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IN THIS REPORT:
We research & rate CDF providers in

Australia and name those who offer
outstanding value for both Direct Market

Access and Market Maker platforms.

CFD COMPARISON A FIRST FOR
AUSTRALIA

ith the increase in popularity of share trading
Wby Australians, it's not surprising that more

sophisticated platforms are being sought out
and actively used, as experienced investors look for
further trading opportunities. Contracts for differences, or
CFDs, are a growing segment of this market. CFDs are
derivative products whose main appeal is the high
degree of leverage they offer. Those with a strong
understanding of finance markets are drawn to this
product. These can be retail clients, institutional
investors, hedge funds, day traders or the more
sophisticated investors. CFDs, however, are not for the
inexperienced.

With savvy traders keenly aware of costs and their effect
on bottom-line profits, the question arises which CFD
provider offers better value. CANSTAR CANNEX has
researched and analysed products from 16 CFD
providers to compile its first-ever comprehensive
analysis on CFD trading in Australia. We assessed all
providers based on part-time traders and full-time traders
using the Market Maker and Direct Market Access
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platforms. We did not include beginner investors in our
comparison, as we don't believe this product can be
recommended to them.

Our 16 CFD providers were assessed based on their
pricing for Australian shares. This includes brokerage
and financing costs. We also took into account features
and flexibility of using the services, risk management
tools, and also margin requirements. CANSTAR
CANNEX methodology includes 200 pieces of data,
making the scope of our inaugural CFD trading star
ratings way more than most traders could hope to
compare by themselves. Our assessment is based on
CFD trading of ASX-listed shares. We have given bonus
points for access to indices and other markets.

Our rating is of the platform and services provided
by CFD providers, incorporating order fulfilment, charting
capabilities, help services, education, account
management, information, range of tradeable securities,
brokerage, financing costs, etc. It is not a rating of
expected returns from use of these services and in no
way implies that an investor should have an expectation
of positive returns. CFD trading is a self-managed
activity and return of profits or losses is dependent upon
the individual investor's judgements and behaviours.

We found two CFD Providers in each award category -
Direct Market Access and Market Maker — who could not
be split on the combination of price and features. All offer
outstanding value and are to be congratulated for their
commitment to their clientele. These are First Prudential
Markets and IG Markets for Direct Market Access, and
GFT and IG Markets for Market Maker.



WHY THESE THREE?

fter careful assessment, we found a number of
things set our winners apart and elevated them to
the ranks of offering outstanding value.

First Prudential Markets
Competitive pricing — brokerage fee as low as
0.08% on Premier Account
Provides competitive financing rate (+/- 2% from
cash rate) for long/short position

IG Markets
One of few providers who provide straight through
processing and guarantee price for Market Maker
CFDs
PureDeal & PureDMA, provides flexibility of both
markets, DMA and market maker.
Market Maker with no price spread, revenue purely
based on commission (for stocks). Spread may be
applicable for indices
Scored highest for following feature categories:
Account Services, Client Services & Support, Order
Abilities, Market Maker transparency

GFT

Gold/Silver - DealBook® 360 offers the low
brokerage fees (Gold — $8 or 0.08%). Full
comprehensive features with no ongoing fee.
Minimum requirements: open the account with
$11,000/$55k (no ongoing requirements)
Competitive margin rates, 5% on ASX20 and 10%
up to top 500 stocks. All available for long & short.
Scored high on feature categories: chartings, ease
of use

CFD’s NOT FOR EVERYONE

for difference, or CFD, is a legally-binding contract

between two parties, buyer and seller, where the
seller agrees to pay the buyer the difference between the
current value of an asset and its value at contract time.

