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This document, including important disclosures at the end, is meant to be read in its entirety.
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WHY LOW-BASIS ASSETS REQUIRE A =
STRATEGIC APPROACH

-
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The Situation Common Assets Investor Goals The Complexity
* Embedded gains in > * Concentrated public } * Defer capital gains } * Every strategy involves
concentrated stock, stocks taxes trade-offs: taxes,
private equity, or real liquidity, risk, and
estate cannot be exited * Private business * Hedge downside risk timing. Choosing
without major tax interests correctly requires

* Generate liquidity now understanding all

dimensions -
simultaneously.

consequences. ) )
* Private equity &
venture * Diversify the portfolio

* Investment real estate



THE STRATEGIC TOOLKIT

A MAP OF AVAILABLE STRATEGIES

DIVERSIFICATION MONETIZATION, HEDGING & DEFERRAL TAX LOSS GENERATION

351 Exchange Fund

Contribute a diversified stock basket - receive ETF
shares. Immediate diversification, no lock-up, no
current tax liabilities if structured correctly.

721 Exchange Fund

Contribute appreciated stock - diversified partnership
(~100% equity, ~25% RE). Immediate diversification; 7+
yr hold for diversified exit. K-1 tax reporting.

Synthetic Exchange

stock risk to a diversified index without triggering a sale

1031 / DST / UPREIT

Real estate exit = like-kind deferral into DST,
transitioning to a broadly diversified private RE pool
after ~2.5 years.

Additional information about strategies available in Appendix

Collar + synthetic index long. Transfers ~65% of single- |

Variable Prepaid Forward/Short Box Spread (SBS)

Collar + loan at 70-90% LTV. Tax deferred until term
ends. Rollable, but typically at a cost. Bank counterparty
risk for VPF but not for SBS.

Options Strategies

Collar (e.g.) - Cap upside/downside without realizing a
capital gain. Flexible horizon; FLEX options limit early
assignment. Can be combined with other strategies.

Opportunity Zones 2.0

Roll gains into OZ fund: 10-30% basis step-up, rolling 5-
year deferral, and tax-free appreciation if held 10+ years
(OBBBA permanent).

ESOP / IRC §1042

Business sale proceeds rolled into a Qualified
Replacement Property (QRP) for gain deferral. QRPs
limited to US corporate equity & debt.

Long/Short Direct Indexing

130/30 SMA targeting ~1.5% tracking error and 40-60
bps of pre-tax alpha. Materially higher and more
persistent loss harvesting opportunities than L/O DI.

Market Neutral Overlay

30/30 L/S on any marginable collateral. Losses offset
public or private gains. Pairs well with VPF, SBS, or pre-
sale private exit planning.

Hedge Funds with Tax Efficiency

Similar mechanics to L/S direct indexing but targeting
lower to no market beta, while maximizing alpha pre
and after tax. Losses can be used to offset gains
elsewhere.

Bonus Depreciation Real Estate

Passive losses from private real estate with bonus
depreciation offset passive income and post-sale
deferred gains.




DECISION TREES

NAVIGATING THE RIGHT
STRATEGY FOR YOUR SITUATION
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PUBLIC STOCK: HEDGING AND MONETIZATION

SCENARIO:

Client holds S10M in a single concentrated stock with $1M cost basis — seeking to hedge downside risk or partially

monetize without triggering a taxable event.

Does the stock have a listed options market?

NO

YES

OZ Fund 2.0
Sell the stock, roll gains into OZ fund: 10% step-up, 5-yr deferral, tax-free
growth if held 10+ years.

With no options market, monetization options are limited. We
believe that the best advanced strategy is to pre-build capital losses
via L/S Direct Indexing on other marginable collateral before
eventual sale.

Options Collar

Cap upside/downside for a set period, no gain realized. At expiry: sell, roll,
or transition to another strategy. This requires listed options are available.

h

Collar + Short-Box Spread (SBS)

Hedge + synthetic loan at ~70% LTV. No bank counterparty. Tax
deferred until stock disposition or option assignment.

