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We have long written about the best practices for switch trades when it comes to buying and selling two ETFs, but what
about when switching from mutual funds to ETFs and vice versa? There are two important operational questions to think
about before implementing this investment vehicle switch: Does my settlement match? and How do I maintain market
exposure in my portfolio during this transition? Thinking about operations is not the glamorous side of investing, but it is
a key component to achieving a smooth transition and your investment goals. 

Settlement:

Mutual funds in the U.S. settle on a T+1 basis and ETFs on a T+2 basis. What this means is that your cash will be credited
to your account (you sell) or your cash will be debited from your account (you buy) on mutual fund trades on the next
trading date (T+1). For ETFs, the same holds true on the second trading day after your trading date (T+2). When
switching from a mutual fund to an ETF, investors need not worry, as the cash will be available one day before the ETF
trade is set to settle. However, when the switch is the other way around, investors selling an ETF to buy a mutual fund
want to ask their broker for a shortened settle date of T+1 (if possible) to ensure the settle dates of the two products
match.

Market Exposure:

One question many investors ask before executing these types of switch trades is how to match market exposure through
the transition. The key to staying invested through the transition is understanding the trading benchmarks. For U.S.-listed
underlying securities, the NAV of the mutual fund is struck based on the U.S. market close. Therefore, investors would
want to execute their ETF trade very close to the U.S. market close or work with their broker to execute a NAV trade. In a
NAV trade, the broker provides the client with the ETF NAV price execution, plus a commission for their services. Most
mutual funds with international underlying securities  have a fair-valued NAV. This means that the NAV of the fund is
based on the local market close and then fair-value adjusted based on some chosen proxy tied to the U.S. markets.
Because ETFs with international underlying securities provide real-time fair-value pricing, price changes are factored into
the current price throughout the day. Therefore, when switching from a Mutual Fund with international underlying
securities,  investors will want to trade the ETF at or into the U.S. market close. By following these simple guidelines,
investors can trade in and out of the two investment vehicles without losing any exposure to the intended market. 

We know that operational and market-structure nuances are not top of mind for most investors, but understanding them
is a key to achieving your trading goals. On the Capital Markets team at WisdomTree, it is our job to understand these
structural nuances and help educate investors on achieving their trading goals in the most efficient way possible.  

To learn more about the differences between ETFs and mutual funds, click here.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

T+1 (T+2, T+3)  : Abbreviations refer to the settlement date of security transactions. The T stands for transaction date,
which is the day the transaction takes place. The numbers 1, 2 or 3 denote how many days after the transaction date the
settlement or the transfer of money and security ownership takes place.

Net Asset Value (NAV)   : The calculated assets minus liabilities divided by shares outstanding. NAV is the
straightforward account of the actual assets in the fun.
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