
KNOWLEDGE & EDUCATION – EXCHANGE TRADED FUNDS 

This document is prepared by Citibank to give you a general overview of Exchange Traded Funds. 

The description of the products in this document is not comprehensive and is of a general description 

only. The risks, disclosures and other information herein set out are not exhaustive of the risks 

involved. You should consult your own legal, regulatory, tax, financial and/or accounting advisors to 

the extent you consider necessary. You must read the terms and conditions, brochures and/or all 

other marketing materials pertaining to the specific product prior to entering into any financial transaction. 

Prior to entering into a transaction, you should understand the product and its associated risks in order to 

determine whether the product is suitable for you in light of your experience, objectives, financial position 

and other relevant circumstances.  This document does not constitute nor deem to constitute an offer to 

sell any product, nor an offer to enter into any transaction. 
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1. What is an Exchange Traded Fund?

An Exchange Traded Fund (ETF) is an investment fund that is traded on a stock exchange. Like a
traditional investment fund, your ETF investment gives you access to a portfolio of companies

(shares), bonds or other asset types (such as commodities or property). Like a share, an ETF is

bought and sold on a stock exchange. Consequently, ETFs offer you the diversification of an

investment fund, with the easy tradability of a share. The aim of an ETF is to track the

performance of a specified index (such as FTSE 100) and to provide you with the same return as

that index, less fees.

2. What are the benefits of investing in Exchange Traded Funds?

Transparency 
Investors can have daily visibility of what securities the fund holds, how 
it’s performing and costs. 

Diversification 

ETFs give you access to a wide range of: 

− asset classes, sectors and geographies.

− security types including shares, bonds, commodities etc.

Flexibility 
ETFs are traded in stock exchanges; you can buy and sell at any 
time during opening time of the stock exchange. 

Liquidity 

Sources of liquidity: 

− Traded intraday on regulated exchanges.

− Direct creation and redemption of units by ETF providers.
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3. What are the differences between Exchange Traded Funds and Mutual Funds?

Exchange Traded Funds (ETFs) Mutual Funds 

Strategy 
Exchange Traded Funds 

passively track performance of 

indices. 

Most Mutual Funds are actively 

managed and seek to outperform its 

respective the investment objective. 

Trading 

Exchange Traded Funds are listed on 

stock exchanges with the price per 

unit is shown. 

Mutual Funds are priced at the end 

of the trading day to determine the 

Net Asset Value (NAV). Investors can 

trade Mutual Funds based on the NAV. 

Cost 

Fees and charges for Exchange 

Traded Funds are generally lower 

as compared to Mutual Funds. 

These are due to the passive 

management strategy of the 

Exchange Traded Funds where 

the underlying investments 

replicate the indices. 

Fees and charges for Mutual 

Funds are generally higher as 

compared to Exchange Traded 

Funds. These are due to the active 

management strategy of Mutual 

Funds with higher management 

fees and research costs involved. 

4. What are types of trading features available for investing in Exchange Traded Funds?

 General Trading Features

Trading Features 
(not based on 
Price Conditions) 

Description 

Day Order By default, the expiry date of the order is the close of market on the 
day order is entered. 

Good Till Day The order is valid till it is executed. In the trading system these orders 
are valid for 90 days and can be reviewed or modified by the investor. 
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 Trading Features which are based on Price Conditions

Trading Features 
(based on Price 
Conditions) 

Description 

Limit Order The investor can set limits to price at which the orders can be executed: 
− Upper limit of buy orders
− Lower limit for sell orders

Market Order 
This order is executed at the prevailing market price for the security 
(i.e. the price at which the security is placed in the Broker's trading 
system). 

Stop Loss A pricing condition for SELL order that allows investor to set a 
price trigger lower than current market price. A stop loss is an order 
which automatically becomes a market order in the trading system 
when the price trigger specified in the order is reached. 

For example: the current trading price of an ETF is USD30 and 
the investor gives a stop loss order with the price trigger of USD28 The 
order is activated and will be executed if the price of Microsoft falls to 
USD28 or below. 

Stop Limit A pricing condition for SELL order that allows the investor to set a 
price trigger and a limit lower than current market price. Stop limit 
has the combined features of Stop Loss and Limit Order. 

Stop Limit becomes a limit order at the limit specified, when the trigger 
is breached 

5. What should investors consider before investing in Exchange Traded Funds?

 Risk Profile

Investor’s risk profile (Investor Rating) is determined based on the investor’s risk tolerance,

investment objective and the risk capacity.

