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The article “Control Capital Gains Distributions with UITs” will not be used 

The article “Don’t Want to Risk Your Principal, Consider This” will not be used 

The following verbiage has been added the article “ ETFS Can Offer Diversification, tax breaks:” 

Note that the strategy outlined will incur commissions for each ETF transaction and these costs must be 
considered in light of the tax savings. Additionally, there is risk in any investment strategy and profits are 
not guaranteed. 

 

 

 











ETFs can offer diversification, tax breaks 
   

 Over the last few years, a new breed of mutual fund has become available to 
investors seeking liquidity and lower costs. These funds, called exchange-traded funds 
(ETFs), trade on the major exchanges and behave just like stocks, except that they offer 
similar diversification and professional management available in traditional funds. Over 
350 different exchange-traded funds are now available, and the number is continuing to 
grow.  
 These funds can be useful for investors seeking to reap capital losses at year-end. 
As a hypothetical example, assume that you have stock in a certain technology company. 
The stock price has dropped precipitously since you got in, but you feel that this is only 
temporary. However, you would like to realize a capital loss on the stock while it is 
trading in its current range. But you must watch out for the “wash sale” rule as dictated 
by the IRS prohibiting the repurchase of any stock sold for a loss for at least 31 days 
following the sale. Therefore, a solution could be to sell the stock and buy shares of the 
appropriate corresponding exchange-traded technology fund. Even if this fund actually 
has your former stock as one of its core holdings, it is still considered a separate security 
by the IRS and the SEC. Therefore the wash sale rules will not apply. Furthermore, you 
now have diversification within the technology sector, while retaining the same liquidity 
as before. The proliferation of exchange-traded funds now allows you to realize a loss 
with one fund and then jump into another if you desire.  
 And when should you sell a stock and buy the ETF representing the asset class to 
which the stock belongs? The obvious answer is when you have capital gains or other 
income and taking a loss would help shelter that income. A capital loss can be declared 
against the amount of any gain received, plus $3,000 of ordinary income per year. 
 Note that the strategy outlined will incur commissions for each ETF transaction 
and these costs must be considered in light of the tax savings. Additionally, there is risk 
in any investment strategy and profits are not guaranteed. 
 If you would like to know more about exchange-traded funds and whether you 
would benefit from using them for tax swaps, call us.  We can analyze your portfolio to 
see whether this strategy or another tax saving strategy would be beneficial for you. 




