir
desired allocation — particalady in segments of the markel
where there are nod lauld contraets on the commendy-used
nscd ol bonchmarks,

Asan example, there has Been a treind among inslilutional
irvestors towands the adopt bon of brosd market, alls
enompazsing indices ns benchmarks for thidr portfolios, such
ik B Husseo )] 04080 fior LIS asquaities oF Uhe FTSE AL Shane for UK
equilhes, However, there are not currently Hguid fetuees
contracts svailabde on many of these indices, o imoestors are
forced tocombine futures cortracts in the appropriale
proportions bobasild a position thal approxinates Dheir desired
broad markel exposure, oF, 43§38 mone oftom he case, sinaply bay
an lange cap index ful ures conlruct osa proay for the Botal markel.

Incontrast, ETF investors have 2 moch wider cheloe of
cxposunes, 80 Uhey are mone likely to be alde to findan ETF that
Traci the specific index they are lasoking for. And for 1 hose
bowlkcing totargel a more niche segment of the markel, sy,
emerging markel s small capstocks, amy roplication stralegy
using fulwres is likely to result in uncomfortably high long-term
tracking error, 5o ad well as offering broad exposure, ET Fs also
olfer largeted exposure, o uselul tood for inveslors looking o
implerment a range of investiment siralegies from tactical asset
allocat ko to transition management. As an examiple, in the U5
equily markel. there ane less Uhan 20 Hagudd fulures contracls
campared to mone than J00different ETF exposanes, This bane
af investor choboe i mose pronounced oatside of DS equaitbes,

with fewer liquid fuf ures contracts svatlable and a more Hmited
range of exposures compared to ETFs.

The changing beta replication Imﬂupch‘nwiu:‘lld.h 1he
Groenwich Associates anmual survey of institutfonal users,
winich motoed

66

Institutions glabally are starting to replace existing
derivatives positions in their portfolios with ETFs.
This trend is expected to continue, with an estimated
£28 billion in new ETF assets in 2020 attributed to
institutions switching from derivatives. As they gain
ingreasing expenignce with the funds, institutions are
descovering that ETFs represent an elfective source
of beta. Roughly half the institutions and two-thirds
of the asset managers in the study use futures to
access beta, with 53% of futures users employing
the products for hedging and 28% using them for
futly funded long positions. Almost one-third of
institutions in the study shifted from dervatives
products to ETFs in the past year. About a guarter of
institutions made that move to benefit from the
operational simplicity of ETFs, and 15% switched due
to lower costs.

Looking ahead, 46% of institutions in the study intend
to replace existing equity futures positions with ETFs
in the coming year, Anather 1in 5 expects to replace
a futures position with ETFs in fixed income and 11%
plan to do 50 in commodities. About another quarter
of study participants say they wall evaluate futures
positions for potential replacement with ETFs over
the coming year. Of those who expect to replace
derivative positions with ETF3 in the next year, 4%
say they will do 50 to lower feas and overall costs,
and a quarter say they will do 5o to benefit from
ETFs' ease of use, implementation and trading.™™

*Sounte: Croeoenth Ariooatas, 209, ate! Trrdh m Baanedred ETF Adepton
Drvnry T Gronth Hhvough 000

Clearky then, an incressing numbsr of imstilutional investors are
evaluating ETFs alongside futures as a mears bo gain market
exposwre, and mary are finding that ETFs represent (e mone
eificient ool for fully furded exposune,
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ETFs for Oificial Instituticns

What are the tax considerations for investors
in ETFs?

ETFsare generally fairly tax efficient vehicles for investors, but
in moree cases Lhene will bealternative fand structures of means
of investing thal are more taxefficient. Nete also, that some
Tund domiciles may be mare lax eflicient for certain investors,
such as Lax-exempl ponsion schemes or chari tabde funds, Tax is
o complex Bssue, aned as abaancs, we recommaend that investons
consull their tax advisors for further information. In general,
herwever, investors should consder Uhe following thiree main
tases when evalusting ETFs (and ather fund stroctures

