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The Pros and Cons of Exchange

Traded Funds (ETFs)

Exchange traded funds (ETFs) have become a popular investment vehicle mainly because
they are easy to buy, can be inexpensive, and can offer various levels of focus and Search
diversification. However, as with any investment vehicle, ETFs have both benefits and

disadvantages. In this post, | describe what ETFs are and outline some of the pros and cons. Search Keyword Q
Additionally, | briefly describe the EQIS ETF Models. You can decide if ETFs, and in particular
the EQIS ETF Models, are right for your clients.

What are ETFs?

Related Posts
ETFs are single securities that trade on market exchanges like a stock but consist of a
portfolio of stocks and/or bonds. Typically, the primary goal of an ETF is to track an index,
whether it is broadly followed or proprietary, by holding the same investments or market
exposures of that index. For example, the SPDR ETF is supposed to adhere to the
movements of the relatively broad S&P 500 Index. When the value of the S&P 500 goes up

X . . R Popular Posts
and down, the value of the SPDR ETF is designed to go up and down with the index. Another
example is the XBI ETF, which is supposed to mimic the movements of the relatively narrow ¢ The Pros and Cons of
S&P Biotechnology Select Industry Index. ?ﬁ Separately Managed

Accounts (SMAs)
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1. ETFs offer diversification opportunity Freedom Advisors
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ETFs are intended to provide for easy diversification. The ETF and its index can be either
broad or narrow, leading either single or multiple ETFs to achieve various levels of
diversification. For example, if an investor is interested in buying some biotech stocks but
doesn’t know which stocks to buy, a good option is an ETF that consists of a few dozen 6 Strategies to

" Personalize Fee Schedules
and Automate Billing

biotech stocks that are represented in the index or industry. If an investor is interested in a

broadly diversified portfolio of stocks but doesn’t know how to start or how to diversify, then
an ETF that mimics a broad index that consists of a wide variety of stocks from different
industries, sectors, or geographic regions may be a good choice. Buying an ETF is one of the
easiest ways to invest in a diversified portfolio and add diversification to an existing portfolio

of stocks. Recent Posts

2. ETFs are easy to buy and sell /1o 60/40 Debate Wh
e ebate: Why

Because ETFs are actively traded on an exchange, any time an investor wishes to buy or sell 70/30 Isn't the Answer

an ETF, it usually can be done quickly and at a fair price. In finance jargon, this means that )
ETFs are “liquid” investments. This liquidity effectively allows an investor to buy or sell many @jaoj fToI:“:;ii:;Zi: é;ai;:g:s
stock exposures in a single transaction rather than multiple individual trades. This is unlike = o . Their Workflow
investing in non-exchange traded investments like real estate, private firms, private equity, or
other illiquid investments. With many real estate investments, for example, it may be difficult Disciplined Investing to
Combat Behavioral Bias

to find a buyer or a seller quickly at a fair price.

3. ETFs are typically not expensive 27 MuniRich, (After-Tax)

Yield Poor

An ETF usually costs less than a mutual fund, which is another type of diversified portfolio.*!
This is primarily because ETFs tend not to be actively managed, nor are they subject to some
of the expense of traditional mutual funds. Again, ETFs seek to passively track an index, so
they are easy to create and do not require active, ongoing management, other than quarterly
adjustments responding to any changes to the index. Also, ETFs are not subject to the same Tagged
tax impact as active mutual funds, which must pass through the fund’s cumulative realized

gain and loss on a pro rata basis to investors periodically, whether the investor was an owner = ETFs

at the time or not. = Investment Vehicles

Cons of ETFs

1. ETFs are not actively managed portfolios Posts by Tag
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Because ETFs are typically designed to track an index, they generally are not actively
managed portfolios. However, in certain cases, active management may be beneficial, if the
result is that the manager beats its benchmark. Additionally, some active managers
incorporate defensive strategies seeking to add protection against losses and lock in gains. = Practice Support (9}
They try to make sure the portfolios do not fall in value when there is a market downturn by

actively adjusting in response to economic and market indicators. This kind of active oversight
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and trading typically does not occur within an ETF.

2. ETFs are bundled investments

ETF investors cannot separate or exclude specific stocks and/or bonds in an ETF. For
example, if an ETF contains a holding that an investor does not wish to own, that stock
cannot be excluded from the ETF. This can give rise to two significant concerns:

A. ETFs may limit tax harvesting potential. If one of the stocks in the ETF loses value,
investors cannot realize losses on that specific stock for tax purposes. However, in
some cases, ETFs can be more tax efficient than mutual funds.

B. A bundled investment such as an ETF may limit an investor’s ability to be an “impact”



investor. For example, if they want to invest in a broadly diversified ETF, but do not
want to own stock in firms that sell tobacco or alcohol, or use fossil fuels, you cannot
request for those specific stocks to be excluded from an ETF that already contains
those stocks.

EQIS ETF Models

We offer ETF models spanning a variety of investment philosophies, including strategic,
tactical, and income, across five risk categories, from conservative to aggressive. Each model
is built to address a unique investment goal, supported by a professional investment team
and a sophisticated risk-management process.

Each model uses multiple ETFs and strategies tailored to investors seeking a straightforward
solution for their investing goals while taking advantage of an ETF's tax-efficiency and lower
cost. This design is intended to seek a reduction in risk and to provide potential for good
performance in the long run. Additionally, our approach and limited holding by ticker in the
portfolio sometimes makes it easier to examine the portfolio and its transactions.

Our ETF models are constructed and managed in line with the our market outlook and
allocation pracess. Our allocations philosophy is founded on the four pillars of diversification:
asset classes, equity styles, geographic regions, and investment philosophies. The ETFs used
in our models are initially screened by the our investment team using a rigorous due
diligence process, and ETFs chosen for our investment programs are additionally subject to

ongoing due diligence reviews.
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Advisory services are offered through Freedom Investment Management, Inc. {"Freedom"), a registered investment adviser. Freedom does
not provide tax or legal advice. The information contained herein is for informational purposes only. This is not an offer to sell securities or
provide investment advice. Investment strategies carry varying degrees of risk to include total loss. The representations and opinions herein
are the opinions and view of Freedom and are believed to be reliable but are not guaranteed by Freedom nor its affiliates. When applicable,
sources used in forming Freedom's opinion are <ited, however, other sources may be available which contradict Fraedom's opiion, process,
and methodelogy. Potential investors are advised to consult with their financial, tax and/or legal advisors prior to investing,
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superior outcomes for their clients.

This website is for investment professionals only. It is not intended for retail investors. Retail investors who are

interested in our investment services should contact a financial advisor.
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