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The volatility of bitcoin can be daunting for advisors and their clients. Extensive drawdowns weigh on conviction, but 
those who own spot bitcoin in a separately managed account (SMA) and believe in the long-term investment thesis can 
tap into the power of Tax-Loss Harvesting (“TLH”), a silver lining that can save investors thousands on a tax bill.

When investors sell at a profit, they pay capital gains tax. Investors can reduce their capital gains in a tax year by selling 
some of their assets at a loss, called Tax-Loss Harvesting. Given the volatility of bitcoin, investors have more 
opportunities to realize and harvest capital losses without losing their position, making TLH a powerful tool for bitcoin 
investing.

Currently, the IRS states that wash sale rules (waiting 30 days before buying back an asset) only apply to securities. 
Bitcoin is taxed as property (not a security), meaning investors can sell and buy back when invested through a SMA. This 
process realizes and harvests capital losses without losing any meaningful position in the investment.

A net capital loss occurs when total capital gain and losses for the year are negative. If the net capital loss is less than or 
equal to $3,000, then the entire amount is available to offset capital gains or potentially other types of income, like earned 
income from work. Net losses exceeding $3,000 roll over to subsequent years. Regularly taking advantage of bitcoin price 
dips can help investors save money and reduce tax burdens at the end of the year.

By utilizing Eaglebrook’s SMA Platform, clients own bitcoin and can use the automated technology that handles tax 
optimization. It’s as easy as selecting a TLH threshold and letting the power of Eaglebrook take care of the rest. When 
those clients come to you to sell because of a price drop, showing them how much they have saved on taxes may turn the 
conversation from negative to positive. 

The Power of Tax-Loss Harvesting

Tax-Loss Harvesting In Practice

Advisor 
invests in 1 
bitcoin for 

$50k

TLH In Action

The value of 1 bitcoin 
falls to $25k

Eaglebrook’s automated 
TLH technology sells the 
bitcoin then buys it back

Advisor’s client claims 
$25k of capital losses and 

still owns 1 bitcoin
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Disclosures

Investment advisory and management services are provided by Eaglebrook Advisors, Inc., a registered investment advisor. Information presented is for educational purposes 
only and should not be construed as providing investment advice. Past performance is no indication of future results. Investing in digital currency comes with significant risk 
of loss that a client should be prepared to bear, including, but not limited to, volatile market price swings or flash crashes, market manipulation, economic, regulatory, 
technical, and cybersecurity risks. In addition, digital currency markets and exchanges are not regulated with the same controls or customer protections available in equity, 
option, futures, or foreign exchange investing. Eaglebrook does not offer tax advice. Neither consultations nor information published by Eaglebrook should be construed as 
offering or providing tax advice.

Volatility Risk: Digital currency is a speculative and volatile investment asset. Investors should be prepared for volatile market swings and prolonged bear markets. Digital 
currency can have higher volatility than other traditional investments such as stocks and bonds and market movements can be difficult to predict.

Economic Risk: The economic risk associated with digital currency is in the lack of widespread or continuing digital currency adoption. The market and investors could decide 
that digital currency should not be valued at the current market capitalization due to a variety of factors.

Regulatory Risk: Digital currency could be banned or highly regulated by governments that would deter investors from buying or holding digital currency. 

Technical Risk: Digital currency is a dynamic network with a codebase that is updated to add new security and functionality features. The updated code that is merged by the 
core developers could potentially have an error that threatens the security or functionality of the digital currency network.

Cybersecurity Risk: Digital currency exchanges and wallets have been hacked and digital currency has been stolen in the past. This is a potential risk that clients must be 
comfortable with when investing and holding digital currency. Theft is less likely when holding digital currency at a qualified custodian in offline systems (cold storage) with 
institutional security and controls.

Digital Asset Service Providers: Several companies and financial institutions provide services related to the buying, selling, payment processing and storing of virtual currency 
(i.e., banks, accountants, exchanges, digital wallet providers, and payment processors). However, there is no assurance that the virtual currency market, or the service 
providers necessary to accommodate it, will continue to support Digital Assets, continue in existence or grow. Further, there is no assurance that the availability of and access 
to virtual currency service providers will not be negatively affected by government regulation or supply and demand of Digital Assets. Accordingly, companies or financial 
institutions that currently support virtual currency may not do so in the future. 

Custody of Digital Assets: Under the Advisers Act, SEC registered investment advisers are required to hold securities with “qualified custodians,” among other requirements. 
Certain Digital Assets may be deemed to be securities. Currently, many of the companies providing Digital Assets custodial services fall outside of the SEC’s definition of 
“qualified custodian”, and many long-standing, prominent qualified custodians do not provide custodial services for Digital Assets or otherwise provide such services only 
with respect to a limited number of actively traded Digital Assets. Accordingly, clients may use nonqualified custodians to hold all or a portion of their Digital Assets. 

Government Oversight of Digital Assets: The regulatory schemes - both foreign and domestic - possibly affecting Digital Assets or a Digital Asset network may not be fully 
developed and subject to change. It is possible that any jurisdiction may, in the near or distant future, adopt laws, regulations, policies or rules directly or indirectly affecting a 
Digital Asset network, generally, or restricting the right to acquire, own, hold, sell, convert, trade, or use Digital Assets, or to exchange Digital Assets for either fiat currency or 
other virtual currency. It is also possible that government authorities may take direct or indirect investigative or prosecutorial action related to, among other things, the use, 
ownership, or transfer of Digital Assets, resulting in a change to its value or to the development of a Digital Asset.

The indexes presented are unmanaged portfolios of specified securities and the performance shown is gross of fees which do not reflect any initial or ongoing expenses. 
Indexes cannot be invested in directly. Returns for digital assets may differ significantly from the returns of indexes which hold securities. Returns are for the time periods 
shown. 

The S&P 500 Index is an unmanaged value-weighted index of 500 common stocks that is generally considered representative of the U.S. stock market. The Bloomberg US 
Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, US dollar-denominated, fixed-rate taxable bond market. The index includes 
Treasuries, government-related and corporate securities, MBS (agency fixed-rate pass-throughs), ABS and CMBS (agency and non-agency). The 60/40 portfolio illustrated is a 
combination of 60% S&P 500 Index and 40% Bloomberg US Aggregate Bond Index, rebalanced annually.

For more information, please see our Form ADV Disclosures and Privacy Policy on our website.
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