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INDUSTRY SNAPSHOT

INVESTING IN CONTRACTS FOR DIFFERENCE (L FIs) 1= o velatively vecem
leveboprovent i the Aostraliae retail imvestment marker, The moamlser of CFL
providers his grown Trom a couple of pioneers carly in che decade wo aronnd
200 fonclay,

Because providers gperate i|'||;1|_~|,;|;'|||;||;'||l v ool o securiiies excluimnge,
there are no hard figores om the nomber of active CFDY traders in Aostea] i,

e the volume of transactions. But o survey of the CFLIY ke byoimarket research
company Investmem Tremds psoues the o b of aevive CFIY orwders an alwot
SO0, Comtraet seee s Betwecn SSO0HHD i S0LHHE, Towvestors tradde iwice
aweek and Bold ther positions from theee o five dons,

somme estimates of the Lnied Ringdom marken, where CFLDs have been
established much longer, show thun CFD aders acconnt Tor 200 per cemt or more
ol tiirmever ont the Londan Stock Exchoimge. o Avsoealia, the corvenn indusim
esrimmate s that e 1 peer cont ol the daalv eeansac tions on the Asneeliam
Secorities Exchange (ASXE are due o CFDY traces,

CFD prowiders range from specialists such as CMO Markets, [GMarkens
and MF Global to big grotgs such as CommSee. Last vear the ASX entered the
nrket with exchange-traded CFDs

T s carly dives the ket was Largels the donsnn of prodessional teaders

lowkang for o leveraged product for shuee trading that was stmpler and moee
efficient tham optioms and warrants, These traders heled short-term posicions
and courled g bosig o 2o,

B thve oidel be of the decade, the vange of prodocts available throngh
CFD prawaelers baed broadened woomclucde overseas share markets, correncies,
conmmaodities, indwes amed seciors,

As prowiders built more sophisticaed visk management wools, snelas
guarantecd sty loss Bacilivics. CFD= sured wocanicn s wider vange of mvesiors,
I recent times, shor-term traders Tewe been joined by long-term investors who
aave comme e s Ehem as an e Mhcienn wie ol dovestimg sl as acwas e hedge
eaniblished hoddings,

The most vecent trend oo the markets 15 dhe development of stoctared
imvestment products that combine CFDs with capinal protecton, CFD providers
are joining forces with financial plinners, stockbrokers aned fund mamagers
ter design produces e acdagn CFDs fona bigger gronp of imvestors, ingluding

wewhth ace i imors
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WHAT IS A CFD?

A CONTRACT FOR DIFFEREMCE | CF10) is o Fovnn b dlevivanive cha inwadves aocontrnet
Betwesen an ivestor acd @ CFL preevicler we e hange the dilference betwesn ihe
valie of g securiey an the e the contract is openeed o the vimee i is clased.

The wdderlimg scenvmy might be o stock om o local or swerseas share
nairket, o lowal o onvesrseas stowk pmeles, o corre ey, o conmmog v, s innereso i
st alebst sec oy,

Faher tham awrmanmg shares o anlier securities, tha investonr is boviog sold
selling the price mowement of the seonrine The contract represens o thesretical
eeveler o baee o sellasecorite, When the paosition is closed, the prodic or loss is sl
b the lifferenee Berween the opening aoed closing price.

In practice it works like g in bseo i giving investors leverage.
Whenan iwestor opeens a CELY position they pon doaso adepaosic om the valoe
el ehee shiires, which con e s lindde s 5oper cont, The CFD commwen mivrars the
periormnee of the shures = the peoiin on loss s determined b the difTerenee
Berween the B el the sell poice of the omderlong shares,

CFLy prowiclesrs peport ot populaor tmdes mechode thie top beeal suscks
sl savnee Bz Wall Sereer stocks, thae B8P/ AR 200 ey, gald sl dhee
Avsrraln ol meains che VS dlislbar

O oo b suttrctiosns of CFDs s hae they give an tovesstor the alsling e
tracle lonng onr shasrt, Ao investeor whae takes o view than astock s going o Gl ean
sellan (shwort i) wsing o CFD comtrr.

Coomventiona] teading mstrnments can ke shoee selling costly anl
coplicated. st kbeoker mist Borvow stock o coner the invesiors [ esiinem
el s alels subsramnial cost s the tearsan o, CFD proaviders allise thei
clicos we ety shorn position il the siome cost s leng positio,

Clomperesd o othier devivarive tstoomenes, CEDs e simple. Ohpriess aod
warrants bowe aopriciog speoctore dha tncoegrasies seowe sreane naneial comcepis
suchy as time deaay, B e prce e ol 50 CFD compsaen is diveal Tinkesd
par b clunngge i the valoe of the voderlving seonriie, This s whan CFLY prawicers
are Glkingg alwsin when they s the contset mirvoes the onderiving assen.

