
 

 

Episode #258: Are Your Investments What 
You Think They Are? 

 

Video Transcription 

Hello everyone. Welcome back to another episode of "Money Script 
Monday." My name is Jackson Cockrell. I work with the trading execution 
team here at LifePro Asset Management.  

And today I want to go over some fundamental differences, and maybe 
some best practices that you can use when looking at both mutual funds 
and ETFs. So before we jump into some of the best practices, let's get an 
understanding of what they really are. 

First, you have the mutual fund. And the main pitch or differentiating 
point of a mutual fund is that you are basically giving your funds to a 
mutual fund company. They go out and they buy the assets once you 
give them your cash, that's why you can get partial shares of mutual 
funds, you can get in and out at very precise dollar amounts.  

The one drawback though is because you're giving them cash, at the 
end of the day they have to basically recalculate their net assets, and this 
is where you get that only once-a-day repricing, and you cannot trade 
these throughout the day. 

On the other hand, you have the ETF. Now, these are pre-bought 
bundles of assets. So they go in and they buy stocks and then they 
bundle it up into one share that you can then buy on the open market 
throughout the trading session and you're able to get in and out of 
these within the same day if your, one, accounts allow you to do that 
and if it's within your trading strategy.  

So, without further ado, let's get into some best practices that you can 
use when looking at a mutual fund. 



 

 

The first thing you want to look at is whether the portfolio and the 
portfolio manager are active or passive. This is important for a few 
different reasons. Basically, this might add more expense ratio or fee to 
the management of your assets.  

Additionally, the results of active management could vary very drastically 
from what the underlying benchmark of the portfolio is trying to 
accomplish.  

So, you might outperform the S&P a lot or underperform the S&P a lot, 
if the fund says its benchmark is the S&P 500, but it's actively managed 
to take advantage of what the portfolio manager might see as an 
opportunity. 

The next one you want to look out for is liquidity. So like I mentioned 
earlier, mutual funds only allow you to get out once per day. Really you 
basically say, "I want to sell my shares on today."  

And you wouldn't be able to get your money until tomorrow morning 
once the market opens because that's when your money would then be 
given back to you as a redemption. So it's just something to be aware of. 
You cannot get in and out of these quite as quickly as you can an ETF. 

The next one you want to be aware of is fund overlap. There's a fair 
amount of asset correlation that happens when you're buying these 
diversified products and they try to pitch them as a very well-diversified 
product, which in most cases they might be.  

But in some cases, if you're say, buying the S&P 500 and you're also 
buying a technology mutual fund, these two individual mutual funds 
might actually have a fair amount of stock overlap and you might have a 
significant overweight in a few stocks, where you may not have actually 
wanted to do that intentionally. 

But the way that the funds are designed and currently hold their 
portfolio, you end up with a larger correlation and smaller stocks, and 
you're not as diversified. 



 

 

The next one you want to look out for is the expense ratio. So I touched 
on it earlier, active management is going to have a higher expense ratio 
than say, a more passive managed fund, which tries to target just the 
performance of an index.  

Active management comes with its risks and potential benefits, given the 
fund could outperform but it could also underperform. Another thing to 
mention, mutual funds historically, have run higher expense ratios than 
ETFs pretty much since the ETF's inception, and that's almost by design, 
which we'll get into on the ETF side later. 

The next one you want to look out for is the fund of funds. Now you 
might have seen one of these without even knowing it. The lifestyle 
funds or the target date funds are very common in a 401(k), but you can 
also buy them outside of the 401(k).  

Basically, what these do is they take the mutual fund companies, maybe 
bond portfolio and equity portfolio, and they package them up into one 
lifestyle fund.  

You want to be aware that when you're buying one of those, you're 
getting bond and equity exposure at the same time, and there might be 
additional fees associated with buying two mutual funds inside a mutual 
fund, which might allow them to layer your fees. 

The next one you want to look out for is the assets under management. 
So let's say you found a fund that you like, it fits your target objectives. 
You want to make sure that they have sufficient liquidity for you to 
basically get in and out of your position without causing issues at the 
firm.  