There’s no doubt this is a risky business. A contract

Here are the main reasons CFDs don't suit everyone:
Amplified returns, amplified risks

When pondering the suitability of CFDs in your trading

life, first take the Sleep Tight Test. Could you enjoy a

peaceful night’s sleep after you did the following:

° Bought 10,000 of $10 shares, worth $100,000

° Had only $5,000 cash in your account

° Banked on the stock increasing 10 cents (total of
$1,000 or 20% return on investment)

° Saw the stock price drop 10 cents (loss of $1,000
or 20% of your investment)

The stock price would only need to drop by 50 cents

before you would lose all your investment. Obviously,
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Higher Profit/Loss with CFD

Based on $5,000 capital outlay at 5% margin
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you would expect a margin call beforehand, as the
money in your cash account would be insufficient. And
all this while you were sleeping!

And it can get worse! What if, as you sleep, the US
market falls 8% overnight, the Australian market opens
down 10% and you have lost $10,000 — your initial
$5,000 invested and $5,000 more that you suddenly
have to find. It can happen.

You could lose more than you have

The volatility of the stock market plus the extra leverage
on your investment is a combination that can result in a
much faster alteration of your overall investment position.
Most people who trade CFDs are full time traders or
those who have enough time to monitor their investment
on a regular basis. Sudden movements on the stock
market will greatly impact the CFD trader’s position and it
requires immediate action, based on individual investing
style. Features such as stop-loss may help some traders
to minimise this risk.

Forget CFDs if:

you are looking for a ‘set & forget’ investment
you don’t have time to manage your investment
you don’t know much about investing

you are not disciplined and don’t have a
trading strategy/plan




WHY CFDs?

1. Leverage

As opportunities arise, experienced traders can use the
leverage CFDs give to dramatically increase their
investment potential. This is the one of the biggest
drawcards of using CFDs but also the biggest pitfall for
inexperience users.

2. Low cost for short term trading

On average, CFD brokerage costs for Australian equities
are lower than online share trading. CANSTAR CANNEX
notes this fact after comparing both online share trading
(direct equities) and CFD trading. Since CFD is a
leveraged investment, financing costs can be significant
and thus this may not be a cheaper investing tool over a
longer term.

3. Shorting

CFDs allow investors to take long and short positions.
This means you can also profit from falling markets. With
traditional share trading, investors look to make profits by
purchasing securities in anticipation of selling them in the
future at a higher price. This practice is commonly
referred to as going long. CFD trading opens up a new
dimension of trading known as going short. Going short
is the practice of selling (or shorting) securities with the
intention of buying them back later at a cheaper price.

4. Access to global stock exchanges

With CFDs, accessibility is becoming less of an obstacle.
The majority of CFD providers also offer exposure to
international stock exchanges, and most charge a
decreased commission fee. So much so that CFDs are
becoming tempting low cost investment options for
international traders.

CFDs — Fundamental Differences

on the market. Two of the biggest CFD models

are Direct Market Access and Market Maker.
There is also the ASX CFD and it pays to know the
differences between CFD models so you can better
choose which suits your purpose.

There are a few different types of CFDs available

Direct Market Access

Market Maker

A Market Maker (MM) CFD provider is just that, a Market
Maker. They create their own market and prices based
on the actual exchange but not directly determined in the
market. There are some noteworthy advantages of
trading MM CFDs. They can provide quotes on stocks
that may otherwise be illiquid or potentially compensate
for a lack of market depth at a particular price. They also
have the ability to allow the trader to gain exposure to a
wide range of exotic markets, indices and currencies
plus the added protection of guaranteed stop losses.
Furthermore because of the fierce competition present in
the CFD market nowadays Market Makers also provide
low brokerage costs.

ASX CFD

A relatively new and emerging third type is ASX Listed
CFD. It offers added protection because these CFDs are
the only CFDs listed, traded and cleared on the
Australian Stock Exchange, providing a fully regulated
and transparent market. This third type of CFD has been
created in response to the extra counter-party risk of
investing your money with CFD providers. As it is one of
the newest additions to the CFD types, the investment
options and number of providers are currently more
restricted than the other two models.

