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One Size Doesn’t Fit All — The Advantages of SMAs
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CEO, Horizon Investment Services, LLC

“One size fits all” is not an idea that usually sits well with consumers.

Just visit any grocery store. There’s a reason you see more than 17 different mustards, over 100 different bever-
age brands, and at least 10 different toothpaste flavors.

Consumers want choices.

TRANSPARENT

Investors can see exactly
what they own in the account
as well as trading activity
and valuations.

Consumers want customized solutions.
Consumers want bespoke.

Unfortunately, some of the most heavily-promoted investment
products have adopted a “one-size-fits-all” approach.

SMA

Take target-date mutual funds. Target-date funds, usually offered
in five-year increments, gradually adjust the mix of stock

and bonds to become more conservative as an investor TAX ADVANTAGES EXPANDED
ages and approaches retirement. Investors typically buy EFFICIENT Separately OPPORTUNITIES

target-date funds based on the year they plan to retire. Investors work with Managed SMASs provide the

It . 1 h that h b k d . their managers to Account flexibility to own not
t’s a simple approach that has been marketed exception- e greater control -
ally well — target-date funds have captured more than $3 over realizing also bonds, ETFs,

gains and losses. and mutual funds.

trillion in 401(k) and other retirement portfolios, for exam-
ple. But target-date funds basically key off one data point —
expected retirement date. If you are 55 years old with three
kids, still-massive student debt, no savings, and hopes of retir-
ing in 10 years, you will receive the exact same investment as a 55-year-old
who plans to retire in 10 years but who has no kids, no debt, a six-figure
salary, and a seven-figure savings account.

Aside from the obvious — these two investors, despite sharing the same age and retirement date, could hardly
be more different — fiduciary issues come into play when trying to ram a “one-size-fits-all” solution into the
investment process.

The good news is that the investment landscape continues to evolve, bringing more choices to individuals who
want customized solutions.

Leading the charge are Separately Managed Accounts (SMAs).

SMAs are portfolios owned by an investor and typically managed by an investment firm, such as a registered
investment advisor (RIA). Separately managed accounts are not “pooled” accounts, like a mutual fund. Rather,
the account is set up and managed for the individual, with the individual owning directly each of the securities
in the account.

SMAs offer a variety of advantages:

» The accounts can be built around the individual’s specific needs and goals. Let’s say an
investor wants the specific portfolio to generate cash flow. An SMA can be constructed to produce the
cash flow at the appropriate risk level. The ability to create customized portfolios is especially attractive
for affluent investors who may have unique investment requirements.
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» SMAs offer a certain tax efficiency not available in mutual funds. SMA holders can work
with their managers to have greater control over realizing capital gains, for example. Also, the ability to
“tax harvest” in SMAs — selling losers to offset winners — is a big advantage over mutual funds, which
can lob unwanted capital gains on shareholders, even in years when the value of the fund has declined.

» The ability to mix and match investments in an SMA provides a bigh level of flexibility.
Within a single SMA it is possible to own individual stocks, individual bonds, exchange-traded funds, and
even mutual funds, thus expanding the opportunity set for the SMA manager to meet the investor’s goals.

» An underappreciated aspect of SMAs is the transparency they bring to the investment
relationship. Investors can see exactly what they own, unlike in a fund. Knowing what is owned can be
especially relevant for investors interested in socially-responsible or faith-based investing practices. Thus,
for those investors, SMAs offer perhaps the best investment vehicle for achieving those goals.

Transparency. Tax efficiency. Customization. Expanding the opportunity set. Fulfilling fiduciary responsibilities.

All of these benefits make SMAs an attractive alternative for investors.

Horizon Investment Services, LLC is a registered investment adviser with the United States Securities and Exchange Commission in
accordance with the Investment Advisers Act of 1940. The firm manages equity, mutual fund, income, balanced, and ETF portfolios
for U.S. investors. Registration with the SEC does not imply a certain level of skill or training.

Horizon Investment Services claims compliance with the Global Investment Performance Standards (GIPS®). To receive Horizon’s
GIPS-compliant performance information contact Tom Hathoot at 1-219-852-3215, or write Horizon Investment Services, 7412 Calu-
met Ave., Hammond, IN 46324, or email thathoot@horizoninvestment.com.

The Quadrix® stock-rating system is a proprietary product wholly-owned by Horizon Publishing Company, Horizon Investment Ser-
vices’ sister company. Horizon Investment Services has contracted with Horizon Publishing Company to use the Quadrix stock-rating
system for its stock-screening processes. From time to time Horizon Publishing Company may change the weightings of the various
metrics that go into computing Quadrix scores.

GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the
accuracy or quality of the content contained herein.

CFA®: Chartered Financial Analyst®. The Chartered Financial Analyst designation is a professional designation awarded by CFA Insti-
tute. A CFA Program candidate must pass three exams in the following areas: portfolio management, accounting, ethics, money man-
agement, and security analysis. CFA charterholders are subject to rigorous ethics rules. CFA® and Chartered Financial Analyst® are
registered trademarks owned by CFA Institute.

An investment in this strategy involves the risk of loss. Investment return and principal value will fluctuate so that the investment,
when redeemed, may be worth more or less than the original investment.

Past performance is no guarantee of future results. No formula or other device being offered can, in and of itself, be used to deter-
mine which securities to buy or sell.
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