
Tax Efficient Investing 
Smart investors should never let taxes be the 

primary driver of their investment planning. In past 
decades, investors lost millions in “tax favored” or 
“tax advantaged” investments. Even though investors 
are wise not to let taxes be the primary driver of their 
investment strategy, they should do everything possi-
ble to manage their portfolios in a way that minimizes 
taxes.   

Below we cover two strategies we employ when 
managing your portfolio to reduce taxes: Tax loss 
harvesting, and thoughtful asset location.     

 
Tax Loss Harvesting  

Because stock markets around the world dropped 
last quarter and were negative year to date through 
9/30/15, now is a good time to discuss tax loss 
harvesting. Tax loss harvesting is really quite simple, 
but it does require a fair amount of work to execute 
well.  

Here are the basics. Let’s say — in a non-
retirement account — you make a $100,000 invest-
ment into an S&P 500 index fund and the market 
drops 10%. Your investment is now only worth 
$90,000. Even though you lost $10,000 our tax laws 
say you cannot put the loss on your tax return until 
the investment is sold and the loss realized.  

Realized capital losses can be used to offset 
realized capital gains and up to $3,000 of ordinary 
income. For example, if you realize a $10,000 capital 
loss and have $7,000 of realized capital gains, the 
$10,000 loss will entirely offset the $7,000 capital gain 
and the remaining $3,000 loss can be written off 
against ordinary income.  

If you had a $10,000 loss and no other realized 
capital gains, you would write off $3,000 against 
ordinary income, and then carry the remaining $7,000 
loss forward to the next tax year. Next year the $7,000 
loss carry forward would once again be available to 
write off against realized capital gains for that year 
and $3,000 of ordinary income. Realized capital losses 
may be carried forward until they are used up.  

One problem with selling a good investment to 
realize a capital loss is that as soon as you sell, it could 
quickly rebound — and you would have been better 
off not selling it in the first place. The IRS rules 
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basically require you to wait 31 days from the time 
you sell an investment at a loss before you buy it 
back, otherwise you will not be able to write off the 
loss. This is referred to as the “wash sale” rule.  

Here is how we work around the wash sale rule 
and eliminate the risk that an investment sold at a 
loss might rebound during the 31 day waiting period.  
Once the primary investment is sold at a loss, we buy 
a slightly different secondary investment that will 
provide a similar return to the one that was just sold. 
Once the 31 days are over, we sell the secondary 
investment and buy back the primary investment. We 
have now “harvested” the loss while remaining fully 
invested and the realized losses are available to offset 
current and future investment gains.  

 
Thoughtful Asset Location 

The second strategy we use to minimize taxes is 
thoughtful asset location. It is the careful considera-
tion of which investments to hold in your retirement 
accounts and which investments to hold in your 
taxable accounts. This is important because invest-
ment income is taxed various ways depending upon 
the nature of the income, the account type, and the 
taxpayer. 

For example, capital gains and dividends receive 
favorable tax treatment in a non-retirement account. 
Taxpayers with taxable incomes below the 15% tax 
bracket pay zero federal tax on capital gains — yes 
that is correct, zero federal income tax.  

For taxpayers in higher tax brackets, the capital 
gain and dividend tax rate jumps to 15% but this is 
often much lower than their normal tax bracket. The 
capital gain tax rate jumps to 20% at taxable income 
levels of $464,850 for married taxpayers and $413,200 
for single taxpayers. This is still substantially lower 
than the normal tax rates which are 39.6% for taxpay-
ers with this amount of taxable income.   

Capital gains and dividends paid inside of tax 
deferred retirement accounts are not taxed when they 
are received. Instead, they accumulate tax deferred 
inside the retirement account until the funds are 
withdrawn. Once the funds are withdrawn they are 
taxed at ordinary income tax rates. So in effect, the 
favorable capital gain and dividend tax rates are lost 
on investments held inside retirement accounts.   
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Because of this, when possible, we normally put 
interest income producing investments like bonds and 
first trust deeds inside clients’ retirement accounts and 
we put stocks in their taxable accounts — so they can 
take advantage of the favorable capital gain and divi-
dend tax treatment.   

 
Summary 

Never let the desire to save taxes be the primary 
motivation of your investment planning. That stated, 
there are sound strategies that can be used to reduce the 
taxes generated by a portfolio.   

Properly using a tax loss harvesting strategy can 
significantly reduce your tax liability, thereby boosting 
your long-term returns. In addition, thoughtful asset 
location — such as placing fixed income investments in 
retirement accounts and equities in taxable accounts —  
can help make your portfolio more tax efficient by 
design.  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
Past performance is no guarantee of future results. All 

content in this newsletter is intended as general information, not 
specific advice. Performance data listed is for illustrative 
purposes only. Portfolios are personalized and often consider 
many variables, including investment objectives, age, time 
horizon, risk tolerance, and tax variables. Information con-
tained herein has been obtained from sources believed reliable, 
but not guaranteed.  
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