Reaping the Benefits of
Tax-Loss Harvesting
By Kristi Mathisen
At LNWM, we have a deep bench of expertise dealing with extreme market
turbulence. Especially during down markets, we pro-actively apply what is known
as tax-loss harvesting to improve the after-tax returns on client portfolios. Because
there are several steps to this strategy, I thought I would explain what tax-loss
harvesting is, how we implement it at LNWM, and the benefits it can provide to
taxable portfolios at times when the markets are highly volatile.
What is tax-loss harvesting? It is a way to benefit from a down market while
staying invested to profit from the eventual rebound. There are two major steps:
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Result of Trade

Step 1: As we make tactical shifts in taxable accounts, LNWM reviews
opportunities to sell some positions at a loss. These losses can be used to offset
gains already realized this year, as well as gains generated in the coming months.
Losses that cannot be used to reduce taxes in the current year can be carried
forward into future years.
Especially advantageous are short-term losses, those generated on investments
held for one year or less. That’s because short-term losses can be used first to
offset short-term gains, which are taxed like ordinary income (at your highest
income tax rate). What is left can then be used to offset long-term gains. If any
short-term losses remain after all gains are offset, up to $3,000 can be used each
year to reduce household taxable income (adjusted gross income or AGI). Beyond
that, excess losses can be carried forward into future years indefinitely and treated

Taxes

Other Considerations

Short-term capital gain
(investment held under 1 year)

Taxed as regular income at your highest
marginal tax rate

Long-term capital gain
(investment held over 1 year)

Taxed at capital gains rates — 0%, 15%,
Amount of gain can put you in higher
20% depending on household income level tax bracket

Short-term loss

Can offset in this order:
1) all short-term gains; then
2) any long-term gains

Can be applied to future years;
excess up to $3,000 can offset
taxable income

Long-term loss

Can offset in this order:
1) all long-term gains; then
2) any short-term gains

Can be applied to future years;
excess up to $3,000 can offset
taxable income, but only after
short-term losses carried over from
past years have been exhausted
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Amount of gain can put you in higher
income tax bracket
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Step 2: We replace the investments sold with similar
ones to maintain each portfolio’s targeted asset
allocation and risk/ return attributes. Our goal is to
keep you invested in a diversified portfolio that can
benefit from up moves in the market, while using
tax-loss harvesting in the near term to increase future
after-tax returns.

When Tax-Loss Harvesting Works Best
We find that the best candidates for tax-loss harvesting
are positions in funds in liquid markets (such as US
large-cap stocks) where you have a significant loss,
either in dollar amount or percentage (20% or more).
The specific funds should be easily replaceable with a
fund that is similar although not identical, so that similar
performance can be expected in terms of risk and return.
We maintain a list of similar but not identical funds
(“proxies”) for many of our investments, so we can be
prepared to execute when we see opportunities for
tax-loss harvesting.
Positions in actively managed funds require special
consideration. There are rarely good proxies for these
funds, and they often have restrictions on re-purchasing
after a sale. For some of these funds, we may forego
tax-loss harvesting if we won’t be allowed to buy back

Minding the “Wash Sale” Rule
When replacing securities, we are very
careful to abide by the IRS’ “wash sale”
rule, so that any losses reported are
not disqualified. The rule is basically
this: you cannot claim a loss if you
buy a “substantially identical” security
(directly or through contracts or options)
within 30 days — before and after – of
selling at loss. This rule also applies to
securities bought by your spouse or a
company that you control, and to taxable
(including joint accounts) and retirement
accounts. A “gotcha” when selling part
of a mutual fund are the automatically
reinvested dividends, which can trigger a
wash sale designation.
What happens when a loss is
disallowed? The account custodian
reports it as such on Form 1099 issued
to you. And the amount of the loss is
added to the cost of the substantially
identical shares recently bought.

into the fund after the 30-day wash sale period has passed. For index funds, the proxy fund is usually a
good substitute, and we might not re-purchase the original security. In making such moves, we are mindful
of new short-term gains that may be generated if the market rises.
Just as important, we try as much as possible to minimize fees that apply to tax-loss harvesting
transactions, such as redemption fees on fund sales and higher management fees on the replacement
funds. And we are careful to abide by the time restrictions that some fund companies place on selling and
buying funds. And if the transactions happen in the last quarter of the year, we are mindful of the timing of
capital gains distributions that mutual funds make at year-end.

Your Big Picture
Ultimately, tax-loss harvesting works best when the transactions are aligned with your entire asset base,
your tax situation, and your cash flow needs. The following are things we consider carefully as we look for
opportunities for tax-loss harvesting that will benefit you:
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•

Do you already have losses carried forward from previous years?

•

What amount in realized gains and losses has your LNWM portfolio generated this year?

•

What other realized gains/losses are likely for you this year (sales of business or property)?

•

Potential future gains – could you generate meaningful losses to carry forward that could be used
to offset a significant gain in future years?

•

Your taxable income – could generating additional losses move you into a lower tax bracket for
income and/or capital gains, help you avoid the 3.8% Net Investment Income tax, and minimize your
exposure to higher Medicare Premiums (for those 65 and older)? Working with your CPA
if necessary, we can ascertain the various outcomes so you can see if this works for you.

