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EXECUTIVE SUMMARY

Improve After-Tax Investment
Returns with Full Integration
Tax Technology

Beyond Pre-Tax Returns:
Quantifying the Enduring Value of Tax-Loss Harvesting

Advisory firms need more than investment products to achieve optimal after-tax investment performance.
This report introduces a new framework, The Modern TLH Architecture, for solving the tax efficiency challenge. 

This report will demonstrate that the primary barrier to delivering tax alpha at scale is not a lack of strategic intent, but
a deficit in technological infrastructure. We will explore the quantifiable value of systematic tax-loss harvesting and
related gains, map the maturity curve from manual effort to automated alpha, and dissect the specific operational
hurdles that prevent most firms from reaching the highest level of sophistication. Finally, we will provide a blueprint for
how Flyer Financial Technologies provides the enabling infrastructure—the architecture—that bridges this gap.

We’ve all heard the old business axiom: revenue is vanity, profit is sanity. But when it comes to tax efficient
investing, the saying may as well be, “Pre-tax is vanity, after-tax is sanity.” In other words, you need to keep
more of what you earn.

In an increasingly competitive wealth management landscape, pre-tax investment returns are so
commoditized that it’s now actually after-tax returns that separate the good from the great. 

For clients, particularly those in higher tax brackets, the value of a well-executed tax management strategy
can be substantial and tangible, directly impacting the wealth they retain. 

For advisors, that translates into a business directive: focus on after-tax alpha, or risk denting your clients’
returns and your own bottom line.

For firms that are serious about providing their clients with differentiated investment management,
tax-loss harvesting (TLH) is not a peripheral service. It is a well-documented source of after-tax
enhancement, or "tax alpha," that can significantly impact a client's long-term wealth
accumulation. Understanding its academic underpinnings, its dual mechanisms of value creation,
and its strategic importance in the modern advisory landscape is the first step toward
operationalizing its delivery.
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Tax Alpha: A Proven Winner

The Modern Mandate:
Why After-Tax Performance is a Key Differentiator

Sophisticated tax
management has
become the
definition of
differentiation. 

"Tax alpha" is not just a nice-sounding concept supported by academic research; it’s a measurable differentiator
achieved through rigorous tax-aware investing and fine-tuned investment management. 

A landmark 2020 study  analyzing historical U.S. equity data from 1926 to 2018, the Massachusetts Institute of
Technology (MIT) found that a disciplined TLH strategy yielded a materially improved after-tax investment return,
which became even more advantageous during periods of market volatility.

1

The baseline tax alpha generated by a disciplined TLH strategy yielded a 1.10% increase in returns per year.1

Even when constrained by the IRS wash-sale rule—a critical real-world consideration where proceeds from
harvested losses are held in cash for a month before reinvestment—the strategy still generated a significant tax
alpha of 0.85% per year.1

The study found that tax alpha varied with market conditions but performed particularly well during periods of high
volatility due to the increase in loss-harvesting opportunities.
During the tumultuous 1926–1949 period, which included the Great Depression, the average annualized tax alpha
was an impressive 2.29% per year.  1

Industry insiders have also run the numbers. The results look just as promising.

A robust TLH strategy can yield between 0.47% and 1.27% annually in improved investment returns, according to a
Vanguard study, depending on investor characteristics and market environments.  2

Systematic tax management can add 1% to 2% in after-tax excess returns for equity portfolios, per third-party
research cited by direct indexing pioneer Parametric.  3

Fortunately, the advantages of diligent TLH aren’t just an academic exercise, nor the exclusive domain of ultra-high-
net-worth investors. Advances in financial technology have dramatically improved access to TLH, making it easier than
ever to implement across a much broader base of investors.  1

The democratization of these strategies creates a new performance benchmark for advisors, one in which after-tax
returns are the new benchmark for investment management.

In an advisory landscape characterized by intense fee compression and the
secular shift toward low-cost passive investing, advisors must continually
demonstrate value beyond simple asset allocation and manager selection. 

Sophisticated tax management has become the definition of differentiation. 

Research from Cerulli Associates shows that tax management is the prime
service needed among households with over $5 million in investable assets.7

Firms that are getting the right infrastructure in place to deliver tax alpha,
reliably and at scale, are deepening their fiduciary commitment and
providing a more holistic and valuable service. It’s a formidable competitive
moat  that shifts the client conversation away from a narrow focus on fees
and pre-tax benchmarks toward a more sophisticated discussion about
maximizing after-tax, long-term wealth.

