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The Tax Overlay Service is designed to help reduce tax exposure with the 
goal of improving after-tax returns.

It's Not What You Make, It's What You Keep That Matters
Taxes you pay on gains from investments, or capital gains taxes, could be your portfolio's largest expense. Particularly for some investors, the 
taxes they pay on these gains could approach 50 percent or higher.

While you may only file taxes once a year, managing your capital gains tax liability should be continuous and ongoing. 
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$2,124,000 No tax drag

$1,762,000 1% tax drag

$1,459,000 2% tax drag

20-year hypothetical impact of 
taxes, assumed annual return: 7.5%YEARS

Ending wealth difference
in 20 years: $665,000

Initial investment:
$500,000

Hypothetical Growth Of $500,000 Over 20 Years At 7.5% Per Year

This is a hypothetical illustration and not meant to represent an actual investment strategy. A client's actual results will vary depending on their individual tax circumstances. 
Tax drag is the reduction of potential investment returns due to taxes. The statement that tax could approach 50 percent or higher is based on maximum federal, state, and 
municipal tax rates and surcharges in some jurisdictions. Taxes may be due at some point in the future and tax rates may be different when they are. Investing involves risk and 
you may incur a profit or loss regardless of strategy selected.
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Trusted With Over $14 Billion Of Client Assets*
Today, Envestnet | PMC automates tax and values overlays for more than $14 billion in client assets at over 100 firms.* By offering these 
overlay services, we're able to help clients customize portfolios to fit their specific investment goals in an automated, efficient manner.

How We Manage Your Capital Gains
Managing your capital gains starts when you are making decisions about how to build your portfolio. By choosing to use a Unified 
Managed Account (UMA), you can combine several different investments, including Separately Managed Accounts (SMAs), mutual 
funds, and exchange traded funds (ETFs), in a single account. This can provide both you and your advisor with a number of benefits, one 
being the ability to automate the tax management of all of the UMA's investments.

If your UMA has 50% or more allocated to managed products, it qualifies for our Tax Overlay service, which automates the tax 
management of your portfolio and allows you to customize its tax settings. The Tax Overlay service will attempt to minimize realization 
of Net Short Capital Gains in your portfolio. You may choose to set a desired limit on the amount of Net Long Term Capital Gains for 
your portfolio. You may even specify a desired amount of additional losses you'd like Envestnet to harvest for your portfolio. Personalize 
your settings according to your specific goals and update them at any time.

By investing in a managed product, you're hiring an investment manager to provide you with their selection of stocks for a particular 
strategy. Additionally, as markets move through different economic environments, the manager will make changes to its holdings. 

The changes made by the manager will require your account to sell some shares to buy others, which could lead to realizing taxable 
gains. As the manager makes changes, and depending on your firm and client configurations, Envestnet will evaluate the tax cost of 
executing those changes and may make different trades than the model. The optimization process balances the tax cost of adhering 
to the manager's trade versus the tracking error incurred by deviating from the manager, with the goal of delivering better after-tax 
performance.

Envestnet | PMC Automates Tax And Values Overlays For More Than 
$14B in Assets At Over 100 Firms*

*Source: Envestnet | PMC.  As of September 30, 2023.

Over 15 years' experience in                                 
tax-efficient investing

Patented risk optimization process

Ability to manage portfolios to customized 
client/account-specific mandates

Dedicated support team

During the proposal process, you and your advisor will work with an Overlay Specialist to analyze your existing 
holdings against your desired UMA portfolio allocation. This analysis will demonstrate the tradeoff between limiting 
capital gains realization and accepting higher tracking error. Based on this analysis, you will decide the long-term 
capital gains budget you wish to set. These settings will govern the initial trading in your portfolio.

The product manager or your advisor communicates to Envestnet which actions to take within the portfolio, such as 
replacing one security with another, rebalancing the portfolio, or raising cash.

Envestnet inputs those changes, along with other client-specific portfolio information like your capital gains budgets 
and evaluates them using a risk optimization engine.

The risk engine analyzes the portfolio changes, possible tax implications of the changes, and provides trade 
recommendations that balance your tax cost with your portfolio's risk, measured by tracking error.

Envestnet evaluates the risk engine's recommendations for appropriateness and executes the trades in your portfolio.
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How It Works
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Portfolio In Transition Illustration**

"High Net Worth" Client
Value: $1,164,913 

Cost Basis: $894,870

Tax adverse client is transitioning assets to new financial 
advisor and switching financial institutions.

The Overlay Services team proposed the new diversified 
investment solution for the transition.

No Tax Management

Net Realized Short 
Term Gains

Net Realized Long 
Term Gains

First Year Tax Bill
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Selecting A Tax Budget
The client was provided an analysis done by an Overlay Specialist that shows the tracking error based on the different levels of capital 
gains realization. The potential deviation of the portfolio's performance from the investment manager's portfolio will be greater, with a 
smaller amount of capital gains being realized. The client can then consider what level of deviation they are comfortable with as well as 
the exact amount of long-term gains they want to realize.

