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“The hardest thing to understand 
in the world is income tax.”

— Albert Einstein  
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More fun than taxes
Total word count of well-known documents

ENTIRE 
HARRY POTTER 
BOOK SERIES =

WORDS

1,084,170

–
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C + D + I
Tax management is more than just capital gains

2023

2021

CAPITAL GAINS DIVIDEND YIELD INTEREST INCOME

C + D + I

4.9% 1.5% 4.5%

12.0% 1.3% 1.8%

Source: Capital Gains (Russell 
Investments, Morningstar Direct 
and respective fund families), 
2021 (12/31/2021), 2023 
(12/31/2023).  Categories based 
on Morningstar Category Group 
which includes mutual funds and 
ETFs (and multiple share 
classes). The average capital 
gain distribution % is calculated 
using the total estimated capital 
gain distribution and respective 
pre-distribution NAV as reported 
by each fund. % of NAV is 
calculated as (total estimated 
capital gain distributions ÷ 
respective pre distribution NAV).  
Dividends based on the dividend 
yield of the S&P 500 Index on 
12/31/2020 for 2021 and 
12/31/2023 for 2023.
Interest based on the yield to 
worst for the Bloomberg U.S. 
Aggregare Bond Index Index on 
12/31/2020 for 2021 and 
12/31/20203 for 2023.

4.5%

1.8%
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Consider your whole portfolio when thinking about taxes
Tax impact comes from many places

Source: Morningstar Direct, 
Refinitiv & Barclays. Capital 
Gains: U.S. Equity Average 
% = total cap gain 
distribution ÷ respective pre-
distribution NAV. Dividend 
Yield: S&P 500 Index. 
Interest Income: Yield-to-
worst on the Bloomberg U.S. 
Aggregate Bond Index. 
Capital Gains and dividends 
taxed at a rate of 23.8% 
(Max LT Cap Gain 20% + 
Net Investment Income 
3.8%). Interest Income taxed 
at a rate of 40.8% (Max 
Federal Income Rate 37% + 
Net Investment Income 
3.8%). Diversified Portfolio: 
50% equity, 50% bonds. 
Distribution amount applies 
50% of each distribution rate 
to the total portfolio value of 
$1 million.

12.0%

7.0%
4.9%

1.3% 1.8% 1.5%1.8%

4.7% 4.5%

2021 2022 2023

Distribution rate per category (year-end, %)
Capital Gains
Dividend Yield
Interest Income

$1 Million diversified portfolio
(50% stocks / 50% bonds)

Tax Rate
Federal Income Tax Owed 

Source 2021 2022 2023
Capital Gains (stocks) 23.8% $14,280 $8,330 $5,831 
Dividend Yield (stocks) 23.8% $1,535 $2,083 $1,749 
Interest Income (bonds) 40.8% $3,578 $9,549 $9,241 
TOTAL - $19,393 $19,962 $16,822

Your tax bill may not come down as much as you would think
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2023 capital gains distributions in context
Annual returns and taxable distributions

Source: Morningstar Direct. U.S. Stocks: Russell 3000® Index. U.S. equity funds: Morningstar broad category ‘U.S. Equity’ which includes mutual funds and ETFs (and multiple share classes).
For years 2001 through 2020 % = calendar year cap gain distribution ÷ year-end NAV, 2021 through 2023 % = total cap gain distribution ÷ respective pre-distribution NAV. For years 2001 through 2013, used oldest share class. 2014 forward includes 
all share classes. Indexes are unmanaged and cannot be invested in directly. Returns represent past performance, are not a guarantee of future performance, and are not indicative of any specific investment.
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U.S. equity market returns & average capital gain distributions
2001-2023

2008
 Market was down -37%
 The average fund paid 8% of investment amount as 

taxable distribution – even if reinvested
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1. Taxes: Tax code and impact on 
investment returns

2. Tax-managed investing: Introduction to 
after-tax wealth

3. The opportunity:
Improving after-tax wealth

AGENDA
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TAXES: 
TAX CODE AND IMPACT ON INVESTMENT RETURNS
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Possible tax changes in the news
Rates for Long-Term Capital Gains (LTCG) and Qualified Dividends not lowered in 2018

*3.8% Net Investment Income Tax applies to Modified Adjusted Gross Income over $250,000 for filing status MFJ 
Source: Internal Revenue Service

LONG-TERM CAPITAL GAINS/
QUALIFIED DIVIDENDS

Rates unchanged / thresholds adjusted for inflation
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 The “standard deduction” 
goes back to 2017 levels; 
approximately half of what it 
is today

 Estate tax exemption: currently 
$12.9m; after 2025 $5.49 (adjusted 
for inflation)

 The income tax rate table goes 
back to 2017 brackets

$700,000 +

Past 
(2017)

Present
(2024)

Future
(202?)
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“Let me tell you how it will be 
There’s one for you nineteen for me.”

— Taxman by The Beatles
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Tax rates for income and capital gains
1916-2024

Source: http://www.taxpolicycenter.org/taxfacts/displayafact.cfm?Docid=543
*3.8% represents Net Investment Income Tax
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CAPITAL GAINS

20% + 3.8%*

Yes, tax rates have changed. 
Make the tax conversation productive and focus on what you can control: How you invest.

