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PLANNING ESSENTIALS

How Offsetting Gains Work

In an ideal world, the stock market would
continue to gradually climb. Inflation

would be steady at 2%. Unemployment
would be low and every one of our
investment choices would pay off.
However, this is the real world—where
markets fluctuate (sometimes wildly)

and periodic downturns are inevitable.

No one really enjoys experiencing investment
losses. In fact, behavioral finance studies have
found that the psychological pain associated
with a loss has been measured to be more
than 2x the pleasure experienced with a gain.*
However, in some cases, losses can actually be
beneficial to your overall financial picture—a
way to gain a valuable tax benefit.

KEY TAKEAWAYS

Each year, investors have the opportunity to use
realized losses to help offset realized capital gains.

If your realized losses exceed your realized gains,
up to $3,000 of additional losses can be used to
offset up to $3,000 of ordinary income each year
on your joint tax return.?

Any additional investment losses can then be
carried forward into future tax years to help offset
future gains and income.

There’s a specific process that should be followed when
offsetting gains with losses. Any investment sale can
have unexpected tax implications, so plan carefully
with your financial advisor and tax specialist.
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PUTTING INVESTMENT LOSSES TO WORK

Realized investment losses (securities sold for less
than their cost basis) can essentially serve two vital
purposes. They can be used to offset your investment
capital gains, as well as up to $3,000 of ordinary
income each year on your joint tax return. Any unused
losses can then be carried forward indefinitely into
future tax years.

APPLYING LOSSES TO OFFSET GAINS

‘Harvested losses,” therefore, may help to significantly
lower tax obligations and provide investors with more
money in their pockets. However, in order to avoid
any missteps that might negate these important tax
benefits, it’s important to work closely with both your
financial advisor and tax specialists who can help you
not only comply with the IRS’ Wash Sale Rule, but
ensure that you properly apply any losses to offset gains.

When offsetting gains, realized gains and losses can be put into one of two categories:

« Long-term gains and losses—any investment held

for more than one year. Long-term capital gains are

taxed at a separate rate (either 0%, 15% or 20%
depending on your income and filing status).3

« Short-term gains and losses—any investments held
for exactly one year or less. Short-term capital gains
are taxed as ordinary income (depending on your
income subject to a top marginal tax rate of 37%).3

Gains and losses in each category can be matched up using the following sequence:

1. 2.

3.

All long-term losses must first Any excess losses If you have any leftover unused losses
be used to offset long-term that remain in one (i.e., your combined total losses for the
gains; and all short-term losses category can then be year exceed your combined total gains),
must first be used to offset applied to the other. those can be carried forward to offset

short-term gains.

To better understand this process, let’s examine a

hypothetical example. At the end of the year, you calculate

that your stock sales have generated $18,000 in gains
and $25,000 in losses broken down this way:

e $10,000 in short-term gains;

* $5,000 in short-term losses;

« $8,000 in long-term gains; and
« $20,000 in long-term losses

First, you should offset your net short-term gains with
losses ($10,000 — $5,000) which nets you a $5,000
short-term capital gain. Similarly, you’ll want to offset
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gains in future tax years.

your net long-term gains with long-term losses ($8,000
— $20,000), leaving you with an additional $12,000 in
long-term capital losses. You can then use $5,000 of
your remaining $12,000 in long-term losses to offset
the leftover $5,000 in short-term gains.

This process would not only eliminate all your capital
gains for the year, it would leave you with $7,000 in
long-term losses—$3,000 of which you could use to
offset ordinary income, and the remaining $4,000
carried forward as a long-term capital loss to be used
in subsequent tax years.
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Trusted Guidance. Comprehensive Solutions.

JAMES SUTTON is a Registered Representative offering securities through NYLIFE
Securities LLC, Member FINRA/SIPC, a Licensed Insurance Agency, and a Financial Adviser
offering investment advisory services through Eagle Strategies LLC, A Registered
Investment Adviser.

JAMES SUTTON is also an agent licensed to sell insurance through New York Life
Insurance Company and may be licensed to sell insurance through various other
independent unaffiliated insurance companies.

Sutton Financial is not owned and operated by NYLIFE Securities LLC, Eagle Strategies
LLC and its affiliates.

Eagle Strategies LLC (Eagle) is an SEC-registered investment adviser. Registration with
the SEC does not imply a certain level of skill or training. Eagle investment adviser
representatives (IARs) act solely in their capacity as insurance agents of New York Life, its
affiliates, or other unaffiliated insurance carriers when recommending insurance products
and as registered representatives when recommending securities through NYLIFE
Securities LLC (member FINRA/SIPC), an affiliated registered broker dealer and licensed
insurance agency. Eagle Strategies LLC and NYLIFE Securities LLC are New York Life
Companies. Investment products are not guaranteed and may lose value. No tax or legal
advice is provided by Eagle, its IARs or its affiliates.
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