− Risk tolerance is the investor’s sensitivity to the variability of returns over a one year time

horizon. This is based on the investor’s willingness to absorb potential losses and

acceptance of being unable to liquidate investments in a timely manner or at a certain

price.

− Investment objective expresses the investment goals for the investor – whether for capital

preservation, generation of income or providing capital growth.

− Risk Capacity considers the factors that limit the investor’s capacity to take risk which will

differ depending on investor’s age, liquidity needs and time horizon to achieve the

investment objective.

 Time Horizon

− It is a critical factor in determining what types of investments are suitable given the time

horizon and also to ensure that the time horizon is appropriate to meet investor’s financial

goals and objectives. Investments that offer higher potential returns also involve greater

risk of price fluctuation and therefore require a longer time horizon.
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6. What are the risks of investing in Exchange Traded Funds?

 Market Risk

ETFs prices change along with market fluctuations in the underlying indices/assets. There are

many causes of market fluctuations, including but not limited to the economic conditions and

changes in the political climate.

 Foreign Exchange Risks

ETFs prices change along with market fluctuations in the underlying indices/assets. There are

many causes of market fluctuations, including but not limited to the economic conditions and

changes in the political climate.

 Risks arising from Security Lending
Some ETFs providers may lend the security held by the ETFs to other counterparties in order to
boost returns. There is a risk that the ETF provider cannot recall or retrieve securities lent to
counterparties (e.g. if the counterparty becomes insolvent).

 Termination Risk
An ETF may be delisted from an exchange if the ETF fails to fulfil conditions as stipulated by
the exchange. It is important to review prospectus for terms and conditions where the ETF may
be terminated / early terminated.

 Liquidity Risk
A higher liquidity risk is involved if an ETF does not have an active secondary market or invests
in highly illiquid securities. It is important to review prospectus for terms and conditions that
could impact liquidity of the ETF.

 Risk in methodology error
ETFs are not all created equal, even those ETFs that track the same market or sector. For
example, the Direxion Daily Financial Bull 3x Shares ETF (FAS A-) provides three-times
leverage on the Russell 1000 Financial Services Index, but this does not mean that the ETF will
provide the investor with a 300% of benchmark return. The U.S. Oil Fund (USO A) is an oil
ETF, but doesn’t directly track the price of crude.

 Tracking Error
Tracking error risk occurs when an ETF does not mimic or follow the index it is tracking due to a
combination of management fees, tax treatment and dividend timing. ETFs that use physical
replication exhibit larger tracking errors compared to ETFs that use synthetic replication.

 Tax Risk
ETFs are widely considered to be tax efficient, but this does not apply to all ETFs. It is
important for investors to be aware of the tax treatment of the ETF especially for ETFs which
are exposed to the commodity and currency markets. These ETFs are usually taxed differently
than others.
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General Disclosures 

Exchange Traded Funds are (i) Not insured by any government agency; (ii) Not a deposit or other 

obligation of, or guaranteed by, the depository institution nor Citigroup Inc. and its subsidiaries 

and affiliates (unless expressly provided for); and (iii) Subject to investment risks, including possible 

loss of the principal amount invested. 

Client Acknowledgement 

I/We have read and understood the educational materials and content on Exchange Traded Funds 

as detailed in this document.  I/We acknowledge that the risks, disclosures and other information set 

out herein are not an exhaustive description of the risks involved in a transaction and will consult my 

legal, regulatory, tax, financial and/or accounting advisors to the extent I consider necessary.  I/We 

have also read the brochure and/or all other marketing materials pertaining to the specific product prior 

to entering into a financial transaction. 

Client Signature ________________________________  Date_________________________ 

For Bank Use Only 

(Relationship Professional Acknowledgement) 

RP Acknowledgement 

I acknowledge having utilized the above materials to educate the client(s)/authorized representative 
for the referenced Product Category.  

RP Signature __________________________________ Date__________________________ 
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Citibank Terms and Conditions apply, are subject to change and are available on our website 
www.citibank.ae. Partner terms and conditions also apply. All offers are made available on a best-effort 
basis and at the sole discretion of Citibank N.A. – UAE Branch. Citibank N.A. – UAE Branch makes no 
warranties and assumes no liability or responsibility with respect to the product and services provided by 
partner(s) / other entity(ies). Citibank, N.A. - UAE Branch is licensed by Central Bank of UAE as a branch 
of a foreign bank.

Citibank N.A. UAE is licensed with UAE Securities and Commodities Authority (“SCA”) to undertake the 
financial activity as a Promoter under license number 602003.