37% + 3.8%*

http://www.taxpolicycenter.org/taxfacts/displayafact.cfm?Docid=543
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Who feels the pinch of taxes?
2024 marginal taxable income rates

Source: Internal Revenue Service

10% 12%

22% 24%

32%
35% 37%

0%
5%

10%
15%
20%
25%
30%
35%
40%

MARRIED FILING JOINT

M
AR

G
IN

AL
 T

AX
 R

AT
E

You don’t need to be in the top bracket to benefit from tax-managed investing.

$23,201 - 
$94,300

$94,301 - 
$201,050

$201,051 - 
$383,900

$383,901 - 
$487,450

$23,200
or less

$0.22 out of every $1.00 
of income above $94,300 
goes to Federal taxes

Over $731,200$487,451 - 
$731,200
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-1.61% -1.53% -1.51%

-0.75%
-0.96%

-0.77%

Taxable investors often focus on the wrong fee
Expense ratio is commonly investors main concern

For five years ending September 30, 2024.
Source: Morningstar. U.S. Large Cap: Morningstar U.S. Large Blend Universes average, U.S. Small Cap: Morningstar U.S. Small Blend Universes average, Fixed Income: Morningstar Taxable Bond Universes average. Tax Drag: Morningstar Tax 
Cost Ratio See appendix for methodology.
Morningstar’s tax cost ratio assumes the highest possible applicable tax rates, including the 3.8% net investment income tax. Many investors are not subject to the highest rates. Note that tax drag calculations only apply to taxable accounts. 

U.S. LARGE CAP U.S. SMALL CAP FIXED INCOME

Average 
Tax 

Drag

Average 
Expense 

Ratio

Average 
Tax 

Drag

Average 
Expense 

Ratio

Average 
Tax 
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Average 
Expense 

Ratio

FINANCIAL PROFESSIONAL USE ONLY
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-1.58% -1.51% -1.52%

-0.75%
-0.96%

-0.77%

Taxable investors often focus on the wrong fee
Expense ratio is commonly investors main concern

For five years ending September 30, 2024.
Source: Morningstar. U.S. Large Cap: Morningstar U.S. Large Blend Universes average, U.S. Small Cap: Morningstar U.S. Small Blend Universes average, Fixed Income: Morningstar Taxable Bond Universes average. Tax Drag: Morningstar Tax 
Cost Ratio See appendix for methodology.
Morningstar’s tax cost ratio assumes the highest possible applicable tax rates, including the 3.8% net investment income tax. Many investors are not subject to the highest rates. Note that tax drag calculations only apply to taxable accounts. 

U.S. LARGE CAP U.S. SMALL CAP FIXED INCOME

Tax impact is often larger than expense ratio
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FINANCIAL PROFESSIONAL USE ONLY
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Up or down year / taxes are a drag
Impact on hypothetical $100,000 investment

As of 12/31/2023. 
Calculation methodology: Assumed starting hypothetical portfolio value of $100,000. U.S. equity market return applied to starting value to arrive at ending pre-tax value. Percent lost to taxes is the estimated taxes due divided by $100k. This 
amount is then subtracted from the ending pre-tax value shown to arrive at final after-tax value. 
Sources: U.S. equity market return: Russell 3000® Index. Index returns represent past performance, are not a guarantee of future performance, and are not indicative of any specific investment. Indexes are unmanaged and cannot be invested in 
directly. 
Average U.S. Equity Fund Distribution: Capital Gains/Share (% of NAV) based on Morningstar U.S. OE Mutual Funds and ETFs. % = Calendar Year Cap Gain Distributions / Year-End NAV. Distribution is assumed to be made at last day of year 
and reinvested. Tax rate is 23.8% (Max LT Cap Gain 20% + Net Investment Income 3.8%). 
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2023: MARKET RETURN OF 26.0% 
Average fund taxable distribution: 5%

2022: MARKET RETURN OF -19.2%
Average fund taxable distribution: 7%

Pre-tax
Value

After-tax
Value

Pre-tax
Value

After-tax
Value

1.7% lost to 
taxes

1.2% lost to 
taxes

Market down yearMarket up year
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The power of taxes
How much are yearly taxes costing your clients?

A Hypothetical Illustration
*Represent maximum long-term capital gain tax rate of 20% for Married Filing Jointly and 3.8% Net Investment Income Tax.
**5%: Represents 2023 average capital gain distribution % of Morningstar broad category ‘US Equity’ which includes mutual funds and ETFs.  

Year End Balance $500,000 $500,000
Capital Gains Distribution 7.0% 0.0%

1099 $35,000 $0

Assumed Tax Rate* 30% 30%

Tax Due $10,500 $0

$500,000
4.9%**

$24,500
23.8%
$5,831

$500,000
0.0%
$0

23.8%
$0

A weight lifted. 
It’s not only about December 31st. April 15th is key.