1. The Tax Rates Applicd to Underlying Hobdings: This kvel
af tax includes any deductions made by any Lax autharities on
distributions, such as dividends or coupon payments, made by
the underiying hobdings in the ETF. ©ther taxes may alsobe
applicabde, such as capilal gains or Urarcac foms lases, The
rates may vary betvoeen ETF domickles (eg. the LS versus
Trelandy and may change over time, For some negions there
are noagphicable with hobding taxes fe.g. UK equities and
mt sterl ing demominated bondd, Mote that parehase
transaction Laxes such as stampduly in the UK are applicd
when an AP orcates new shanes in an ETF, and does not
impact current sharchokdors, Curremt sharcholdors would
only be impacted by these Laxes during Nund ecbalancing and/
or trading related (o index changes, All ETF sponsors should
b abde bo provide 3 detalled breakdown of the relevam taxes
applied ot the individual security bevel,

2. The Tax Rales Applicd to ETF Distributions: ETFs
dombeiled in Incland, such as SPFDR UCI TS ETFs ape ot
rodquined towithlold any tax on the distributions made loend
investors, In contrast, wilhhalding tax may be applied o
distrbations mede fram Lii<lomiciled ETFs 1o non-115
imvestors. The starting point for witkholding tacon ETF
distnbutions made o non-US investors is 200, although that
canbe reduoed through the WeE reporting prooess, Some
investors, such as pension schemses, may be cligible for 0%
wil ol ding on UPS-dommicilad ETF dist ribulions via the W-8
processadise fo Lax reaties with the U5, Noo-US residents may
also berefit froman exenption from U5 withholding taxon
thae poction of adistribation entified as Cualified Intorest
Incoase (Q1Y where a US-demiciled ETF holds UM corporate
or trcasury bonds, This mseans that disteibutéons from ETFs
holding 1S cor parite and for bressturies may not be suliject o
thec Falll 205 divisbenad weithholding Lax, depending on the
amaunt of the distribas fon that can be calegorized a5 Q1.
ETFs domiciled in Asia Pacific are not generally roquired to
withhold tax from ETF distribation made to end investors.
Please consull yeur Lax advisor or custodian for more
infommation.

2. The Tax Rates Applied Lo Gaing or Income at the
Individual Investor Level: This refors to taxes lovied by
authoritics in the invwestor's courtry of domicile and may
impact both capital gaine and income, These taxes are highly
warfalle arsd Jepend oo Uhe iveslons spocific dounsianos,
Flease consult your sdvisors for more information,

Fer tax-exempt Official Institulions, some ETF domiciles may
b more tax efMicient than ol hers, most notably for ETFs that
Tl UiSTisbiond it fes; USeclomicibed ETFs holding IS
equities will nod paeany witlibolding tax on dividends paid 1o
the ETF. Incontrast, ETFs dombebed in Ireland investingin
Ui equities would be subject toa 15% withholding tax on
dividend s paid to the ETF.*

Howover, and this i wheee there is seopse for confusion, ETF
distributions to non-ULS, holders of US-domiciled ETFs
wotild be subgect to awithholdingtax of 2055 (if treal ¥ rates
b ol apply, whereas distribations made from ETFs
adomicibed in Trelardare nod typhoally sulfect toany
withholding tax, Some tax-exempt investors, such as Official
Trstinstions in some countrics with ta treaties, should be
alde toredooe the tax applied to US ETF distribut ions to 0%
through Uhe Wl reporting process, bat ot hors may be subject
o 155 or 2075 wit hholding. We recommend discussing this
Turther with your tax advisors and custodians,

Fo, i mome cases o USsdomiciled ETF nug make miore sense
i tlve desirod assel class Dncludes a signifheant portion of U5
eqquities. However, Uhis s very specific Lo the withholding tax
treatment of US equities, In some cases, BEuropean- or
APAC-daméciled ETFSwill make more sense (rom 3 Lax
penpective due to e back of withholding from ETF
distrilaut jons and there i owider and likely mooe relevant
range of ex posures svallable for APAC institutional investors,
wuch ax charitics,

I aclditison, bransacting in them may be cheapor and casier
e Lo Jowcal listinggs and maltiphe trading curremcios.
Irvestors should not urderestimat e the vabue of dmplicity,
time to implementation and case of use. Thic highlights the
wieed for inveslors bo carry oul Uhaerotgh dise diligenoe befone
investing and o bo open to using ETFs domiciled in different
regions.



ASSET STEWARDSHIP

As a fiduciary, we feel it iz important that we engage with
management teams on ixsges such as corporale governance
and executive compensation. We like to be able Lo ensure
proxies are voled in the best interesta of our beneficiaries,
Pooled funds such as ETFs make this diffcult, 8o we have
llﬂplrﬂmlrdﬂruuﬁdilppd]dr;h.ldﬂﬂ this.