14
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More Than Deferral:
The Dual Benefits of Tax Rate Arbitrage and Compounding

Bringing Tax-Aware Investing
Into Clients’ Portfolios

A common misconception among advisors is that tax-loss harvesting merely defers a tax liability to a future date.
Deferral is one component of TLH, but advisors should really be considering two more powerful mechanisms of value
creation: tax rate arbitrage and the compounding of reinvested tax savings.4

Tax rate arbitrage is the process of strategically realizing losses to offset gains that are taxed at a higher rate, with the
expectation that the corresponding future gain will be taxed at a lower rate. The most common application is offsetting
short-term capital gains, which are taxed at higher ordinary income rates (up to 37% at the federal level), with
harvested losses. By selling a security at a loss and replacing it with a similar but not "substantially identical" asset, the
investor maintains their desired market exposure. When that replacement security is eventually sold after being held for
more than a year, the resulting gain is taxed at the more favorable long-term capital gains rate (currently a maximum
of 20% federally).  The differential between short-term and long-term rates creates a permanent tax saving, not just a
deferral.

4

While the concept of tax-loss harvesting is well-
understood, its effective implementation at scale
remains an operational quagmire for most Registered
Investment Advisors (RIAs) and Independent Broker-
Dealers (IBDs). 

To help advisors understand what’s at stake, we look
to a three-stage maturity curve that helps firms
identify their own operational abilities and the growth
they could be achieving with our Flyer technology. 

The second, and perhaps most powerful, benefit is the time value of money applied to tax savings. The money saved
by not paying taxes today can be immediately reinvested back into the portfolio.  This incremental capital then begins
to compound, generating its own returns over the investor's time horizon. For a long-term investor, a dollar saved in
taxes and reinvested today can grow into a significantly larger sum over decades. For example, a $10,000 tax saving
reinvested at a 5% annual return for 20 years grows to over $26,000.  This compounding effect creates a direct and
permanent enhancement to the client's wealth that is entirely separate from the pre-tax performance of the underlying
investment strategy. The value is maximized if the portfolio is never fully liquidated, which can be achieved through
estate planning strategies like donating appreciated assets to charity.

5
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The differential between short-term and long-term rates
creates a permanent tax saving, not just a deferral.



Manual & Episodic:
The Limitations of Traditional, Year-End Harvesting

The typical tax management maturity curve starts with manual TLH processes, advances into “always-on”
systematic automation, and reaches its pinnacle when advisors can finally unlock a state of fully integrated
TLH across a firm's entire technology stack and operational workflow.

Advisors who understand this curve can accurately assess their current state, identify operational gaps, and
chart a clear path toward a more sophisticated and competitive service offering. It’s a journey that
progresses from manual, reactive processes to systematic automation, finally culminating in a fully
integrated, AI-enhanced infrastructure that embeds tax awareness into a firm's core operating model.

The most basic level of tax management is reactive, manual, and episodic, often a year-
end scramble that ends up creating significant operational drag and diverting advisor
time away from higher-value activities like financial planning and client relationship
management.18

In addition to operational drawbacks, advisors risk generating limited tax alpha by
deploying this manual approach. The majority of harvesting opportunities arise from
intra-year market volatility: a stock or ETF may dip significantly earlier in the year,
providing a prime harvesting opportunity, only to recover before the manual TLH can be
implemented. By that time, the potential tax loss is long gone.  20

Manual and episodic TLH is unscalable, inefficient, and outdated. As a firm's client base
and AUM grow, the operational burden of this very basic approach becomes untenable.
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The Tax Management Maturity Curve:
From Manual Effort to Automated Alpha

LEVEL 1

LEVEL 2
Systematic & Automated:
"Always-On" Harvesting and Superior Vehicles

The second level of TLH involves more modern technology and more sophisticated investment vehicles, transforming
the process from reactive to proactive. The goal is thoughtful automation, not just automation for its own sake. 

Firms operating at this level are defined by their "always-on" approach to monitoring TLH. They scan portfolios
continuously for harvesting opportunities, capturing ephemeral losses created by market volatility as they occur, not just
at year-end. 

But it’s about more than just loss-harvesting frequency. Best practices do not necessarily involve daily trading. Instead,
leading providers employ a "trigger-based" methodology, where a trade is executed only when the potential tax
benefit of a harvested loss exceeds the associated transaction costs and the potential for tracking error against the
portfolio's benchmark.  The end result is a layer of intelligence, ensuring that harvesting activity is economically rational
and aligned with the client's overall investment objectives.

3
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A New Frontier in Tax Management

The pinnacle of tax management maturity is full integration across an advisory firm's technology stack and operational
workflow, moving well beyond systematic automation within a single portfolio or product.

At the peak of the curve, tax awareness ceases to be a feature of a specific product and becomes an inherent property
of a firm's operational architecture.

Peak tax alpha is generated by embedding tax-aware logic throughout the entire trade lifecycle, from the portfolio
management system (PMS) to the order management system (OMS). 

