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The Distribution Drag No One Budgets For 
Written: June 26, 2026  

Every spring, advisors field the same call. A client opens their tax documents and asks why they owe 
taxes on a fund position they never sold, never touched, and, in some cases, didn't want in the first 
place, generating income in the first place. The advisor didn't make that decision. Neither did the client. 
The fund did. 

This is distribution drag — the recurring tax cost of income a fund pays out on its own schedule, 
regardless of whether the investor needed it. Distribution drag sits next to the more familiar ideas of tax 
drag and dividend drag, but it's more precise: it names the specific friction created when a fund's 
distribution calendar, not the investor's plan, dictates when taxable income shows up. 

For taxable clients in accumulation mode, that friction can slow growth in ways that rarely make it into a 
planning conversation. 

 

Same Climb. One Keeps Getting Interrupted. 
Each distribution paid out on the fund's schedule, not yours. 

 
Illustrative and hypothetical. Does not represent actual or projected fund results. For discussion purposes only. 

Where the drag comes from 
A traditional Treasury or short-duration fixed income fund typically distributes income on a regular cycle. 
For an investor who needs that income, the mechanism works as intended. But many taxable investors 
hold short Treasury exposure for liquidity, capital preservation, or portfolio flexibility — not for a recurring 
payout. 

For those investors, each distribution can create: 

• Taxable income in years the client didn't plan for it — recognized on the fund's timetable, not 
the client's 

• A reinvestment decision the advisor has to manage, position by position 

• Potential cash drag in the window between distribution and reinvestment 

• Less control over the timing of taxable events — arguably, the variable advisors work 
hardest to manage everywhere else in the portfolio 
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None of these problems is catastrophic on its own. The point is that they're recurring, they're 
unbudgeted, and they result from a decision the advisor never actively made. 

Why this lands differently at the short end 
The drag is easy to overlook precisely because the dollars per distribution look small. But short-duration 
taxable sleeves are often where clients park meaningful balances, and the income recognition is steady 
and predictable — which means the friction is steady and predictable too. It's the definition of a cost 
that's easy to ignore and hard to justify once it's named. 

And it runs counter to how advisors manage taxes everywhere else. In equity portfolios, timing of 
recognition is a lever — harvest losses here, defer gains there, control when. In the short duration fixed 
income sleeve, that lever is often surrendered by default to the fund's distribution calendar. 

A structure built around the mismatch 
SGVA, the F/m Accumulator Ultrashort Treasury ETF, and the first fund in the F/m Accumulator Series 
— was designed for the investor who wants Treasury exposure without the recurring distributions that 
come attached to it. 

The ETF seeks to deliver ultrashort U.S. Treasury exposure (zero- to twelve-month maturities) in a total-
return structure designed to avoid recurring fund distributions. The intent is straightforward: more return 
may remain invested inside the fund rather than flowing out on a schedule the investor didn't choose. 
This hands the timing decision back to where advisors generally want it, with the investor and the 
advisor. 

The platform idea behind the F/m Accumulator Series captures it in five words: built to grow, not 
distribute. SGVA is the first expression of that idea, applied to the part of the portfolio where the 
distribution mismatch is most routine and least examined. 

The conversation it opens 
The useful question for an advisor isn't "how much is distribution drag costing this client" in the abstract. 
It's simpler: who is deciding when this client recognizes income on their cash-adjacent holdings — and is 
that what they would choose if asked? 

For a meaningful set of taxable clients, the honest answer is that the fund is deciding, and no one 
budgeted for that. 

Frequently Asked Questions 

What is distribution drag? 
Distribution drag is the recurring tax cost that arises when a fund pays out income on its own schedule 
to a taxable investor who didn't need the payout. The investor recognizes taxable income on the fund's 
calendar rather than on their own plan. 

Why does distribution drag matter for taxable accounts? 
For taxable investors holding short-duration exposure for liquidity or preservation rather than income, 
each distribution can create unplanned taxable income, a reinvestment decision, potential cash drag, 
and reduced control over the timing of taxable events. 