**This is a hypothetical example for illustrative purposes only and not based on actual account information. Assuming an income tax rate of 40.8% and a 
capital gains rate of 23.8%.

Potential Outcome
The client chose a tax budget that realizes $50,000 in long-term gains in year 1 to be able to have a reasonable first year tax bill of 
$11,900 while maintaining a tracking error below 2%. With Tax Overlay, their tax bill ended up being $43,121 less than if they did not use 
the Overlay, and with a tax management fee of $1,164, they ended up saving $41,957 in total the first year.

Year One Tax 
Budget 

Net Realized 
Short-Term 

Gains

Net Realized 
Long-Term 

Gains

Weighted 
Account 

Tracking Error

First Year Tax 
Bill Due To 
Transition

Tax Management 
Fee

Potential 
First Year Tax 

Savings

No Tax 
Management $37,623 $162,577 .02% $54,043 $0 N/A

$0ST/$0 LT $0 $0 2.81% $0 $1,164 $52,879

$0ST/$50K LT $0 $50,000 1.80% $11,900 $1,164 $40,979

$0ST/$100K LT $0 $100,000 1.22% $23,800 $1,164 $29,079

$0ST/Unlimited 
LT $0 $162,577 .80% $38,693 $1,164 $14,186
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Glossary 

Capital Gains Taxes – Taxes paid on profits made from an investment. Short-term capital gains taxes are paid on investments held for 
less than one year, while long-term capital gains taxes are paid on investments held for one year or longer. In many cases, the tax rate 
for short-term capital gains is higher than for long-term capital gains.

Overlay – Changes made to a portfolio by a third party based on direction given by the client. For instance, a tax overlay involves 
altering trades dictated by the investment manager to align with the client's tax preferences. Similarly, an impact overlay is when 
shares of certain companies are sold from a portfolio to reflect the client's personal values and beliefs.

Tax Drag – The difference between an investment's pre-tax and after-tax returns due to the taxes paid on the investment's profits.

Tracking Error – A statistical measure of how much your portfolio can be expected to deviate from the investment manager's 
portfolio. Ultimately, a smaller tracking error means your portfolio will be expected to follow the performance of the investment 
manager's portfolio more closely. A tracking error of 5.0% should be interpreted to mean your portfolio's annual performance will be 
within +/- 5.0% of the investment manager's 66% of the time and within +/- 10.0% (or double the tracking error) 95% of the time.

Unified Managed Account (UMA) – The term refers to both a program and a technology that allows advisors to build a 
diversified, tax-aware, multi-asset portfolio within a single account/ registration. One can refer to either the individual products or 
the asset allocations used within the UMA as a “sleeve.” The UMA program may include a variety of investment vehicles, including 
mutual funds and exchange-traded funds (“ETFs”), as well as third-party managed portfolios, such as separately managed 
accounts (“SMAs”) and Fund Strategist Portfolios (“FSPs”).

Talk To Our Team
Envestnet | PMC's Tax Overlay Services team automates tax management for more than $12B in assets at over 100 firms (as of 
September 30, 2023). Contact us at PMCOverlayServices@Envestnet.com to learn how you can help your clients manage their capital 
gains taxes.

The information, analysis, and opinions expressed herein are for general and educational purposes only. Nothing contained in this brochure is intended to 
constitute legal, tax, accounting, securities, or investment advice, nor an opinion regarding the appropriateness of any investment, nor a solicitation of any 
type. All investments carry a certain risk, and there is no assurance that an investment will provide positive performance over any period of time. An investor 
may experience loss of principal. The asset classes and/or investment strategies described may not be suitable for all investors and investors should 
consult with an investment advisor to determine the appropriate investment vehicle. Investment decisions should always be made based on the investor’s 
specific financial needs and objectives, goals, time horizon, and risk tolerance. Past performance is not indicative of future results.
Investments in smaller companies carry greater risk than is customarily associated with larger companies for various reasons such as volatility of earnings 
and prospects, higher failure rates, and limited markets, product lines or financial resources. Investing overseas involves special risks, including the volatility 
of currency exchange rates and, in some cases, limited geographic focus, political and economic instability, and relatively illiquid markets. Income (bond) 
funds are subject to interest rate risk which is the risk that debt securities in a fund’s portfolio will decline in value because of increases in market interest rates.
There is no guarantee that results or savings will be achieved if you should select Envestnet | PMC to provide services to you.  The experience described 
does not represent all recommendations made to clients nor does it represent the experience of all clients.  The reader should not assume that an 
investment in any securities or services outlined was or will be profitable or favorable.
Neither Envestnet, Envestnet | PMC™ nor its representatives render tax, accounting or legal advice. Any tax statements contained herein are not intended 
or written to be used, and cannot be used, for the purpose of avoiding U.S. federal, state, or local tax penalties. Taxpayers should always seek advice based 
on their own particular circumstances from an independent tax advisor.
Diversification does not guarantee a profit or guarantee protection against losses.
Advisors should always conduct their own research and due diligence on investment products and the product managers prior to offering or making a 
recommendation to a client.
FOR ONE-ON-ONE USE WITH A CLIENT’S FINANCIAL ADVISOR ONLY.
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