And this will also allow you to kind of vet the operations of the firm and 
make sure they are a legitimate practice and organization, because there 
are a lot of funds out there with very little AUM, and you just want to 
make sure that they are reputable, and have some size and the space. 



 

 

Now that we've covered the mutual fund side, let's jump over to the 
ETFs. And the first one we're going to talk about is the active versus 
passive again.  

So, you might have heard of the SPY or the QQQ, these are more of your 
index funds, they just target exactly what, or they try to target the S&P 
500 and the Nasdaq. They are very low in fees because of this and it's 
something that is a big differentiator between the ETF and the mutual 
fund.  

You can also see an active ETF, like the ARK names for instance. There 
are active trades going on within a lot of those portfolios and it's just 
something to be aware of. The fees will be higher on an active portfolio 
even if it is an ETF versus a passive ETF. 

The next one we want to look at is the holdings. So, there are some 
funds out there that will pitch, again, the diversification and how you're 
instantly buying a bundle of assets with one of these shares of an ETF.  

But under the surface, you want to make sure that the holdings that the 
fund has truly fit your investment objective. There are some funds out 
there that might say that they invest in say, space exploration and they 
hold like tractor companies or something that really doesn't fit what 
you're looking to do ultimately, really for the sake of diversification and 
not in the best interests of you, the investor, necessarily. 

The next one we want to look at is the fund of funds. Again, the same 
thing can happen where an ETF might purchase another ETF or might 
wrap up some of the other ones inside one. 

You want to make sure that you're either aware that layering of fees can 
happen or check and see if there is just one fee, something of that 
nature. And also you have to consider what the other ETF might be 
holding. 

The next one you want to look at is daily volume. So a lot of ETFs out 
there, you might see a reputable name on the ETFs. Some big 



 

 

investment companies have some lesser-known ETFs. You want to make 
sure that because you can get in and out of these each day, you want to 
make sure that the daily trading volume on each of these funds is 
enough for you and your position.  

You might have sufficient volume where you can push around the bid or 
ask of the ETF when you go out to the market to try and buy or sell, and 
it's something you want to be aware of.  

You want to make sure you're using limit orders when you're trying to 
process these larger sizes if you have one of these thinly traded ETFs. 
And you just want to make sure that in general, you know how this thing 
trades and what your size and liquidity are each day. 

The next one you want to look at is if it's what we kind of call a shelf-
space product. So this is some of the more new-age investment 
companies do this where they kind of put a nice flashy name on top of 
it.  

Under the surface, it might not be all it's targeting. You want to make 
sure that the holdings underneath one of these shelf-space types of ETFs 
are actually targeting what you're trying to do and not just some name 
that seems like it might be a good fit or it seems to be in trend. 

The next one you want to look at is a leveraged or a short ETF. Now, 
these are especially important to look out for because they could 
drastically affect your performance and your target investment goals.  

Starting with the leveraged ETF, these are funds that are structured to 
magnify the results of the underlying strategy. So they might say, 
"Technology 2X or 3X."  

Basically, they're designed to try and target two times or three times the 
performance that you would traditionally get on a 1X or a one times, just 
as a normal long ETF.  



 

 

And you want to be aware that with potential upside comes a lot more 
potential downside as well, something to be very aware of. And these 
are usually only used by industry professionals to try to use less capital 
to gain more leverage. 

The next one you want to look out for is that short ETF. So similar to a 
leveraged ETF, these are designed to go up when something is going 
down.  

So basically, if you're buying an S&P 500 short ETF when the S&P 500 
goes down, your short ETF should go up. Again, these are only used, 
usually by experts in the industry and it's something to look out for.  

Make sure you're reading all the fine print and make sure you're looking 
at the underlying holdings on all of these funds. 

With all that being said, we want you to go out there, reach out to your 
advisor, and get what we call a portfolio x-ray or a correlation analysis.  

Make sure that your ETFs and mutual funds are satisfying the investment 
goals you set for yourself.  

Make sure you don't have too high of a correlation perhaps between 
your two funds or all the funds you might have, and really make sure 
that your portfolio goals are aligned with the funds that you hold.  

And, of course, we will see you here again for the next "Money Script 
Monday."  

Thank you. 

 