The emwergence of CFDs s e, o paet, tothe deseloponent of the e
as i indormmation o teeling vesooece, Retal nnesiors Bae aceess o soplisticared
eranlbngg prlarfoe s thae weve enee the preserve al istiiaionas] vesiors,

Clienns waeh dhesr secks btz eeagleed i veal g, winhy s el ollers
o elisplav, When they ple am order they con see their oradimgg secon Being
clelineed amed, ol thaes sadkee o predit o trasac o, therr acconnt being reeited
pnstant b A bt ool the comppaetinom between CFL providers s aboon whao Tos b

b=t platfiram,
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FEATURES AND BENEFITS OF CFDs

CFDs ARE FAMILIAR TO TRADERS wlve warnnl cowt=vllective, leveraged aoress

o mvarkers whoere thasy eam vz shor-term teedig we hmigoaes e ke advonge

ol marker vodariliny,

Thiew avre Jess Gomiliar as awoad G people acoumuobning wealth through
prerate proridelio or seel-mimigres Pundds, ol Ter vetirees whao are loaking lor
an ebhcient visk menvage menn roels,

O Inigg elifferenee Between CFD= oo anher devmative trading instriments
is thaer CFRs, vnlikae options amd warrant s, bove ik es ey dlate, Tnvestors can
kewp thedr CFIY comtric s appen for s bong s they like

Thas gives CFDs aogrenn deal of Mesililiog they are mot just shor-term
tracling oals, CFDY providers hove been developing their prodinets o caner o
Twestonrs wlhios wani leweragge soned eddging as et of thers longer tevm striegics,

O esammple is OO Markets” Shoeld Sccownt, wlhioch allows trastees of
sl f-mamazed Cionels el o her mmvesiors doc temele o the ASX 200, o her imadaces
anl enrrenaies. The produet bas a ol sop loss Geilive it covers e
investon a0 the marken moves aggainsn their conrmen position.

Lemgerernn imvestors can ise CFIs of this tvpe in s omber of wines:

W HEDGING. Tovproveteat s pontiolo gt audverse market musemenits, in
prveston ca ke CFEY presiion than s ogapeosiie o e portfolio pasitenn,
el powefolio s Toog Aastraliao shares, which s aovpical expaosure Ton
sellammaiaged soper fueds, the vrastee con wse s CFD conirmet fo shase the
ARK T e ket Talls the sgnins on thwe shoet position will offse the
Teissess 1w 8l prhwsical o febie

B DEFER CAPITAL GAINS. M\ vivestor ma Bove Bl v o onverwesighi possiien
i stk e B pevtormed very well The invesior wamis o diversily sov
o whi Bas beeome a higherisk exposure bur does ot want toosell down the
starck el cveae o capital wains e labalice, CFDs cin Be used tosell agains
thia steek positionn. The saile ol ooconeen Tus the efleon of bocking ina selling

|II'.tl.'l.' anel Freess o wash G asther smvesimen,

B LEVERAGE. Manv investors approach retivrement with less in their retivemem
s practfedives thao they swonled Tike, CFDs can be vsed in e same was
s i i in s togain greater narken exposire with lmiced exposire.

With a storpr dewss in pliace. osses can Be controlled.
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A stop loss operates Hke an insurince premimm. A guavanteed stop Toss
provides an additional Bver of protecrion by providing o guaramee thae the
comract will be elesedd cam o the ser preice. Foos esample, aie investe ks out
a CFD contract om o stock an 17 anad places o graranteed stop Toss an 5 06,50,

It = possible that the stock will it ST6 withoo trading at 30650 A goaranteedd
stop loss will get the erader o at S W50 b astogs loss wont. Some CFD
providers charge a preminm for than level ol protection.

[n s dinpeerraant te vemwemmaber that the lalalive G bedder of o CFDY contrace
is mait limited to the deposit panl, o the cose of some derpaives, soel s wiarraints,
if the underlving share price moves against the investor the devivative wall expice
wiirrthless. AL b is lose s the momey inveseed i thee waarrane.

In the case of o CEIY compaen, if the markon meoves against i posicion the
balder oo than passivicen mvan T cilled upren tor gy e ivionsal fandds. Thae is where
the stes loss s gosommiteed stop boss Gilioes come o thiey wowind contracts
oiee @ certain loss level has been reseled.