DMA vs MM

Direct Market Access (DMA) CFDs Direct Market

provide the prices and liquidity Access Market Maker
present  within  the  underlying “Sgucture Physical link to actual stock Mirrored price to stock exchange
exchange (e.g. the ASX). DMA CFD exchange

Price taker/maker  Price maker, means that your Price taker, means that your trade do
trades are influencing the security  not contribute to bid-ask price
price (your order are contributing

to bid-ask price)

orders are passed directly through to
the physical market with no dealer or
market maker intervention, resulting

in real time execution and true market  Liquidity Market liquidity Can provide a higher degree of
. - - liquidity
prices. This provides complete order Cost Brokerage and financing cost Brokerage, financing cost and

transparency, allowing clients to see
their orders processed in the
underlying market.
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potentially additional spread on bid-
ask price




Cost of CFDs

imilar to other investing tools, there are many
Sdifferences between one and the other. The most

common area scrutinised is the fee associated
with using the tool

Generally, there are 3 different fees you should consider:
Brokerage Fees

Standard brokerage fees for Australian equities are
varied from a low minimum of $5 or 0.08% per trade up
to over 0.2%. This means that if you only trade $1,000,
there is a minimum fixed amount that you need to pay.
Many brokers refer to this as a ‘ticket’ fee. Arguably, you
can negotiate a rate when you are categorically
classified as a big trader. Different CFD providers have
different classifications for providing incentives to big
traders. Generally, there are three ways to get a better
rate:

1. Minimum opening balance — some providers set
brokerage rates for you depending on how much cash
you deposit to the account initially. Eg. GFT can charge
you as low as 0.07% if you deposit more than $265,000
into the account. But not everyone has this amount spare
cash in their bank account.

2. Minimum equity — some refer this as total equity or
Gross Liquidation Value. For example, MF Global
Platinum accounts offer 0.08% brokerage fee if you
maintain total equity of more than $100,000.

3.  Minimum monthly turnover — this refers to dollar
value of trading turnover within a month. If you are
buying $100,000 worth of stock and sell within the same
month, you have a $200,000 turnover. Many providers
do have a rebate on brokerage fee if you have more than
$2m monthly turnover, some offer different levels, eg.
Macquarie Prime offers you a lower brokerage starting
from $500,000 monthly turnover.

Financing Cost

CFD trading is a leveraged investment, which means you
get extra funding towards your investments. With margin
rates as low as 5% on Australian equities, you may get
extra funding of up to 95% of your total investments.
Financing cost is the interest cost payable when you are
in a long position.

Typical financing cost is between 2%-3% above or below
base rate, in this case, base rate may refer to the RBA
cash rate or LIBOR (London Interbank Offered Rate).
With the current RBA cash rate at 3%, CFD traders are
paying 6% for their financing rate.

If this 6% financing cost sounds low, think again! Unlike
other loans, a CFD financing cost is calculated and
charged daily, plus you are paying interest on the full
face value of the traded security. For a scenario where
you have $10,000 cash in your trading account and you
are buying $100,000 worth of security (10% margin), with
6% interest calculated daily, you are paying $16.44
everyday. Knowing you have $10,000 cash sitting in the
trading account and effectively only $90,000 that you
practically borrowed from brokers, you are paying an
equivalent of 6.67% interest based on a “borrowed
amount”. On top of this, when your portfolio grows in
value, so does your financing cost!

Note that some CFD providers pay you interest on cash
sitting in their trading account, but it is not an offset
interest arrangement and is at a lower rate.

Spreads

The spread, in most cases, replaces brokerage when
you are trading an index or foreign currency. When the
offer is 4000/4005 (buy/sell spread), it means that there
is a spread of 2 basis points from 4003 (current index
value). Thus you start making a profit when you go long
and the index moves above 4005 or when you go short
and index moves to below 4000.

