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An ETF Due Diligence Checklist

The rapid increase in the number of exchange traded funds (ETFs) in the global marketplace in recent years has made 
the task of navigating the landscape more onerous. Selecting an ETF from the sizeable universe of more than 90 
listed on the Australian Securities Exchange (ASX) and 3,000 global funds can be time consuming and overwhelming. 
However, knowing what you own is an important investment principle regardless of whether you are buying a security, 
managed fund or ETF. Using this worksheet to create a thorough framework for your analysis can help ensure the ETFs 
you choose best meet your clients’ needs. 

EVALUATE THE INDEX/FUND                                                                                                                        
Does the index and/or fund objectives align with a client’s portfolio? 

QUESTIONS TO ASK WHY IS THIS IMPORTANT?

❏❏ HOW LONG HAS THE INDEX EXISTED? Even as new indexes are constructed, the index provider’s tenure in the marketplace 
can indicate a measure of stability.

❏❏ IS THE INDEX CONCENTRATED IN PARTICULAR 
SECTORS, COMPANIES, OR COUNTRIES?

Understanding an index’s focus allows you to pinpoint the exact exposure you need 
for a client’s portfolio.

❏❏ WHAT IS THE INDEX WEIGHTING METHODOLOGY 
(MARKET-CAPITALISATION, PRICE-WEIGHTED, 
FUNDAMENTALLY WEIGHTED RULES- BASED OR 
EQUAL-WEIGHTED)?

Disparate index weighting methodologies can lead to differences in performance and 
risk/return characteristics among seemingly similar indexes.

❏❏ DOES THE INDEX REPORT HOLDINGS ON A DAILY 
BASIS?

The more frequently the index reports holdings, the greater the transparency, and the 
easier it is to determine how closely the ETF tracks its index.

❏❏ HOW OFTEN IS THE INDEX REBALANCED? If the index frequently adds and removes holdings, those decisions can impact funds 
that tightly track the index by changing market exposure and increasing trading costs, 
which reduces investors’ returns. It can increase realised taxes which may need to be 
distributed to investors.

EXAMINE THE ETF’S PRODUCT STRUCTURE                                                                                                                         
Does the fund’s structure help mitigate portfolio risks and promote liquidity? 

QUESTIONS TO ASK WHY IS THIS IMPORTANT?

❏❏ HOW MANY STOCKS OR BONDS ARE IN 
THE INDEX AND WHAT ARE THE FUND’S 
DIVERSIFICATION GUIDELINES?

A greater number of holdings means increased diversification benefits for the 
portfolio.

❏❏ WHAT IS THE INVESTMENT APPROACH? DOES 
THE ETF HOLD EVERYTHING IN THE INDEX? 

Not all ETFs are created equal. ETFs can employ a full replication, optimisation-
based, synthetic replication, or an active management approach to govern portfolio 
construction and trading decisions. These different approaches dictate how closely a 
fund tracks its index – and how well the fund suits a given portfolio.

❏❏ WHAT ARE THE FUND’S TOP HOLDINGS? Having a large portion of the fund invested in a handful of holdings can lead to 
concentration risk.

❏❏ DO THE ETF’S HOLDINGS MAKE SENSE IN TERMS 
OF THE OBJECTIVES OF THE FUND?

Unlike the straightforwardly named SPDR® S&P®/ASX 200 Fund (STW), many ETFs 
belie their name. Therefore, it’s necessary to look beyond the fund’s name or the 
index it tracks and examine the underlying holdings to understand the fund’s risk/
return profile and judge whether it adheres to its stated objective.

❏❏ DOES THE ETF HOLD DERIVATIVES/ SYNTHETICS? There are a number of ETFs that use derivatives to help achieve its investment 
objective.  It is important to understand the types of derivatives used (for example 
futures or swaps), how they are used, the risks involved and how these risk are 
managed.
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(CONTINUED)EXAMINE THE ETF’S PRODUCT STRUCTURE                                                                                                                         
Does the fund’s structure help mitigate portfolio risks and promote liquidity? 

QUESTIONS TO ASK WHY IS THIS IMPORTANT?

❏❏ WHAT ARE THE ETF’S ASSETS UNDER 
MANAGEMENT?