How does an accumulating ETF structure address distribution drag? 
An accumulating, total-return structure is designed to avoid recurring fund distributions, so more return 
may remain invested inside the fund rather than being paid out on a schedule the investor didn't 
choose. 
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Investors should consider the investment objectives, risks, charges and expenses carefully before investing. For a 
prospectus or summary prospectus with this and other information about the Fund, please call 1-800-617-0004. 
Read the prospectus or summary prospectus carefully before investing.  
F/m Investments, LLC (“F/m”), is an investment adviser registered under the Investment Advisers Act of 1940. Registration as an Investment Adviser is no indication of any level of skill or 
training. The information presented here in the material is general in nature and is not designed to address your investment objectives, financial situation, or particular needs. Prior to making 
any investment decision, you should assess or seek advice from a professional regarding whether any particular transaction is relevant or appropriate to your individual circumstances. 

The information contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security. The opinions 
expressed herein are those of F/m and may not come to pass. This presentation does not intend to be a complete overview of the topic stated, nor is it meant to be a comprehensive discussion 
or analysis of the strategies discussed. Investing involves risk, including the possible loss of principal. As an investor, you should consider the investment objectives, risks, and fees carefully 
before investing. The data available at the time of the presentation may be subject to change depending on current market conditions Although taken from reliable sources, F/m cannot 
guarantee the accuracy of information received from third parties. The information is current as of the date of this presentation and is subject to change at any time, based on market or other 
conditions. 

An index is a portfolio of specific securities, the performance of which is often used as a benchmark in judging the relative performance of certain asset classes. Indexes are unmanaged 
portfolios and investors cannot invest directly in an index. An index does not charge management fees or brokerage expenses, and no such fees or expenses were deducted from the 
performance shown.  

All securities investing involves the risk of loss, including loss of principal. Past performance is no guarantee of future results. 

As with all ETFs, Shares may be bought and sold in the secondary market at market prices. Interest rate risk is the risk of losses attributable to changes in interest rates. In general, if 
prevailing interest rates rise, the values of debt instruments tend to fall, and if interest rates fall, the values of debt instruments tend to rise. 
 
Fund Risks: Active Management Risk. The Fund is actively managed using proprietary investment strategies and processes. There can be no guarantee that these strategies and 
processes will be successful or that the Fund will achieve its investment objective. Affiliated Fund Risk. Affiliated fund risk is the risk that the Adviser may select Underlying Funds and/or 
investments for the Fund based on its own financial interests or other business considerations rather than the Fund's interests. The Adviser may be subject to potential conflicts of interest in 
selecting the Underlying Funds because affiliated Underlying Funds pay an advisory fee to the Adviser based on their assets, the fees paid to the Adviser by some affiliated Underlying Funds 
may be higher than other Underlying Funds or the Underlying Funds may be in need of assets to enhance their appeal to other investors, liquidity and trading and/or to enable them to carry 
out their investment strategies. However, the Adviser is a fiduciary to the Fund and is legally obligated to act in the Fund's best interest when selecting Underlying Funds. Concentration 
Risk. The Fund may be susceptible to an increased risk of loss, including losses due to adverse events that affect the Fund's investments more than the market as a whole, to the extent that 
the Fund's investments are concentrated in a particular issue, issuer or issuers, country, market segment, or asset class. Credit Risk. The value of your investment in the Fund may change in 
response to changes in the credit ratings of the Fund's portfolio securities, including with respect to Underlying Funds. Generally, investment risk and price volatility increase as a security's 
credit rating declines. The financial condition of an issuer of a fixed income security held by such Fund or an Underlying Fund may cause it to default or become unable to pay interest or 
principal due on the security. Fund of Funds Risk. Because it invests primarily in other funds, including ETFs, the Fund's investment performance largely depends on the investment 
performance of the selected Underlying Funds. The Fund is indirectly exposed to all of the risks of an investment in an Underlying Fund. In addition, at times, certain of the segments of the 
market represented by an Underlying Fund in which the Fund invests may be out of favor and underperform other segments. The Fund will also bear the proportionate share of the fees and 
expenses of an Underlying Fund in which it invests, which can result in higher expenses. Interest-Rate Risk. Interest rate risk is the risk of losses attributable to changes in interest rates. In 
general, if prevailing interest rates rise, the values of debt instruments tend to fall, and if interest rates fall, the values of debt instruments tend to rise. Changes in the value of a debt 
instrument usually will not affect the amount of income the Fund receives from it but will generally affect the value of your investment in the Fund. New Fund Risk. The Fund is a newly-
organized management investment company with a limited operating history. 
Open configuration options 
  
Investments involve risk. Principal loss is possible.  
  
Distributed by Quasar Distributors, LLC 
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