State Street Global Advisors takes ils responsililithes as a
fiduciary very seriously, Given the size of our asscts under
muanarge ment and the global nature of our business we think our
stewandship role extends beyond vol ing proxies and engaging
wilh companics in which we have an investment. This also
includes promoting inveslor prodection for minority
sharehoklors and working with companies Lo e fage
adopticn and disclosure of ESG practics,

We have o dedicated team of governanoe experts based in
Beston and London, wise are charged with implemcnting its
proxy viling guklelines and engagensenl activitics on o global
b, The activities are overseen by Rtate Rneet Global
Advisors" Investment Commilitee, which s responsible for
approwing the stewardship strategy. enggement priorities and
proxy wiing policies, and monitoring Uhe delivery of objeclives,

The governance team is suppor ted by several spocialists within
the firm in execuling their stowardship responsibilitics, These
include member= of the proxy operations team whoare
responsibie for managing land sel ups,_ vole excculions, vole
recoisciliations, share recalls amd class mtion havsuils, and
nembeers of SHGA' dient reporting and comipliance teams,

Weapply the same voling and engagomon! processinour KTFs
s b applied noroas of her fund st ruc upes = %o n investor in
iy Tl mansged by State Sreel Global Advizors will have
their shares voled fn the rame way, A fall overview of oar
petivitics is detailed in our Anmeal Stewandship Repoet,
including Proxy Woling stalistics, company engagemmonts and;
valing and engagensent priorilics. Soe Figures S-6for highlizhts.

Figure 5: Proxy Voling Statistics
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ETFs for Oificial Instituticns

NEXT STEPS

If investors decide to use ETFs in their
portfolio, where should they start and how
might they select the best ETF?

Give us menllin the first instance. W hove 3 team of specialists
focused on e many elements of ETFs, from sales and dient
service through te reseanch and trading. At their beart, ETFs
are very steaightforward products botb in constraction and use,
They also offer unrivalled transparency, so once an investor
knowe what they want it {8 relatively exsy to compare one ETF
toanether,

It shotild be notod that in many cases there will b little
differenoe belweon one ETF aimd msol her, excepd in lorms of
service levels, wivere they track major indices, A fulby replicated
R 500 ETF managed by areputabie provider with comiparable
feas ol dieliver simablar resuilts enver limse, However, nioge
analysis is required on scgments of Uhe markel where indices
trascked by the major providers are differcitinted (o2 energing
markel anal, high yicld bonds and dividend equilbes),

In gereral. ETFs are relatively straight forward Lo evaluate, All
relevant information is readily availalde, either via the
providers” wiclsilex of Lhrousth various plal fornms sach as
Hloomberz, FactSet, Lipper and Morningstar, and
implernental ion oosts can be socuratel estimated too,

For imvestors whe are already sel up to buy secarities
directly for their own account, adding the ability to trade
ETFs should be a relatively straight forward process. The
infrastructure is cssentially the same as s used for
trading equities and in most cases they can be traded on
an fnvestor's local exchange,

Investors evaluating ETFs should consider the following:

» The appropriate benchmark for a particular exposun:
(g NESCT EMU or EUROSTOXX 507,

* The ETF sponsor’s commitnent to the ETF industry (amd
preive management mofe generally) and thelrexpericnoes
i maraging port folios aoross o range of assel classes and
e 2asnie.

= Thee most efcient fund domicle from 2 12 s operational
perspective (o2, Luxembourg, Hong Kong Japan, Irelasd or
thae LIST),

* “Thedesired ETF repdication methad, cither physical
or synthetic,

= Al the pelevant oo, including ihe TER. tooss, trading costs
and tracking difforenoeerror,

= The servioe bevel provided by Uhe ETF issucr, from poe-trade
analysis threugh to performance neporting.
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ETFs for Oificial Instituticns

For imrestment professional use only. Mot for public uwie.

