OUTRIGHT SALE OF A CONCENTRATED STOCK POSITION

Most owners of concentrated positions
understand the risks inherent in continuing to
hold their shares. A significant drop in the price
of the issue has the potential to inflict irreparable
harm on a portfolio. One guaranteed solution

to the problem is to sell the stock, but many
owners are wary of the tax implications of
implementing this simple strategy and are
therefore hesitant to take action. But sometimes
the simplest option produces the best result.To
determine whether an outright sale is an
appropriate solution for reducing risk, let’s
review the benefits and downside considerations
associated with such action.

Benefits of outright sale
* The risk associated with the position is
immediately removed from the owner’s portfolio.

¢ The owner now has available cash to allocate
among a diversified portfolio—one that is
more suitable for his or her risk tolerance and
financial goals.

* Selling the position during a year when federal
long-term capital gain taxes are low (e.g., 15
percent in 2011-2012) can make the tax bill
more manageable than it would be in the future if
rates were to rise.
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Downside considerations associated with
outright sale
¢ Although long-term tax rates may be at a historic
low, the sale of low basis shares can significantly
increase the owner’s taxable income.

* A large capital gain may subject the owner to the
alternative minimum tax (AMT).

* The owner will no longer participate in the
appreciation of the sold shares.

e If the owner were to hold the shares until his or
her death, the heirs would inherit the position
with a step-up in tax basis to the fair market value
on the date of the owner’s death.

* The sale of a significant number of shares on a
public exchange could lead to a decrease in the
price of the security.

This material has been provided for general informational purposes
only and does not constitute either tax or legal advice. Although
we go to great lengths to make sure our information is accurate and
useful, we recommend you consult a tax preparer, professional tax
advisor, or lawyer.

IRS CIRCULAR 230 DISCLOSURE:

To ensure compliance with requirements imposed by the IRS, we
inform you that any U.S. tax advice contained in this communication
(including any attachments) is not intended or written to be used,

and cannot be used, for the purpose of (i) avoiding penalties under the
Internal Revenue Code; or (i) promoting, marketing, or recommending
to another party any transaction or matter addressed herein.
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