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The key to avoiding mutual
fund capital gains distributions

Some strategies work better than others, but low portfolio turnover is a
good predictor of potential tax consequences
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bwouldnttbesurprised if this year is on par with recent
years, which hasn't been great from a tax perspective,’
Ms. Benz said. "It's a confluence of quite good equity
gains and an ongoing strong market, plus the
redemptions out of active funds and into index funds
and ETFs."

In other words, financial advisers will need to be on
their toes again this year in order to help their clients
navigate the annual tax bill that most actively managed
funds result in, regardless of how long a fund has been
owned or even if it produced positive returns.

"| keep a spreadsheet with the name of the fund, the
capital gain distribution and the date it is being paid
out," said Kashif Ahmed, president of American Private
Wealth.

Since capital gains taxes only affect investors who
hold funds in nonqualified accounts, Mr. Ahmed
typically sells the fund positions out of the accounts of
clients who own the funds outside their retirement
accounts prior to the capital gains distribution date,
which is usually in late December.

Understanding that most actively managed funds pay
out capital gains distributions that are the result of
portfolio trading activity, Mr. Ahmed will sometimes
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buy funds after the annual distribution has lowered the Nov Conference
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sophisticated female adviser who

the tax bill from a fund's distribution of gains. Wb b bmlm ar 1 aland
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If you sell prior to the distribution date, as Mr. Ahmed is  level.... Learn more

prone to do, the client could be hit with a tax bill related [rzll;n_»;-.-n-.‘.“,\

to the fund's performance.

For that reason,
Ms. Benz said
some advisers will
just ride out the
annual capital
gains hit and use
the accompanying
annual cost-basis
adjustment as a
kind of prepayment on the taxes that will be due on the
fund's performance.

While actively managed funds are more prone to
distribute capital gains, it's not a rule.

Of the more than 7,000 individual mutual funds tracked
by Morningstar, a screen identified nearly 700 that had
no capital gains distributions last year, as well as
nearly 500 that didn't have capital gains over the past
three years, and nearly 300 that had no cap gains over
the past five years.

In most cases, the key ingredient was low portfolio
turnover.

For example, the $30.4 billion DFA International Core
Equity Fund (DFIEX), which hasn't distributed a capital
gain over the past five years, has an annual turnover
rate of 4%.
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10/22/2019 The key to avoiding mutual fund capital gains distributions

Emerging Markets
Equity Fund
(JMIEX) also
hasn't distributed
a capital gain in
flve years and has
a 13% annual
turnover rate.

Some of the funds that haven't distributed a capital
gain in five years are designed for tax management,
such as the $10.8 billion Vanguard Tax-Managed
Capital Appreciation Fund (VTCIX), which boasts a 6%
annual turnover rate.

"What's often commonly found among funds that don't
pay capital gains distributions is a very low portfolio
turnover rate," said Todd Rosenbluth, director of mutual
fund and ETF research at CFRA.

There's no denying that active managers are being hurt
by a general trend toward passive index funds and
exchange-traded products, which are typically more
tax-efficient in addition to being generally less
expensive.

Consider, for example, that when the same Morningstar
screen for funds that didn't distribute capital gains over
the previous one-, three-, and five-year periods is
expanded to include index funds, the one-year list
expands from just under 700 to nearly 2,900.

The three-year list expands from nearly 500 to nearly
2,000. And the five-year list expands from nearly 300 to
more than 1,300 funds.

https://www.investmentnews.com/article/20191022/FREE/191029984/the-key-to-avoiding-mutual-fund-capital-gains-distributions 4/7


