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With Direct
Indexing,
Optimization
Techniques Matter

Is your direct indexing portfolio managed to optimize both tax efficiency and
KEY TAKEAWAY tracking error?

+ How direct indexing portfolios are While tax-loss harvesting itself is a widely accepted strategy of direct
managed can differ significantly indexing, the process by which it is implemented is often unknown. Moreover,
by provider. traditional methods may inadvertently add undue tracking risk to a portfolio.

+ Different approaches to portfolio Given our experience, we believe there is a better way.

optimization can have a material
impact on portfolio exposures;
tracking error; and, eventually,

portfolio outcomes. Some direct indexing providers use what is called a “triggered” approach
to tax-loss harvesting within a portfolio. With this approach, the investment
portfolio is monitored for specific conditions or “triggers” that would signal
an opportunity for tax-loss harvesting, such as last rebalance date, cash
balances, and losses available in the tax lot.

Portfolio optimization: A look under the hood

+ At Allspring, we believe it isimportant

for our direct indexing portfolios

to be optimized daily, accounting

for both tax-loss opportunities and

tracking error. However, this approach to monitoring portfolios is not the same as optimizing
the portfolio holistically. While the triggered method accounts for tax-loss
opportunities, it may overlook the impact of tax-loss harvest trades on
tracking error, which can lead to added tracking drift and, in turn, increased
portfolio risk.

At Allspring, both taxes and tracking error are considered as part of our daily
optimization process on our direct indexing portfolios. Our process is built
to detect not only available losses, but also whether those losses should be
acted on given their relative impact on tracking error and the mandate of
the account.
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Portfolio optimization comparison

Monitored daily

Optimized daily

Evaluates tax-lot information
Evaluates tracking error information

HYPOTHETICAL EXAMPLE:
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PORTFOLIO A:

Losses: 15 bps*

Tracking error: 15 bps of tracking
error improvement as selling
losses decrease active weights
in portfolio holdings

PORTFOLIO B:
Losses: 20 bps

Tracking error: 5-bp increase
in tracking error as selling
losses increase active weights
in portfolio holdings

RESULTS:

A triggered optimization might overlook
Portfolio A or prioritize Portfolio B as it is

focused on the losses and not whether
the optimization also improves the
tracking error.

*basis points (bps; 100 bps equal 1.00%)

Tracking error is a critical metric of direct indexing. For
investors, there is an expectation that their portfolio will closely
mimic the risk and return profile of the index it is tracking.

This may vary in degree given the mandates’ emphasis on tax
efficiency and/or tracking error, but, nevertheless, it is a critical
element of the management process.

High tracking error can imply higher risk. It suggests that

the portfolio has positions and/or position weightings that
significantly differ from its tracking benchmark, potentially
leading to unexpected and undesirable portfolio performance
results as compared with the benchmark.

Daily optimization and discretionary implementation

That is why Allspring designed a daily optimization process that
accounts for both tax-loss opportunities and tracking error. We
systematically evaluate tracking error drift and improvement
alongside taxes to support better decision-making. While we
don‘t trade portfolios every day, having the requisite insights
available on a daily basis helps us make sensible discretionary
trading decisions. A more continual, holistic process can result
in improved tax efficiency and reduced risk potential, which we
believe leads to a better experience for the client.

At Allspring, we recognize that direct indexing strategies should
cater to individual client wants, needs, and goals. During the
transition period from a legacy portfolio to a new direct indexing
portfolio, investors have options for emphasizing distinct levels of
tax alpha and tracking error. For instance, a client can choose to
minimize tracking error (more closely mirroring the index) or tax
liability (prioritizing tax-loss harvesting)—or something in between.
This is made possible by our proprietary optimization process,
which allows for an enhanced level of specificity—engineered to
deliver an elevated and tailored experience for clients.

Of course, portfolio management is more than optimization.
Our experienced portfolio management team uses not only the
optimization results but also real-world investment acumen to
decide when, where, and how to make portfolio adjustments
over time.

OPTIMIZE TAX ALPHA AND TRACKING ERROR
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Seeking an elevated direct indexing experience for
your clients? Meet Remi.

Remi is Allspring’s intelligent solution for personalizing SMA
portfolios—powered by technology, research, human insights,
and systematic tax management. Remi combines Allspring’s
proven investment expertise with powerful and proprietary
technology to deliver truly tailor-made, tax-optimized, and cost-
effective fixed income and equity portfolio solutions.

Investors may choose from multiple investment options with
Remi, including direct indexing portfolios. If you are interested in
enhancing the investing experience for your clients, explore Remi.

Go to allspringglobal.com/remi to learn more.
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For further information

We're committed to thoughtful investing, purposeful planning,
and the desire to deliver outcomes that expand above and beyond
financial gains.

Click or scan the QR code to check out Allspring’s insights:

THIS CONTENT AND THE INFORMATION WITHIN DO NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFULTO DO SO
AND SHOULD NOT BE CONSIDERED INVESTMENT ADVICE, AN INVESTMENT RECOMMENDATION, OR INVESTMENT RESEARCH IN ANY JURISDICTION.

INVESTMENT RISKS: Allinvestments contain risk. Your capital may be at risk. The value, price, or income of investments or financial instruments can fall as well as rise and is not guaranteed. You may not
get back the amount originally invested. Past performance is not a guarantee or reliable indicator of future results.

