9 December 2024

Market Ethos

The latest market insights from
Richardson Wealth

Craig Basinger, CFA

RICHARDSON
Wealth

Tax loss selling: Not a lot on the
naughty list

Summary: Tax loss selling at this time of year can often lead to
weakness in beaten down names that rebound in January as investors
re-purchase after waiting the required time. However, this year may be
the opposite given how few tax loss candidates are available and the
strong gains markets enjoyed over the past couple years. More investors
may be waiting to realize those great gains in the new year, pushing out
the tax bill another year.

It's that time of year, when people think a little bit more about nice gifts
for their loved ones ... and tax loss selling. Tax loss selling is common
for those who own individual stock positions. Find names that have
declined on the year relative to your cost base, or are sitting with an
unrealized capital loss, and sell them. Realize the loss to offset gains
elsewhere or put it in the bank for future gains. The company sold can
perhaps be repurchased after waiting the appropriate amount of time.

So why is this a bizarre year? Well, markets have really enjoyed a strong
couple of years which has made tax loss-selling candidates few and far
between. We conducted this analysis over the past seven years and
looked at how many members of the TSX were down over -20% near
year-end compared to their average price over the previous three years
(names are included below). Down a lot from your three-year average
would certainly make for a good tax loss-selling candidate. Today there
are only 19 names that are down over -20% (purple bars in chart), and
the decline is not as severe as most other years (black triangle). That is
the lowest showing since 2021. This year is really starting to look more
and more like 2021.

Siagn up here if you do not already receive the Market Ethos directly to your inbox.
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This tax loss season has fewer names and they are not down as
much as most other years
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That isn’t the only reason this year appears a bit strange. The average size or market capitalization of tax loss
candidates tends to be on the smaller size. Over the previous six years, the company size averaged about $3.4 billion.
This year, it is a much larger sample with the average size $6.7 billion. BCE and Nutrien are skewing the average much
higher than normal. The sector breakdown is very different as well. Tax loss selling candidates tend to be most
prevalent in the resource space, energy and materials. This year, fewer names from on the resource side and more
from Telecom, Consumer Discretionary and Real Estate.

Sector breakdown of tax loss candidates from Real Estate, Telecom
and Consumer Disc vs Resource sectors

m 2024 m average of previous 6 years

Real Estate
Utilities
Telecom
Technology
Financials
Health Care
Cons Staples
Cons Disc
Industrials
Materials

I'H‘

Energy

o
X

5% 10% 15% 20% 25% 30% 35%

Source: Bloomberg, Purpose Investments, Universe TSX Composite

Tax loss selling does create some added selling pressure on tax loss selling candidate names as the calendar year
nears its end. And subsequently, assuming investors re-purchase early in the new year, some buying pressure in
January. This contributes to the January effect, that is usually more prevalent for small cap names (as they tend to get
pushed around more by buying/selling pressure due to being less liquid).
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However, this year may be a unique one. Given markets have largely gone up over the past couple years, tax loss
selling just isn’t as big a factor this year. In fact, there may be more folks waiting to sell in the new year to lock in some
of those great gains over the past year — and by doing so, delay the tax bill until the 2025 taxation year (payable in 2026
for most). This year it may be more about the delay of realizing tax gains vs tax loss selling.

One thing we have learned over the years is that markets often move faster and sooner than one would normally
expect. Maybe there are many people coming to the conclusion that January could see selling pressure as investors
lock in some of the great gains over the past few years, and finding ways to do it sooner. Selling in tax free accounts,
using options/derivatives to effectuate the strategy without triggering the capital gains. Hard to say, but we have started
to see an odd development even for the mighty S&P 500. Breadth has been deteriorating rather quickly while the
market makes new highs.
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average. Now 1U days Is not very fong ALGONQUIN POWER & UTILITIES Utilities -41%
but the 20-day is falling fast too and the NORTHWEST HEALTHCARE PROPERT Real Estate -40%
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encouraging. Maybe it is time to think NORTHLAND POWER INC Utilities -34%
abput locking in some of those fantastp BCE INC Communication Services -33%
gains over the past few years and looking  ALLIED PROPERTIES REAL ESTAT  Real Estate -30%
for a better entry point, especially if one BIRCHCLIFF ENERGY LTD Energy -30%
develops in January. BRP INC/CA- SUB VOTING Consumer Discretionary -29%
VERMILION ENERGY INC Energy -28%
NUTRIEN LTD Materials 27%
STORAGEVAULT CANADA INC Real Estate -26%
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FIRST QUANTUM MINERALS LTD Materials -24%
VEREN INC Energy -22%

Source: Bloomberg, as of 6 Dec 2024
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted.

The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.

*This report is authored by Craig Basinger, Chief Market Strategist at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger has transitioned to Purpose Investments
Inc.

Disclaimers

Richardson Wealth Limited

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of Richardson Wealth Limited or its
affiliates. Assumptions, opinions and estimates constitute the author's judgment as of the date of this material and are subject to change without notice. We do not warrant the
completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice. Past performance is not indicative of future results. The comments contained herein are general in nature and are not intended
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the
tax consequences to them.

Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.

Purpose Investments Inc.

Purpose Investments Inc. is a registered securities entity. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the current net asset value. Investment funds
are not guaranteed, their values change frequently and past performance may not be repeated.

Forward Looking Statements

Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and assumptions made by author. These statements involve risks
and uncertainties and are not guarantees of future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and
actual outcomes and results may differ materially from what is expressed, implied or projected in such forward-looking statements. Assumptions, opinions and estimates constitute the
author’s judgment as of the date of this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth warrant the completeness or accuracy
of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if
necessary, seek professional advice. Past performance is not indicative of future results. These estimates and expectations involve risks and uncertainties and are not guarantees of
future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and actual outcomes and results may differ materially
from what is expressed, implied or projected in such forward-looking statements. Unless required by applicable law, it is not undertaken, and specifically disclaimed, that there is any
intention or obligation to update or revise the forward-looking statements, whether as a result of new information, future events or otherwise.

Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or
research report of either Richardson Wealth or Purpose Investments, and this is not to be used as a solicitation in any jurisdiction.

This document is not for public distribution, is for informational purposes only, and is not being delivered to you in the context of an offering of any securities, nor is it a recommendation
or solicitation to buy, hold or sell any security.

Richardson Wealth Limited, Member Canadian Investor Protection Fund.
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.
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