
Mutual Funds & ETFs Investing Cheatsheet
A comprehensive guide to understanding and investing in mutual funds and ETFs. This cheat sheet covers key concepts, types, strategies, and

considerations to help you make informed investment decisions.

Mutual Funds Basics

Exchange-Traded Funds (ETFs)

What are Mutual Funds?

A mutual fund is a type of investment vehicle

consisting of a portfolio of stocks, bonds, or

other securities. It’s managed by a professional

fund manager.

Investors buy shares in the mutual fund, and the

fund uses the pooled capital to invest in

accordance with its investment objective.

The fund’s performance is reflected in its Net

Asset Value (NAV), which is calculated daily.

Types of Mutual Funds

Equity

Funds

Invest primarily in stocks. They can

be further categorized by market

capitalization (large-cap, mid-cap,

small-cap) or investment style

(growth, value).

Bond

Funds

Invest primarily in bonds. They can

be categorized by credit quality

(high-grade, high-yield) or maturity

(short-term, intermediate-term,

long-term).

Balanced

Funds

Also known as asset allocation

funds, invest in a mix of stocks and

bonds to provide diversification.

Money

Market

Funds

Invest in short-term, low-risk debt

securities. They aim to maintain a

stable NAV of $1 per share.

Advantages & Disadvantages

Advantages Diversification: Access to a

wide range of securities.

Professional Management:

Expertise in investment

decisions.

Liquidity: Easy to buy and sell

shares.

Disadvantages Fees: Management fees and

other expenses can reduce

returns.

Lack of Control: Investors have

limited influence on investment

decisions.

Tax Implications: Capital gains

distributions are taxable events.

What are ETFs?

An ETF is a type of investment fund that is traded

on stock exchanges, similar to individual stocks.

Most ETFs track a specific index (e.g., S&P 500),

sector, commodity, or investment strategy.

ETFs offer intraday liquidity, allowing investors to

buy and sell shares throughout the trading day.

Types of ETFs

Index ETFs Track a specific market index,

such as the S&P 500 or Nasdaq

100.

Sector ETFs Focus on specific sectors of the

economy, such as technology,

healthcare, or energy.

Bond ETFs Invest in bonds and can provide

exposure to different segments

of the fixed-income market.

Commodity

ETFs

Provide exposure to

commodities, such as gold, silver,

or oil.

Advantages & Disadvantages

Advantages Lower Costs: Generally lower

expense ratios compared to

mutual funds.

Tax Efficiency: Can be more

tax-efficient than mutual funds

due to lower turnover.

Flexibility: Can be bought and

sold throughout the day.

Disadvantages Trading Costs: Brokerage

commissions can add up,

especially for frequent traders.

Tracking Error: ETFs may not

perfectly track the underlying

index.

Market Liquidity: Some ETFs

may have low trading volume,

leading to wider bid-ask

spreads.
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Comparing Mutual Funds and ETFs

Investing Strategies and Considerations

Key Differences

Trading Mutual funds are bought and sold at

the end of the trading day at their

NAV. ETFs trade like stocks and can

be bought and sold throughout the

day.

Pricing Mutual fund prices are determined

once a day. ETF prices fluctuate

throughout the day based on

supply and demand.

Expense

Ratios

ETFs typically have lower expense

ratios than actively managed

mutual funds. However, some

specialized or actively managed

ETFs may have higher fees.

Tax

Efficiency

ETFs are generally more tax-

efficient than mutual funds due to

their creation and redemption

mechanism, which can reduce

capital gains distributions.

When to Choose Which

Choose Mutual Funds when:

You prefer professional management and are

comfortable with higher fees.

You want to invest a specific dollar amount

regularly (e.g., through automatic

investments).

You don’t need intraday liquidity.

Choose ETFs when:

You want lower expense ratios and greater

tax efficiency.

You need intraday liquidity to react to market

changes.

You are comfortable with self-directed

investing and rebalancing your portfolio.

Example Scenarios

Long-Term

Investing

For long-term retirement savings,

both mutual funds and ETFs can

be suitable. Consider low-cost

index ETFs or target-date mutual

funds.

Tactical

Asset

Allocation

ETFs are often preferred for

tactical asset allocation due to

their intraday liquidity and lower

costs.

Dollar-Cost

Averaging

Mutual funds may be easier for

dollar-cost averaging due to the

ability to invest specific dollar

amounts regularly.

Investment Strategies

Passive Investing: Involves investing in index

funds or ETFs that track a specific market index.

Aims to match the market’s return.

Active Investing: Involves selecting individual

securities or actively managed funds with the

goal of outperforming the market.

Dollar-Cost Averaging: Investing a fixed amount

of money at regular intervals, regardless of the

asset’s price.

Asset Allocation: Dividing your investment

portfolio among different asset classes (e.g.,

stocks, bonds, real estate) to manage risk and

maximize returns.

Key Considerations

Expense

Ratios

Pay attention to the expense

ratios of mutual funds and ETFs,

as they can significantly impact

your returns over time. Lower

expense ratios are generally

preferable.

Tracking

Error

For index ETFs, consider the

tracking error, which measures

how closely the ETF follows its

underlying index.

Tax

Implications

Be aware of the tax implications

of buying and selling mutual

funds and ETFs, including capital

gains taxes and dividend income.

Consider holding them in tax-

advantaged accounts.

Investment

Objectives

Ensure that the investment

objectives of the mutual funds

and ETFs align with your personal

financial goals and risk tolerance.

Due Diligence

Before investing, review the fund’s prospectus,

fact sheet, and historical performance.

Understand the fund’s investment strategy, risks,

and fees.

Compare different funds within the same

category to identify those with the best track

record and lowest costs.

Consider consulting with a financial advisor to

help you make informed investment decisions

based on your individual circumstances.
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