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Harvesting Strategy
Managing Tail Risk and The In Between

“Great things are done by a series of small things brought together.”
-Vincent Van Gogh

Fastest drop, followed by fastest rebound: is it all about the tails, as Morgan Housel puts it? Morgan writes
a widely followed investment blog, and | found this recent post particularly compelling. | empathized with
his story as | too had a near tail event in my late teens, returning with my buddy from a white-water rafting
trip in West Virginia. Exhausted from a full day on the river, my buddy fell asleep at the wheel. After side-
swiping another car, we turned directly into what looked like a wall of land. This was it, | thought, but then
we sailed through the air and rolled - five times. Amazingly, we both managed to crawl out, even though
(or because) the car had nearly cubed. The folks in the other car were thankfully unhurt.

Like Housel, | realized in hindsight that so many minor changes (and not so minor, like stopping earlier to
rest) could have changed the outcome of our accident. As Housel says: “This story isn’t unique... and
everyone reading this has made what seemed like know-nothing, inconsequential decisions that
fundamentally reshaped their lives. Sometimes those fluke decisions are positive. Sometimes they’re
negative. But they’re always out of the blue, unforeseeable. It’s just how life works.”

His point as it relates to investing, and life, is that tail risk is what matters. In his words: “In investing, the
average consequences of risk make up most of the daily news headlines. But the tail-end consequences of
risk — like pandemics, and depressions — are what make the pages of history books. They’re all that matter.
They’re all you should focus on.”

I’'m not sure | fully agree with his conclusion though. For one thing, we don’t really know when we’re in the
tails except in hindsight, so how do we act on what’s already in the rearview mirror? Moreover, what other
risks or opportunities do we miss by constantly looking for tails? A tail event may bias us towards future tail
events, so sometimes we may even need to reorient to be sure we’re not overly focused on them. For
many years after my accident, | couldn’t easily sit in the passenger seat of any car. But in reality, getting in
a car carries risk regardless of who is driving.

Focusing on tail events may also lead to missing or discounting the importance of the everyday little things
that build over time. For instance, eating one unhealthy meal (at home) is unlikely to lead to a tail event,
but how we eat, and other ways we take care of ourselves, our families and communities day in and day
out can have enormous impact on long term well-being.

In markets too, we need to do the everyday things to get where we want to go. Developing and persisting
in a sound investment program focused on long term after-tax returns offers a great advantage for
compounding wealth. The long term is just a series of many days in and days out, through each and every
up and down. Let’s adopt strategies to cope with and hopefully take advantage of the many large and small
bumps in the road that we’re almost certain to see.
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https://lplresearch.com/2020/06/04/best-50-day-rally-ever/?utm_source=Daily+AR&utm_campaign=43bb79619a-RSS_EMAIL_CAMPAIGN&utm_medium=email&utm_term=0_c08a59015d-43bb79619a-144093341
https://www.collaborativefund.com/blog/the-three-sides-of-risk/
https://www.nsc.org/road-safety/safety-topics/fatality-estimates#:~:text=In%202019%2C%20an%20estimated%2038%2C800,2%25%20decrease%20over%202018%20figures.
https://www.greenharvestam.com/wp-content/uploads/2020/06/WiR_Just_Another_May_Away_6.1.20.pdf
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Market Data Heat Map Summary for week of June 1 —June 5, 2020:

Sectors/Regions

Weekly Max Drawdown

with GHAM Tax [Total

Market Exposure Benefit Capture [Return (%) (%) Day of Low
S&P500 4.9% -1.0% Thursday
Materials 7.9% -1.6% Tuesday
Energy X 15.7% -3.2% Monday
Financials X 12.1% -3.1% Thursday
Industrials X 10.5% -2.4% Wednesday
Consumer Staples X 2.0% -1.0% Thursday
Utilities 2.5% -3.1% Thursday
Health Care 0.2% -2.0% Thursday
Real Estate 6.9% -2.6% Thursday
Info Tech X 3.5% -2.0% Friday
Consumer Discretionary 5.7% -1.4% Wednesday
Communication Services 2.8% -1.6% Monday
MSCI ACWI Ex-US 7.2% -1.4% Monday
Asia Ex-Japan X 8.0% -1.2% Thursday
Japan 3.0% -1.3% Thursday
Australia 2.6% -1.4% Wednesday
Switzerland 8.4% -1.9% Monday
EuroZone X 11.5% -1.7% Wednesday
United Kingdom 8.7% -1.9% Monday
Lat America 18.0% -3.1% Tuesday
Canada 7.1% -1.7% Friday

Market Data Source: Bloomberg

Market statistics calculated using representative ETFs.

Max Drawdown calculated as max decline from interim peak to Intra-Day Low.

Areas with Tax Benefit Captures (TBCs) indicates where individual tax-loss harvest trades were executed in each market
exposure across all eligible accounts for period specified. Darker shaded areas contained more TBCs.
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Disclaimers:

Performance quoted represents past performance, which is no guarantee of future results. Investment return
and principal value will fluctuate, so you may have a gain or loss when the portfolio is liquidated. Current
performance may be higher or lower than that quoted. Performance of an index is not illustrative of any
particular investment. It is not possible to invest directly in an index.

GHAM does not provide tax advice. Although GHAM does not employ a Certified Public Accountant on its staff,
we have, and continue to work with outside accounting firms and outside tax counsel that provide ongoing
guidance and updates on all relevant tax law. Federal, state and local tax laws are subject to change. GHAM
is not responsible for providing clients updates on any changes in tax laws, rules or statutes.

Reasons to harvest capital losses, sources of capital gains and the suggestion that mutual funds distribute
capital gains are for example purposes only and not meant to be tax, estate planning or investment advice in
any form or for any specific client.

All performance and estimates of strategy performance, after tax alpha, after tax alpha opportunities and other
performance figures are derived from data provided from multiple third-party sources. All estimates were
created with the benefit of hindsight and may not be achieved in a live account. The data received by GHAM
is unaudited and its reliability and accuracy is not guaranteed.

The availability of tax alpha is highly dependent upon the initial date and time of investment as well as market
direction and security volatility during the investment period. Tax loss harvesting outcomes may vary greatly
for clients who invest on different days, weeks, months and all other time periods.

All estimates of past returns of broad, narrow, sector, country, regional or other indices do not include the
impact of advisor fees, unless specifically indicated. Past performance and volatility figures should not be relied
upon as an indicator of future performance or volatility.

This material is not intended to be relied upon as legal, investment or tax advice in any form or for any specific
client. The information provided does not take into account the specific objectives, financial situation or
particular needs of any specific person. All investments carry a certain degree of risk, and there is no assurance
that an investment will perform as expected over any period of time.

As a convenience to our readers, this document may contain links to information created and maintained by
third party sites. Please note that we do not endorse any linked sites or their content, and we are not
responsible for the accuracy, timeliness or even the continued availability or existence of this outside
information. While we endeavor to provide links only to those sites that are reputable and safe, we cannot be
held responsible for the information, products or services obtained from such other sites and will not be liable
for any damages arising from your access to such sites.
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