Unless otherwise stated, Allspring Global Investments (Allspring) is the source of all data (which is current or as of the date stated). Content is provided for informational purposes only. Views, opinions, assumptions,
or estimates are not necessarily those of Allspring or their affiliates, and there is no representation regarding their adequacy, accuracy, or completeness. They should not be relied upon and may be subject to
change without notice. Any benchmark referenced is for comparison purposes only, unless otherwise specified. Benchmarks are unmanaged and cannot be invested in directly. Benchmarks do not reflect fees or
other expenses associated with an actual investment.

The investment process and limitations described in this presentation are intended as an illustration of the manager’s general investment philosophy. Modifications in the portfolio construction guidelines and
portfolio limitations are subject to the discretion of the investment manager.

Allspring Managed Account Services is a unit within Allspring that is responsible for the management and administration of the Allspring Funds Management, LLC, retail separately managed account (SMA)
portfolios. Allspring Funds Management acts as a discretionary manager for SMAs and as a non-discretionary model provider in a variety of managed account or wrap-fee programs (MA programs) sponsored by
third-party investment advisers, broker-dealers, or other financial services firms (collectively, sponsors). When acting as a non-discretionary model provider, Allspring Funds Management's responsibility is limited
to providing non-discretionary investment recommendations (in the form of model portfolios) to the sponsor. The sponsor may use these recommendations in connection with its management of MA program
accounts. In these model-based programs, the sponsor serves as the investment manager and maintains trade implementation responsibility.

Advisory accounts may not be suitable for all investors. Advisory products are not generally designed for frequently traded or inactive accounts. During periods of lower trading activity, an account based on
commissions could result in lower total costs to a client. You must have a reasonable basis to believe that the specific program, investment manager, or strategy you recommend is appropriate for the particular
client based on that client’s investment profile, which takes into account, among other things, the client’s investment objectives, investment experience, time horizon, liquidity needs, and risk tolerance. You and your
client should carefully review the advisory disclosure document (Form ADV Part 2A) associated with the program for a full description of our services, including fees and expenses and those fees or expenses that
may be excluded. Prior to recommending and opening advisory program accounts, financial advisors must be properly licensed and registered in their relevant jurisdictions.

The investment strategies described herein are those of Allspring Managed Account Services. These materials are being provided for illustrative and informational purposes only. No assurances can be given that
any strategy or objective will be achieved. Separately managed account strategies may not be suitable or appropriate for all investors. The information contained herein is obtained from multiple sources that are
believed to be reliable. However, such information has not been verified and may be different from the information included in documents and materials created by the sponsor firm in whose investment program a
client participates. Some sponsor firms may require that these Allspring Managed Account Services materials be preceded or accompanied by investment profiles or other documents or materials prepared by such
sponsor firms, which will be provided upon a client’s request. For additional information, documents, and materials, please speak to your financial advisor.

Allspring Global Investments does not provide accounting, legal, or tax advice or investment recommendations. Any tax or legal information in this document is merely a summary of our understanding and
interpretations of some of the current income tax regulations and is not exhaustive. Investors should consult their tax advisor or legal counsel for advice and information concerning their particular situation.

Systematic tax-loss harvesting is a year-round approach to harvesting losses in portfolios by selling certain investments at a loss so that losses can be used to offset gains on the sale of other investments—thereby
reducing capital gains tax owed. It aims to capture losses while maintaining a portfolio's risk profile and relevant diversification parameters. The thresholds for and frequency of systematic tax-loss harvesting
depend on market conditions and other factors.

Remiis a solution for personalizing separately managed account portfolios, powered by technology, research, and human insights. Remi’s portfolio construction engine is backed by our fundamental research team,
simplified transitions, and tax management. Remi is a service of Allspring Funds Management, LLC.

Allspring Global Investments™ (Allspring) is the trade name for the asset management firms of Allspring Global Investments Holdings, LLC, a holding company indirectly owned by certain private funds of GTCR
LLC and Reverence Capital Partners, L.P. These firms include but are not limited to Allspring Global Investments, LLC, and Allspring Funds Management, LLC. Certain products managed by Allspring entities are
distributed by Allspring Funds Distributor, LLC (a broker-dealer and Member FINRA/SIPC). Associated with Allspring is Galliard Capital Management, LLC (an investment adviser that is not part of the Allspring trade
name/GIPS firm).

FOR INVESTMENT PROFESSIONAL USE ONLY—NOT FOR USE WITH THE RETAIL PUBLIC
© 2025 Allspring Global Investments Holdings, LLC. All rights reserved. ALL-08062025-cn2gyye6 3


https://allsprg.co/Insights

	With Direct Indexing, Optimization Techniques Matter
	KEY TAKEAWAYS
	Portfolio optimization: A look under the hood
	Portfolio optimization comparison
	HYPOTHETICAL EXAMPLE:
	PORTFOLIO A:
	PORTFOLIO B:
	RESULTS:



	Daily optimization and discretionary implementation
	OPTIMIZE TAX ALPHA AND TRACKING ERROR

	Seeking an elevated direct indexing experience for your clients? Meet Remi.
	For further information 




