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Focusing on After-Tax Returns at 
the Manager Level 

50 Most Influential Women  
in Private Wealth 

Common Mistakes and  
How to Avoid Them 

 

Taxes, as weΩre often re-

minded, may be inevitable, 

but with careful planning 

and the appropriate invest-

ments, they need not be as 

burdensome. 

When investing for clients, 

a good chunk of return can 

be significantly affected by 

the hidden cost of taxes at 

the investment manager 

level. But a good tax-efficient portfolio in-

vesting strategy can mitigate that. Of course, 

advisors should always seek out the best in-

vestments for their clients first and foremost, 

and funds with potential for outsized returns 

can offset tax impacts. 

This is particularly important to ultra-high net 

worth clients in the United States, given the 

progressive nature and recent increases in 

capital gains tax rates. And in the case of com-

plex, multi-generational family portfolios, tax-

es can have an even more pronounced effect. 

For example, over 30 years, a $100 million 

portfolio that can increase after-tax returns 

annually by 1% through tax efficiency, say 

from 5% to 6%, can provide for over $140 mil-

lion of additional return.   

Analyzing for tax efficiency in most portfolios 

can prove a significant benefit. As demonstrat-

ed above, tax impacts can be substantial, but 

there are ways to mitigate their effects. Sever-

al key strategies that are often beneficial:  

¶ First, and perhaps most obvious, place tax-

inefficient assets such as high coupon 

bonds, in the right investment vehicles, 

such as Roth or traditional IRAs. This can 

help save up to 50% in taxes (and returns) 

in some states.  

¶ Locking in and aggregating investment 

losses, known as tax-loss harvesting, is a 

cornerstone of a tax-efficient strategy used 

to offset gains and lower tax bills. 

¶ Dig deeper into the underlying investments 

and the trading style of the portfolio man-

ager by looking at investment vehicles with 

less securities turnover, which is likely to 

improve tax efficiency. Long-term invest-

ments have lower tax rates; funds that 

trade in and out of positions frequently can 

add significantly to a tax bill. Heavy trading 

also incurs transaction and commissions 

costs that can add up and put a dent in 

investment gains. 

High net worth investors typically have expo-

sure to myriad forms of investments and in-

vestment vehicles, although mutual funds are 

generally the simplest to uncover tax-efficient 

value. 

An investor should avoid mutual funds that 

have significant unrealized gains. For those 
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funds, when it comes time to sell those securities, 

the tax hit may be large and inevitably may be 

passed on to the recent investors. On the other 

hand, identifying funds with accumulated realized 

or unrealized losses can help offset future gains. 

All this information is contained in the financial 

statements of the mutual fundΩs annual report.  

Likewise, it is a good practice to do a thorough 

review of a fundΩs investor base, which helps avoid 

investing in a situation where the fund has one or 

two particularly large investors who could redeem 

shares and create larger gains for remaining share-

holders.  Also, be on the lookout for funds that 

have had recent underperformance, even if the 

fund is attractive overall. Certain investors donΩt 

have the stomach for short term volatility and can 

sometimes leave in droves when performance 

goes south. This may force a manager to sell his 

winners to meet redemptions and realize capital 

gains in the meantime.  

Some other investment vehicle types that help 

maximize tax efficiency: 

¶ Index funds are a favored choice for tax-

efficient investors because they generally 

have very low turnover, which leads to a low 

level of realized gains. For example, the Van-

guard Total Stock Market Index Fund Admiral Shares had a 10-

year return before taxes of 7.09%, compared to an after-tax 

return of 6.72%. ThatΩs about a 94% tax-efficiency rate, which 

is about as good as it gets.  

¶ Most ETFs also have low turnover, resulting in persistently 

high tax efficiency.  Additionally, ETFs can allow investors to 

buy and sell large blocks of the securities without an impact 

on price, which can insulate investors from capital gains. But 

beware: not all ETFs are created equally and some have very 

high fees and/or use leverage.  

¶ Alternative investment partnerships, mainly hedge and pri-

vate equity funds, are a bit more difficult to examine, since 

thereΩs very little public information available. However, tak-

ing a close look at past K-1 filings can yield valuable infor-

mation, such as income, distributions, capital gains and other 

expenses that influence a fundΩs after-tax return.  The tricky 

part with K-1s is getting the information. This is where main-

taining relationships with investment advisers who have ac-

cess to the data is essential. Without it, itΩs difficult to make a 

thorough investment decision.  

¶ Separately managed accounts are one other investment ve-

hicle that also provides an added level of control. In these, the 

investor owns the underlying security in a segregated account 

and can control the frequency of sales and purchases. It gives 

the individual investor control over tax-loss harvesting along 

with no outside influences, such as commingling of gains or 

losses from other investors. This approach can also allow for 

negotiating a slightly lower fee from the investment manager, 

though there will be separate administrative costs to maintain 

the account.   

Tax efficient strategies should be pursued as one part of a holistic 

approach to managing a clientΩs portfolio, including regular tax-loss 

harvesting, as well as the appropriate use of family limited part-

nerships, charitable remainder trusts, charitable lead trusts and 

other tax advantaged strategies.  

An investment should first and foremost be made for sound rea-

sons. But utilizing tax analysis by incorporating the planning strate-

gies listed above can lead to a portfolio with improved tax efficien-

cy, and thus enhanced performance. The key is to undertake analy-

sis seeking the highest after-tax returns, and to stay true to that 

strategy. 
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Market Street Trust Company is proud to 

announce that Marianne W. Young, Presi-

dent, has been selected for the second year 

in a row by Private Asset Management (PAM) 

Magazine as one of the 50 Most Influential 

Women in Private Wealth.  