SUGGESTED APPROACH: Sell S1M of the stock — retain $100K basis, invest $900K into OZ Fund 2.0. Collar + SBS the remaining

S9M, borrowing $6.3M to redeploy — all without triggering a taxable event on the core position.




THE STRATEGIC TOOLKIT ,
PUBLIC STOCK: HEDGING AND MONETIZATION

SCENARIO:

Client holds S10M in a single concentrated stock with $1M cost basis — seeking to diversify without triggering a
taxable event.

Does the stock have a listed options market?

NO YES
351 Exchange Fund L/S Direct Indexing Synthetic Exchange Fund
Contribute a diversified basket - receive ETF shares. Collar + synthetic index long. Transfers ~65% of

Works regardless of the options market. Generates
persistent capital losses on any marginable
collateral to offset future gains.

Immediate diversification, no lock-up. 25/50 single-stock risk to a diversified index. No lock-up.

concentration limits apply.

721 Exchange Fund Collar + SBS + L/S Direct Indexing
Contribute stock - diversified partnership (~100% equity, Hedge + borrow against position via SBS; invest loan
~25% RE). Immediate diversification; 7+ yr hold for proceeds into levered L/S DI to offset future gain on
diversified basket on exit. Generates K-1. exit.

SUGGESTED APPROACH: Collar $6M of the stock + SBS loan ($4M proceeds). Invest $4M into L/S Direct Index paired with S6M of

other collateral. Loan deployed: $1M cash, $2M family project, $1M HY municipals. When the stock is sold, repay SBS, reduce L/S
leverage, seed a 351 ETF with residual exposure.
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PUBLIC STOCK: HEDGING AND MONETIZATION

SCENARIO:

Client plans to sell a business (or PE/RE) in a few years for S10M — seeking to minimize tax liabilities while
monetizing some proceeds and investing the rest.

Does the client hold marginable securities outside the private investment?

NO YES

Bonus Depreciation Real Estate L/S Direct Indexing (Market Neutral)
Run a market-neutral overlay on marginable collateral

OZ Fund 2.0 (Post-Sale)

Roll gains at closing into an OZ fund: 10-30% basis Post-sale: private RE with bonus depreciation
step-up, rolling 5-yr deferral, tax-free growth after 10 generates passive losses to offset deferred and today — building capital losses over 2—-3 years ahead of
yrs. future gains. the sale closing.

Pair with OZ Fund 2.0 at Sale

At closing, earmark $1-2M gains into an OZ fund: 10-30%
step-up (30% for rural zones), rolling 5-yr deferral, tax-free
growth after 10 yrs.

ESOP / IRC §1042

Roll proceeds into a Qualified Replacement Property
(QRP) to defer gain. QRPs limited to US corporate
equity and debt.

SUGGESTED APPROACH: Deploy market-neutral L/S Direct Index overlay on existing marginable collateral now, targeting

maximum capital loss generation within a defined risk budget over 2-3 years. At closing, earmark $1-2M into OZ Fund 2.0.
Consider Bonus Depreciation Real Estate post-sale to further offset the deferred tax liability.




STRATEGY
COMPARISON

SIDE-BY-SIDE ATTRIBUTES
ACROSS ALL KEY STRATEGIES
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PUBLIC STOCK STRATEGIES

Strategy Primary Goal AFI)\EI)irnOi)r(r-] tTn:// Tax Document 32:&22
Options Collar Hedge N/A None 1099 Required
Synthetic Exchange Diversify + Hedge N/A None 1099 Required
Collar + Short Box Spread Hedge + Monetize ~70% LTV None Capital gain at exit Required
Variable Prepaid Forward Hedge + Monetize 75-90% LTV None Capital gain at exit Required
351 Exchange Fund Diversify S1M-S$5M min None 1099 Not required
721 Exchange Fund Diversify S1IM+ min 7 years K-1 Not required

Opportunity Zone Fund 2.0 Defer + Appreciate $100K-5250K 10 years K-1/1099 Not required



