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CONCENTRATED STOCK  RISKS AND REWARDS
Creative Methods to Reducing Concentrated Positions on Your Terms.

A C M  W E A L T H



Reward vs. Risk
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A single company may represent a considerable portion 
of your wealth because of the proportional value the 
stock contributes to your overall investment portfolio. 

When one company’s allocation skews your portfolio 
dramatically away from proper diversification, it should 
be considered a “concentrated position” and it can 
impact your overall risk tolerance and blind you to other 
opportunities for growth or income. 

Concentrated positions typically arise through equity-
based compensation, the inheritance of a sizeable single 
stock position, or from market appreciation.

Ironically, the very asset responsible for helping to create 
wealth might eventually become one of the biggest risks 
to achieving your financial goals and peace of mind.

Investors might 
accumulate wealth with 
the right concentrated 
stock position, but they 
will keep their wealth 
with diversification. 



No Company is Immune
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Investors can become inseparable from their favorite 
stock.  History has shown us that too much admiration 
can cause financial pain, lost opportunity, or both.

Only 52 US companies 
have been on the 
Fortune 500 since 1955.*

*Through 2019, and more than 89% of the companies from the original 1955 Fortune 500 list 
have either gone bankrupt, merged with (or were acquired by) another firm, or they still exist but 
have fallen from the top Fortune 500 companies (ranked by total revenues) in one year or more.

Financial PAIN
Company products and 
services are continuously 
vulnerable to competition, 
fiscal policies, economic 
and market down turns 
and even fraud.  Some 
companies rebound and 
many never return.

LOST Opportunity
While the concentrated 
investor is reluctant to 
diversify their holdings, 
new innovations are 
always surfacing.  
This can result in lost 
opportunity for either 
growth or income.

Companies can become 
extinct or fall from dominance.
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ACM Methods To Reduce Concentration

We review a variety of techniques to diversify the position in the most efficient way:

HEDGING

The use of option strategies 
to hedge risk and plan the 

diversification of a position 
through equity collars, 

protective puts. Covered calls 
can be used to create income 

or create staged selling at 
predetermined strike prices.

MONETIZATION

Selling or stage selling over 
time, taking into account your 
appetite for capital gains and 
the potential tax implications.  

When possible, employ tax loss 
harvesting to offset realized 
gains. Creating a systematic 
plans to exercise employee 
stock options and avoid an 

overaccumulation of shares. 

TAX EFFICIENT 
DIVERSIFICATION 

Creating liquidity by increasing 
the accessibility of your 

wealth to help diversify your 
overall portfolio with or 

without an actual sale through 
collateralized loans or margin. 

TAX EFFICIENT            
GIFTING 

Consider strategies that 
benefit you, your family or 

charity, including family gifting 
strategies and charitable gifting 

strategies (direct gifts, donor-
advised funds, charitable 

remainder trusts).
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ACM Concentrated Stock Method Definitions

HEDGING TECHNIQUES

With a covered call, an investor holding a long position in a security 
writes (sells) call options on that same security to generate income 
from the option premium collected.  Covered calls can be used for 
staged selling of a concentrated position and the premiums collected 
(income generated) may help to pay taxes.

As the name implies, a collar is an options strategy that may protect 
against large losses, while also limiting large gains.  An investor creates 
a collar position by purchasing an out-of-the-money put option while 
simultaneously writing an out-of-the-money call option. A protective 
collar provides downside protection for the short- to medium-term, 
but at a lower net cost than a protective put.

A protective put is a risk-management strategy using options to limit 
a stock’s downside risk.  A protective put position is created by buying 
(or owning) stock and buying put options on a share-for-share basis. For 
example, 100 shares are purchased (or owned) and one put is purchased. 
If the stock price declines, the purchased put provides protection below 
the strike price.  The protection, however, lasts only until the expiration 
date. If the stock price rises, the investor participates fully, less the cost 
of the put. 

For all option strategies, the benefits, risks and tax implications should 
be reviewed with your financial professional.

DIVERSIFICATION

Investors can sometimes use Margin to purchase other securities for 
diversification purposes without having to sell the stock by borrowing cash 
from a broker to purchase other securities, using their concentrated stock as 
collateral. The investor is charged an interest rate on the loan based on the 
amount borrowed. This strategy may be appropriate in some cases, but it 
involves a high degree of risk. 