Average Joe & Joan 
Traditional Taxpayer

Uncle Sam & Aunt Betsy 
Tax-Aware Taxpayer
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$5,800 $6,235 $6,703 $7,205
$7,746

$8,327
$8,951

$9,622
$10,344

$11,120
$11,954

$0

$2,000

$4,000

$6,000

$8,000

$10,000

$12,000

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10

Reinvested 2022 Tax Bill Earning 7.5% Per Year*

Hypothetical long-term impact on paying tax bill
Taxes impact portfolio values more than just the year they are paid

*Represents 2023 “Tax Due” column of Average Investor on previous slide.
 This is a hypothetical illustration and not meant to represent an actual investment strategy.

Staying invested may allow for assets to continue to grow and 
compound within the portfolio over time
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FUND CATEGORY
Average annualized 5-years ending 
September 30, 2024

PRE-TAX 
RETURN %

TAX
DRAG %

PRE-TAX RETURN – TAX 
DRAG

AMOUNTS LOST TO TAXES OVER 5 
YEARS

($500k investment)

U.S. Equity 12.3% 1.7% 10.6% $64,081

International Equity 7.9% 1.1% 6.8% $35,208

Fixed Income 1.9% 1.5% 0.3% $39,689

30% U.S. Equity / 
20% International Equity / 
50 % Fixed Income Portfolio

6.2% 1.5% 4.7% $46,055

Potential tax impact on portfolio
A meaningful percent of total return lost to taxes

Source: Morningstar. U.S. Equity: Morningstar U.S. Equity Universes average, International Equity: Morningstar International Equity Universes average, Fixed Income: Morningstar Taxable Bond Universes average. Tax Drag: Morningstar Tax Cost 
Ratio. See appendix at end of presentation for methodology.

Investment surrenders $46,055 to taxes over five years.
1.5% tax drag has the same impact as 1.5% fee.
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Not all tax efficiency is equal. 
How do you assess?

For illustrative purposes only.  Not all products listed may achieve the tax efficiency displayed on the slide.  

U.S. EQUITY U.S. FIXED INCOMETAX EFFICIENCY

Tax-
Oblivious

Inherently 
Efficient

Tax-
Aware

Tax-
Active

Tax-
Oriented

 Most mutual funds  Most index funds
 Most ETFs

 Tax-aware 
mutual funds

 Tax-managed 
separate accounts

 Municipal bonds

TIME & EFFORT +-
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TAX-MANAGED INVESTING: 
INTRODUCTION TO AFTER-TAX WEALTH

–
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Not all investment return is the same to Uncle Sam
Where your return comes from matters after-tax

Applies to federal taxes only. Source: Internal Revenue Service. Tax rates as reported by Internal Revenue Service as of 2023. 
*Assumes addition of 3.8% Net Investment Income Tax to tax rate
**Generally for municipal bonds, only interest from bonds issued within the state is exempt from that state’s income taxes. Municipal bond interest income may impact taxation of Social Security benefits.

 Municipal bond interest**
 Unrealized capital appreciation

100%
Investor Keeps

Top Tax Rate
0.0%

BEST

 Qualified dividends
 Long-term capital gains

76.2%

23.8%

Investor 
Keeps

Top Tax Rate
23.8%*

BETTER

Taxes Due

 Non-qualified dividends
 Short-term capital gains
 Interest income

59.2%

40.8%

Top Tax Rate
40.8%*

WORST

Taxes Due
Investor 
Keeps
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Total tax cost
Adding it all up

COMMON TAX COSTS

HIDDEN TAX COSTS

 Capital gain distributions
 Dividends
 Interest

 Asset allocation change
 Fund/money manager changes
 Portfolio rebalancing
 Inefficient trading activities
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Total tax management in action
Implementing active tax management 
with a full year focus 

Wash 
Sale 

Minimization

Tax Loss 
Harvesting

Holding
Period

Management

Fund
Yield 

Management

CENTRALIZED 
TRADING & 

IMPLEMENTATION

Tax-Smart 
Turnover

OPPORTUNISTIC 
AND SYSTEMATIC 
IMPLEMENTATION

Transition
Management

ACTIVE 
TAX 

MANAGEMENT

Optimal 
Tax Lot 

Selection



/  24

Tax loss harvesting opportunities year-round
Waiting to harvest losses at end of year could lead to missed opportunities

Source: Morningstar Direct. Stocks represent companies in the S&P 500 Index on 12/31/2023. Index returns represent past performance, are not a guarantee of future performance, and are not indicative of any specific investment. Indexes are 
unmanaged and cannot be invested in directly.

 In November and December only 
60 and 85 stocks, respectively, 
had a negative monthly return. 
Missing out on the loss
harvesting opportunities in the 
down months earlier in the year 
could be costly.

 The S&P 500 Index showed 
strong returns in 2023, with a 
26.3% return despite more than 
150 constituents posting a
negative return for the year

 Even in periods of strong positive 
performance, tax-loss harvesting 
strategies can be executed

109

380

226 227

375

47

138

341

428

352

60
85

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

S&P 500 constituents 
monthly tax-loss harvesting opportunities

Stocks with Negative Monthly Return Stocks with Cumulative Negative Return

# of stocks with 
negative YTD returns:

October = 274 
December = 154
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INDIVIDUAL U.S. STOCK RETURNS

Performance averages mask wide range of returns
Calendar year 2023

Source:  Russell Investments. Stocks represent companies in the S&P 500 Index on 12/31/2023.   Past performance is not an indication of future opportunities/performance.  

