Enhance Client
Outcomes with

Tax Alpha

Achieve Tax Alpha
Systematically

Use Custom Index SMAs to
Maximize Tax Alpha

Our Tax management
Capabilities

Unlike Alpha which is very
difficult to consistently obtain,
Tax Alpha can be achieved in
a reliable process with indextracking portfolio strategies.

Potential tax hikes and the US
equity market at an all-time
high provide an opportunity
to consider investing in taxmanaged index tracking SMAs.

Tax-managed solutions are
implemented using GAMMA’s
sophisticated platform to help
advisors maximize after-tax
wealth for their clients.

Research has shown that an optimized approach to tax loss harvesting can provide significant tax alpha
As illustrated below, the tax alpha was 1.98% annualized for a tax-managed strategy tracking the Russell 1000
Index with a predicted tracking error limit of 0.50% since 2008 (shortly before the Global Financial Crisis). Using
the same strategy over a 30-year period, the tax alpha was 0.85% annualized since 1990. Note that tax alpha
can vary depending on an investor’s target index, tracking error tolerance, as well as other factors. To deliver
the best post-tax performance, advisors must carefully balance a client’s pre-tax investment goals against
their tax objectives. GAMMA can work with advisors to navigate these challenges and seek to deliver the best
results for investors.
Tax-Managed Russell 1000 Strategy
Backtested Period

Jun 2008 – Jun 2020

Mar 1990 – Jun 2020

1.98%

0.85%

Tax Alpha (annualized)

Source: “Generating Tax Alpha with Optimized Index Tracking”, Sercan Yildiz, Qontigo, March 2021.

Four Ways to Enhance After-Tax Returns with Custom Index SMAs
1. Harvest losses as they become available
Consider a tax-managed SMA invested in a custom portfolio of securities that track the performance of
a target index. After the initial portfolio is constructed, GAMMA monitors for risk and tax-loss harvesting
opportunities. Stock candidates for tax loss harvesting opportunities become available as prices fall below
their original purchase price. These circumstances materialize even in the face of a rising stock market,
as there are always stocks in the index that decline in price. The tax lots exhibiting a loss are sold and a
replacement set of securities is bought. Additional care is taken to avoid wash-sales. The resulting portfolio
is designed to closely track the target index on a pre-tax basis, while also producing excess realized losses
to offset realized gains and lower taxes. In the end, tax-managed SMA portfolios closely track the target
index while helping investors pay less in taxes. Furthermore, the compounding effects of tax savings add
significant value to an investor’s wealth creation over time.

2. Defer gains as long as possible
Deferring investment gains is just as important as regular tax loss harvesting, as taxes saved remain invested
in a portfolio which compound over time.

3. Transition portfolios efficiently
Portfolio transition is another opportunity to defer gains. GAMMA can help advisors transition a client’s
portfolio positions to a new account/target strategy with in-kind securities without incurring unnecessary
capital gains.

4. Manage consequences of harvesting losses
By regularly harvesting losses, the overall cost basis of the portfolio is reduced. This increases the unrealized
gains embedded in the portfolio over time. There are several ways to address such outsized gains:
Gifting / Charitable
Contributions
Investors can gift securities
with steep unrealized gains
to remove them from the
portfolio.

Strategic gain realization

Add cash to portfolio

Realizing gains opportunistically
instead of deferring them may
make sense in some cases. This
is an option if (1) a portfolio has
lots with shallow unrealized
gains, (2) there is an expiring
loss carryforward, or (3) tax
rates are expected to be higher
in the future. In each case,
an investor can realize gains
and reinvest the proceeds at
current prices.

A constant stream of new
cash can be used to purchase
securities at current prices and
increase the portfolio’s cost
basis. This in turn can create
more favorable conditions
for tax loss harvesting in the
future.

Disclaimers:
• GAMMA Investing LLC (“GAMMA”) is registered as an investment adviser with the SEC. GAMMA only transacts business in states where
it is properly registered or is excluded or exempted from registration requirements.
• This information is directed to institutional, professional and wholesale clients or investors only and should not be relied upon by retail
clients or investors.
• This literature is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation
or recommendation with respect to any transaction and should not be treated as legal, investment or tax advice. Recipients should
not rely upon this information as a substitute for obtaining specific legal or tax advice from their own professions legal or tax advisors.
Information is subject to change based on market or other conditions.
• Information presented is believed to be factual and up-to-date, but we do not guarantee its accuracy and it should not be regarded as
a complete analysis of the subjects discussed. All expressions of opinion reflect the judgment of the author as of the date of publication
and are subject to change.
• Forward-looking statements and assumptions are GAMMA Investing’s current estimates or expectations of future events or future
results based upon proprietary research and should not be construed as an estimate or promise of results that a portfolio may
achieve. Actual results could differ materially from the results indicated by this information. Economic factors, market conditions, and
investment strategies will affect the performance of any portfolio and there are no assurances that it will match or outperform any
particular benchmark.
• Hypothetical portfolio information does not represent results of an actual investment portfolio but reflects representative historical
performance of the strategies listed herein, which were selected with the benefit of hindsight. Historical performance results generally
do not reflect the deduction of transaction and/or custodial charges or the deduction of an investment-management fee, the incurrence
of which would have the effect of decreasing historical performance results. No representation is being made that any portfolio will
achieve a performance record similar to that shown. Hypothetical results may have under- or over-compensation for the impact,
if any, of certain market factors such as lack of liquidity, economic or market factors/conditions. The investment returns of other
clients may differ materially from the portfolio portrayed. There are numerous other factors related to the markets in general or to the
implementation of any specific program that cannot be fully accounted for in the preparation of hypothetical performance results. The
information is confidential and may not be duplicated in any form or disseminated without the prior consent of GAMMA Investing.
• All investment strategies have the potential for profit or loss. Different types of investments involve varying degrees of risk, and there
can be no assurance that any specific investment will either be suitable or profitable for a client’s investment portfolio.
• Past performance is no guarantee of future results. Performance returns and the principal value of an investment will fluctuate.
Performance returns contained herein are subject to revision by GAMMA Investing. Comparative indices shown are provided as an
indication of the performance of a particular segment of the capital markets and/or alternative strategies in general. Index performance
returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in any index. Gross
performance returns contained herein include reinvestment of dividends and other earnings, transaction costs and all fees and expenses
other than investment management fees, unless indicated otherwise.
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