https://www.googleadservices.com/pagead/aclk?sa=L&ai=Ce0MFzV6vXf6bDsSIpgORgKPYCpiyx-tZ6PyOvbgKsJAfEAEgvLXnImDJ5vuIhKTsD6AByo7eogPIAQGpAkcITiv5pak-4AIAqAMByAMKqgS_Ak_QV2w-phg0DRLNdfTNJ7FOQKMDilZhZpVAWBIFAZQFCUXy7MwHUrSykMzy26OXCny3-Ezk_n78QpGBLqDx5pu7ysANYxl9DxTSB3YH4zJoPqJqL4kg2fTGqYKgFdnjVSyc9RPXTrJkK11yZo4mFv0IMz3O_0Zgyp922wmJuR-ZoM3B8J1TrK7p5koU01Ecp5LYBfRwQc3NxM6FGf69qYZdsz8SRkgKmrRKdvOBQu37FmxwnuncGgGCLIDfMojz16USZCrihExRRFaGJLAxpDblRQyFYOUuaoF6TfepNcLPZxC3sosX9TKIMDjM01P2X999qnuaJ26Tr9Xg1WI1CoeBRxvKv2kR8HDIY79BtZ5fRRNTUz9afR-uRFDOs9z218UKOeowOEKj8HKXeZDjFEi0lqYVB7wR3gzSSK8VV4fgBAGAB57xoV2oB47OG6gH1ckbqAeT2BuoB7oGqAfZyxuoB8_MG6gHpr4bqAfz0RuoB-zVG9gHAdIIBwiAYRABGB2xCTRKGObvEis5gAoDigqbAmh0dHBzOi8vbW9uaXRvci5jbGlja2NlYXNlLmNvbS90cmFja2VyL3RyYWNrZXIuYXNweD9pZD1CZHo0ZnJXQm9BSVJWbiZrdz1zdG9jayUyMG1hcmtldCZudz1kJnVybD17bHB1cmx9JmNwbj0xMDUxMzA2NTAwJmRldmljZT1jJnBsPXd3dy5pbnZlc3RtZW50bmV3cy5jb20mVVRNX0NhbXBhaWduPTEwNTEzMDY1MDAmVVRNX1NvdXJjZT1kJlN1Yl9JRD02MjAzNDgwMTUwNyZEZXZpY2U9YyZEZXZpY2VfTW9kZWw9JkFkPUROX1BMMV9SREEmQWRfUGxhY2VtZW50PXd3dy5pbnZlc3RtZW50bmV3cy5jb23YEww&ae=1&num=1&cid=CAASEuRoDxREeGnsXgbb8PNhcPhijw&sig=AOD64_0XetBox-EO5rAJOFRukbeDUoW-9Q&client=ca-pub-6831537970628160&nx=CLICK_X&ny=CLICK_Y&nb=0&adurl=https://info.annuityalliance.com/2019_highest_rates_d/%3Fgclid%3DEAIaIQobChMIvra8gtOw5QIVRIRpCh0RwAirEAEYASAAEgLBVvD_BwE
https://www.googleadservices.com/pagead/aclk?sa=L&ai=Ce0MFzV6vXf6bDsSIpgORgKPYCpiyx-tZ6PyOvbgKsJAfEAEgvLXnImDJ5vuIhKTsD6AByo7eogPIAQGpAkcITiv5pak-4AIAqAMByAMKqgS_Ak_QV2w-phg0DRLNdfTNJ7FOQKMDilZhZpVAWBIFAZQFCUXy7MwHUrSykMzy26OXCny3-Ezk_n78QpGBLqDx5pu7ysANYxl9DxTSB3YH4zJoPqJqL4kg2fTGqYKgFdnjVSyc9RPXTrJkK11yZo4mFv0IMz3O_0Zgyp922wmJuR-ZoM3B8J1TrK7p5koU01Ecp5LYBfRwQc3NxM6FGf69qYZdsz8SRkgKmrRKdvOBQu37FmxwnuncGgGCLIDfMojz16USZCrihExRRFaGJLAxpDblRQyFYOUuaoF6TfepNcLPZxC3sosX9TKIMDjM01P2X999qnuaJ26Tr9Xg1WI1CoeBRxvKv2kR8HDIY79BtZ5fRRNTUz9afR-uRFDOs9z218UKOeowOEKj8HKXeZDjFEi0lqYVB7wR3gzSSK8VV4fgBAGAB57xoV2oB47OG6gH1ckbqAeT2BuoB7oGqAfZyxuoB8_MG6gHpr4bqAfz0RuoB-zVG9gHAdIIBwiAYRABGB2xCTRKGObvEis5gAoDigqbAmh0dHBzOi8vbW9uaXRvci5jbGlja2NlYXNlLmNvbS90cmFja2VyL3RyYWNrZXIuYXNweD9pZD1CZHo0ZnJXQm9BSVJWbiZrdz1zdG9jayUyMG1hcmtldCZudz1kJnVybD17bHB1cmx9JmNwbj0xMDUxMzA2NTAwJmRldmljZT1jJnBsPXd3dy5pbnZlc3RtZW50bmV3cy5jb20mVVRNX0NhbXBhaWduPTEwNTEzMDY1MDAmVVRNX1NvdXJjZT1kJlN1Yl9JRD02MjAzNDgwMTUwNyZEZXZpY2U9YyZEZXZpY2VfTW9kZWw9JkFkPUROX1BMMV9SREEmQWRfUGxhY2VtZW50PXd3dy5pbnZlc3RtZW50bmV3cy5jb23YEww&ae=1&num=1&cid=CAASEuRoDxREeGnsXgbb8PNhcPhijw&sig=AOD64_0XetBox-EO5rAJOFRukbeDUoW-9Q&client=ca-pub-6831537970628160&nx=CLICK_X&ny=CLICK_Y&nb=7&adurl=https://info.annuityalliance.com/2019_highest_rates_d/%3Fgclid%3DEAIaIQobChMIvra8gtOw5QIVRIRpCh0RwAirEAEYASAAEgLBVvD_BwE
https://www.googleadservices.com/pagead/aclk?sa=L&ai=Ce0MFzV6vXf6bDsSIpgORgKPYCpiyx-tZ6PyOvbgKsJAfEAEgvLXnImDJ5vuIhKTsD6AByo7eogPIAQGpAkcITiv5pak-4AIAqAMByAMKqgS_Ak_QV2w-phg0DRLNdfTNJ7FOQKMDilZhZpVAWBIFAZQFCUXy7MwHUrSykMzy26OXCny3-Ezk_n78QpGBLqDx5pu7ysANYxl9DxTSB3YH4zJoPqJqL4kg2fTGqYKgFdnjVSyc9RPXTrJkK11yZo4mFv0IMz3O_0Zgyp922wmJuR-ZoM3B8J1TrK7p5koU01Ecp5LYBfRwQc3NxM6FGf69qYZdsz8SRkgKmrRKdvOBQu37FmxwnuncGgGCLIDfMojz16USZCrihExRRFaGJLAxpDblRQyFYOUuaoF6TfepNcLPZxC3sosX9TKIMDjM01P2X999qnuaJ26Tr9Xg1WI1CoeBRxvKv2kR8HDIY79BtZ5fRRNTUz9afR-uRFDOs9z218UKOeowOEKj8HKXeZDjFEi0lqYVB7wR3gzSSK8VV4fgBAGAB57xoV2oB47OG6gH1ckbqAeT2BuoB7oGqAfZyxuoB8_MG6gHpr4bqAfz0RuoB-zVG9gHAdIIBwiAYRABGB2xCTRKGObvEis5gAoDigqbAmh0dHBzOi8vbW9uaXRvci5jbGlja2NlYXNlLmNvbS90cmFja2VyL3RyYWNrZXIuYXNweD9pZD1CZHo0ZnJXQm9BSVJWbiZrdz1zdG9jayUyMG1hcmtldCZudz1kJnVybD17bHB1cmx9JmNwbj0xMDUxMzA2NTAwJmRldmljZT1jJnBsPXd3dy5pbnZlc3RtZW50bmV3cy5jb20mVVRNX0NhbXBhaWduPTEwNTEzMDY1MDAmVVRNX1NvdXJjZT1kJlN1Yl9JRD02MjAzNDgwMTUwNyZEZXZpY2U9YyZEZXZpY2VfTW9kZWw9JkFkPUROX1BMMV9SREEmQWRfUGxhY2VtZW50PXd3dy5pbnZlc3RtZW50bmV3cy5jb23YEww&ae=1&num=1&cid=CAASEuRoDxREeGnsXgbb8PNhcPhijw&sig=AOD64_0XetBox-EO5rAJOFRukbeDUoW-9Q&client=ca-pub-6831537970628160&nx=CLICK_X&ny=CLICK_Y&nb=8&adurl=https://info.annuityalliance.com/2019_highest_rates_d/%3Fgclid%3DEAIaIQobChMIvra8gtOw5QIVRIRpCh0RwAirEAEYASAAEgLBVvD_BwE