Market cap SmallLarge

Potential 
Loss 
Harvesting 
Opportunities

S&P 500
Index 
Return:
+26%

NVIDIA

Meta Platforms

Carnival Corp.
Royal Caribbean

Pfizer Dollar General
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The case for municipal bonds
Can be beneficial for tax-sensitive investors

Generally for municipal bonds, only interest from bonds issued within the state is exempt from that state’s income taxes.

Interest income 
is generally tax 
free at federal 
level

Market segments 
include both 
General 
Obligation (GO) 
and Revenue 
Bonds

Opportunities to 
allocate across 
investment 
grade and high 
yield

Typically offer 
compelling tax 
adjusted yields
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6.99%
5.50%

9.29%

0.00%
1.00%
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3.00%
4.00%
5.00%
6.00%
7.00%
8.00%
9.00%

10.00%
11.00%
12.00%
13.00%

High Yield
Corporate Bonds

High Yield
Municipal Bonds

TE Yield @ 40.8%
Tax Rate

Understanding tax-equivalent yield
Historically, municipals have had significant tax-equivalent (TE) yields

Source:  Barclays Live. Data as of 09/30/2024. Yield quoted represents the Yield-to-Worst on the following Bloomberg indices: Inv Grade Corporate Bond = U.S. Corporate Investment Grade Index; Municipal Bonds = Municipal Bond Index; High Yield 
Corporate Bonds = U.S. Corporate High Yield Index; High Yield Municipal Bonds = High Yield Municipal Bond Index.  Marginal Tax Rate used is 40.8% (37.0% + 3.8%).
Index returns represent past performance, are not a guarantee of future performance, and are not indicative of any specific investment. Indexes are unmanaged and cannot be invested in directly. 

An investor in the top tax bracket would need to earn a taxable yield of 
5.61% to match the 3.32% yield of municipal bonds

4.72%

3.32%

5.61%

0.00%
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2.00%

3.00%
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The importance of asset location
Taxes impact each asset class differently

For illustrative purposes only. 

Tax-Efficiency

Ex
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ed
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Low High

High

Low Cash

Taxable Fixed Income

Alternatives

Tax-Exempt 
Fixed Income

Tax-Managed 
EquitiesU.S. Equities

Non-U.S. 
Equities

Taxable portfolios should be constructed to include 
tax-efficient asset classes

Money Market
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THE OPPORTUNITY: 
IMPROVING AFTER-TAX WEALTH
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How distributions are taxed – even if you don’t sell
Connecting distributions to after-tax wealth

For illustrative purposes only. Assumes long term capital gain tax rate of 23.8% (20% + 3.8% Net Investment Income Tax).
† Using 2023 average capital gains distribution % of Morningstar broad category ‘US Equity’ which includes mutual funds and ETFs.

Even if you recently purchased the investment and own on the distribution declaration date, 
you “get” to pay the tax

1. You have 
$500,000 in a 
mutual fund

$500,000

2. Fund declares a 
4.9%† capital gain 
distribution 
($24,500)

$475,500

$24,500

3. You reinvest that 
$24,500 distribution 
back into fund.  
Value still = $500,000

$475,500
$24,500

4. You owe tax on $24,500 
distribution and will send 
the IRS $5,831.  Your 
after-tax value = $494,169 
and you lost 1.2% of your 
wealth. 

$494,169
Tax:  

$5,831
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Forensically looking at the 1040
Look for clues on how to help improve after-tax outcomes

Do you know the clients’ marginal 
tax rate?
• Line 15:  Taxable Income
• Schedule D:  Capital Gains and Loses
• Check filing status and see tax tables

Line 2a and 2b:  Tax-exempt and Taxable interest:
• Given marginal tax rate, does client need tax-exempt or taxable income?
• Does client need current income? Are they reinvesting income?

Line 3a and 3b: Dividends:
• Do the nonqualified dividends appear too high?
• Are the dividends being reinvested or spent as income?

Jerome Garcia

GarciaDeborah

Do you know the effective (or average) 
tax rate?
• Divide Line 24 (Total Tax: on page 2) by 

Taxable Income (line 15)

Line 4a and 4b: IRA Distributions
• Are Required Minimum Distributions (RMDS) being reinvested? If so, 

where?

Line 7: Capital Gain or (loss)
• See Schedule D
• Do cap gain distributions seem high for asset amount?
• Do you see of unproductive turnover (buys/sells)?
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Let’s walk through an “average” distribution scenario 
Understanding Joe and Joan’s tax hit from their mutual fund investments 

Investments:
$1,000,000

1. Marginal Tax Rate 
on unearned income:
37% + 3.8% (NIIT*)      = 40.8% Equity Mutual Fund 

$500,000 balance
1.5% Dividend yield**

4.9% Capital gain distribution†

Their 1099-DIV shows you the pieces of the puzzle

Taxable Bond Mutual Fund 
$500,000 balance

4.5% Interest income ††

$500,000 X 4.9%
 = $24,500
Capital Gains

$500,000 X 4.5%
= $22,500

Interest Income
(non-qualified dividends)

$500,000 X 1.5% 
= $7,500
Dividends

2. Long Term Capital 
Gain/Qualified 
Dividend Tax Rate:
(20% + 3.8% (NIIT*)     = 23.8%

This slide is for illustrative purposes 
only and does not represent any actual 
investment strategy.

