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TOPIC: HARVESTING TAX LOSSES
Different investments tend to appreciate in value at different rates over time. This
can cause the allocations in investment portfolios (such as the ratio of stocks to
bonds) to shift away from their targeted levels. However, many investors are reluctant
to rebalance their portfolios when these allocations shift because they do not want to
incur capital gains taxes. One strategy to control the timing of these taxes (they will
seldom be eliminated) is to offset a capital gain realized on the sale of one investment
with a capital loss realized on the sale of another investment (a gain or loss is realized
when an actual sale takes place).
Capital losses, both long term and short term, can be used to offset capital gains, thus
lowering, or in some cases eliminating, the taxes due on a realized gain. If an investor
has a greater loss than gain, the excess loss can be used to reduce up to $3,000 of
ordinary income. Any loss not used during the current tax year can be carried forward
indefinitely to future tax years.
Harvesting tax losses can be difficult using individual securities because of what is
called the "wash sale" rule. This rule states that, in order to use a capital loss to offset
a capital gain, the security that is sold at a loss cannot be repurchased within 30 days
of its sale. This means that, in order to capture the tax loss, a stock investor might
have to either buy a different stock or be out of the market for 30 days.
Harvesting tax losses can be more effective in a mutual fund and exchange-traded
fund (ETF) portfolio. With the plethora of mutual funds and ETFs available to
investors, it is relatively easy to find one fund with fairly similar characteristics to
another. If an investor wishes to realize a loss in a particular fund, he can sell that
fund, realize the loss, and immediately buy a new fund with similar characteristics,
thereby avoiding being "out of the market" for thirty days.
A second use of tax-loss harvesting also pertains to an investor holding a mutual fund
portfolio. Mutual funds earn dividends on the securities that they hold. They also buy
and sell securities during the year, incurring capital gains and/or losses. They are
required to pay out these dividends and gains to their shareholders each year. An
investor who has had no transactions in his portfolio during the course of a year
could still receive a capital gains distribution on which he has to pay taxes. Having to
pay capital gains taxes on a fund that has actually suffered a loss during the year can
be disheartening. An investor can avoid this situation by selling the fund before the

capital gain distribution and using the proceeds to buy a similar fund that has already
made its distribution. This gives the investor some control over his taxes payable.
While the harvesting of tax losses is a useful vehicle to mitigate the sting of having to
pay capital gains taxes in the current year, an investor needs to realize that this
strategy does have its limitations. In some cases, the transaction costs of selling an
investment at a loss (particularly when dealing with individual stocks) can outweigh
the advantages. In addition, an investor should not look for situations to minimize his
current tax liability if by so doing he would jeopardize the integrity of his investment
program.
We at Bingham, Osborn & Scarborough, LLC (BOS), are ready to work with clients,
their attorneys and tax professionals on the merits and specifics of these and other
investment and financial planning options. For additional information on this or
related topics, or to learn more about the investment management and financial
planning services offered by BOS, please visit our website at www.bosinvest.com.
Disclosure:
This white paper is for informational purposes only and is not intended to be used as a general guide to investing or
financial planning, or as a source of any specific recommendations, and makes no implied or express recommendations
concerning the manner in which any individual's account should or would be handled, as appropriate investment
strategies depend upon the individual's specific objectives. It is the responsibility of any person or persons in possession of
this material to inform himself or herself of and to seek appropriate advice regarding any investment or financial
planning decisions, legal requirements, and taxation regulations which might be relevant to the topic of this white paper
or the subscription, purchase, holding, exchange, redemption or disposal of any investments.
The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk.
Past performance is not indicative of future results, which may vary. The value of investments and the income derived
from investments can go down as well as up. Future returns are not guaranteed and inherent in any investment is the
potential for loss.
This white paper does not constitute a solicitation in any jurisdiction in which such a solicitation is unlawful or to any
person to whom it is unlawful. Moreover, this white paper neither constitutes an offer to enter into an investment
agreement with the recipient nor an invitation to respond by making an offer to enter into an investment agreement.
Opinions expressed are current opinions as of the date appearing in this material only and are subject to change. No
part of this material may, without the prior written consent of Bingham, Osborn & Scarborough, LLC, be (i) copied,
photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an employee, officer,
director, or authorized agent of the recipient.
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