These tax-aware systems operate seamlessly across multiple custodians, providing a unified, household-level view that
is essential for rigorous compliance.

Consider this real-world example from our recent Tax Loss Harvesting Webinar:
An advisor harvested a loss in a client’s taxable Schwab account by selling ABC Tech ETF at a $15,000 loss — perfectly
executed from a trading perspective. But just two days later, the client’s automated IRA contribution at Fidelity
purchased the same ABC Tech ETF, unintentionally triggering a wash sale violation that disallowed the loss across both
accounts.

Without integrated, household-level visibility and pre-trade compliance simulation, that error would have gone
unnoticed — eliminating the intended tax benefit and creating unnecessary reporting complexity.

Architecture becomes paramount. A technology partner like Flyer provides the connective tissue and centralized
intelligence required to prevent these cross-custodian misfires, ensuring that tax-loss harvesting delivers its intended
value safely, efficiently, and at scale.

LEVEL 3

Firms may even use investment vehicles specifically designed to maximize tax efficiency.
Two of the most prominent are:

1.Tax-Efficient Direct Index Portfolios: These portfolios hold the individual securities that constitute an index directly
in a separately managed account (SMA), instead of holding a commingled fund, like an ETF or mutual fund.  7

This structure provides a far richer environment for TLH. Even when a broad market index like the S&P 500 is
positive for the year, a significant percentage of its underlying stocks—historically an average of 36%—will have
delivered a negative return.  21

Direct indexing allows an advisor to harvest these individual stock losses, unlocking a source of tax alpha that is
inaccessible within a fund structure.26

2.Tax-Smart SMAs: These are professionally managed portfolios, often delivered via an SMA wrapper. These
portfolios prioritize tax management and use TLH as a core strategy for enhancing after-tax returns, combining
active tax management with a specific investment mandate.28

This level of TLH is widely deployed by robo-advisors and is the strategy preferred by leading asset managers like
BlackRock and Parametric.  3

At the peak of the curve, tax awareness ceases to be a
feature of a specific product and becomes an inherent

property of a firm's operational architecture.



Dimension Level 1: Manual &
Episodic

Level 2: Systematic
& Automated

Level 3:
AI-Enhanced
& Integrated

Frequency Episodic / Year-End
Continuous
Monitoring

Dynamic &
Integrated

Typical Vehicle Mutual Funds / ETFs
Direct Indexing /
Tax-Smart SMAs

Any Vehicle

Scope Single Account
Portfolio-Level

(Siloed)
Household / Multi-

Custodian

Scalability Low Medium High

Compliance Risk
High (Manual

Errors, Missed Wash
Sales)

Medium (Siloed
Automation, Inter-

Account Risk)

Low (Integrated
Pre-Trade Checks)

Operational
Overhead

Very High Moderate Very Low

While the strategic benefits of systematic tax-loss harvesting are clear, the path to achieving Level 3 maturity is
blocked by significant operational hurdles for the majority of advisory firms. A typical RIA and IBD technology stack
is often assembled piecemeal over years and represents a collection of disparate systems. This results in silos, not a
unified workflow. 
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The Scalability Challenge:
Why Sophisticated TLH Is Operationally Prohibitive for Most Firms

The Data and Workflow Disconnect: The PMS-OMS Chasm

The chief operational challenge for most firms is the gap between their Portfolio Management System (PMS) and
Order Management System (OMS). 

In a typical RIA tech stack, these are distinct platforms. The PMS is the "brain," handling decisions like asset allocations,
modeling portfolios, thresholds for triggering a rebalance, and TLH opportunities. The OMS is the "hands" where those
decisions are translated into actionable trades and routed to custodians for execution.

Without seamless, real-time integration, a "data chasm" exists between these two critical functions. A promising TLH
opportunity identified in the PMS based on morning market data may no longer be viable or optimal by the time the
trade is manually processed and ready for execution hours later. 

This fundamental disconnect makes it impossible to implement dynamic, intra-day tax management strategies and
relegates the firm to a slower, less efficient operational cadence.
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The Multi-Custodian Maze: The Nightmare of Household-Level Compliance

The Hidden Costs of the Status Quo:
Errors, Inefficiency, and Missed Alpha

The single greatest compliance risk in tax-loss harvesting is the IRS wash-sale rule. Its complexity multiplies in a multi-
account, multi-custodian environment, because the rule applies across all accounts owned by an individual and their
spouse, including taxable brokerage accounts, trusts, and even tax-advantaged accounts like IRAs.29

For an advisory firm, this creates a daunting operational challenge. Consider a typical high-net-worth household: the
client may have a taxable account and a rollover IRA at Custodian A, while a spouse has a taxable account at
Custodian B and a 401(k) with an employer's recordkeeper. To compliantly execute a single TLH trade in the client's
account at Custodian A, the advisor must have a complete, up-to-the-minute record of all transactions across all of
these disparate accounts for the 61-day wash-sale window.