*Net Investment Income Tax.  

**1.5% dividend yield: the yield on the S&P 
500® Index as of 12/31/2023.

† 4.9% capital gain distribution: Represents 
2023 average capital gain distribution % of 
Morningstar broad category ‘US Equity’ 
which includes mutual funds and ETFs.  

†† 4.5% interest income: Represents the 
yield of the Bloomberg U.S. Aggregate 
Bond Index as of 12/31/2023.

Index returns represent past performance, 
are not a guarantee of future performance, 
and are not indicative of any specific 
investment. Indexes are unmanaged and 
cannot be invested in directly.

Joe & Joan Traditional Taxpayer
(filing status Married Filing Jointly)
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Detailed review of an investor’s Form 1099-DIV
Uncovering potential opportunities for improving your after-tax wealth

A hypothetical illustration. 
*Any non-qualified dividends are taxed as ordinary income at maximum federal income tax rate of 37% for Married Filing Jointly and 3.8% Net Investment Income Tax.

30,000

7,500
Mutual Fund Company

Box 1b: Qualified Dividends
$7,500 X 23.8% = $1,785 in federal taxes 

Box 1a – Box 1b = Non-Qualified Dividends*
$30,000 - $7,500 = $22,500
$22,500 X 40.8% = $9,180 in federal taxes

24,000

Box 2a: Total Capital Gain Distribution
$24,000 X 23.8% = $5,831 in federal taxes

Joe & Joan Traditional Taxpayer

Box 12: Exempt-Interest Dividends
Interest income from municipal bond funds. Generally, tax-
free at the federal level. Average Joe & Joan had $0 
municipal bonds.

Box 1a:  Total Ordinary Dividends:
Dividend from mutual fund:  $7,500
Interest income from mutual fund: $22,500
Total Ordinary Dividends:               $30,000

The Case of Joe & Joan 
Traditional Taxpayer
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Adding it up
Connecting the 1099 to after-tax wealth

Joe & Joan’s December 31 portfolio statement value: $1,000,000

Total federal tax due:  -$16,796

Including this tax hit, their after-tax value:               $983,204  

Percent of investment value lost to taxes:                  -1.7% 

And this assumes no active trading during the year.
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Opportunity: Tax-managed investing for trusts
Taxable trusts1 cross top marginal rate when income crosses $15,200 vs. $731,200 for couples2

1 Note that not all trusts are taxable. For irrevocable taxable trusts that do not distribute income to beneficiaries, the undistributed income may be taxable. 
2 Married Filing Jointly
3 Net Investment Income Tax based upon Modified Adjusted Gross Income. All tax rates and tax stats from the Internal Revenue Service

Why a trust?
 Legal structure that contains a set of instructions on exactly how and 

when to pass assets to trust beneficiaries

Benefits
 Can help pass and preserve wealth efficiently and privately
 May help reduce estate taxes 
 Gain control over distribution of your assets
 One can ensure that your retirement assets are distributed as planned

Did you know?
 There are more trust tax returns (Form 1041) filed annually than 

C-corp tax returns (3.1 million vs. 2.1 million)
 The 3.8% Net Investment Income Tax3 applies to trusts at only $15,200 

of net investment income vs. $250,000 for couples
 These progressive tax rates create tax-smart fiduciary opportunities



/  36

Opportunity: Tax-managed investing for trusts
Modest size trusts can feel the pinch of progressive tax rates

Internal Revenue Service. Tax rates as of January 2023. 

What account size could pay top rate?

Assumed mutual fund account 
balance $150,000

Fund declares 10% capital 
gains distribution 10%

Taxable gain $15,000

This hypothetical trust with 
only $150,000 in assets 
could have realized gains 
with a top marginal rate of:
 40.8% if ST Capital Gains 
 23.8% if LT  Capital Gains

(includes Net Investment Income Tax of 3.8%)
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A Transition Framework
Making the switch to tax-management

U.S. EQUITY U.S. FIXED INCOME

Cash 
proceeds?
Invest in tax-
managed solutions

Assess the 
actual cap 
gain situation
It may be smaller 
than you think

Your advisor 
can help you…
analyze the situation 
and payback period

Isolate 
the gains

Identify and isolate 
concentrated 

gain positions

Turn off 
automatic 

investment
Redirect instead to a 

tax-managed solution

For illustrative purposes only.
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Tax-management strategies to employ year round

*Generally for municipal bonds, only interest from bonds issued within the state is exempt from that state’s income taxes.