It a portfolio is long Australian shares,

which is a tvpical exposure for sell-managed
super funds, the trustee can use a CFD contract
to short the ASX200, If the market falls, the cains
on the short position will offset the losses in the
physical portfolio.
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THE COST OF USING CFDs

CFD PROVIDERS chorge compmission om transactioms, interest on e
Pevevagesl-up wmasnnt o dhe poreTolio and, o sonee cases, monthily aceonn fees,

B COMMISSION isclarged om the nootial deposit, Soane prosiders bave
comsbnission vibes, resardless of the stae of the tramsaction. The mosi commonly
owenring Hat commissicn vate &5 0010 per cent, Cna ST initial depasit,
e commassion wontbed bae ST Prosiclers tha « Tavrge commimissions oo sl
seale baves vanes tha are as los sis D005 ey cent and s Bigh as 002 per cenn.
Aocosmmmenly cnec g seale w2 [rer cent for soviall irssactioms dhinvn 1o
0L per cent s it depasits of S TO00E o move. Sonme brckers have
elifberent rates for omBine ad phaome oramsaciions, wich ligher cliarges
v phicne services.

B FINANCING COSTS ae o harged o the puartfolio alanoe abwove the initial
dleposin, Securities com b ceaded By puoing apoas Tinde s hree per cent
ol the vadue of the widderyiog asser. The investor gains esposiore to e wlale
amsunt of the transeevion: the CETY prewider offers exposore e ghe Balee.
The provider proneets ivs ewen exposiee we e underdving asse by aking
otz heelge aoned the cost ol than hedge s passed on o the nvestor a= o
Haneing charge,

T cost ol Tinwing is caloobaned s margin over the cash vione. Margins
vy Tros 25 10 2 e cond, Totevest s calewlated disile o the jnvesiors
aceonnt is relslameed diole, When the iveestor takes ashoet comract, the
CF prevvaeler pranvs iterest

B MONTHLY FEES vary widlel, Sone prawaclers Dave vae oty Tee aed s fiee
fiw i nserkeet Teeseds. Chler Bavee e et by Tee Bt claorge sepaosanels il ohe
cliewe wanes o live feedd Sonme charge somohly accowm fee, widh acharge
ol arvwned 3400 the noem, Boewill waive it e Preguent iraders

MINIMUM OPENING BALANCE roouirenients vary froam nil. in the
watse ol o comple of prowiders, aned o o S50 The mest comnmaondy cocurring
minimam apening koaee s S50,
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HOW CFDs WORK
A step-by-step guide

MOST SUCCESSFUL CFUY teaeders Bave o few thimgs in connimson. They Tuwe
awell-developued waahing strategyv, they Tueee aorisk msagement plan aimel thes
are prepsred fo comomin time every daw o monitor dhe market s therr teaaling
prossibieenes. Phiis s tene ol e investos sohioc lers o CED conivact ran for meant hs
i vers as i is of the treder who opens aod closes muliple contracts i a day.

There is o simghe tradling stratesy thal works best, Touders ise a varieny
el v bonbepiies: stvsg b forward fondiomental aabvsis D allows thaeas e loask fon
elweinpe stocks: meamentus ingdicaners that traek the markaes sopport for o stoeck
thiemagh price movement and vedome; aond weehnical and gquantitative
il svstoms,

Tradlers ser asidle o certain amont el e escl i, They set up witdh
list= anwed bases o Discol ovitera b ik setem, Teaders also keepoa disery of
Ui vesecding socvivines chas allises dhiems g keep trnek el wha worcks Tor them
anel awli elowssim',

Tivestment guidelines shoold imelide the tepes of assers thae will go
it the CFLY portfolio, the degres of beverige, target returns and risk geeranee
The gaielelines migh stiplane onlye ording i Avscadian shores wich daily
volwme greater e 3550000 (vislumme is noportae o ensire the invesior can
gt e ol ghve psinieen ), s che investor going o oede long only or gooshaoee
Elose mrnc b capital is the iovesior pregaresd to gt at sk

Frvestons wheare planning v trade aovarieny of different assets shioold
Tk it e teacling platforms olfered T CED providers o make suve they can
st thar positiens in shaee CFDs, andes CFDs amd cnrrenoy CFLDs with
a s le view.

Trawlers allowate a st amonm of thenr trding 2 Haslies tey cachy pisale.
Thiis i animpesc it clement of the visk naosgement process, Small expeosures
o v o Dwens per cend rednee risk For owo reasons: il che comtract resulis oo loss
i s b aesamad ] Qosss amed 808 eansber toogen oot ol asmall positon, Many small
presinienns winh limined riskoare Beter than one big positien. Mose CEIY traders
allowesites aremined pwas prer eent ol capiial oo comtaet,

Fvestons Tueve different levels of visk toleramnee, Tisassess thaeir Tevel thes
el te ask certaim gpuestions. Hoa i heoisan visk om each tracde? How onech s
viskoseross the whiole portiolio® Fow moch are vou making Tor cach dollaean visks
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