State Stret Global Advieare Ora Lecals Siepet. Bosten, MA 0TI
0

T #1 617664 1737

Important ok inloresation

Irvistng anveivies £k, 300 you Ooukd ice mongy on gn it nGD
ETFs erade oy stocks, aoe subpict 19 resimont risk, Muctuate m marked
ol ond ey Trode at prices sbove of below the ETFY” et saset value
Brokerage commesseong and ETF expenses will roduce resums.
Commadtes and cormad ty-r bk phour/mad iy bi d8eted by
charges in oveeall markel moveenents, changis n intedest rates, and athe
fectors seh o9 weathed decse, embergom, o poibosl ond requilstoey
drveloprmants, &3 well &3 tading actealy of spanulatots and sitragears n
the undiatyng commodites

Fracuuant trading of ETFs could sgnificantly miregss comimespons and othic
‘corsts such that they may offset any ssongs Tnom low lees o coats

Dwersfeataon does rof ansre & peohil o guarsntes Byanst loss

Investing in commodities enteits significant risk and i not
appropriste lor all investons.

Important Information Reloting to SPOR Geold Shares Trast [*GLDY )

The SPOR Gold Trust {"GLOY) haes filed  registration siatement
limeluding 2 prozpectus) with the Securities and Exchange
Comamisgion ("SEC” | for the ollering 1o which thic communicstion
relates. Belfore you invest, you should resd the prospectus in that
regisiration sistement and other documents GLD has filed with the
SEC for mose complete information about GLD and this olfering.
Please see the GLD prospecius for o detsiled disoussion of the
risks ol ivesticg in GLD shares. When distibuted electronically,
the GLD prospectss is available by clicking here, You may get these

L+

docmments bot e by visiting EDGAR ¢n the SEC webdite at sec.gov
of by visiting spdegoldihares. com. Alternatively, the Trust of amy
wuthosized participant will srrange to send you the prospectus if
yourequest it by calling BE6.320.4053.

GLD & ot an rvetment compacy tegatened unde: the Invesimit Company
Bt of 1340 (e “1340 Act) ond e not subpect S0 segulston unde e
Commadity Exchangs Act of 1538 (the "CEAT) As 2 resuL sharshoiders of
the Teus? o not i T protectons sssoniyied with ownership of shates
1 e mant cormgaey Pagutinad urder B 1940 Actor B e cbectorn
affandec by the CEA

GLD shares trade b siocks, wre subpect 1o reesiment ral ardwill fuciuste
et vl The vaive of GLT shanes relates directy to the value o the
sk Pl By GUDH (s 195 e, iucustions ins thl onc ol i
could muptanaly snd advessely 3Hect an rvestment n the thates Tha prce
eecerved upon the sale of the shares, whech brade at market prce, may be
Frong Of brss than B vaue of the po'd represinted by them GLD diwes not
penerate oy woome, and o3 GLE regulerty seifs oo'd 1o pory ol s orgag
eperae, the bround of go'd eepresanted by each Sheee will decine ouer
time o that extent

For more information, plesse contact the Maketing Agent for GLD:
State Street Glebal Adviters Funds Distributors, LLE, One Linceln
Sareet, Boston, MA, 0210 T: +1 856 300 4053 spdrgoldshares.com
Evdy managid funds do not gk o niphcate e perlommance of 3
speofed ndéx An actvely maraged fund may unce perfianm it bencheark
Arervestmord o the fund e nos agpnopaase Bar all investons and snet
widbrdiod Yo Bl & COFRRE00 RTINS Beodr et Ividing o the fund itvalvnes
regis, including the ik Bhed nvestons mey peceva 1ot o 0o pelmon e
raantment o Bt evetors iy lose pert o wven ol | of the investrent
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ligracity praviders oo make schadUlid pencpal or rrerest peymens: dhquiainy
bl sacunbes makett, snd prapayments of penopal, which aiten must ba
rewmviiid i obigators payng e liokit ot bowr ratis

Foreign (non-U.5) Securities may be subyect o gresten poltes], ecsrome,
emanoreretal, cradl and inloematon rais. Foregn secuntes may be subvect
1o baghar wolatility than U S secunties, dus 1o veryng dagrees of reguiaton
anc bt bguedty. Thiss nsks ace magrvhed in emengng marets

Equity securities may fucume © value niesponse 10 the actvbes of
indhvichunl compurees anc peneral madion] and economic condtons.