2020 Income and Capital Gains Rates
The capital gains — 0%, 15% or 20% — is based on total taxable income, including the gains.
Regular Income Tax
Rate

Taxable Income
Single

Taxable Income
Married, Filing Jointly

37%

> $518,400

> $622,050

35%

$207,350 — $518,400

$414,701 — $622,050

32%

$163,301 — $207,350

$326,601 — $414,700

24%

$85,526 — $163,300

$171,051 — $326,600

22%

$40,126 — $85,525

$80,251 — $171,050

12%

$9,876 — $40,125

$19,751 — $80,250

10%

Up to $9,875

Up to $19,750

Long-Term Capital Gains Tax
Rate

Taxable Income
Single

Taxable Income
Married, Filing Jointly

20%

> $441,450

>$496,600

15%

$40,001 — $441,450

$80,001 — $496,600

0%

Up to $40,000

Up to $80,000

What Works Best for You
As trying as they may be, down markets provide opportunities, including tax-loss harvesting to maximize
net return during the current year or in the future. We can help you make the most of those opportunities.
Your LNWM Advisory team will be reviewing your portfolio and finances to see if and when a tax-loss
harvesting strategy makes sense for you.
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About the Author
Kristi Mathisen, JD, CPA, PFS is Managing Director of Tax and Financial Planning at Laird Norton Wealth Management. In addition, she provides
guidance and advice on philanthropic strategies and estate planning to the firm’s client services team and to clients directly. An attorney, CPA and
Personal Financial Specialist with more than 20 years of finance-related experience, Kristi has a bachelor’s degree in business administration
from the University of Washington and a Juris Doctor from the University of Washington School of Law. She is a member of the Washington State
and King County Bar Associations, the Washington State Society CPA and the American Institute of CPAs.

About Laird Norton Wealth Management
With nearly $5 billion in assets under advisement, Laird Norton Wealth Management is the Northwest’s premier wealth management company.
Founded in 1967 to serve the financial management needs of the Laird and Norton families, the firm now provides integrated wealth management
solutions to more than 600 individuals, families, business leaders, private foundations and nonprofit organizations.

Disclosure
All investments involve a level of risk, and past performance is not a guarantee of future investment results. The value of investments and
the income derived from them can go down as well as up. Future returns are not guaranteed and a loss of principal may occur. All investment
performance can be affected by general economic conditions and the extent and timing of investor participation in both the equity and fixed
income markets. Fees charged by LNWM will reduce the net performance of the investment portfolio.
The information presented herein does not constitute and should not be construed as legal advice or as an offer to buy or sell any investment
product or service. Any opinions or investment planning solutions herein described may not be suitable for all investors nor apply to all situations.
All opinions expressed are those of Laird Norton Wealth Management and are current only as of the date appearing on this material.
Any accounting, business or tax advice contained in this presentation (or communication, including attachments and enclosures) is not intended
as a thorough, in-depth analysis of specific issues, nor a substitute for a formal opinion, nor is it sufficient to avoid tax-related penalties.
Some investments may not be publicly traded and they may only allow redemptions at certain times conditioned on various notice provisions and
other factors as more fully described in the related offering and subscription documents provided at the time of the investment. Due to the nature
of these types of investment funds, hedge funds, fund of funds, and similar partnership-like investment vehicles, they should be considered illiquid.
In addition to restrictions on redemption, they often include holdback provisions that may delay a full redemption for several months or longer.
There is no guarantee that the amount of the initial investment can be received upon redemption. Due to the nature of the tax reporting that may
be available from these types of investments, clients should expect to extend the filing of their tax returns.
A benchmark is an unmanaged index, and its performance does not include any advisory fees, transaction costs or other charges that may be
incurred in connection with your investments. Indices are statistical composites and are shown for informational purposes only. It is not possible
to invest directly in an index. Indices are unmanaged and are not subject to management fees. Any benchmark whose return is shown for
comparison purposes may include different holdings, a different number of holdings, and a different degree of investment in individual securities,
industries or economic sectors than the investments and/or investment accounts to which it is compared. Comparisons of individual account or
portfolio performance to an index or benchmark composed of indices are unreliable as indicators of future performance of an actual account or
portfolio. Actual performance presented represents past performance net of investment management fees unless otherwise noted. Other fees,
such as custodial fees or transaction related fees may not be reflected in the actual performance results shown.
Certain information herein has been obtained from public third party data sources, outside funds and investment managers. Although we believe
this information to be reliable, no representation or warranty, expressed or implied, is made, and no liability is accepted by Laird Norton Wealth
Management or any of its officers, agents or affiliates as to the accuracy, completeness or correctness of the information herein contained. In
addition, due to the nature of an investment or the date of the creation of the attached presentation, some values shown or used in the calculation
of performance may be based on estimates that are subject to change.
All data presented is current only as of the date thereon shown. Laird Norton Wealth Management is comprised of two distinct entities that may
offer similar services to clients. Laird Norton Trust Company is a State of Washington chartered trust company. Its wholly owned subsidiary, Laird
Norton Tyee Asset Strategies, LLC, is an Investment Advisor registered with the Securities and Exchange Commission. Such registration does not
imply any level of skill or expertise.
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