ETF Reference Guide

|

Contents
1. Background
04
2. Introduction to Exchange Traded Funds
05
What are Exchange Traded Funds
Why invest in Exchange Traded Funds as an alternative to other similar investments?
Advantages of Exchange Traded Funds
Drawback of Exchange Traded Funds
What are the risks associated with Exchange Traded Funds?
How can investors profit from Exchange Traded Funds?
3. Listing of ETFs on the Stock Exchange of Mauritius
07
4. Trading of ETFs on the Stock Exchange of Mauritius
08
5. Clearing and Settlement of ETFs by the Central Depository
and Settlement Co. Ltd (CDS)
08
6. Role of the Market Maker
09
7. Brokerage/Trading Fees
11
8. Price Publishing
11
9. How to Trade in ETFs?
11

ETF Reference Guide | Page 2
The Stock Exchange of Mauritius

1. Background
The Stock Exchange of Mauritius (SEM) has in
recent months taken a number of initiatives to
internationalise the Exchange and set up the
appropriate regulatory framework for the listing
of international products on the SEM.

objective is to diversify the range of products
that are traded on the SEM and allow local
investors get exposure to foreign underlyings.

Consequently, SEM is today in a position to list
international funds, global business companies
and specialised debt products. Moreover,
SEM/CDS are also today able to list, trade and
settle products in USD, Euro, GBP and ZAR,
providing international investors with a natural
hedge against currency risks.

ETFs are increasingly popular investment
vehicles. ETFs came into existence in 1993,
when State Street Global Advisors, together
with the American Stock Exchange, developed
and launched the ETF market. The major ETFs
in the US include SPIDERS (SPDR),
benchmarked against the S&P 500 index, QQQs
(linked to Nasdaq-100 index) and Diamonds
(linked to DJIA).

Conscious of the investors’ needs for new and
innovative products that can ensure dynamic
portfolio management, the SEM is now
introducing the listing and trading of Exchange
Traded Funds (ETFs) on its platform. The

As at end March 2012, the number of Exchange
Traded Products (ETPs) worldwide amounted to
over 4500 ETPs, with assets under
management reaching US$2trillion, as
published by BlackRock.

This brochure summarises the key benefits and
risks associated with Exchange Traded Funds
(ETFs), dwells briefly on their key

characteristics and describes how they will be
traded on the SEM and cleared and settled by
the CDS.
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2. Introduction to Exchange Traded Funds
What are Exchange Traded Funds?
Exchange Traded Funds (ETFs) are open-ended passive investment products that track the performance of an
index, a commodity or a basket of assets like an index fund, but trades like a stock on an Exchange

SHARE

Listed on a stock
exchange and
traded like single
shares

+

POOLED INVESTMENT FUND

Your money is
pooled so that it
goes further

An exchange-traded fund (or ETF) is an
investment vehicle traded on a stock exchange,
much like shares. Most ETFs are passively
managed index funds which normally track an
index, with their main objective being to
participate in the economic growth of an
industry, sector or commodity.

=

Enable investors to
gain broad exposure
to: stock markets,
sectors, asset
classes, investment
themes

ETF

Usually offered
at lower costs
than traditionally
managed
investment funds

returns of a traditional tracker fund (like unit
trusts) with the liquidity of a listed security.
ETFs are traded at prevailing market prices,
which are approximately the same price as the
net asset value (NAV) of their underlying assets
over the course of the trading day.
Individual investors should view ETFs as core,
long-term investments.

ETFs generally provide the attraction of the

Why invest in Exchange Traded Funds as an alternative to other similar investments?
DIVERSIFICATION

Exposure to the
whole market /
markets segment
/ asset class (i.e.
equities; gold

LIQUIDITY

Market maker
provides full
liquidity, ability
to exchange for
the underlying

TRANSPARENCY

LOWER COSTS

Not a black-box
investment –
constituent
assets, holdings,
published daily,
investment
methodology fixed

Due to ETFs being
passive in nature,
they tend to have
a low fee structure
than actively
managed funds

Convenient >> exposure to an index or commodity through a single share
Fast and efficient >> real time access to markets
Cost effective >> lower management fees
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INVESTOR
PROTECTION

ETF securities
are fully hedged
by underlying
assets
Shares held by
independent
trustees
Fully regulated –
SEM, FSC

Diversified investment - ETFs give investors a
straightforward and inexpensive way to obtain a
broad exposure to a given index, sector,
country or commodity compared to the
purchase of several individual company shares.

The convenience of calculating the value of
the ETF investment at any time.
Provide an opportunity for individuals and
smaller institutions to track a market.