https://www.googleadservices.com/pagead/aclk?sa=L&ai=Ce0MFzV6vXf6bDsSIpgORgKPYCpiyx-tZ6PyOvbgKsJAfEAEgvLXnImDJ5vuIhKTsD6AByo7eogPIAQGpAkcITiv5pak-4AIAqAMByAMKqgS_Ak_QV2w-phg0DRLNdfTNJ7FOQKMDilZhZpVAWBIFAZQFCUXy7MwHUrSykMzy26OXCny3-Ezk_n78QpGBLqDx5pu7ysANYxl9DxTSB3YH4zJoPqJqL4kg2fTGqYKgFdnjVSyc9RPXTrJkK11yZo4mFv0IMz3O_0Zgyp922wmJuR-ZoM3B8J1TrK7p5koU01Ecp5LYBfRwQc3NxM6FGf69qYZdsz8SRkgKmrRKdvOBQu37FmxwnuncGgGCLIDfMojz16USZCrihExRRFaGJLAxpDblRQyFYOUuaoF6TfepNcLPZxC3sosX9TKIMDjM01P2X999qnuaJ26Tr9Xg1WI1CoeBRxvKv2kR8HDIY79BtZ5fRRNTUz9afR-uRFDOs9z218UKOeowOEKj8HKXeZDjFEi0lqYVB7wR3gzSSK8VV4fgBAGAB57xoV2oB47OG6gH1ckbqAeT2BuoB7oGqAfZyxuoB8_MG6gHpr4bqAfz0RuoB-zVG9gHAdIIBwiAYRABGB2xCTRKGObvEis5gAoDigqbAmh0dHBzOi8vbW9uaXRvci5jbGlja2NlYXNlLmNvbS90cmFja2VyL3RyYWNrZXIuYXNweD9pZD1CZHo0ZnJXQm9BSVJWbiZrdz1zdG9jayUyMG1hcmtldCZudz1kJnVybD17bHB1cmx9JmNwbj0xMDUxMzA2NTAwJmRldmljZT1jJnBsPXd3dy5pbnZlc3RtZW50bmV3cy5jb20mVVRNX0NhbXBhaWduPTEwNTEzMDY1MDAmVVRNX1NvdXJjZT1kJlN1Yl9JRD02MjAzNDgwMTUwNyZEZXZpY2U9YyZEZXZpY2VfTW9kZWw9JkFkPUROX1BMMV9SREEmQWRfUGxhY2VtZW50PXd3dy5pbnZlc3RtZW50bmV3cy5jb23YEww&ae=1&num=1&cid=CAASEuRoDxREeGnsXgbb8PNhcPhijw&sig=AOD64_0XetBox-EO5rAJOFRukbeDUoW-9Q&client=ca-pub-6831537970628160&nx=CLICK_X&ny=CLICK_Y&nb=1&adurl=https://info.annuityalliance.com/2019_highest_rates_d/%3Fgclid%3DEAIaIQobChMIvra8gtOw5QIVRIRpCh0RwAirEAEYASAAEgLBVvD_BwE
https://adssettings.google.com/whythisad?reasons=AB3afGEAAAGAW1tbW251bGwsWzIsOSwxMCwxM10sbnVsbCxudWxsLG51bGwsWyI4MDE0OSJdXSxbbnVsbCxudWxsLFtudWxsLG51bGwsbnVsbCwiaHR0cHM6Ly9kaXNwbGF5YWRzLWZvcm1hdHMuZ29vZ2xldXNlcmNvbnRlbnQuY29tL2Fkcy9wcmV2aWV3L2NvbnRlbnQuanM_Y2xpZW50PXd0YVx1MDAyNm9iZnVzY2F0ZWRDdXN0b21lcklkPTgxODEyNzUwMjdcdTAwMjZjcmVhdGl2ZUlkPTM3OTE0Mjc1ODA1OFx1MDAyNnZlcnNpb25JZD0wXHUwMDI2YWRHcm91cENyZWF0aXZlSWQ9MzU4NzU3OTQwODQwXHUwMDI2aHRtbFBhcmVudElkPXByZXYtMFx1MDAyNmhlaWdodD0wXHUwMDI2d2lkdGg9MFx1MDAyNnNpZz1BQ2lWQl93SGx0QzhVM0JEX01VVkIzX2IzWXZYVklyVVVRIl1dXV0sWzEsMV1dLY9NBbEyD0P90qOEsJnCuImMV4NCOkFrlOg_n2Gz7Wx54IHtAKWiOSHkh_UHuoWKhEFh3ilbVrBzBLHKD3oCjgI_1YN1NhGeTMyUrLklMuCNhuB6v4qRWQrNI7K3k7bQXDUlj_W0IP0HTcG7F8kdI92zCsCYCnLzaJrC6rlDBcP0wESe4aZ-_2uPFn-Zt83VrGpTJJ72xgQz6zglxIppFsg3f3Fo6oR6qKG9DTfGmvrGM9bC6ks2HjXpZcd4J8wWYPc_irLgomklFpVyQkE5v2rS0zqdL3fZ5Q743oIj2VarmRSUfoQI1vZw6QgoPrHyhpYfoG2oHN5W6js91ft2gg,f9cYRU9WkOtYLwWvtqnYxg&source=display
