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Portfolio Management: Capital Gain-Loss Harvesting

Effectively managing capital gains and losses is crucial to optimizing tax outcomes for
investors. The decision to recognize capital gains or losses in any given year depends on
various factors, including your marginal tax bracket and the types of gains and losses involved.
While recognizing capital gains may be advantageous in certain situations, capital losses can
provide a valuable offset, though their utility may diminish if carried forward to future years
without immediate application.

Understanding Capital Gain Tax Rates

The tax rates applicable to capital gains vary based on the duration of the investment and the
taxpayer's income. Here is a summary of the relevant tax rates:

Type of Capital Gain Taxable Income Threshold Applicable Tax Rate
Short-term Capital Gains Allincome levels Taxed at marginal
tax rates
Long-term Capital Gains | - Single/MFS: Up to $47,025 0%
- Head of Household: Up to 0%
$63,000
- MFJ: Up to $94,050 0%
Long-term Capital Gains - Single/MFS: 15%
$518,900 / $291,850
- Head of Household: 15%
$551,350
- MFJ: $583,750 15%
Long-term Capital Gains Over thresholds 20%
(above thresholds)
Long-term Capital Gains Allincome levels 28%
(Collectibles)
Long-term Capital Gains Allincome levels 25%
(Real Estate
Depreciation Recapture)
Short-term Capital Gains Allincome levels Taxed at marginal
tax rates

Additionally, if your taxable income exceeds $200,000 ($250,000 for married filing jointly), an
additional Medicare surtax of 3.8% may apply to certain investment income. This typically
affects individuals in the 24% tax bracket or higher.
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Capital Loss Offset Rules

The IRS has established specific ordering rules for how capital gains are offset by capital
losses:

> Short-term losses first offset short-term gains.

> Remaining short-term losses offset net long-term gains.

> Long-term losses first offset long-term gains, beginning with gains subject to the highest
tax rates (collectibles and real estate depreciation recapture).

> Remaining long-term losses offset net short-term gains.

> Capital losses can offset up to $3,000 of ordinary income annually ($1,500 if married filing

separately), with any remaining losses carried forward indefinitely.

Loss Harvesting

Capital loss harvesting is a common strategy used to offset gains, but it must be carefully

managed to avoid negatively impacting the overall portfolio. Key considerations include:

> Trading Costs: Commissions and redemption fees can eat into the benefits of harvesting
losses.

> Wash Sales: To avoid disallowed losses, do not repurchase the same or a substantially
identical security within 31 days before or after the sale.

> Asset Allocation: Avoiding wash sales may disrupt your asset allocation, though similar
securities can be used as replacements.

> Investment Quality: There is a risk that the replacement security may underperform the
original investment.

> Opportunity Costs: Missing key market days during the replacement process can
significantly impact long-term returns.

> Holding Period: If the replacement security is sold within a year, any gains may be taxed at
higher short-term rates.

> Mutual Funds: Be cautious of capital gain distributions from mutual funds, which may

result in taxable gains even if the fund is held at a loss.

> Stockpiling Losses: Recognizing losses beyond current capital gains plus $3,000 may not

provide an immediate tax benefit and could have other negative consequences.
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Gain Harvesting

While loss harvesting is more commonly discussed, gain harvesting can also be advantageous,
particularly in certain tax environments. Considerations for gain harvesting include:

> Wash Sales: Wash sale rules do not apply to gain recognition, allowing for consistent asset
allocation.

> Low Tax Bracket: If your income is below certain thresholds, recognizing long-term gains
may not result in any additional tax liability.

> Rising Income: If you expect to move into a higher tax bracket in the future, recognizing

gains now at a lower tax rate could be beneficial.

Conclusion

Capital gain-loss harvesting is a powerful tool that, when used effectively, can optimize your
tax position while maintaining the integrity of your investment strategy. However, these
strategies must be carefully tailored to your specific financial situation, tax bracket, and long-
term goals to maximize their effectiveness. You should consult with a qualified tax
professional before engaging in any gain-loss harvesting strategies.

Important Disclosure: The information contained in this whitepaper is intended to be general in nature
and for informational purposes only. It should not be considered as investment advice or as a
recommendation of any particular tax or investment strategy or product. Moreover, this whitepaper is
not a solicitation or an offer to provide any specific tax, estate planning or financial planning service.
Please consult with qualified tax, legal and/or financial professionals for advice specific to your
situation before engaging in any tax planning strategies.




