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Why You Should 
Care About 
Direct Indexing



How can I differentiate from  
the advisor down the street?
Let’s face it, that can be hard—especially when everyone has access 
to the same mutual funds and ETFs.

But it doesn’t have to be that way. There’s an increasingly popular investment strategy 
that allows you to differentiate your services while delivering more personalized 
portfolios to your clients.

IT’S CALLED DIRECT INDEXING.
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What is Direct 
Indexing?
Direct indexing is a process that 
seeks to replicate the risk and 
performance of an index by 
purchasing its underlying securities 
individually, rather than purchasing 
shares of the index, itself.
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of affluent 

millennials have 
made an impact 

investment 
(more than double  

baby boomers).1
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1 https://investmentnews.com/article/20180612/
FREE/180619985/impact-investments-made-by-

more-than-70-of-millennials-and-gen-xers
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Benefits of  
Direct Indexing
Direct indexing delivers a number 
of benefits that are unavailable 
through traditional index funds.
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WHAT IS TAX ALPHA?

Tax alpha is the additional 
performance, above ordinary market 
returns, generated through active 
tax management strategies.

ADD TAX ALPHA TO CLIENT PORTFOLIOS

Defer Capital Gains
You can avoid selling the top 
gainers if there aren’t losses to 

harvest, and/or if you want to defer capital 
gains for when your tax bracket decreases.

Capitalize on Tax-Loss 
Harvesting Opportunities
By holding the underlying 

securities, you can harvest stock losses on 
individual positions to offset taxes on capital 
gains elsewhere.

Accommodate ESG 
Considerations
You can choose to implement 

specific screenings—say, for alcohol, 
gambling, or animal welfare—to ensure that 
that each position aligns with an investor’s 
environmental, social, and governance values.

Foster Trust with Greater 
Portfolio Transparency
The DOL Fiduciary movement 

has ushered a new era of scrutiny, and now 
you can provide a layer of clarity into the 
investment holdings to your clients.

Integrate Legacy Holdings  
in Transitions
In transitioning legacy 

holdings into a new target strategy, you 
can incorporate some current holdings 
into your direct indexed portfolio to reduce 
unnecessary trades and expenses.

CREATE TRULY PERSONALIZED CLIENT PORTFOLIOS

Leverage Security And  
Sector Restrictions
Not every stock index perfectly 

matches each client’s  risk preferences, so  
you can exclude those that don’t.



www.orionadvisortech.com • 4

How do direct indexing portfolios compare 
to traditional mutual funds and ETFs?
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Direct Indexing Mutual Funds ETFs

Tax Management HIGH
Direct indexing allows you to find and harvest 
losses, on an individual security basis, to offset 
capital gains in other portions of the portfolio.

LOW
Tax management is limited in mutual funds. 
As the fund realizes gains or losses, those 
implications are passed directly to the client, 
yearly. Any tax management must be done at 
the fund level.

MODERATE
Similar to mutual funds, ETFs provide minimal 
tax management control; however, they tend 
to trade less frequently, incurring less tax. 
Additionally, unlike mutual funds, ETFs’ gains 
and losses usually are not passed to the client 
each year, but rather when the fund is sold.

Customization HIGH
Multiple factors and parameters can be used to 
customize direct indexes, including:
• ESG screenings
• Sector/security restrictions
• Capital gains restrictions
• Buy/sell rules

LOW
Mutual funds cannot be customized. The 
characteristics and investment objective of the 
fund are fixed.

LOW
ETFs cannot be customized. The characteristics 
and investment objective of the fund are fixed.

Active Management HIGH
Direct indexed portfolios are managed entirely 
by the financial advisor, who can actively define 
parameters that guide investment decisions, 
adjust individual holdings, and manage the tax 
and risk  implications of the portfolio.

MODERATE
While financial advisor control is minimal, most 
mutual funds are actively managed to some 
degree in pursuit of the overarching investment 
objective of the fund.

LOW
Most ETFs are index tracking, with a passive 
management style.

Transparency HIGH
Direct indexed portfolios are designed to 
provide a clear window into the exact positions 
that are held in the portfolio, providing the 
highest level of transparency to the end 
investor.

LOW
Mutual funds provide a single point of access to a 
group of securities. Identifying which securities are 
included, particularly as the fund is managed by a 
third-party investment committee, can be difficult, 
reducing overall transparency for the investor.

MODERATE
Similar to mutual funds, ETFs provide a single 
point of access to a group of securities. 
Transparency is higher than a mutual fund, 
but lower than the custom approach delivered 
through direct indexing.
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How does direct indexing meet client 
needs in the real world?
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THE AUDITOR
An auditor for Deloitte is 

responsible for auditing 230 
specific firms. Due to the 

nature of his work, he is not 
allowed to own any of the 

securities from these firms. 
Direct indexing allows you to 
replicate the risk and return 
of an index, while excluding 

these specific positions.

THE ACTIVIST
An environmental activist 
is uninterested in owning 

securities related to nuclear 
power and oil. Direct indexing 

gives you the flexibility to 
replicate an index with 

industries that align with 
investor interests.

THE TAX PAYER
A high-net-worth investor 

is interested in growing her 
portfolio, but worries about 
the implications of capital 

gains on her returns. Direct 
indexing empowers  you to 
harvest losses on individual 
securities to offset realized 

capital gains elsewhere, 
without disrupting the overall 

investment strategy.

THE NEW CLIENT
An investor is interested in 

moving her portfolio to your 
book of business. However, 
she is worried about the tax 

implications of liquidating her 
legacy assets. Direct indexing 

allows you to transition 
the legacy positions that 

overlap with the new target 
strategy into the portfolio—

without having to sell 
them outright—to reduce 
unnecessary capital gains.

THE RETIREE
An investor is 5 years from 
retirement, and currently 
in the highest tax bracket. 
To maximize his portfolio 

returns, he wants to defer all 
capital gains until retirement, 
where he can enter a lower 

bracket. Direct indexing 
allows you to defer selling 
individual securities in the 

portfolio that have incurred 
gains, limiting the income that 

will be subject to higher tax 
rates.



How can you start building and managing  
direct indexed models of your own?
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Use a Fully Integrated Portfolio 
Optimizer and Rebalancer

A portfolio optimizer gives you the tools and 
resources needed to build and manage fully 
custom, tax-efficient direct indexed portfolios.

What’s better, a fully integrated portfolio 
optimizer and rebalancing system creates an 
even more powerful advisor experience.

Orion’s ASTRO/Eclipse trading integration 
revolutionizes the way advisors create direct 
indexed strategies at scale. From a single 
location, you can direct index pre-defined 
models—customized for individual client 
requirements—and execute all trades, 
resulting in greater data security, back-office 
efficiencies, and increased transparency across 
your book of business.

At a fraction of the cost of outsourcing SMA 
portfolio creation, you can maintain your 
investment philosophy, while doing more for  
your clients in-house.
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empower@orion.com

866.908.4146

orionadvisortech.com
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