FAO

Which fees are more important for me?
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Every trader trades differently, so their cost of using CFDs differs. The initial size of your investment
determines brokerage cost, where ongoing investment size and period of investment will determine how
much you are paying as part of your financing cost. Which of these is more important? As a rule of
thumb, if you are holding your position more than 7 days, financing cost will become the major fee that
you are paying (see table below for guidelines).

CFD Costs
Investment Brokerage Financing Cost (6%) - Hold position for
Size Cost ($10
or0.1%) lday 3days 5days 7days 14days 30 days
$10,000 $10 $1.64 $4.93 $8.22 $11.51 $23.01 $49.32
$20,000 $20 $3.29 $9.86 $16.44 $23.01 $46.03 $98.63
$30,000 $30 $4.93 $14.79  $24.66 $34.52 $69.04 $147.95
$40,000 $40 $6.58 $19.73  $32.88 $46.03 $92.05 $197.26
$50,000 $50 $8.22 $24.66  $41.10 $57.53 $115.07 $246.58
$100,000 $100 $16.44  $49.32 $82.19  $115.07 $230.14  $493.15
4




FAQ

MORE TO CFDs THAN COST

heapest is not always best for your
‘ investing needs. This also applies to CFD
trading. While cost is an important part
before you can realise profit, there are many other

considerations when you are comparing CFD
providers:

1. Charting software
Charting is arguably the most useful tool for CFD
traders. Many traders, specifically technical

CFD or Margin Loan?

Should | make my BHP investment via CFD or margin
loan? Say | have $20,000 to invest and want to leverage
that to buy $40,000 of BHP stock. | can take out a 50%
marginal margin loan. Or | can buy a CFD on 10% margin
of $4,000 and put my other $16,000 into my online
savings account. The CFD approach may require more
management and becomes a little messy for portfolios of
many shares. However it is another way to leverage long
term investments.

traders, are making their decisions based on - — -
are some of the platform functionalities available

visual representation of price movements.
Identifying entry points and exit points are most
often defined through sophisticated charting
techniques. CFD traders are competing to offer
the most comprehensive charting software
available, combined with user friendliness to
provide buy/sell order directly through the chart.
With superior charting software, quick investment
decisions can be made and opportunities
capitalized on.

for investors to choose. Admittedly, some of these
are advanced trading features but they address
the issue of risk management.

Market information

Dynamic live data, streaming of live news data
such as Reuters and Dow Jones newswire are
more often available at an extra cost. Monthly
subscriptions are required but don’'t worry, there
are many ways traders can avoid paying these

fees. Most brokers allow rebates on fees when

The level of sophistication of the platforms also you have done a certain amount of transactions

needs to be balanced with usability for a wide per month. . .
range of people. The user friendliness of the - ACCesSS to wide range of securities &

markets

For professional traders, it is important to have
access to a wide range of ASX stocks regardless
of whether they are going long or short.

2. Ease of use

platform starts with the flexibility to customise
pages, save your preferences and different
channel of access (eg. web, software and mobile
phone trading). These features are becoming
increasingly popular for investors

3. Order abilities and risk management
Fill or kill, contingent order, one cancel other,
stop-loss order and even guaranteed stop-loss

Quick Stats: most CFD providers offer the
top 500 Australian equities but only around 60%
of them are available for both long and short.

CASE STUDY - - —
Going Long with $37,000 (Direct Jill (CFDs)
exposure to BHP Shares)

Jack and Jill both want to purchase Opening PL_JrChase Price $37.00 $37.00
1,000 BHP shares which are currently Buy Quantity . 1,000 1,000
trading at $37. Jack decides to invest Margin Requirement (Initial . $1.850