Tradability - ETFs provide investors with the
ability to gain exposure to a broad market in
one transaction as they trade on a stock
exchange throughout the trading day. Investors
buy and sell ETFs like shares, typically through
an investment dealer’s account.

Drawback of Exchange Traded Funds

ETFs are bought and sold on a stock exchange
throughout the day based upon market prices,
which fluctuate according to supply and demand
of the underlying asset/s.

Risks associated with ETFs

Transparent - The ETF performance and
portfolio composition are a reflection of the
underlying index as the holdings of an ETF
closely mirror the underlying index it tracks as
a benchmark. This provides ETF investors with
a greater degree of financial transparency.
Low Cost - Because ETFs are designed to
closely track the performance of their
respective benchmarks, they have less frequent
portfolio changes than actively managed funds,
making them less expensive to operate.
Additionally, because subscriptions and
redemptions occur in-specie, there are fewer
internal costs associated with operating ETFs,
resulting in the overall lower costs associated
with ETFs.

Advantages of Exchange Traded Funds
ETFs provide a diversified exposure through
the purchase of a single ETF share.
They offer a market related performance or
return.
Straightforward access to the performance
of key indices and sectors.
A cost effective way of trading a basket of
securities through a single transaction.
Automatic portfolio rebalancing of the
constituent holdings of the respective index.
The flexibility to buy and sell the ETF
securities during SEM trading hours.
A convenient method to invest and realise
returns on investment.
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ETFs operate on the principle that in the
medium to long term, tracking specific markets,
indices or commodities offer better after-cost
returns than traditional actively managed funds.

The value of an investment in an ETF may
go up as well as down as the market
changes.
ETFs are not capital protected and
therefore investors may not get back the
amount invested.
ETFs also have other investment embedded
risks like other instruments which include
general market risks, interest rate risks,
exchange rate risks, inflationary risks, liquidity
risks and legal and regulatory risks.
Market Risk: An ETF represents an
investment in a portfolio of securities.
Hence, the performance of the ETF will be
directly affected by the performance of its
constituent securities. In other words, an
ETF tracking an index would be affected by
the performance of the index.
Currency Risk: You are exposed to
currency risk if you hold an international
ETF. The portfolio underlying an
international ETF comprises assets, such as
shares, listed on overseas markets. Those
assets are priced in the currency of the
overseas market.

How can investors profit from Exchange
Traded Funds?
As with any other security, investors buy and
sell their ETFs through a securities exchange
like the SEM. Profits (or losses) are made from
the difference between the buying and selling

price. Like any other security, ETFs do,
however, carry the risk of losing rather than
gaining money.

Individual investors should view ETFs as core,
long-term investments designed to reduce the
price fluctuations that generally characterise
arbitrary buying and selling of securities.

3. Listing of ETFs on the Stock Exchange of
Mauritius
The SEM has brought amendments to its
current Listing Rules for the Official Market by
the inclusion of an additional Chapter 21 which
sets out the listing requirements for ETFs.

Criteria for listing
ETFs must:
a) be open ended in nature unless otherwise
determined by the SEM;
b) be issued over an asset or group of assets,
which include, but are not limited to,
indices, commodities, currencies or any
other asset acceptable to the SEM; and
c)

Equality of treatment
Board changes
Directors’ declarations
Notification of interests of directors and
their associates / insiders
Board meetings
Board decisions
Annual fees
Annual Report / Interim (quarterly) Report

Increases and redemptions in issue size of
determined
existing ETFs
by the SEM;
Issuers may increase the issue size of existing
ETFs subject to the submission to the SEM of a
memorandum detailing the specific terms of the
increase in issue size.

be fully covered at all times.

The appointment of market makers
The applicant must:
a) prove to the SEM that it has the relevant
expertise to issue ETFs or has access to
such expertise; and
b) confirm that it will always in normal market
circumstances endeavour to provide and
maintain a reasonable bid and offer.

Continuing obligations
The applicant is required to comply with the
following Continuing Listing Obligations
amongst others:
General obligation of disclosure for issuers
Notification of major interests in shares
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An applicant issuer shall, prior to the listing of
the ETF, be required to appoint a market-maker
and such duly appointed market-maker must
undertake to maintain a secondary market in
the ETF.

Registrar and transfer agent
The issuer must appoint a registrar and transfer
agent. Where the registrar and transfer agent is
located in a foreign jurisdiction, the issuer may
appoint a local representative to perform some
or all of the functions of the registrar and
transfer agent in Mauritius. Any change in
registrar and transfer agent must be notified to
the SEM without delay

4. Trading of ETFs on the Stock Exchange of
Mauritius
Trading of the ETFs on the Stock Exchange
of Mauritius is done in accordance with the
ATS Schedule of Procedures and Trading
Rules.
The ETFs are traded in a similar manner as
other instruments that are currently traded
on the other boards of the SEM, with the
following exceptions:
The tick size for ETFs will be 0.01.