Strategy

STRATEGY COMPARISON THRE
ACROSS ASSET STRATEGIES

Asset Type

Primary Goal

Tax

Document

Best Used When

Long/Short
Direct Indexing

Market Neutral Overlay

Opportunity Zone
Fund 2.0

Bonus Depreciation

Real Estate

1031/ DST / UPREIT

ESOP / IRC §1042

Public Equity

Any collateral

Any gain

Private Real
Estate

Real Estate

Private Business

Capital loss
generation

Capital loss
generation

Defer + step-up

Passive loss
offset

Defer + diversify

Defer gain on
sale

1099

1099

K-1/1099

Grantor
trust

None
(during)

None

None

10 years

5-7 years

2.5+ years

Varies

Recurring realized gains; ossified
direct indexing accounts

Pre-building losses before a large
private investment sale

Post-sale; 10+ year horizon;
comfort with illiquid RE exposure

Offsetting passive income or
deferred post-sale gains

Real estate exit into a broadly
diversified private RE pool

Business sale; intent to reinvest
proceeds in U.S. equity/debt



FOUR QUESTIONS EVERY SITUATION =

Minimums & Eligibility

Embedded gains in
concentrated stock,
private equity, or real
estate cannot be exited
without major tax
consequences.

MUST ANSWER

Liquidity & Lock-up

Collars, SBS, and 351
fund carry no lock-up.
721s, OZ funds, and DSTs
require 7-12 year
commitments. Model
near- and long-term
capital needs carefully
before committing.

Risk & Leverage

Levered L/S strategies
introduce tracking error
and elevated margin
requirements (Portfolio
Margin vs. Reg T). VPF
and SBS carry operational
and counterparty
complexity.
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Alignment with
Overall Goals

The best tax strategy fits
the client’s complete
picture: risk tolerance,
estate planning
objectives, income
needs, k-1 appetite, and
investment time horizon.



APPENDIX




1099

(asset class limitations based on
investment mandate of ETF)

Concentrated Stock(s)/ETF
Diversification and Deferral with
potential rebalancing

Basis does not change, but benefits
from Step Up

Pre-IPO seed window; contribute
securities in-kind; no lockup; ETF
shares liquid post-listing

RIC/ETF seeding — commonly $500k—
$1M per investor

=z
o

2-3 months prior to ETF IPO

ETF expense ratio

ETF

Public stocks, bonds, SMAs, ETFs, ADRs;
subject to 25/50 concentration checks

STRATEGY TABLE

Public Single-stock

Concentrated Stock Diversification and Deferral.

Basis does not change, but benefits from Step
Up

Contribute stock in-kind; ~7-year horizon; early
exit returns original shares proportion to NAV;
early withdrawal penalty common; M&A in

contributed stock can generate a surprise gain.

LP — typically $1M

Yes (fund-level) to finance illiquid sleeve; typical
fund is 100% equity, 25% illiquid Real Estate

Monthly/Quarterly admission cycles

075%—2% often with early withdrawal penalty

Immediate diversification with 80/20
stock/private real estate. Post 7 year
redemption in kind of a diversified basked of
stocks

1099-8

Single-stock with robust listed options for collar; plus
indexed ETF for synthetic long exposure

Concentrated Stock Diversification and Deferral with
potential rebalancing

Basis does not change (unless option losses are used
to reduce position), but benefits from Step Up

Establish SMA, apply collar and synthetic long; terms
customized; no lockup but collar tenor set by overlay

SMA manager-specific (often $1M+)

No balance-sheet leverage; uses options + financing
costs

Immediate / client-specific overlay launch

SMA overlay fee + option financing/transaction costs

~30% risk of contributed stock and 70% risk of any
Indexed ETF with a robust options market
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Section 351 Exchange Funds Traditional Exchange Funds (721s) Synthetic Exchange Funds Long/Short Direct Indexing

1099-B

Marginable securities at custodians; Existing direct indexing
SMAs; Individual public stocks, mutual funds, etc.