Significant assets illustrate investor interest and, although products’ break-even points 
vary, a commonly recognised asset level at which an ETF becomes sustainable is 
$50 million, a level not matched by the majority of today’s ETFs. Greater assets under 
management can also enhance a fund’s liquidity.

❏❏ HOW WELL DOES THE ETF TRACK ITS 
BENCHMARK? 

With an ETF that seeks to track the performance of an index, ideally, the fund should 
tightly track its index.

❏❏ WHAT’S THE DIFFERENCE OVER TIME BETWEEN 
THE FUND'S RETURN AND THE INDEX’S RETURN?

An ETF’s historical performance does not necessarily indicate future results, but it 
is still a factor to consider in choosing between similar ETFs. Similarly, comparing 
tracking errors can help you decide among funds. 

CONSIDER THE TOTAL COST                                                                                                                                                                                                                                             
Does the ETF minimise expenses? 

QUESTIONS TO ASK WHY IS THIS IMPORTANT?

❏❏ WHAT IS THE FUND’S TOTAL FEES? The total fees for an ETF often compare favourably to the total fees for a managed fund. 
If ETFs are similar in product structure with the same index, some investors prefer to 
choose the one with the lower cost, while taking into consideration the transaction 
costs associated with trading the fund.

❏❏ ARE THERE GUIDELINES TO MINIMISE THE 
FUND’S REBALANCING COSTS?

Frequent rebalancing can increase your costs.   

❏❏ WHAT ARE THE TRADING COSTS (COMMISSIONS 
AND TRANSACTION COSTS) ASSOCIATED WITH 
BUYING THE ETF)?

While ETFs’fees are known to be low, trading ETFs may incur additional costs  that 
are important to quantify and compare such as brokerage.

❏❏ WHAT IS THE AVERAGE BID-ASK SPREAD? A narrow bid-ask spread indicates a ready market that may facilitate trading.

❏❏ WHAT IS THE TRACKING ERROR OF THE FUND? Returns can deviate some from the index, but profound differences may be a red flag 
of poor management or excessive trading costs.

GAUGE LIQUIDITY
Can you trade when you want to? 

QUESTIONS TO ASK WHY IS THIS IMPORTANT?

❏❏ WHAT IS THE ETF’S AVERAGE DAILY VOLUME? High trading activity can mean greater liquidity and more efficient trading.

❏❏ HOW DOES THE ETF MAINTAIN LIQUIDITY? Due to their unique creation/redemption process whereby authorised participants 
(APs) create and provide liquidity when it is needed, ETFs have potential liquidity that 
may not be evident from assessing trading volume.

❏❏ HAS LIQUIDITY BEEN IMPACTED DUE TO MARKET 
VOLATILITY?

Due to their unique creation/redemption process, an ETF’s liquidity actually reflects 
the liquidity of the underlying securities. Therefore, if the ETF holds thinly traded 
securities, APs may have trouble sourcing liquidity during times of market stress. 
Additionally, less liquid ETFs can result in increased trading costs or limited ability to 
trade in volatile markets.

❏❏ DOES TRADING ACTIVITY CAUSE DRAMATIC 
PRICE SWINGS?

Large spreads between the bid and ask price often indicate an illiquid ETF, so you’ll 
want to study the spreads and market movements over time.
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EXAMINE THE FUND PROVIDER 
Does the company have a solid reputation in the ETF marketplace? 

QUESTIONS TO ASK WHY IS THIS IMPORTANT?

❏❏ HOW EXPERIENCED IS THE ETF PROVIDER IN 
DEVELOPING AND MANAGING ETFS?

Large, well-established firms with a long ETF history may have an advantage in 
this evolving marketplace.

❏❏ WHAT ARE THE COMPANY’S TOTAL ASSETS UNDER 
MANAGEMENT (AUM) AND TOTAL ETF AUM?

Total assets may indicate stability while high ETF assets further illustrate a 
commitment to the ETF marketplace.

❏❏ DOES THE COMPANY ENJOY GOOD RELATIONSHIPS 
WITH INDEX PROVIDERS AND THE ADVISOR 
COMMUNITY? 

Solid industry relationships indicate that the ETF provider will not only support 
current funds, but continue to develop new products. 

❏❏ HOW DOES THE COMPANY MANAGE RISK? A disciplined investment process, broad market expertise and a powerful global 
investment platform can help manage risk in today’s uncertain market.

