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What is an Equity-Linked Note? 

An Equity-Linked Note (“ELN”) is an investment product issued by counterparties, including 
banks, broker-dealers or their affiliates. It’s structured to offer a return linked to the 
underlying instruments within the ELN. These instruments are HIGHLY customizable – you 
can package a host of structures, reference indices/securities, and other features that allow 
for you to hold one note (the ELN), and at the maturity of the note receive the amount back 
that reflects the payoff of selected features in the note. 

This is all to say that you have a structured product whose return is linked to the 
performance of its underlying reference equity or index. 

ELN in an ETF wrapper 

ELNs can provide an option structure otherwise not available in a ‘40 Act ETF. This includes 
leveraged spreads with other potential features. It simplifies those options structures into a 
simple debt instrument held in the fund and helps to increase distributable income from 
the options premiums. 

Potential Risks 

Counterparty risk – the risk that the note issuer defaults. While the notes we purchase are 
fully guaranteed by the issuer and prepaid, there is always the small risk the issuer fails to 
meet their obligation. 

Market risk – influenced by the structure inside the note, including reference security (in our 
case, S&P 500), leverage multiplier, and other market factors including volatility.  

Liquidity risk – while we intend to hold the ELNs until maturity, a forced liquidation in the 
fund holding the notes may have an adverse impact on fund NAV selling the ELNs back to 
the issuer at a discount. 

Managing the Risks 

To manage counterparty risk, we a) cap the exposure to any single issuer to 5% at one time, 
b) partner with reputable issuers with strong balance sheets, and c) write notes just one 
month to maturity.

To manage market risk, we stagger the periods in which we purchase each note and ladder 
the ELNs in the portfolio. This helps to smooth out distributions and market outcomes. 
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To manage liquidity risk, we purchase ELNs that have highly liquid reference indices like the 
S&P 500, keeping spreads tighter. Having a reference index that is transparent, liquid, and 
easily hedged is key. 

Why use ELNs? 

ELNs can be used in a variety of ways depending on their underlying structures 
and reference instruments. We believe with the proper risk management in place, ELNs 
can enhance income without adding style, credit, or duration risks that detract from long-
term compounding and income generation.   

Disclosures: 

Please carefully consider the funds objectives, risks, charges, and expenses before 
investing. The statutory or summary prospectus contains this and other important 
information about the investment company. For more information, or a copy of the full 
or summary prospectus, visit www.aptusetfs.com, or call (251) 517-7198. Read carefully 
before investing.  Distributed by Quasar Distributors, LLC.   

Past performance is not indicative of future results. This material is not financial advice or 
an offer to sell any product. The information contained herein should not be considered a 
recommendation to purchase or sell any particular security. Forward looking statements 
cannot be guaranteed. 

This commentary offers generalized research, not personalized investment advice. It is for 
informational purposes only and does not constitute a complete description of our 
investment services or performance. Nothing in this commentary should be interpreted to 
state or imply that past results are an indication of future investment returns. All 
investments involve risk and unless otherwise stated, are not guaranteed. Be sure to 
consult with an investment & tax professional before implementing any investment 
strategy. Investing involves risk. Principal loss is possible. 

Advisory services are offered through Aptus Capital Advisors, LLC, a Registered Investment 
Adviser registered with the Securities and Exchange Commission. Registration does not 
imply a certain level or skill or training. More information about the advisor, its investment 
strategies and objectives, is included in the firm’s Form ADV Part 2, which can be obtained, 
at no charge, by calling (251) 517-7198. Aptus Capital Advisors, LLC is headquartered in 
Fairhope, Alabama. ACA-2302-28. 


