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ANNEX 1
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* There are two main types of trade, each of which has implications for transaction costs.

A Principal Trade is one where the broker quotes a price to trade an amount of stock, with a spread between the price at which they would buy or sell stock. This price is quoted for immediate execution. The broker may or may not already own the stock on their trading book. The charge for the use of the broker’s capital is included in the quoted price, i.e. the price at which the trade is executed may be outside the bid/offer spread for the stock in the market at the time. That is to say, the broker either purchases the stock from the investment manager or sells it to them and carries out the trade with a spread of costs but without commission (also known as ‘dealing net’). This may be an appropriate trading approach for a very large trade in terms of the normal liquidity available in the stock.

An Agency Trade (also known as ‘dealing gross’) is one where the broker acts in the market with another counterparty on behalf of the manager, i.e. as a matchmaker, introducing the buyer to the seller and charging a fee for doing so.
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