
Long-short portfolios are designed to profit from both rising and falling prices. Managers
can realize losses from long positions that have declined and from short positions that
have moved against them. 

This flexibility doubles the opportunity to capture tax-deductible losses while
maintaining the portfolio's intended market exposure [3]. SWA has observed that in
some cases, portfolios may generate positive returns while also producing a net capital
loss for tax purposes.

As Daren Blonski, President & CEO of SWA, noted, "Tax efficiency is not about avoiding
risk. It is about structuring outcomes in a way that supports long term wealth
preservation."

How Losses Can Be Strategic

Net Capital Loss in Long-Short Investing: Turning Losses into
Tax Advantages
Investment losses are typically viewed as setbacks. In long-short investing, however,
losses can serve a strategic role.

A net capital loss occurs when realized capital losses exceed realized capital gains during
a tax year [1]. While this may sound undesirable, in certain portfolio structures it can be
intentionally generated to improve after tax outcomes.

Long-short investment strategies involve buying securities expected to rise (long
positions) and selling borrowed securities expected to fall (short positions) [2]. In this
context, net capital losses can emerge as a deliberate feature of the strategy, not just an
unfortunate outcome.

Understanding the Basics

Tax Value

Net capital losses may:

Offset capital gains from other investments [4]
 Offset up to $3,000 of ordinary income annually [4]
 Carry forward indefinitely, creating a valuable tax asset for future use [5]
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Why It Matters

Although individual results may vary, SWA’s research suggests that a long-short strategy
that consistently generates net capital losses while delivering competitive returns
creates a powerful combination: investment growth plus a stream of tax benefits. This is
particularly valuable for investors with significant capital gains from other sources, such
as business sales, real estate transactions, or concentrated stock positions. 

In long-short investing, net capital losses are not a sign of failure. When managed
thoughtfully, they can be a deliberate, valuable feature that enhances after-tax wealth.

For higher income investors, offsetting gains taxed at long-term capital gains rates plus
the 3.8% net investment income tax may create meaningful savings [6].
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For additional information, please visit: https://www.sonomowealth.com, or click
here to book your complimentary Wealth Analysis.
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Disclosures

Fermata Advisors LLC is registered as an investment advisor with the SEC and only
transacts business in states where it is properly registered or is excluded or exempted
from registration requirements. This content was produced by Fermata Advisors, LLC,
d/b/a Sonoma Wealth Advisors, d/b/a Fermata 401k, d/b/a Fermata Tax, d/b/a Fermata
Insurance.  The opinions expressed by Fermata Advisors, LLC on this show are their own.
Information presented on this program is believed to be factual and up to date, but we
do not guarantee its accuracy, and it should not be regarded as a complete analysis of
the subjects discussed. Discussions and answers to questions do not involve the
rendering of personalized investment advice but are limited to the dissemination of
general information. A professional advisor should be consulted before implementing
any of the options presented.  Information presented is for educational purposes only
and does not intend to make an offer or solicitation for the sale or purchase of any
specific securities, investments, or investment strategies. Investments involve risk and
unless otherwise stated, are not guaranteed.  Information expressed does not take into
account your specific situation or objectives, and is not intended as recommendations
appropriate for any individual. Viewers and listeners are encouraged to seek advice from
a qualified tax, legal, or investment adviser to determine whether any information
presented may be suitable for their specific situation. Past performance is not indicative
of future performance. SWA research refers to internal review of third-party sources
listed above. SWA has not conducted proprietary empirical research on the topics
discussed.
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