Exchange-traded funds (ETFs):
A brief guide

Theygo by unusualnames:Vipers and Diamonds.Spidersand Cubes.As a group,
theyOrenoreformally known asexchange-traded funds.

Although they havebeenaroundfor severalyears,it is only recentlythat ETFshave
begunto receivesignificantattentionandgrownin popularity.

Both fund and stock

ETFsareahybrid.

In somerespectshey aremuchlike index mutualfunds: ETFsareregistered
investmentcompanieghat provide investorswith the benefitsof professional
managemenanddiversificationof their investmentsy replicatinganindexO$oldings
and performance.

An ETF alsomaytrack a sectorof anindex, suchasthe S&P MidCap 400. As with
a mutualfund, eachshareof an ETF entitlesthe holderto a proportionatemountof any
incomeor any gainsor lossesthatresultfrom the fundO#oldings.

But thepurchaseof an ETF bearsanimportantresemblanceo the purchaseof
sharesf stock. EFTsmay betradedon the AmericanStock Exchange(currently, most
availableofferingstradethere)andareboughtandsold througha brokerat anytime that
the Exchangds open.(Whenyou buy andsell mutualfund sharesthe sharesarevalued
at theendof thetradingday.) They areflexible aswellNETFs canbe shorted,optioned
and margined.

Backto thoseexotic nicknamesOVipers@re ETFsthattrack the total of stock
marketindexes.You own ODiamonds@henyou havean ETF that tracksthe Dow Jones
Industrials.OSpiders,& SPDRs track the S&P 500; OCubes, e Nasdagl00. Another
commonmoniker, OiShares, @fersto variousU.S andinternationalindexesissuedby
BarclayGlobal Investors.

Weighing the benefits

In termsof the annualexpenseghargedto investors ETFs may belesscostly thanthe
majority of mutualfunds.However,in somecasesthe differencemay not be significant
and couldwell be offset by the fact thatinvestorsmustpay commissiongo buy andsell
ETFs,justastheydo for any stocktransactions.

ETFsmay be tax efficient. Investorselling canforce a mutualfund managetto sell
stocksto meetredemptions. The fund recognizegaxablecapitalgainsthatare passen



to shareholders8y contrastmosttradingin ETFstakesplacebetweenshareholders,
shieldingthefund from the needto sell stocksto meetredemptions(However,zax

efficient doesnot meantax freeNnearly all ETFshavedistributedgainsat somepointN

and taxefficiency variessignificantly dependinguponthe underlyingindex.)

As mentionedETFscanprovidea greatdealof flexibility. Thatbenefitcanturn
into a drawbackf aninvestoris not careful. Whenusedasa short-termnvestment,
jumping in andout of ETFsmay absorbany costbenefitby addingon trading costs.John
Bogle, the Ofatheof indexinvesting,dikened ETFsto a shotgun:OTheycanbe usedfor
self-defensegr they canbe usedfor suicide.O

Are ETFs right for you?

The answeto thatquestionwill dependuponyour currentinvestmentactivity. For
instanceconsiderETFsif you areengagingn largetransactionso thatthe brokerage
commissionghatyou pay arespreadacrosssizeablesums.On the otherhand,mutual
fundsmay makemoresensef you donOmakefrequenttrades.

In theend, perhapsyou may wantto explorea differentapproachWe would be
glad totell you aboutour investmentmanagemenandadvisoryservices We canoffer
you a systematicpersonalizedapproacho the developmentaind managemenof your
portfolio. Call uponusat anytime to find out how our professionabssetmanagement

servicescanbenefityou andyour family.
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