A collateralized or securities-based loan allows the investor to utilize 
securities, cash, and other assets in brokerage accounts as collateral to 
obtain variable or fixed-rate loans for almost any purpose.

MONETIZATION

Committing to a plan for staged selling may limit the year-by-year 
capital gains implications of diversifying your concentrated position 
and take some of the emotion out of the decision making process at 
the same time. Annual tax-loss harvesting is a technique that can be 
used to mitigate taxes by offsetting capital gains with capital losses so 
little or no capital gains tax comes due.



|   6

GIFTING

Gifting stock can transfer the tax implications from the owner to 
another person. The recipient acquires the gifter’s cost basis as well as 
the holding period. If a parent gives their adult child $10,000 worth of 
stock that they purchased 10 years ago for $2,000 and the child sells 
it immediately, the child will owe long-term capital gains taxes on the 
$8,000 profit.  Capital gain tax rates for both the giver and the receiver 
should factor into the decision as well as the potential for gift taxes.  
Consult with your financial and tax advisor first before making gifts. 

Charitable gifting of appreciated stock that you don’t need to support 
your family or yourself eliminates the capital gains taxes you would incur 
if you sold the stock and donated cash from the sale.  For taxpayers who 
itemize their deductions, they may also claim a charitable income tax 
deduction for the fair market value of the stock donated.  IRS-qualified 
public charities benefit by receiving the full amount of your donation as 
they can sell the stock without realizing capital gains.

Donor Advised Funds are public charitable giving vehicles you can 

contribute to and support the charitable organizations you care about.  
When you contribute appreciated securities to a Donor Advised Fund, you 
are generally eligible to take an immediate tax deduction.  You can then 
grow your donation, tax-free, and make more money available to grant 
to the charities you choose.  A contribution to a Donor Advised fund is an 
irrevocable commitment and the funds must be used for grantmaking to 
charities.

A charitable remainder trust (CRT) allows a donor to create a steady 
income stream while sidestepping capital gains tax.  A properly structured 
CRT does not have to pay capital gains tax when it sells an appreciated 
security.  As a result, the CRT can use the full proceeds to potentially create 
more income for the donor than through an outright sale.  In addition, 
the donor may receive an immediate tax deduction for a portion of the 
contribution to the CRT.  A CRT is an irrevocable trust, which means that 
the donor loses control of the donate asset.  Importantly, the donor should 
have charitable intent as at least 10% of the CRT needs to be left to charity 
when the income beneficiary(s) passes away.

There are additional strategies for concentrated positions however ACM may not employ 
them as a firm.  Consult with your legal and tax professional before choosing any strategy.



Why ACM?
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ACM creates private, customized portfolios 
starting at $500,000.  This allows us 
to work with existing holdings and 
accommodate specific restrictions rather 
than forcing the sale of legacy securities as 
we build your portfolio.

We can gauge and manage the risk 
inherent in a concentrated position 
considering your overall portfolio, the 
overall market and company/industry  
specific risks.

Providing the “math over emotion”:  
Having a financial plan as the basis for how 
and why you’re investing can help take 
the emotion out of owning a concentrated 
position and focus you on what you need 
to do to meet your financial goals.

There is no “one-size-fits-all” timetable 
for concentrated stock reduction.  Your 
tax bracket, individual goals, company 
specific and market risk all play a factor 
as to how much time is needed to get 
you to a higher ground.

There is no need to completely deconstruct 
client portfolios to then reconstruct them.

HEDGING

Protective Puts

Options Considerations

TAX EFFICIENT GIFTING 

Charitable Gifting

Gifting To Family Members 

MONETIZATION

Outright Sale

Staged Selling

TAX EFFICIENT DIVERSIFICATION 

Securities Based Lending

Margin Borrowing 

ACM STRATEGIES FOR CONCENTRATED EQUITY POSITIONS



Advisors Capital Management, LLC is an independent investment advisory firm. Our ADV part 2a, 2B and 3 are available upon 
request. Growth of income and account principal is not guaranteed and investors may lose money. Investors can lose principal 
and income can be reduced or suspended.  ACM’s national recognition comes in the form of written and recorded interviews 

from Barron’s, Bloomberg, CNBC, The Wall Street Journal and other financial media outlets. These organizations do not endorse 
ACM, nor should it be implied that media recognition equates financial success.
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