Reinvigorate ossified Direct Indexing SMA

As overlay, diversification/ Exit from Low Basis
Concentrated Stock/ETF/Mutual Fund or other asset with
Gradual Exit Horizon

Establish SMA; immediate implementation; no lockup;
ongoing TLH and overlay management

SMA manager-specific (often $1M+)

Yes (economic) via short extension and margin; ~130/30
typical gross

Immediate / client-specific onboarding

Mgmt. fee + margin interest / short rebate economics;
trading costs

For Long Short, a diversified equity portfolio (e.g. 130%
long, 30% short) targeting slight outperformance to a
benchmark while keeping net exposure ~100%

For Overlay, a market neutral (e.g. 30% long 30% short)
aiming to generate slight outperformance vs. cash.




Strategy Attributes

STRATEGY TABLE CONTD.

Toglen™
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Variable Prepaid Forwards/Short-Box Spread Qualified Opportunity Zones (OBBBA) 1031s to DSTs to UPREIT

No tax documents during deferral; capital gain tax at
settlement

VPF - Publicly traded stock with robust options for
collar; pledged; bank counterparties specify eligible
names, caps, floors, collateral terms

SBS — Publicly traded stock with robust options for
collar

Diversifying concentrated stock over a period of
time, but with intent to exit and realize gain.

VPF - Execute forward contract; receive prepayment;
pledge shares; settlement later via shares/cash;
transfer restrictions typical

SBS — Execute SBS on stock, freeing up portfolio
margin use. settlement later via shares/cash; more
liquid than VPF.

VPF - Deal-specific (multi-million positions)
SBS—N/A

VPF - No direct margin; economic monetization via
prepayment/forward; collateral pledge

SBS — Margin against the SBS transaction.

VPF - Deal-specific (bank term-sheet timing)
SBS — daily

VPF - Bank economics embedded (prepayment
discount, borrow/collar costs) + legal docs

SBS — Risk free rate + management fee (risk free rate
treated as capital loss)

Collar with borrow, limits upside/downside on the
contributed stock. Option to roll the exposure over
time, or cash out upon term date. If stock up, deliver
a proportion of pledged shares, if down, deliver all.

K-1(most); 1099 (few)

Eligible capital gains from almost any public or private
investment, placed into a QOF

Five-year deferral mechanism on most gains. Potential 10-30%
step up in basis, depending on the OZ fund.

0Z 1.0: invest eligible gains; deferral to 2026; 10-yr hold for tax-
free appreciation
0Z 2.0: new zones 2027-2033, 5 year deferral, 10-yr hold

Fund-specific (often $100k-$250k)

Yes (project-level) non-recourse real-estate leverage common

Fund-driven closes; coordinated with investor 180-day windows

Mgmt. fee + promote; often 1.5 & 10-20

Private OZ investment in Real estate or Private Equity

DSTs issue grantor-trust tax statements; post UPREIT its a K1

Real property held for investment/business DSTs qualify as like-kind;
investors buy beneficial interests in a DST

Private Real Estate Exit with intent on deferral/diversification

Identify via 45-day window; close within 180 days; DST subscription and
exchange via Ql; hold per sponsor plan

DST offered frequently $100k minimum

Yes (asset-level); DST debt is non-recourse at trust level

Fixed by 45/180-day rules; DST offerings open while allocations remain

Front-end load/O&O/sponsor fees + ongoing asset-management;
confirm sponsor PPM. Nuveen e.g.

1% upfront DST fee, 1.25% REIT Mgmt. fee (some have performance
fees).

For 2.5 years a DST owns one or more properties. After 2.5 years, the
properties get upreited into a broadly diversified private real estate
portfolio.
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SOLUTIONS FOR CONCENTRATED PUBLIC STOCK(S)

351 Exchange - ETF Formation (Diversification)

* Investors contribute a sufficiently diversified basket to a newly formed ETF
and receive ETF shares in return. The diversification is immediate. If done
properly, the transaction is not a taxable event. The investor then holds the
ETF at initial basis. Subsequent reallocations occur inside the tax-efficient ETF
wrapper.

* Key considerations: Diversification per the 25/50 bright-line (no
single issuer >25%; top five issuers <50%; look-through applies).

* When to use: Multi-position portfolios that can meet 25/50 and
seek to retune exposures without generating current gain.