άMarianne has been a tremendous steward 

of Market Street, she has been a terrific lead-

er and has taken Market Street to new 

heights,έ said James Houghton, Chairman of Market Street. άShe has been 

instrumental in the successful execution of our vision for Market Street, and 

we are truly lucky to have her.έ 

Ms. Young has been at Market Street for over 20 years. A lawyer by training, 

Ms. Young joined Market Street in 1995 as a VP of Client Services, before be-

ing elevated to president in 1999. 

άIΩm honored to be recognized by PAM and to be grouped with so many other 

accomplished women in wealth management,έ Ms. Young said. άMarket Street 

has been a great, supportive environment for women and all employees, and 

we strongly believe that has helped us grow and thrive as a company.έ 

If you have a subscription and would like to read the June Issue of PAM Maga-

zine for a full list of honorees, visit: www.PAMMagazine.com. 
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If you were born in the 80s or 90s, you are a 

member of that άlazyέ and άentitledέ genera-

tion known as the Millennials – so am I! The 

media paints us with those (ǳƴǘǊǳŜΗ) labels, 

but there is one label that we very well may 

deserve: άknow it all.έ Okay, maybe we do not 

truly know it all, but we are a generation that 

has grown up with technology which makes 

us feel like we have a lot of knowledge. But 

knowledge is one thing, and wisdom is another. With what 

feels like the world at our fingertips, we can forget to tap the 

wisdom of the ǊŜŀƭ ǇŜƻǇƭŜ around us: relatives, trusted 

friends, and mentors.  

Here at Market Street we have real people, even us Millenni-

als, helping Millennials discuss and learn about their financial 

health. And as one of you, IΩve seen that we can turn a blind 

eye to financial issues. Take it from me, a head in the sand 

approach can backfire.  

So letΩs learn from the mistakes IΩve seen repeated among 

many of us (myself included!) in the Millennial generation:  

TAKING ON TOO MUCH TOO SOON: Of course this can hap-

pen at any age, to any generation, but taking on too much 

financially happens far too often among our generation. Pic-

ture this: you land the job that will be a stepping stone for 

your dream career. ItΩs a time for celebration and independ-

ence! Does this sound familiar? Does that new job spiral into a 

new car, better apartment, and more weekends away with 

friends? Instant gratification is very tempting. I struggle with it 

too! But spending beyond your means can have a big impact 

on your future financial security. Maybe youΩre inspired to 

start your own business or tired of lining the pockets of your 

landlord. Starting a business and owning a home may feel like 

they lead to freedom, but if the decision is made without a 

plan, that άfreedomέ may start to feel a lot more like a bur-

den. Take the apartment with a roommate if it allows you to 

be more finan-

cially stable 

when you start 

working. Grow 

your business 

idea, gain expe-

rience, and de-

velop a detailed 

business plan on how youΩll succeed before diving in. Taking 

on too much, too soon can lead to stress and a lifestyle not 

easily supported on your salary alone.  

NOT ASKING QUESTIONS: What employee benefits do you 

have at work? How are your assets invested? What are the 

terms of that credit rewards program that you signed up for 

when you bought something online? It may sound simple, but 

ask questions when you donΩt know the answer! Your employ-

er may have helpful benefits you never knew existed and that 

tempting credit card may have steep fees or hidden fines. Vet 

the information you find online with advice from those you 

trust. They are probably more than willing to share from their 

experiences to provide you with the meaningful information 

you need for your specific situation.  

NOT HAVING A PLAN: I truly believe there is freedom in a 

budget. Your budget will help you plan, and when the next big 

expense is due, youΩll be stress free because it has already 

been planned (and saved!) for. Your budget will help you pri-

oritize, fund your goals, and save money for future expenses.  I 

know, tracking little purchases may sound time consuming and 

the easy thing to do is ignore where your money is going... 

until you find yourself in a pinch. Imagine the relief you feel 

when the bill you have been stressing about comes in... and 

you have the money in the bank!  

 

Now on to the good part! There are areas that are not money 

mistakes at all, where spending can have quite a positive im-

pact: 

CHARITABLE GIVING: Tap into a need within your community 

or look more globally. As Millennials, we often think about the 

impact we are making in the world at large. Imagine the differ-

ence we can make by sharing our resources and working with 

others for the greater good. Check out DonorsChoose.org or 

CrowdRise.com. 

EDUCATION: Our generation already places a great deal of 

value on education.  We should use our instinctive desire to 

become a άknow it allέ to our advantage! So, whether itΩs a 

degree, additional credentials, or professional development, 

education can open doors and create learning experiences 

that allow us to make more informed decisions in our personal 

and financial lives.  

PAY YOURSELF: The youngest members of our generation are 
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still in school. But for the rest of us who 

have started our careers, the time to 

save for retirement is now! Retirement 

seems like a distant goal, but humor me 

and letΩs do a little math: If you start 

saving for your retirement at age 22, 

and save $6,000 every year until you 

turn 65, your retirement account bal-

ance would be $1,125,045. The power 

of compounding returns (letΩs assume growth of 6%) has 

turned $258,000 worth of contributions into over a million! A 

Millennial who has put off saving for retirement until 35, sav-

ing the same $6,000 per year, will have only $474,349 in his or 

her account at the age of 65. By starting early, we can put our-

selves in a much better position later in 

life. Expenses will always be there to fill 

the void if you let them, so make paying 

yourself first a priority.  

If you have one takeaway, I hope it is 

that ignoring where your money is go-

ing will not fix the problem. We at Mar-

ket Street – especially the Millennials – 

are here to help with advice and learn-

ing resources on almost every financial topic you might need. 

It may take some effort upfront, but asking questions and 

learning about your situation now will have great returns over 

the long run! 


