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Tax Alpha: Are Taxes Cutting Into Your Profits?

When it comes to investing, maximizing returns isn’t just about picking the right stocks or funds —it’s also
about minimizing taxes. That is where tax alpha comes in.

What is Tax Alpha?

Tax alpha refers to the additional return an investor earns by
implementing tax-efficient strategies that reduce the amount of
taxes paid on investment gains. It’s the “extra” value thatis created

by managing the impact of taxes on your portfolio — essentially, how
well you can optimize your investment returns by minimizing tax costs.

Tax Alpha at Work

Tax alpha is achieved through strategic planning that considers how investments are taxed and when
taxes are triggered. Here are a few ways to capture tax alpha:

1.

Asset Location: By using tax-efficient investment strategies, you can enhance the overall
performance of your portfolio. For example, placing income-producing investments (like bonds) in
tax-advantaged accounts (like IRAs or 401(k)s) and placing stocks in taxable accounts can help
minimize taxes on interest income and capital gains.

Capital Gains Management: Hold investments for more than a year qualifies you for lower long-
term capital gains tax rates, while short-term gains are taxed as ordinary income. Timing your
sales strategically can minimize your tax burden.

Tax-Loss Harvesting: If you have investments that have lost value, consider selling them to offset
any capital gains in your portfolio. This strategy can reduce your tax liability while allowing you to
reinvest the proceeds.

Tax-Efficient Funds: Use tax-managed mutual funds or ETFs designhed to minimize taxable
distributions. Place these tax-efficient investments in taxable accounts, while holding tax-
inefficient investments (like bonds or REITs) in tax-advantaged accounts, such as IRAs or 401(k)s.

Strategic Withdrawal Planning: When withdrawing from retirement accounts, consider the tax
impact of each withdrawal. For example, withdrawals from a Roth IRA are tax-free, while
traditional IRAs and 401(k)s are taxed as ordinary income. Planning your withdrawals strategically
can help minimize taxes in retirement.

Donating Appreciated Securities: Donate stocks or mutual funds that have appreciated in value
to avoid capital gains taxes and receive a charitable deduction.
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Why is Tax Alpha Important?

Taxes can take a substantial bite out of your investment gains, especially if you’re in a higher tax bracket.
By strategically managing your investments to reduce taxes, you can improve your after-tax returns
without taking on additional risk. Over time, the benefits of tax alpha compound, helping you reach your
financial goals faster.

Tax alpha is a powerful concept that can help you maximize your investment returns by minimizing the
impact of taxes. Understanding how to apply tax-efficient strategies can improve your after-tax returns
and enhance your portfolio's performance. By focusing on tax efficiency, you can keep more of your gains
and build wealth faster over time. Whether you're saving for retirement or other financial goals, tax alpha
is a crucial element to consider in your investment strategy.

Find Other Helpful Topics

Securities offered through Avantax Investment Services®™, Member FINRA, SIPC.
Investment advisory services offered through Avantax Advisory Services™.
Insurance services offered through an Avantax affiliated insurance agency.
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