-

Price spread shall not be applicable
to trading in ETFs.
ETFs will be traded in single unit and
not in lot sizes of 100.
The matching principles are the same
and are guided by the price/time priority
attribute.
ETFs can be traded by both local and
foreign investors.

5. Clearing and settlement of ETFs by the Central
Depository and Settlement Co.Ltd (CDS)
Trades in ETFs are cleared and settled through
the CDS in the same manner as trades in
shares, on a T+3 basis. Investors must first
open securities accounts in CDS through
brokers or custodian banks. CDS sends
statements of accounts to investors on a
monthly basis. Investors may also view their
account activity online via the Internet.

Dividend Payment
When there is a dividend payment, the Issuer
provides the relevant information (dividend
amount, cum-date, ex-date etc.) to SEM and
CDS. The last cum-date is three business days
before the record date.
On the record date, CDS makes available to the
Transfer Agent an Entitlement Schedule (text
file) which contains all the relevant details of
the ETF unit holders, including name, address
and disposal instruction.
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The Transfer Agent then uses the Entitlement
Schedule to make dividend payment of directly
to the unit holders. If the Transfer Agent is not
a local one, it will have to make the necessary
arrangements with the bank where it will open
its account.

Redemption or Transfer of Units to Other
Markets
When units have to be redeemed or transferred
to other markets, the Transfer Agent will submit
written instructions for the direct debiting of the
securities accounts of the holders of the ETF
and will provide CDS with an Allotment
Schedule. The Allotment Schedule will contain
the security code allocated to the particular
issue of ETF, the securities account numbers to
be debited and the respective number of units
of ETF to be debited.

6. The role of the Market Maker
The Issuer of ETF’s has an obligation to ensure
liquidity by making a market in the ETF once it
is listed. This unique obligation explains the
success of ETFs globally as these securities are
more liquid than traditional listed investment
funds.
To meet this market making obligation, the
Issuer has to appoint a ‘Market Maker’ or

Price
Quantity

‘liquidity provider’ as they are classified in other
jurisdictions, who effectively become the
provider of liquidity on the ETF securities. The
Market Maker therefore, becomes a key
participant in formulating fair prices in the
market. This ensures that variances between
the market price of the ETF security and the net
asset value (NAV) of the fund are eliminated.

Market Maker Bid

Market Maker Offer

MUR
270,000
10,000

MUR
270,500
10,000

As an example, if an ETF security is traded at a
price higher than the NAV price (premium), the
Market Maker will buy the underlying assets at
the price which corresponds to the NAV of the
ETF and then, will exchange these assets for
the new overvalued ETFs (via the creation of

new securities). On the contrary, if an ETF is
traded at a price that is lower than the NAV
(discount), then the Market Maker will buy the
undervalued ETF securities and will exchange
them with the corresponding underlying assets
(via redemption).

Market
Makers(s)

ETF
Creation /
redemption
(block size)

Cash purchases /
sales

Listing / delisting
(block size)

Stock
Exchange

ETF Reference Guide | Page 8
The Stock Exchange of Mauritius

Investors

7. Brokerage / Trading fees
Transaction Fees

%

SEM
FSC
CDS
Investment dealer
Total

0.07
0.014
0.056
0.21
0.35

8. Price publishing
Market data regarding trades executed on
the SEM will be disseminated in real-time
on the ATS, via data vendors (Thomson
Reuters/Bloomberg).
Reuters – real time prices

Bloomberg – real time prices
SEM website –15 minutes delayed
iNet-Online Trading Platform
SEM End-of-Day Market Data Sheet

9. How to trade ETFs?
To trade in ETFs, an investor just needs to
contact its investment dealer or custodian bank.
If the investor already has a CDS account, it
does not need to open a new account.
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The contact details of all investment dealers
that trade on the SEM can be found on the
following website:
www.stockexchangeofmauritius.com

Disclaimer
The information provided in this brochure is for educational purposes and does not constitute financial product advice. You should
obtain independent advice from a Mauritian financial services licensee before making any financial decisions. Although the Stock
Exchange of Mauritius (SEM) Ltd has made every effort to ensure the accuracy of the information as at the date of publication, SEM
does not give any warranty or representation as to the accuracy, reliability or completeness of the information. To the extent
permitted by law, SEM and its employees, officers and contractors shall not be liable for any loss or damage arising in any way
(including by way of negligence) from or in connection with any information provided or omitted or from any one acting or refraining
to act in reliance on this information.

