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Key Takeaways

e The ETF wrapper delivers timely tax efficiency and intraday liquidity by letting investors access
diversified portfolios through a single exchange-traded share.

*  Whether holding physical securities, synthetic exposures or active strategies, ETF wrappers outper-
form mutual fund structures in transparency, cost control and flexibility.

e WisdomTree ETFs like DGRW, WTMF, NTSX and ELD exemplify how different wrapper types can
support income, diversification or tactical allocation in one seamless vehicle.

ETFs have become the go-to vehicle for modern investing, driven by their efficiency, flexibility and tax
advantages. In part 1 of our three-part series, “The Inner Workings of ETFs,” we break down the ETF
wrapper itself—the structural foundation that enables intraday liquidity, transparency and cost-effective
access to a wide range of asset classes.

An ETF wrapper refers to the structure of an exchange-traded fund (ETF), which packages underlying
assets—stocks, bonds, commodities or even other funds—inside a single, exchange-traded security. By
“wrapping” the holdings this way, the ETF delivers key advantages, such as tax efficiency, intraday liquidity
and lower costs.

How an ETF Wrapper Works

e Container: The ETF wrapper acts as a legally defined “box” that holds a diversified basket of
investments.

 Exchange-traded: Shares of that box trade on stock exchanges throughout the day, just like an
individual stock but unlike a mutual fund.

» Efficiency edge: The creation/redemption process lets large institutions swap baskets of securities
for ETF shares in-kind, minimizing taxable events and internal trading costs.

Four Main Types of ETF Wrappers
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Type

1. Physical ETFs
(Fully Backed)

2. Synthetic ETFs

3. Fund-of-Funds
(FoF) ETFs

4. Active ETFs

What It Holds/How It Works

Directly own every stock, bond
or bar of gold in the index
or strategy.

Use derivatives (swaps, futures,
forwards) to replicate an index
return or strategy instead of
holding the assets outright.

Hold other ETFs or mutual
funds inside the ETF wrapper to
create a single, multi-asset
portfolio.

Portfolio managers make
discretionary security selections,
yet the fund still trades intraday

and enjoys the ETF wrapper's
tax efficiency.

WisdomTree Example(s)

WisdomTree U.5. Quality Dividend
Growth Fund (DGRW) — owns
shares of U.S. companies selected for
growth and quality metrics.

WisdomTree Managed Futures
Strategy Fund (WTMF) — gains
exposure to commaodity, currency
and equity futures through a rules-
based derivatives program.

WisdomTree U.S. Efficient Core
Fund (NTSX) — combines a core
position in a WisdomTree U.S. equity
ETF with Treasury futures for bond
exposure.

WisdomTree Emerging Markets
Local Debt Fund (ELD) — actively
selects local-currency government
and corporate bonds across EM
countries

Other Example

An S&P 500 ETF [e.g., VOO)
that owns all 500 Index stocks.

Some European ETFs that track
indexes via total-return swaps
rather than owning stocks.

Asset-allocation ETFs that
invest in multiple bond and
stock ETFs.

Many equity or bond ETFs
that depart from pure index
tracking.

Benefits of the ETF Wrapper (versus the Mutual Fund Wrapper)

e Tax efficiency

e ETFs generally avoid distributing capital gains via in-kind creation/redemption.

Liquidity

ETFs generally avoid distributing capital gains via in-kind creation/redemption.

e Like individual stocks, ETF shares can be bought or sold throughout the trading day.

e Unlike stocks and ETFs, mutual fund shares settle only once per day after the market close.

e Like individual stocks, ETF shares can be bought or sold throughout the trading day.

e Unlike stocks and ETFs, mutual fund shares settle only once per day after the market close.

e Lower Costs

e Expense ratios for ETFs are often lower than for comparable mutual funds, and internal trading

costs are minimized.

are minimized.

Transparency

Expense ratios for ETFs are often lower than for comparable mutual funds, and internal trading costs

https://www.wisdomtree.com/us/insights/blog/understanding-the-etf-wrapper-structure-strategy-and-advantage




WISDOMTREE BLOG

* Most ETFs, including WisdomTree’s lineup, publish holdings daily, giving investors near-real-time
visibility, whereas mutual funds typically publish quarterly.

* Most ETFs, including WisdomTree’s lineup, publish holdings daily, giving investors near-real-time
visibility, whereas mutual funds typically publish quarterly.

Example of an ETF Wrapper in Action
« WisdomTree Floating Rate Treasury Fund (USFR)

* Instead of buying individual floating rate Treasury notes, an investor can purchase a single share
of USFR, which wraps a carefully laddered portfolio of such notes.

e The ETF structure delivers diversification across maturities, intraday tradability and the potential for
more tax-efficient turnover than a bond mutual fund.

* Instead of buying individual floating rate Treasury notes, an investor can purchase a single share of
USFR, which wraps a carefully laddered portfolio of such notes.

e The ETF structure delivers diversification across maturities, intraday tradability and the potential for
more tax-efficient turnover than a bond mutual fund.

Conclusion

The ETF wrapper is simply the paper and ribbon that neatly package many underlying assets into one
tradable share. Whether the wrapper holds physical securities (DGRW), synthetic exposures (WTMF),
a capital-efficient fund-of-funds blend (NTSX) or an actively managed bond strategy (ELD), the result
is the same: a versatile, low-friction vehicle that offers tax advantages, cost savings and intraday tradability
for investors of all sizes.

With ETF structures in place, the next layer of insight lies in how those vehicles are managed. In part 2,
we examine how passive and active strategies operate within the ETF wrapper—and when each might
serve a portfolio best.

For more on the basics of ETFs, how they work and the risks and benefits to investors, visit our
ETF Education page.
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Important Information Related to this Article

Neither WisdomTree nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax advice.
All references to tax matters or information provided in this material are for illustrative purposes only and
should not be considered tax advice and cannot be used for the purpose of avoiding tax penalties. Investors
seeking tax advice should consult an independent tax advisor.
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