Portfolio Tax Optimization Strategy Document

Executive Summary

After a detailed analysis of our investment portfolio, I've identified an opportunity to significantly improve our tax
efficiency through strategic reallocation. We currently hold two tax-inefficient funds in our taxable account: a high-
yield bond fund (FAGIX) and a real estate investment fund (FRESX), together worth $X. By executing a one-time
"location swap" between our taxable and retirement accounts, we can save approximately $X in taxes annually. While
this move will trigger a one-time tax bill of $X, we'll break even in less than X years and save over $X in taxes over the
next decade.

Current Portfolio Analysis
Our tax-inefficient positions are:
e FAGIX (Fidelity Capital & Income Fund): $X with $X in unrealized gains
o FRESX (Fidelity Real Estate Investment Fund): $X with $X in unrealized gains

These funds generate significant taxable distributions that could be sheltered in retirement accounts. FAGIX, as a
high-yield bond fund, distributes most of its income as ordinary income taxed at higher rates. FRESX, being a REIT
fund, must distribute X% of its taxable income annually, also largely taxed at ordinary income rates.

The Strategy

We'll perform a complete portfolio location swap in a single trading day. This maintains our exact investment mix
while optimizing tax efficiency. The core concept is simple: move tax-inefficient funds (FAGIX and FRESX) to
retirement accounts where their distributions grow tax-free, while holding tax-efficient index funds (FXAIX) in our
taxable account.

Implementation Plan

Pre-Trading Day Preparation

First, we need to prepare our accounts and ensure we have everything ready for a smooth transition:
1. Review all retirement accounts to identify where we'll hold the relocated funds. We need space for:
o $X of FAGIX
e $X of FRESX
2. Prepare cash reserves:
« Set aside $X for the tax bill
e Add a X% buffer ($X) for any price fluctuations
o Ensure this doesn't impact our emergency fund
3. Document current positions:
« Take screenshots of all current holdings
* Record all cost basis information

« Save current account statements

Trading Day Execution

The entire transition must happen in a single trading day to minimize market risk. Here's the detailed sequence:
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1. Morning Preparation (Before Market Open):
« Loginto all accounts
« Prepare all trade orders in advance
* Double-check share counts and dollar amounts
o Set up limit orders to protect against price swings
2. Taxable Account Orders (First Hour of Trading):
o Sell X shares of FAGIX
o Sell X shares of FRESX
« Prepare FXAIX buy order for total proceeds
3. Retirement Account Orders (Same Hour):
« Sell FXAIX positions totaling $X
o Prepare buy orders for FAGIX and FRESX
4. Final Execution:
« Complete FXAIX purchase in taxable account
« Execute FAGIX and FRESX purchases in retirement accounts

o Confirm all trades completed successfully

Financial Impact Analysis

Annual Tax Savings Breakdown
The tax savings come from two sources:
1. FAGIX Current Tax Burden:
« Annual Distribution: $X
« Current Tax Cost: $X
o $X Ordinary Income Tax
o $X Qualified Dividend Tax
2. FRESX Current Tax Burden:
« Annual Distribution: $X
e Current Tax Cost: $X
o $X Ordinary Income Tax

o $X Qualified Dividend Tax

Projected Returns
« Annual Savings: $X
* Break-even Point: X years

o X-Year Savings: $X (assuming X% annual distribution growth)

Risk Management

While this strategy is fundamentally sound, we need to manage several risks:
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1. Market Movement Risk:

« Execute all trades same day

« Use limit orders

« Have backup plans for price swings
2. Tax Risk:

« Verify long-term capital gains status

« Consider estimated tax payment timing

« Document everything for tax records
3. Execution Risk:

e Pre-prepare all trade orders

* Double-check all numbers

« Have contingency plans for technical issues

Post-Implementation Steps
After completing the trades, we need to:
1. Immediate Actions (Same Week):
« Update all dividend reinvestment instructions
« Save trade confirmations
« Document new cost basis information
2. Short-term Follow-up (First Month):
« Review final portfolio allocations
« Update automatic investment settings
« Plan for estimated tax payment if needed
3. Long-term Monitoring:
o Track actual tax savings
« Monitor fund distributions

« Review allocation quarterly

Conclusion

This strategy allows us to maintain our exact same investment exposure while significantly reducing our annual tax
burden. The one-time tax cost of $X is worth paying for $X in annual tax savings. We'll break even in less than X
years and save over $X in the next decade.

The key to success will be careful execution and attention to detail during the transition. By following this plan and
maintaining thorough documentation, we can complete this tax optimization with minimal risk while maximizing long-
term benefits.
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