Wil the shanes of ETF3 2re radsbli on 5000y markns, thiy méy nat
rem 'y trade in il enarhet conditons and ey trace 81 sipniant decourtsn
perods of marked stress

Invesiments n Soniee Losns ase subect to credi nsk and gondral invesiment
rosi Cemcdt rosk reers b the posastaidy thad the bereowet of & Semon Losn waill
e urabile andcr unywilling bo malke bnely Mierest peryments and/r repary
the prncipel onits chigaton Default n e aeyment of riecest o prnoged
o Seruir Los wall resull 3 OOLERn i The vl of he Serer Lo and
corpequantly 8 reduchon n the value of the Portfold’s mestmenis anc @
potensal dacrases o el seset wille TNAYT) of the Portisha

Investang n Bagh yeel foud moome secunbes, otensese nown s “juak
bonds”, s consdeced speculative and meohves greates ik of 'oss of prncpal
and wengst thar Fvesling = rvesiment (rade faed moome secunies. Theoe
Liwar-cpueh fy ekt tahcianis v (it Tk of dedilt o pros chargit
ot 1o pofer 2l changes in T credh D gualdy of T i
Dividend paying securities cen Ll ot of levo Cisrg seosibes o
unpepdefaren compdenls Tt o net Sdy dvidind Churgi i dnding
pobicaacd Compuras My povieply § Hoct fund perfamance.

IPagively mansged funds hoid  ranoe of securmied 1L o the
agregate, axraomaies th full brdex = tems of by rai fecion and ot
charssiratcs. The mary Cousi T B b0 Dpendnie thotiong s sy
o pirforman of the ndex

Suprdled S Pood's, S5P and SPOA aee eogateced tradinada of Sudad &
o’y Fruancoal Seevacim LLG (5571 Dowr Jore o & g tered adersgrin of
Dicnay Jorses Tidarmarie Bo'deys LLC [Dowe Joresh and thisse radamarics heve
Ty oerma For el by 557 Doww Jones Inchoas LLC [SPOU) ang subincersed
for cortin purposes by State Soneet Corperaton Srate Sirest Cospoeytbon’s
frarcal product snk net sporeanid, ndoriedl ol o promosed by SPOUL
Dona: o, SEIP, thiar respictve fiSnies and thard pary boermors and rone
of such pasties make any ropeisentation nogrheding tha adveabedity of investing
1 auch produc Pl ror do they hiree oy labdty n nelaton thenetn, inciudng lee
By e, OFOSIONe, of Pteruptong of any rcex

Duatributor State Streat Global Advssers Funds Distributors, LLC, maember
FINRA, SI7C, an mdnest vwholy ownid subsaany of St Steet Coporatan
Resfereroes 10 513 Sirest may richude Stane Strest Caparanon snd ity
sitfwtes Cartaan Stats Streed affilates provice senvces snd recene fees
Trom fwr SFORETFs ALFS Datrbutors, Ing, 2 segetened beoker-dealer. 5
distributor for SPOR S5P 500, SPOR SEF Mo 400 and SPOR Dowe Jores
Incasrial duerane, and ol L mesTment tusts. ALPS Portfolio Solutons
Detributor, bng i distributor for Sefiact Sector SPDRs. ALFS Destrbisons, inc
and ALFS Fortiolo Sautons Detriudon B ane nol aMiaded with 5tae Suse
Strewt Global Advrors Fumcs Destrbestone, LUE $56.4 Furds Munagerment hat
retered G50 Capetal Paetrrs & Doubialre Cagtal UP as the pub-advaor
GED Capal Parptrs and Dobielre Cap tel LP gt ngd 2M0ted with Slate
Sameet Glohal Aoy Fumet Destrbustone, LUC

Belete imvesting, comsider the funds” investment ebjeclives,

rigks, charges and expenies. To oblain 8 prospecius of sumeay
prospectus which contalns this and ether infarm sk, call 1-855-787-
F75T o0 visit spdrs.com. Read it coretully,
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SPDR® GOLD TRUST has filed a registration statement (including a prospectus) with the SEC for the offering
to which this communication relates. Before you invest, you should read the prospectus in that registration
statement and other documents the issuer has filed with the SEC for more complete information about the Trust
and this offering. You may get these documents for free by visiting EDGAR on the SEC Web site at
www.sec.gov. Alternatively, the Trust or any Authorized Participant will arrange to send you the prospectus if
you request it by calling toll free at 1-866-320-4053 or contacting State Street Global Markets, LLC, One
Lincoln Street, Attn: SPDR® Gold Shares, 30th Floor, Boston, MA 02111.
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