Manually tracking this is a logistical nightmare and a compliance minefield, requiring consolidating statements,
normalizing data, and maintaining a master transaction log in a spreadsheet. It’s often prone to error and
fundamentally unscalable. Plus, the regulatory stakes are high; the SEC has taken enforcement action against firms for
failing to properly manage TLH constraints across different portfolio strategies.  37

As firms grow, often by recruiting advisors who bring existing client relationships from various custodians, this multi-
custodian problem intensifies, making a centralized, custodian-agnostic compliance framework an absolute necessity
for scalable growth.

The reliance on disjointed systems and manual workflows quickly
adds up in direct costs, opportunity costs, and strategic costs.

Direct Costs: Manual processes are a breeding ground for errors.
A "fat-finger" trade error, a missed corporate action, or an
incorrect fee calculation in a spreadsheet can lead to direct
financial losses and require painstaking manual reconciliation to
correct. These errors not only impact the firm's bottom line but
also erode client trust.
Opportunity Costs: Time is an advisory firm's most valuable and
finite resource. Every hour that an advisor or an operations team
member spends wrestling with spreadsheets, manually
reconciling trades, or chasing down data from multiple custodian
portals is an hour not spent on client-facing activities, financial
planning, or business development.  Top-performing firms spend
significantly less time per client on operations, freeing up capacity
for higher-value service and growth activities.

38

Strategic Costs: The most significant cost for sticking with the
status quo is strategic. Firms that struggle to scale their trading
and tax management operations are limiting their own growth.
These firms can only serve a limited number of clients, are
restricted in their ability to offer more sophisticated investing
solutions, and are capping their own enterprise value. 



Common Operational
Hurdle The Disjointed Manual Process

Preventing
household-level wash
sales across multiple

custodians

Manual consolidation of statements from various custodians into a
master spreadsheet. Post-trade, manual review to identify potential
violations, often too late to correct. High risk of missing transactions in
spousal or IRA accounts.

Ensuring tax-aware
portfolio rebalancing

Identify rebalancing needs in PMS. Export proposed trades to Excel.
Manually adjust trades to stay within capital gains budgets or harvest
losses. Manually re-upload adjusted trades into OMS. The process is
slow and disconnected from real-time market data.

Executing block
trades for tax-

managed models

Generate trades for a model across dozens or hundreds of accounts.
Manually aggregate into a block order. After execution, manually
allocate fills back to individual accounts, a tedious and error-prone
process.

Pre-trade compliance
checks for restrictions

Maintain a separate spreadsheet of client-specific, security-specific, or
firm-wide restrictions. Manually check each proposed trade against this
list before entering it into the OMS. High risk of oversight.

Managing cash
inflows/outflows with

tax sensitivity

Client deposits cash. Advisor manually identifies which tax lots to
purchase to optimize future harvesting potential. For withdrawals, the
advisor manually identifies the highest-cost-basis lots to sell, a time-
consuming analysis across multiple positions.

Ensuring custodian
accuracy during TLH

When tax-loss harvesting occurs, advisors manually track and
communicate selected tax lots to custodians to confirm realized
gains/losses align with intent. Disjointed systems and manual
reconciliation often cause mismatches between CoPilot-calculated and
custodian-posted results, creating errors and inefficiencies.
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The accumulation of these operational hurdles creates a competitive "barbell" effect in the advisory market. At one end,
the largest wirehouses and tech-forward asset managers can invest hundreds of millions of dollars to build proprietary,
integrated systems to solve these problems at scale. At the other end, smaller advisors may avoid the complexity by
sticking to simpler strategies. 

This leaves ambitious, growing independent RIAs caught in the middle. They aspire to offer sophisticated services, but
lack purpose-built infrastructure. It’s a strategic threat that only a true technology partner, like Flyer, can address.
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The Flyer Solution

Flyer empowers advisors to outcompete and deliver superior client
outcomes, transforming tax management from an operational bottleneck
into a powerful engine for growth and client retention. We allow advisors
to sidestep the prohibitive cost and complexity of a massive internal
technology build-out while delivering results that were historically only
possible with proprietary systems.

After-tax investment results matter. Fortunately, Flyer is able to provide
advisors and investors with the technology and architecture they need to
achieve the results they expect, efficiently and at scale.

Move beyond episodic, manual processes and deliver sophisticated tax
management as a core function of your firm. Unleash your advising
expertise with an architectural solution that enables you to execute your
own tax-efficient strategies with institutional-grade precision and
efficiency.


