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After-tax return
The investment return remaining after taxes are paid — the wealth the investor keeps.

Investment Return
(Before taxes) – Taxes Owed

(Paid to the IRS) = After-Tax Return
(What you keep)

QOZs

• Tax-advantaged investment – Reinvest 
capital gains into a fund that invests in 
real estate located in designated 
opportunity zones.

• Potential for long-term tax benefits – 
Tax deferral on capital gains, a 10% basis 
increase and exclusion of appreciation 
generated by the investment.

• Personalized index investing – A 
portfolio of individual securities designed 
to track an index, rather than owning an 
index through a fund.

• Potential for greater tax efficiency – 
Direct ownership can provide greater 
customization and more opportunities for 
tax-loss harvesting.

Direct indexing

Maximizing After-Tax Returns:
Complementary strategies for tax-efficient investing

It’s not just what you earn, it’s what you keep

A complementary approach
Direct indexing puts the 
return-of-basis portion 
to work immediately, 
harvesting losses that 
can offset other gains in 
the portfolio.

Investing the capital 
gains into a QOZ 
investment defers tax 
payment on the capital 
gain for five years while 
direct indexing 
generates losses to 
harvest.

Harvested losses, 
combined with a 10% 
basis step-up after five 
years, can reduce the 
tax owed when the 
deferred gain is 
recognized.

What you need to know
Capital-gains taxes generally arise when appreciated assets are sold; taxable dividends and distributions 
reduce current net return.

Direct indexing and Qualified Opportunity Zones (QOZs) can help preserve more through efficient 
tax management.

How can you put capital gains to work?
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Direct Indexing: An investment approach that seeks to track an index by investing directly in some or all of the individual securities that comprise 
the index, rather than investing through a pooled investment vehicle such as a fund or ETF.

Qualified Opportunity Zones (QOZs): Designated economically distressed communities in the United States where certain investments may be 
eligible for tax benefits under U.S. federal law.

IMPORTANT DISCLOSURE INFORMATION

This material is provided for general informational purposes only and should not be considered individualized investment advice, a 
recommendation or a solicitation to adopt any investment strategy. It does not constitute legal or tax advice. Franklin Templeton accepts no 
liability for losses arising from use of this material.

The views expressed are those of the investment manager as of the publication date and may change without notice. These opinions and analyses 
are based on certain assumptions, including market conditions that may change. They may differ from those of other portfolio managers or from 
the firm as a whole. 

This material is not intended to provide a complete analysis of all material facts regarding any country, region or market. No assurance can be 
given that any forecast, projection or prediction regarding economies or financial markets will be realized. References to specific securities are for 
illustrative purposes only and should not be interpreted as recommendations or a solicitation to buy, sell, or holdany security. 

Any research or analysis in this material has been prepared by Franklin Templeton for its own purposes and is provided incidentally. While the 
information included is believed to be reliable, its accuracy and completeness cannot be guaranteed, and it is subject to change without notice. 

Franklin Templeton, its affiliated companies, and its employees are not in the business of providing tax or legal advice to taxpayers. These materials 
and any tax-related statements are not intended or written to be used, and cannot be used or relied upon, by any such taxpayer for the purpose of 
avoiding tax penalties or complying with any applicable tax laws or regulations. Tax-related statements, if any, may have been written in connection 
with the promotion or marketing of the transaction(s) or matter(s) addressed by these materials, to the extent allowed by applicable law. Any such 
taxpayer should seek advice based on the taxpayer's particular circumstances from an independent tax advisor.

Past performance does not guarantee future results, or any profit or gain. All investments involve risks, including possible loss of principal. 

Investment strategies involving private markets (such as private credit, private equity and real estate) are complex and speculative, entail 
significant risk and should not be considered a complete investment program. Such investments should be viewed as illiquid and may require a 
long-term commitment with no certainty of return. Depending on the product invested in, such investments and strategies may provide for only 
limited liquidity and are suitable only for persons who can afford to lose the entire amount of their investment. Private investments present certain 
challenges and involve incremental risks as opposed to investments in public companies, such as dealing with the lack of available information 
about these companies as well as their general lack of liquidity. There also can be no assurance that companies will list their securities on a 
securities exchange, as such, the lack of an established, liquid secondary market for some investments may have an adverse effect on the market 
value of those investments and on an investor’s ability to dispose of them at a favorable time or price. 

Investment strategies and services may not be available in all jurisdictions. Please consult your financial professional or Franklin Templeton contact 
for further information. 
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