 Harvest losses throughout year (not just year-end)

 Pay attention to the holding period

 Understand turnover

 Select tax lots / Avoid wash sales

 Manage portfolio yield

 Centralize the portfolio management of multiple managers

 Diversify different sources/types of municipal bond interest*

 Asset location matters (IRA, 401k, taxable, etc.)

Invest for the long term: 
We believe the potential benefits to tax-managed investing compound over time.
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APPENDIX
TAX-MANAGED INVESTING

–
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 If you purchase before year-end distribution:
 You risk “Buying the Distribution”.
 Distributions apply to all existing shareholders equally.
 You will have to pay taxes on any fund gains incurred throughout the entire year. 

This is true even if you didn’t hold the fund the entire year.
 Could be a significant tax impact that is due even if you reinvest the capital gains distribution.
 When fund goes ex-dividend the market price drops by the amount of the dividend.

 If you sell prior to year-end distribution:
 You will be taxed on the market value changes from date of purchase value to date of sale value (minus 

any return of capital).

Mutual Funds and Capital Gains
Consider the timing of fund purchases and sales relative to distributions
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IMPORTANT RISK DISCLOSURES:
Please remember that all investments carry some level of risk, including the potential loss of principal invested. 
They do not typically grow at an even rate of return and may experience negative growth. As with any type of 
portfolio structuring, attempting to reduce risk and increase return could, at certain times, unintentionally reduce 
returns.

You and your financial advisor may work to combine selected funds that differ from the illustrated combinations 
depending upon individual investment objectives. Model Strategies are exposed to the specific risks of the funds 
directly proportionate to their fund allocation. The funds comprising the strategies and the allocations to those 
funds have changed over time and may change in the future.

These views are subject to change at any time based upon market or other conditions and are current as of the 
date at the top of the page. The information, analysis, and opinions expressed herein are for general information 
only and are not intended to provide specific advice or recommendations for any individual or entity.

This material is not an offer, solicitation or recommendation to purchase any security.

Nothing contained in this material is intended to constitute legal, tax, securities or investment advice, nor an 
opinion regarding the appropriateness of any investment. The general information contained in this publication 
should not be acted upon without obtaining specific legal, tax and investment advice from a licensed professional.

The information, analysis and opinions expressed herein are for general information only and are not intended to 
provide specific advice or recommendations for any individual entity.

This material is proprietary and may not be reproduced, transferred, or distributed in any form without prior written 
permission from Russell Investments.  It is delivered on an "as is" basis without warranty.

Income from funds managed for tax-efficiency may be subject to an alternative minimum tax, and/or any 
applicable state and local taxes.

Indexes and/or benchmarks are unmanaged and cannot be invested in directly. Past performance is not 
indicative of future results.

Historical data shown not an indicator of future results. Other universes/indexes will produce different results.

Morningstar returns are not inclusive of sales charges.

End investors should consult with their financial and tax advisors before investing.

Municipal bond portfolios invest primarily in municipal bonds.

Russell Investments' ownership is composed of a majority stake held by funds managed by TA Associates 
Management, L.P., with a significant minority stake held by funds managed by Reverence Capital Partners, L.P. 
Certain of Russell Investments' employees and Hamilton Lane Advisors, LLC also hold minority, non-controlling, 
ownership stakes.

Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights 
related to the Russell trademarks, which the members of the Russell Investments group of companies are 
permitted to use under license from Frank Russell Company. The members of the Russell Investments group of 
companies are not affiliated in any manner with Frank Russell Company or any entity operating under the “FTSE 
RUSSELL” brand.

Securities products and services offered through Russell Investments Financial Services, LLC, member 
FINRA, part of Russell Investments..
Copyright © 2024 Russell Investments Group, LLC. All rights reserved. This material is proprietary and may not 
be reproduced, transferred, or distributed in any form without prior written permission from Russell Investments. It 
is delivered on an “as is” basis without warranty.

First Used: April 2022. Updated October 2024. 

RIFIS-25894

Tax-Managed Investing

Important information and disclosures

Not a Deposit. Not FDIC Insured. May Lose Value. Not Bank 
Guaranteed. Not Insured by any Federal Government Agency.

Fund objectives, risks, charges and expenses should be carefully considered before investing. A summary prospectus, if available, or a prospectus 
containing this and other important information can be obtained by calling 800-787-7354 or by visiting https://russellinvestments.com. Please read a 
prospectus carefully before investing.
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Tax-Managed Investing

Important information and disclosures (cont’d)

METHODOLOGY FOR UNIVERSE CONSTRUCTION: 

 Average of Morningstar’s Tax Cost Ratio for universes as 
defined. 

 Averages calculated on a given category. For example, average 
reflects the arithmetic average of the Morningstar Tax Cost 
Ratio for the universe/category as listed. Data includes all share 
classes

 Large Cap/Small Cap determination based upon Morningstar 
Category. 

 If fund is indicated by Morningstar as passive or an ETF, the 
fund is considered to be passively managed. Otherwise, the 
fund is considered to be actively managed. 

 Tax Drag: Morningstar calculated Tax Cost Ratio. 