https://adssettings.google.com/whythisad?reasons=AB3afGEAAAGAW1tbW251bGwsWzIsOSwxMCwxM10sbnVsbCxudWxsLG51bGwsWyI4MDE0OSJdXSxbbnVsbCxudWxsLFtudWxsLG51bGwsbnVsbCwiaHR0cHM6Ly9kaXNwbGF5YWRzLWZvcm1hdHMuZ29vZ2xldXNlcmNvbnRlbnQuY29tL2Fkcy9wcmV2aWV3L2NvbnRlbnQuanM_Y2xpZW50PXd0YVx1MDAyNm9iZnVzY2F0ZWRDdXN0b21lcklkPTgxODEyNzUwMjdcdTAwMjZjcmVhdGl2ZUlkPTM3OTE0Mjc1ODA1OFx1MDAyNnZlcnNpb25JZD0wXHUwMDI2YWRHcm91cENyZWF0aXZlSWQ9MzU4NzU3OTQwODQwXHUwMDI2aHRtbFBhcmVudElkPXByZXYtMFx1MDAyNmhlaWdodD0wXHUwMDI2d2lkdGg9MFx1MDAyNnNpZz1BQ2lWQl93SGx0QzhVM0JEX01VVkIzX2IzWXZYVklyVVVRIl1dXV0sWzEsMV1dLY9NBbEyD0P90qOEsJnCuImMV4NCOkFrlOg_n2Gz7Wx54IHtAKWiOSHkh_UHuoWKhEFh3ilbVrBzBLHKD3oCjgI_1YN1NhGeTMyUrLklMuCNhuB6v4qRWQrNI7K3k7bQXDUlj_W0IP0HTcG7F8kdI92zCsCYCnLzaJrC6rlDBcP0wESe4aZ-_2uPFn-Zt83VrGpTJJ72xgQz6zglxIppFsg3f3Fo6oR6qKG9DTfGmvrGM9bC6ks2HjXpZcd4J8wWYPc_irLgomklFpVyQkE5v2rS0zqdL3fZ5Q743oIj2VarmRSUfoQI1vZw6QgoPrHyhpYfoG2oHN5W6js91ft2gg,f9cYRU9WkOtYLwWvtqnYxg&source=display
javascript:;
https://www.investmentnews.com/section/news
https://www.investmentnews.com/section/video
https://www.investmentnews.com/section/data
http://research.investmentnews.com/dashboard/
https://www.investmentnews.com/section/events
https://www.investmentnews.com/section/awards-and-recognition
https://www.investmentnews.com/section/subscription-offers
https://home.investmentnews.com/clickshare/myhome.do
https://www.investmentnews.com/

10/22/2019 The key to avoiding mutual fund capital gains distributions

said Mr. Rosenbluth.

Also, unlike redemptions, which typically result from
something unpredictable like poor performance or a
portfolio manager change, Mr. Rosenbluth said a low
turnover rate is generally indicative of a predictable
pattern.

"A lower turnover strategy reflects a portfolio
manager's mindset on a longer-term outlook," he said.

However, as Ms. Benz explained, a low-turnover
strategy is sometimes specific to a portfolio manager,
which is why advisers should pay attention to manager
turnover.

"The caveat is those things can turn on a dime,
because a new manager can come on board and turn
over the entire portfolio,' she said.
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