using traditional equities and requires a Margin 5%)
capital outlay of $37,000. Commission Paid (0.10%) $37.00 $37.00
GST $3.70 $0
. . . Total Exposure $37,000 $37,000
Il h ! !
Jill wants to open the position using Total Outlay (To Open) $37,040.70  $3,737.00
CFDs. The initial margin required on : :
BHP is 5% therefore Jill only requires Closing — Selling $37,000
_ - y req exposure to BHP
$1,850 of capital to gain exposure toan " Cjosing Sales Price $38.00 $38.00
equal posmon_._Both Jack and Jill open Quantity Sold to Close Position 1,000 1,000
a $37,000 position and both traders are Commission Paid (0.10%) $38.00 $38.00
charged 0.10% commission. GST $3.80 $0
Total Outlay (To Close) $37,958.20 $3,762.00
The table, at right, compares the costs Financing Costs (RBA Cash Rate $3.04
: .00% / 365) :
and return on investment (ROI) of the 3.00%
CFD and Share trade if the underlying Profit from Trade $1,000 $1,000
price of BHP rose to $38 the following Net Profit (Profit — Fees — $917.50 $921.96
day. Finance Costs)
Return on Investment (ROI) 2.48% 49.84%
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CFD TRADING MYTH BUSTERS

1. CFD trading is the same as share
trading

CFD trading carries extra risks in comparison to normal
share trading. The additional risks are associated with
the fact that it is a leveraged investment with potentially
higher return and also a higher risk of losing your
money if the market moves in the opposite direction.
The other risk that many people are unaware of is
counterparty risk in investing using CFD. CFD providers
hold your cash and in the event of bankruptcy, your
money can be used for margin requirements or
unsecured credit for the CFD providers. Different
providers have different ways of managing client risks
and isolating client's funds from company assets.
Check with your providers before making your decision.

CFD. With these three types of CFD models, pricing
transparency has improved to meet investors’
expectations.

2. CFD trading is gambling 4.  Cash in trading account is fully

CFDs are the traders’ equivalent of poker machines if offsetting your balance accruing interest
they .are not takgn seriously. Managing risk and Financing cost is calculated based on overall position
reducing t.he surprlse.element of chance can F’e,done and applicable interest rate to this balance. This means
by education, use of risk management tools, sticking to that when you buy $50,000 (position) worth of stock
a trading plan, applying money management principles while you have $50,000 cash in your trading account,
and proceeding with caution and discipline. you still need to pay for interest on the full position
($50,000). This is why financing costs can easily be the
biggest costs for CFD traders, especially for those who
hold positions over a longer term.

3. All CFD providers charge hidden
fees

Pricing transparency is possibly the area of most
complaint when using CFDs. It is an issue because
some market makers charge for an additional buy/sell
spread over and above brokerage fees, which is
reflected in the price of the securities. This has been a
driving factor in the evolution of CFD products in the
last few years and we are now seeing an increasing instrument when managed carefully by an informed

popularity of the Direct Market Access model, Market trader. Just make sure that you never lose sight of
Maker model with guaranteed pricing and also ASX the risk and always manage to it.

THE LAST WORD

CFDs can be rewarding but stay aware of the risks.
CFDs are a valid and potentially rewarding trading

COPYRIGHT

© CANSTAR CANNEX Pty Ltd ABN 21 053 646 165, 2008. The recipient must not reproduce or transmit to third parties the whole or any part of this work,
whether attributed to CANSTAR CANNEX or not, unless with prior written permission from CANSTAR CANNEX, which if provided, may be provided on
conditions.

DISCLAIMER

To the extent that any CANSTAR CANNEX data, ratings or commentary constitutes general advice, this advice has been prepared by CANSTAR CANNEX
Pty Ltd ABN 21 053 646 165 AFSL 312804 and does not take into account your individual investment objectives, financial circumstances or needs.
Information provided does not constitute financial, taxation or other professional advice and should not be relied upon as such. CANSTAR CANNEX
recommends that, before you make any financial decision, you seek professional advice from a suitably qualified adviser. A Product Disclosure Statement
relating to the product should also be obtained and considered before making any decision about whether to acquire the product. CANSTAR CANNEX
acknowledges that past performance is not a reliable indicator of future performance. Please refer to CANSTAR CANNEX's FSG for more information at
Www.canstarcannex.com.au.
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