The Morningstar categories are as reported by Morningstar and 
have not been modified. © 2023 Morningstar, Inc. All Rights 
Reserved. The information contained herein: (1) is proprietary to 
Morningstar; (2) may not be copied or distributed; and (3) is not 
warranted to be accurate, complete or timely. Neither Morningstar 
nor its content providers are responsible for any damages or losses 
arising from any use of this information. Past performance is no 
guarantee of future results.

METHODOLOGY FOR TAX DRAG: 

Includes all open-ended investment products – mutual funds/ETFs  
that are both active and passive. Tax Drag reflects the arithmetic 
average of Morningstar Tax Cost Ratio. Data includes all share 
classes and reflects Morningstar category of US Equity and 
Taxable Bond for equities and fixed income respectively.

MORNINGSTAR CATEGORIES USED FOR ‘POTENTIAL TAX 
IMPACT ON PORTFOLIO SLIDE’:

 U.S. Equity: US Fund Large Blend, US Fund Large Value, US 
Fund Large Growth, US Fund Mid-Cap Blend, US Fund Mid-
Cap Value, US Fund Mid-Cap Growth, US Fund Small Blend, 
US Fund Small Value, US Fund Small Growth

 Fixed Income (Taxable Bond): US Fund Long Government, US 
Fund Intermediate Government, US Fund Short Government, 
US Fund Inflation-Protected Bond, US Fund Long-Term Bond, 
US Fund Intermediate-Term Bond, US Fund Short-Term Bond, 
US Fund Ultrashort Bond, US Fund Bank Loan, US Fund Stable 
Value, US Fund Corporate Bond, US Fund Preferred Stock, US 
Fund High-Yield Bond, US Fund Multisector Bond, US Fund 
World Bond, US Fund Emerging Markets Bond, US Fund 
Emerging-Markets Local-Currency Bond, US Fund 
Nontraditional Bond

 International Equity: US Fund China Region, US Fund 
Diversified Emerging Markets, US Fund Diversified Pacific/Asia, 
US Fund Europe Stock, US Fund Foreign Large Blend, US 
Fund Foreign Large Growth, US Fund Foreign Large Value, US 
Fund Foreign Small/Mid Blend, US Fund Foreign Small/Mid 
Growth, US Fund Foreign Small/Mid Value, US Fund India 
Equity, US Fund Japan Stock, US Fund Latin America Stock, 
US Fund Miscellaneous Region, US Fund Pacific/Asia ex-Japan 
Stock, US Fund World Large Stock, US Fund World Small/Mid 
Stock.

INDEX DEFINITIONS
S&P 500 Index: A free-float capitalization-weighted index 
published since 1957 of the prices of 500 large-cap common stocks 
actively traded in the United States. The stocks included in the S&P 
500® are those of large publicly held companies that trade on 
either of the two largest American stock market exchanges: the 
New York Stock Exchange and the NASDAQ.
Russell 3000® Index: Index measures the performance of the 
largest 3000 U.S. companies representing approximately 98% of 
the investable U.S. equity market.
Bloomberg Muni 1-15 Yr. Blend (1-17) Index: The index 
measures the performance of USD-denominated long-term tax 
exempt bond market with maturities of 1-15 years, including state 
and local general obligation bonds, revenue bonds, insured bonds, 
and prerefunded bonds. It is a subset of overall Municipal index.
Bloomberg High Yield Municipal Bond Index: The index 
measures the performance of long-term tax exempt bond market, 
including high yield municipal bonds only.
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Tax-Managed Investing

Important information and disclosures (cont’d)

MORNINGSTAR CATEGORY DEFINITIONS:
U.S. Fund - Large Value: Large-value portfolios invest primarily in big U.S. 
companies that are less expensive or growing more slowly than other large-
cap stocks. Stocks in the top 70% of the capitalization of the U.S. equity 
market are defined as large cap. Value is defined based on low valuations 
(low price ratios and high dividend yields) and slow growth (low growth rates 
for earnings, sales, book value, and cash flow).
U.S. Fund - Large Blend: Large-blend portfolios are fairly representative of 
the overall U.S. stock market in size, growth rates, and price. Stocks in the 
top 70% of the capitalization of the U.S. equity market are defined as large 
cap. The blend style is assigned to portfolios where neither growth nor value 
characteristics predominate. These portfolios tend to invest across the 
spectrum of U.S. industries, and owing to their broad exposure, the portfolios' 
returns are often similar to those of the S&P 500 Index.
U.S. Fund - Large Growth: Large-growth portfolios invest primarily in big 
U.S. companies that are projected to grow faster than other large-cap stocks. 
Stocks in the top 70% of the capitalization of the U.S. equity market are 
defined as large cap. Growth is defined based on fast growth (high growth 
rates for earnings, sales, book value, and cash flow) and high valuations 
(high price ratios and low dividend yields). Most of these portfolios focus on 
companies in rapidly expanding industries.
U.S. Fund - Mid-Cap Value: Some mid-cap value portfolios focus on 
medium-size companies while others land here because they own a mix of 
small-, mid-, and large-cap stocks. All look for U.S. stocks that are less 
expensive or growing more slowly than the market. Stocks in the middle 20% 
of the capitalization of the U.S. equity market are defined as mid-cap. Value 
is defined based on low valuations (low price ratios and high dividend yields) 
and slow growth (low growth rates for earnings, sales, book value, and cash 
flow).
U.S. Fund - Mid-Cap Blend: The typical mid-cap blend portfolio invests in 
U.S. stocks of various sizes and styles, giving it a middle-of the-road profile. 
Most shy away from high-priced growth stocks but aren't so price-conscious 
that they land in value territory. Stocks in the middle 20% of the capitalization 
of the U.S. equity market are defined as mid-cap. The blend style is assigned 
to portfolios where neither growth nor value characteristics predominate.

