wWisdomTree BLOG ARTICLE

MAKING LEMONADE OUT OF LEMONS:
TAX-LOSS HARVESTING AND SWAPPING
FROM MUTUAL FUNDS TO ETFS

Scott welch - chief Investment officer, Model Portfolios
03/19/2020

we have witnessed an almost unprecedented four to five weeks of market disruption, and
many investors are wondering what they can do to stem the tide.

wWe can’t predict what markets will do from here, but what we do know is that the market
declines have generated unrealized tax losses in many individual positions.

Tax 1loss harvesting 1is a tangible way of adding value for 1investors by, possibly,
putting money 1in their pockets in the form of tax savings. Investors can swap out of
existing positions and into comparable strategies, thereby realizing tax Tlosses while
remaining fully dinvested. Those 1losses can then be used to offset realized gains
elsewhere in the portfolio.

After a 30-day holding period to satisfy the wash-sale rules, investors can then swap
back to the original position if they so choose. Please note, however, that there are
tax rules regarding which Tosses need to be matched to which gains, and investors should
seek appropriate tax advice before initiating these transactions.

This exercise might be especially useful for investors considering a swap out of active
managers, for two reasons:

1. For many investors, the default tax Toss swap might be to a market cap-weighted beta
ETF. But by deploying a WisdomTree strategy instead, the qinvestor can maintain a
more similar factor tilt to the active manager and, therefore, potentially a more
consistent portfolio performance.

2. Swapping out of a mutual fund and into an ETF strategy with similar active tilts
makes sense from a structural perspective. Wwith ETFs, 1investors get a more
transparent, tax-effective and potentially much Tower cost investment vehicle
compared to mutual funds.

Many investors have refrained from making the advantageous structural move to ETFs becau
se of unrealized embedded capital gains in historical mutual fund positions. But if the
recent market declines have altered that situation, investors should seriously consider
“making Tlemonade out of Tlemons” by harvesting tax Tosses and migrating to a new
investment vehicle (the ETF) while still maintaining their active management factor
tilts.

we think this idea 1is one excellent way to “lean into” these disruptive markets and add
tangible and proactive value to investor portfolios.

Important Risks Related to this Article

Neither wisdomTree Investments, Inc., nor 1its affiliates, nor Foreside Fund Services,
LLC, or its affiliates provide tax advice. All references to tax matters or information
provided on this site are for illustrative purposes only and should not be considered
tax advice and cannot be used for the purpose of avoiding tax penalties. Investors
seeking tax advice should consult an independent tax advisor.
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https://wisdomtree.com/blog/glossary#tax-loss-harvesting
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Investing involves risk, including possible loss of principal.

Investors should carefully consider the investment objectives, risks, charges
and expenses of the Funds before dinvesting. U.S. investors only: To obtain a
prospectus containing this and other important information, please call
866.909.9473 or go to wisdomtre.com. Read the prospectus carefully before you
invest.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your internal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Tax Loss Harvesting : selling securities at a loss to offset a capital gains tax
Tiability. Tax gain/loss harvesting is typically used to Timit the recognition of short-
term capital gains, which are normally taxed at higher federal <income tax rates than
Tong-term capital gains.

wWash-sale Rule : An Internal Revenue Service rule that prohibits a taxpayer from
claiming a Toss on the sale or trade of a security in a wash sale. The rule defines a
wash sale as one that occurs when an individual sells or trades a security at a loss,
and within 30 days before or after this sale, buys a “substantially identical” stock or
security, or acquires a contract or option to do so.

_______________ Market cap = share prices x number of shares
outstanding. Firms with the highest values receive the highest weights 1in approaches
designed to weight firms by market cap.

Beta : A measure of the volatility of a security or a portfolio in comparison to a
benchmark. In general, a beta less than 1 indicates that the investment is less volatile
than the benchmark, while a beta more than 1 indicates that the 1investment 1is more

volatile than the benchmark.

Factor : Attributes that based on its fundamentals or share price behavior, are

associated with higher return.

Active manager : Portfolio managers who run funds that attempt to outperform the market
by selecting those securities they believe to be the best.
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