❏❏ DOES THE COMPANY PROVIDE VALUABLE TRADING 
SUPPORT AND ONGOING EDUCATION?

In today’s dynamic ETF marketplace, expert trading support and actionable 
investment strategies can positively impact your bottom line.

For more information on ETFs, please visit www.spdrs.com.au.

STATE STREET GLOBAL ADVISORS , AUSTRALIA, LIMITED
Level 17, 420 George Street
Sydney, NSW 2000

+612 9240 7600
www.spdrs.com.au
 
1 Bloomberg, as of 31 December 2012.
2 As of 31 December 2012. This AUM includes the assets of the SPDR Gold Trust (approx. US$72 billion as of 31 December 2012), for which State Street Global Markets, LLC, an affiliate of State 
Street Global Advisors serves as the marketing agent.

FOR PUBLIC USE.

IMPORTANT RISK INFORMATION

State Street Global Advisors, Australia, Limited (ABN 42 003 914 225) (“SSgA Australia”) is the holder of an Australian Financial Services Licence (“AFSL”) number 238276. SSgA Australia’s Responsible 
Entity is State Street Global Advisors, Australia Services Limited (ABN 16 108 671 441) (AFSL number 274900) (“SSgA, ASL”) Registered office: Level 17, 420 George Street, Sydney, NSW 2000, 
Australia · Telephone: +612 9240-7600 · Facsimile: +612 9240-7611 · Web: www.ssga.com.

No  company in the State Street Corporation group of companies, including SSgA Australia, State Street Bank and Trust Company, SSgA, ASL and State Street Australia Ltd (ABN 21 002 965 200) 
guarantees the performance of the Fund or the repayment of capital or any particular rate of return, or makes any representation with respect to income or other taxation consequences of any 
investment in a Fund.

The  information in this document is general information only and does not take into account your individual objectives, financial situation or particular needs. You should seek professional advice 
addressing your particular investment needs, objectives and financial circumstances before making an investment decision.

ETFs  trade like stocks, are subject to investment risk, fluctuate in market value and may trade at prices above or below the ETFs net asset value. Brokerage commissions and ETF expenses will reduce 
returns.

“SPDR”  is a trademark of Standard & Poor’s Financial Services LLC (“S&P”) and has been licensed for use by State Street Corporation. STANDARD & POOR’S, S&P, SPDR and S&P 500 have been 
registered in many countries as trademarks of Standard & Poor’s Financial Services LLC and have been licensed for use by State Street Corporation. No financial product offered by State Street 
Corporation or its affiliates is sponsored, endorsed, sold or promoted by S&P or its affiliates, and S&P and its affiliates make no representation, warranty or condition regarding the advisability of buying, 
selling or holding units/shares in such products. Further limitations and important information that could affect investors’ rights are described in the PDS for the applicable product.

Standard & Poor’s S&P Indices are trademarks of Standard & Poor’s Financial Services LLC.

“S&P” and “ASX”, as used in the terms S&P/ASX 50 and S&P/ASX 200, are trademarks of the Australian Securities Exchange (“ASX”) and Standard & Poor’s Financial Services 
LLC (“S&P”) respectively, and has been licensed for use by State Street Global Advisors Australia Limited. SPDR products are not sponsored, endorsed, sold or promoted by S&P or 
ASX, and neither S&P nor ASX make any representation regarding the advisability of investing in SPDR products. You should consider the Product Disclosure Statement in deciding 
whether to acquire, or to continue to hold such products.

© 2013 State Street Corporation. All Rights Reserved.  IBGAP-0775

About SPDR® ETFS 

Offered by State Street Global Advisors, SPDR ETFs are a family of ETFs that provide investors with the flexibility to select 
investments that are precisely aligned to their investment strategy. Recognised as an industry pioneer, State Street Global 
Advisors created the first ever ETF in 1993—the SPDR S&P 500®, which is currently the world’s largest ETF.1 In 2001, SSgA 
introduced ETFs in Australia when it launched the SPDR S&P/ASX 200 Fund and the SPDR S&P/ASX 50 Fund. Currently, State 
Street Global Advisors manages approximately US$340 billion of ETF assets worldwide.2

For more information about our ETFs or how to invest, please call +612 9240 7600 or email info@spdrs.com.au.


