How Advisors and
Investors Can Pursue
Greater Tax Efficiency

Two seasoned Capital Group professionals
share their insights on tax-saving practices
for investing.

What's certain about the markets is that no one
knows for sure how they will perform in the near
or long term. But while advisors have little control
over the actual returns of the investments they
select for their investors, they do have a fair
amount of control over their clients' tax liabilities,
provided they make strategic investment
choices. Using ETFs—with their innate tax-
efficient structure—among other steps, can play
a significant role in lowering those bills. Recently,
we spoke with Capital Group's Leslie Geller,
a senior vice president and wealth strategist,
and John Finneran, an ETF sales specialist, who
shared some of the practices that advisors
should consider for client accounts.

Q: What tax-planning practices are advisors
possibly overlooking?

Leslie Geller: Advisors often think about tax
planning as something that comes in addition to
investment solutions and portfolio construction.
But it really should be part of that whole process.
Advisors also sometimes overlook the simple
things. Everyone gets caught up in the alphabet
soup of estate-planning acronyms like GRATs
[grantor retained annuity trusts] and CRTs
[charitable remainder trusts], and they forget
the things that provide a ton of value like gifting,
annual exclusion gifts, paying for education
expenses and directly funding 529 college-
savings plans.

Q: What makes ETFs so tax-efficient in
relation to other investment products?
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John Finneran: It's the ETF wrapper or structure
that allows for the tax efficiency, and it applies
to active ETFs as well as passive or index ETF
portfolios. In talking with advisors and their
clients, we see many of these folks assume it's
only the passive ETFs that offer tax efficiency.
Mutual funds on average have had a capital gain
distribution annually, but ETFs have distributed
gains much less often.

Q: Can you explain how the way ETFs trade
helps tax efficiency?

Finneran: The first thing to think about with
an ETF is that $6 out of every $7 traded in an
ETF happens on the secondary market such as
a stock exchange. It's literally just exchanging
existing shares for existing shares, which is
similar to when trading an individual company
or individual stock. We aren't touching the
underlying securities inside the ETF, because all
we're doing is matching up buyers and sellers of
the ETF shares.

Q: How does tax-loss harvesting help
maximize tax efficiency in portfolios?

Finneran: For the bulk of financial advisors,
tax-loss harvesting is typically a fourth-quarter
concern because that's when clients receive
their capital-gains estimates for the year from
their advisors. But tax-loss harvesting should be
a year-round activity. We're seeing the fastest-
growing financial advisors make this at least a
monthly review for their clients as part of a tax-
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savings strategy. Advisors should be asking, are
there gains and losses we can be realizing right
now rather than just pushing off to Q4?

Q: What are some other ways ETFs can figure
in tax-efficient portfolios?

Geller: Obviously rebalancing portfolios when
you're tax-loss harvesting is important: How do
you replace the assets that you sell or harvest?
Harvesting really offers the opportunity to
improve portfolios if you replace assets with
ones that are higher investment quality, have
lower expenses and are more efficient, or some
combination of all these. It's important to pursue
long-term goals, and that can be shifting away
from individual holdings in favor of ETFs to help
improve diversification and lower expenses.
Some ETFs can also be a good alternative to cash
and cash equivalents, and there’s a lot of cash
sitting on the sidelines right now. Also, a lot of
investors simply reinvest dividends on less tax-
efficient investments and are on autopilot with
dividend reinvestment. It may make sense to
take those dividends and invest them into more
tax-efficient vehicles.

CAPITAL ‘ BARKON’S

GROUP@ CUSTOM CONTENT

Q: Some advisors use fee-based models that
are designed to be tax-efficient. How are they
setting these up?

Finneran: Some advisors are “outsourcers,”
handing over the investment management to
someone else—a third party—which constructs
the models. Other advisors are “customizers.”
Those folks are maybe outsourcing just part
of the investment management. Finally, there
are “model builders,” who research and build
their own models. These advisors tend to work
in larger teams with researchers who can help
them.

Q: Is tax planning more important when
markets are volatile?

Geller: Much about investing is unpredictable.
We can't control investment performance or
interest rates. But we can exercise some degree
of control over our tax bills, and I've been
counseling advisors to really focus on active tax
planning. That sense of control gives people
comfort and agency at a time when things are
uncertain and unpredictable.

Learn how to pursue greater tax efficiency
with active ETFs.
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Disclosures

Investors  should carefully  consider
investment objectives, risks, charges
and expenses. This and other important
information is contained in the fund
prospectuses and summary prospectuses,
which can be obtained from a financial
professional and should be read carefully
before investing.

Capital Group exchange-traded funds (ETFs)
are actively managed and do not seek to
replicate a specificindex. ETFs are bought and
sold through an exchange at the then current
market price, not net asset value (NAV),
and are not individually redeemed from
the fund. Shares may trade at a premium
or discount to their NAV when traded on
an exchange. Brokerage commissions will
reduce returns. There can be no guarantee
that an active market for ETFs will develop
or be maintained, or that the ETF's listing will
continue or remain unchanged.

As nondiversified funds, Capital Group ETFs have the ability to
invest a larger percentage of assets in securities of individual
issuers than a diversified fund. As a result, a single issuer could
adversely affect a fund's results more than if the fund invested a
smaller percentage of assets in securities of that issuer.
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See the applicable prospectus for details.

This material does not constitute legal or tax advice. Investors
should consult with their legal or tax advisors.

All Capital Group trademarks mentioned are owned by The
Capital Group Companies, Inc., an affiliated company or fund.
All other company and product names mentioned are the
property of their respective companies.

American Funds Distributors, Inc.

Statements attributed to an individual represent the opinions of
that individual as of the date published and do not necessarily
reflect the opinions of Capital Group or its affiliates. This
information is intended to highlight issues and should not be
considered advice, an endorsement or a recommendation.
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