
ACTIVE ALLOCATION SOLUTIONS 
THREE STEPS 
TO TAX-AWARE INVESTING 

Taxes can take a big bite out of investment gains even under the current low capital gains tax regime. While Shelton 
Capital Management does not let the tax tail wag the investment dog, we do not ignore the tax implications of our in-
vestment decisions.  

Here are a few steps that we take to potentially let our investors enjoy more of their investment gains. 

We typically hold investments until they become long-term capital gains while being reluctant to realize short-term 
capital gains. Long-term gains are taxed more favorably than short-term gains. Unless we think the risks and oppor-
tunity costs of continuing to hold a position until it becomes a long-term gain outweigh the tax consequences of re-
alizing a short-term gain, we will avoid selling until we are in a more tax-advantageous situation.  

 

The ETF structure is inherently tax-efficient compared to other investment vehicles. If an individual investor or a mu-
tual fund wanted to reposition their portfolio, they would typically sell one or more securities to fund the purchases 
of the desired securities. This can cause the individual investor or mutual fund to realize capital gains, which is a tax-
able event. However, the ETF structure is usually more tax-efficient. Rather than realizing gains on its underlying 
holdings, changes to holdings within an ETF can be made through the process of an in-kind exchange with author-
ized participants (APs). Through this process, current ETF holdings can be exchanged in-kind for the desired ETF 
holdings, which is not a taxable event. Furthermore, to rebalance a portfolio, the mutual fund manager must sell se-
curities to accommodate shareholder redemptions. This too can cause realized gains with tax consequences passed 
on to the remaining shareholders. 

In contrast, an ETF accommodates investment inflows and outflows by creating or redeeming "creation units," which 
are baskets of assets that approximate the entirety of the ETF's underlying holdings. This is another process that 
takes place through the AP. These types of transactions are also not considered taxable events. As a result, the in-
vestor usually is not exposed to capital gains on any individual security in the underlying structure. 

By combining these three steps into our tax-aware investment management process, we have been able to help in-
vestors keep more of their investment gains over time. 

USE THE ETF STRUCTURE TO YOUR ADVANTAGE 

WATCH THE CALENDAR 

On average, the equity market experiences a correction, or a decline of at least 10%–20%, every 18 months or so. As 
market volatility increases, recent purchases may drop in value. If our thesis for owning a security that is at a loss still 
holds true, we might realize a loss and swap over to a similar holding. Alternatively, we might realize a loss and 
switch over to a better idea.  

USE THE MARKET VOLATILITY TO YOUR ADVANTAGE 



 

Any forecasts, figures, opinions or investment techniques and strategies explained are Shelton Capital Management’s as 
of the date of publication. They are considered to be accurate at the time of writing, but no warranty of accuracy is given 
and no liability in respect to error or omission is accepted.  

They are subject to change without reference or notification. The views contained herein are not to be taken as an ad-
vice or a recommendation to buy or sell any investment and the material should not be relied upon as containing suffi-
cient information to support an investment decision. It should be noted that the value of investments and the income 
from them may fluctuate in accordance with market conditions and taxation agreements and investors may not get back 
the full amount invested. 

Past performance and yield may not be a reliable guide to future performance. Current performance may be higher or 
lower than the performance quoted. 

The securities identified and described may not represent all of the securities purchased, sold or recommended for 
client accounts. The reader should not assume that an investment in the securities identified was or will be profitable. 
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