721 Exchange Fund (Diversification)

* Investors contribute appreciated stock to a partnership or LLC. In return, they
receive partnership interests. The partnership pool is diversified, holding
~100% diversified equity portfolio and ~25% (typically) conservative private
real estate portfolio (this construction required to meet 721 rules).
Diversification is immediate and if investors can stay in the pool for 7+ years,
upon exit they get back a diversified portfolio of stocks (though keeping
initial basis).

* Key considerations: The pool has to be willing to accept the
contributed stock; exits inside of 7 years will receive the
proportional value of their initially contributed stock; K1

* When to Use: Holders of concentrated appreciated stock seeking
diversification without triggering current tax. Ideal for UHNW
investors comfortable with long lock-up and K1s.

Options (Hedging - e.g. Collar)

* Uses option collars (sell an out of the money call option and buy an out of the
money put option) around concentrated position to cap upside/downside.
When using FLEX (European style options), the risk of the position being called
away is limited to expiration date.

* Key considerations: Must avoid “substantially identical” hedges.

Must set collar far enough apart to not be considered a constructive
sale (a transaction that may trigger immediate tax liability). If client
wants to avoid a sale (of the collared position) potential need to use
margin or raise additional capital to cover the shorted call option.
Stock has to have an options market.

When to Use: Holders of concentrated appreciated stock seeking a
temporary hedge. Can be used in concert with other strategies
(synthetic exchange, Variable Prepaid Forward, Short-Box-Spread) to
further diversify/monetize.

Synthetic Exchange Fund (Hedging & Diversification)

* Uses option collars around concentrated position to limit upside/downside,
while initiating a long position on a diversified index. The combination
transfers approximately 70% of single stock risk to an index strategy.

* Key considerations: Must avoid aforementioned options collar risk. If

client wants to avoid a sale (of the collared position) potential need
to use margin or raise additional capital to cover the shorted call
option. Stock has to have an options market.

When to Use: Holders of concentrated appreciated stock seeking a
temporary stock-specific hedge alongside introducing more
diversified market exposure.
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SOLUTIONS FOR CONCENTRATED PUBLIC STOCK(S) CONTD.

Variable Prepaid Forward (“VPF”) (Monetization)

* This is a collar with a bank loan. The strategy uses an options collar collateralized by a single position. Bank prepays (typically 75-90% LTV) against future
variable share or cash delivery. Investor can then take the cash and invest elsewhere. Tax liability deferred until VPF term ends, but it can be rolled (often at a
cost).

* Key considerations: Same constructive sale and substantially identical hedges as aforementioned collar option strategies. Operational complexity
and bank counterparty risk.

* When to Use: Monetize concentrated stock to fund other strategies (e.g., OZ or 130/30 overlay) while seeking deferral.

Short-Box-Spread (“SBS”) (Monetization)

* Similar to the last three bullets, uses option collars around concentrated position to limit upside/downside. Atop that, it synthetically creates a loan by
combining selling a call spread and a put spread of identical strikes and expiration. The payoff is fixed, and the position is economically equivalent to borrowing
against the stock. The combination allow for ~70% Loan-To-Value (e.g. $7M loan on $10M concentrated stock). That can be used to invest elsewhere, including
other tax-efficient strategies. Taxes are not due until the disposition of the stock (whether through sale or option being assigned).

* Key considerations: Same constructive sale and substantially identical hedges as aforementioned collar option strategies. Operational complexity in
managing collateral and valuation.

* When to use: Clients seeking VPF-like monetization but prefer non-bank counterparties or bespoke liquidity terms.
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SOLUTIONS FOR BOTH PUBLIC AND PRIVATE

Long/Short and Market Neutral Market Direct Indexing (Diversification and Capital-Loss Generation)

* In its most standard application, Long/Short direct indexing it is a tax-aware direct indexing separate account (or LP) that adds short positions and offsetting
additional longs to magnify harvestable losses while keeping net exposure =100. The goal of the strategy is to generate some outperformance compared to a
long-only solution (for 130/30 managers aim for tracking error of ~1.5% and alpha in the 25-50 bps range), but with significant tax benefits over time. Research
indicates materially higher and more persistent harvested losses than long-only direct indexing in most regimes. Those tax-benefits can then be used to offset
gains in other private/public investments.