U.S. Fund - Mid-Cap Growth: Some mid-cap growth portfolios invest in 
stocks of all sizes, thus leading to a mid-cap profile, but others focus on 
midsize companies. Mid-cap growth portfolios target U.S. firms that are 
projected to grow faster than other mid-cap stocks, therefore commanding 
relatively higher prices. Stocks in the middle 20% of the capitalization of the 
U.S. equity market are defined as mid-cap. Growth is defined based on fast 
growth (high growth rates for earnings, sales, book value, and cash flow) and 
high valuations (high price ratios and low dividend yields).
U.S. Fund - Small Value: Small-value portfolios invest in small U.S. 
companies with valuations and growth rates below other small-cap peers. 
Stocks in the bottom 10% of the capitalization of the U.S. equity market are 
defined as small cap. Value is defined based on low valuations (low price 
ratios and high dividend yields) and slow growth (low growth rates for 
earnings, sales, book value, and cash flow).
U.S. Fund - Small Blend: Small-blend portfolios favor U.S. firms at the 
smaller end of the market-capitalization range. Some aim to own an array of 
value and growth stocks while others employ a discipline that leads to 
holdings with valuations and growth rates close to the small-cap averages. 
Stocks in the bottom 10% of the capitalization of the U.S. equity market are 
defined as small cap. The blend style is assigned to portfolios where neither 
growth nor value characteristics predominate.
U.S. Fund - Small Growth: Small-growth portfolios focus on faster-growing 
companies whose shares are at the lower end of the market-capitalization 
range. These portfolios tend to favor companies in up-and-coming industries 
or young firms in their early growth stages. Because these businesses are 
fast-growing and often richly valued, their stocks tend to be volatile. Stocks in 
the bottom 10% of the capitalization of the U.S. equity market are defined as 
small cap. Growth is defined based on fast growth (high growth rates for 
earnings, sales, book value, and cash flow) and high valuations (high price 
ratios and low dividend yields).
U.S. Fund - Foreign Large-Blend: Foreign large-blend portfolios invest in a 
variety of big international stocks. Most of these portfolios divide their assets 
among a dozen or more developed markets, including Japan, Britain, France, 
and Germany. These portfolios primarily invest in stocks that have market 
caps in the top 70% of each economically integrated market (such as Europe 
or Asia ex-Japan). The blend style is assigned to portfolios where neither 

growth nor value characteristics predominate. These portfolios typically will 
have less than 20% of assets invested in U.S. stocks.  
U.S. Fund - Diversified Emerging Markets: Diversified emerging-markets 
portfolios tend to divide their assets among 20 or more nations, although they 
tend to focus on the emerging markets of Asia and Latin America rather than 
on those of the Middle East, Africa, or Europe. These portfolios invest 
predominantly in emerging market equities, but some funds also invest in 
both equities and fixed income investments from emerging markets.
U.S. Fund - Taxable Bond: A group of similar funds that invest primarily in 
fixed-income securities. Funds in the following categories are assigned to this 
broad asset class: Long-Term Government, Intermediate-Term Government, 
Short-Term Government, Long-Term Bond, Intermediate-Term Bond, Short-
Term Bond, Ultrashort Bond, International Bond, High Yield Bond, Emerging 
Markets Bond and Multisector Bond.
U.S. Fund - World Large-Stock Blend: World large-stock blend portfolios 
invest in a variety of international stocks and typically skew towards large 
caps that are fairly representative of the global stock market in size, growth 
rates, and price. World large stock blend portfolios have few geographical 
limitations. It is common for these portfolios to invest the majority of their 
assets in developed markets, with the remainder divided among the globe’s 
emerging markets. These portfolios are not significantly overweight U.S. 
equity exposure relative to the Morningstar Global Market Index and maintain 
at least a 20% absolute U.S. exposure.
U.S. Fund - Muni National Intermediate: Muni national intermediate 
portfolios invest in bonds issued by various state and local governments to 
fund public projects. The income from these bonds is generally free from 
federal taxes. To lower risk, these portfolios spread their assets across many 
states and sectors. These portfolios have durations of 4.0 to 6.0 years (or 
average maturities of five to 12 years).
U.S. Fund - High-Yield Muni: High-Yield Muni portfolios typically invest a 
substantial portion of assets in high-income municipal securities that are not 
rated or that are rated at the level of or below BBB (considered high-yield 
within the municipal-bond industry) by a major ratings agency such as 
Standard & Poor’s or Moody’s.
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ANY QUESTIONS?

THANK YOU.
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