
 

 
 
 

 

401k Insights 

Welcome to our first edition of your 401k Insights 
newsletter for 2018. Hopefully you were able to spend some 
much deserved time with friends and family over the past 
few weeks. Our topic this quarter dives into some of the 
differences between:  

 Actively Managed Funds (AMF) 
 Passively Managed Funds (PMF) 

SIMILARITIES 

Both investment vehicles attempt to disperse risk by 
allowing the investor to buy a mix of stocks and bonds of 
various companies. All else equal, theory teaches that the 
larger an investment lineup the lower a portfolios risk. This 
allows for diversification and limits what is referred to as 
single stock risk, or the risk of having all your eggs in one 
basket. Another similarity between the two investment 
vehicles includes the oversight of a portfolio manager. As 
explained later there are differences in management types, 
but portfolio managers ensure investments don’t drift too 
far off a funds’ target index, sector, or investment mandate.  

A final similarity involves the process of the funds 
closure or termination. We typically refer to closures via 
three methods: 1) Soft Close; 2) Hard Close; 3) Fund 
Termination. A “Soft” close usually occurs when the fund 
is approaching an extremely large size or has grown too 
rapidly in a short period of time. Managers implement a soft 
close by stopping any new investors from buying into the 
fund, but still allow current investors to buy or sell shares. 
This dramatically slows down the growth of the fund and 
will help to limit its size. A “Hard” close is the next level of 
protection as the manager will stop all purchases of the fund 
and will only allow sells to occur. In both hard and soft 
closures, the fund management has decided that the size is 
approaching or has reached an unsustainable level. Finally, 
a Fund termination is as it sounds. The fund will delist from  

 

 

 

 

its designated exchange and force holders to sell their shares 
of the fund. This could be due to departure of management, 
fund underperformance, a change in investment philosophy 
at the fund company, and/or other factors.    

DIFFERENCES 

First, as their name indicates the primary difference in 
the investment vehicles pertains to the management type of 
each fund. Active Managed Funds have portfolio managers 
who hand pick stocks and bonds of companies trying to 
outperform the market or index. Because of an increased 
level of scrutiny and amount of attention, AMFs tend to 
have higher management fees. By contrast, PMFs install 
investment lineups that usually track/mimic a given sector 
(i.e. Grocery Stores), asset class (i.e. Bonds), or index such 
(i.e. the S&P 500 Index). This passive strategy replicates 
their given benchmark with usually very little variance in 
the investment lineup. Managers of passive strategies 
ensure drift from the benchmark is maintained within 
tolerances and will rebalance or sell assets when required.       

Tax efficiency and lower cost create the second largest 
differentiator between the investment vehicles. Because 
actively managed funds attempt to take advantage of market 
opportunities, they will sell and buy investments more 
frequently than passively managed funds. This creates more 
taxable events and can lead to larger capital gains and 
dividend distributions in AMFs. Within your 401k or 
qualified plan, tax efficiency isn’t a concern. Tax 
consequences are only incurred upon the distribution of 
your 401k or qualified plan assets, not upon the sale of 
funds while held within the account. However, if you hold 
assets in non-qualified accounts such as a JTWROS or TOD 
account, tax efficiency of your portfolio should be 
considered.    

Feel free to contact us regarding your plans investments 
as we are here to help you navigate your qualified plan and 
any personal investment planning you may be facing.    
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Did you know????? 

Bitcoin was the brainchild of a still unknown individual “Satoshi Nakamoto”. Satoshi published a paper in 2008 titled “Bitcoin: A 
Peer-to-Peer Electronic Cash System” introducing the theory of bitcoin and blockchain technology. Bitcoin software was released in 
2009. Only 21 million bitcoins will ever be released. Bitcoin’s can be “Mined”, exchanged for goods and services, and are 
beginning to be bought/sold on the open markets. There are any number of crypto currency’s arriving to market each day, i.e. 
Ethereum, as blockchain technology begins to be incorporated in our daily lives. If you are considering this as an investment, 
please ensure you understand all risks as this unregulated market is still in its infancy and will face dramatic price fluctuations.    
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Disclosures:  
Investment Advisor Representative offering advisory services and securities through Cetera Advisor Networks LLC, Member FINRA / SIPC.  Cetera is 
under separate ownership from any other named entity. All investing involves risk, including the possible loss of principal.  There is no assurance that 
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