* For Long/Short Exchange — Clients commits $100 of low basis concentrated stock with the goal of diversifying to a S&P 500-esque mandate. The
manager will then go long $30 worth of stock commensurate to the index (while avoiding stocks highly correlated to the concentrated name) while
shorting $30 worth of stock that is highly correlated to the concentrated name. Over time losses generate help reduce the gains from exiting
concentrated stock.

* For Market Neutral Overlay — Similar to Long/Short but in this case the concentrated stock, cash or any other collateral can be used. For example,
investor contributes $100 worth of a concentrated stock will get $30 long and $30 short of a diversified basket of stocks that aims to beat cash, while
generating losses. Those losses can then be used to offset public or private gains.

* Key considerations: The L/S and market neutral strategies aim to generate alpha, but there is no guarantee that the manager will be able to
do so. As leverage levels rise, tracking error rises as well, and the potential for out/underperformance increases. With more leverage comes
the need for different types of margin (Portfolio margin vs. traditional Reg T).

* When to Use: Given the ability to use losses against gains in public and private investments, this is a strategy that can be used across multiple
cases - ossified direct indexing accounts (with little losses to harvest) or recurring realized gains (PE exits, option exercises, real estate sales).
Levered market neutral versions of this strategy can be paired with VPFs, SBS for public stocks to accelerate divestment, or in advance of large
private equity/real estate sales to build up capital-losses ahead of future liabilities.

Opportunity Zones 2.0 (“0OZ”) (Diversification and Step-Up)

* Initially Opportunity Zone (1.0) legislation allowed investors to sell any appreciated asset (public/private) and roll the gain only portion into an OZ investment.
This allowed for gains to be deferred for 5 years, and tax-free growth of the investment if held for 10+ years. OBBBA made OZ permanent and replaced the
2026 sunset with a rolling five-year deferral from investment date, provides a 10% basis step-up (30% for rural QROFs).

* Key Considerations: OZ 1.0 investments were often made into private real estate in OZ designated areas, with some Private Equity solutions soon
after. Investors need to be comfortable wit the illiquidity risk, K1s (in most cases) and ability to meet the deferred tax liability at year 5 if the fund
cannot create a liquidity solution to do so.

* When to use: Re-deploy realized gains from securities or business sales to pursue long-term, potentially tax-free appreciation (10+ years) with
improved transparency and rural incentives.



DISCLOSURES

3Chopt is an investment adviser registered with the U.S. Securities and Exchange Commission.
Registration does not imply a certain level of skill or training. More information about
3Chopt’s investment advisory services can be found in its Form ADV Part 2 and/or Form CRS,
which is available upon request.

Past performance is not indicative of future results. All investments involve risk, including loss
of principal and there is no guarantee that investment objectives will be met.

This report is intended for the exclusive use of clients or prospective clients of 3Chopt
Investment Partners LLC. The information contained herein is intended for the recipient, is
confidential and may not be disseminated or distributed to any other person without the
prior approval of 3Chopt Investment Partners. Any dissemination or distribution is strictly
prohibited. Information has been obtained from a variety of sources believed to be reliable
though not independently verified. Any forecasts represent future expectations and actual
returns, volatilities, and correlations will differ from forecasts. This report does not represent
a specific investment recommendation. Please consult with your advisor, attorney and
accountant, as appropriate, regarding specific advice.

You are urged to compare the value of your holdings presented in this report to the
statement you receive from the bank custodian and to report any material differences to us.




DISCLOSURES

The views expressed are those of 3Chopt Investment Partners as of (PUBLISH DATE) and are
subject to change. These opinions are not intended to be a forecast of future events, a
guarantee of future results, or investment advice. This should not be construed as tax advice.
You should always consult with your tax professional with regard to specific tax questions and
obligations. Third-party information in this report has been obtained from sources believed to
be accurate; however, 3Chopt makes no guarantee as to the accuracy or completeness of the
information
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