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Calculate taxability on mutual fund gains-_v

During & typl-
yoer, as a
mutual  fund
Investor you
recoive monoy
from mutual
funds in the
form of divi-
dends and capi-
ta) galon distrl.
butlons, Both
types are report-
od on Form 1099-
e DIV, All distri-
butlons must bs reported as in-
come, even If thoy sre relnveated.
Capltal gains or losses aro in.
curred not only when fund shares
are sold, but also when they aro
itched betwoen difT funds,

sumes that shares sold wers those
thut were acquired first, known as
the Pirst-in, Firat out, or FIFO,
approach. Although not always,
this mothod may masimize the
current tax bill, since as & genoral
rule, tho shares bought firat are
1ikely to have tho lowest cost.
@ Average Cost Method. A botler
altemative might be to usa tho av-
orage cost approach, which re-
quirea calculating ths average
per-share price for ell tho ahares
of tho fund. This may gonerats a
lower current tax llability than
with tho Fint-in, First-out, or
FIFO, approach.

The tax consequences of using
tho three approaches described in

i Also, caplital galns apply even
when tax-free municlpal bond
funds are traded.

Taxable galns or losses

To calculats the taxable galn or
loss on mutual fund sharea sold,
you have to detsrmine the aalo
price and the true cost of those
shares, known as the cost basls.
The former o easy to determine;
the latter ¢can cause some prob-
tems.*

There aro throe baslc ways to
determine the cost basis:
B Specific Identification Method.
When a capital galn is reported
on a mutusl fund sale, the IRS
allows you to Identify the sale of
those shares for which originally
the highest price was paid. Fre-
quently, this constitutes the best
cteatey, sines in moat Instances
that would automatically mini-
mize the gain and hence the tax
{iability for that year,
B First-in, First-aut Method. 1f
you do hot, or cannot, ure the first
approach, by default the IRS as-

the table aro Inter-
wating. The Specific Identification
Method resulted in a short-term
gain of $400, while the Average
Cost Method gencrated a Jong-
term galn of $858. Finally, wa ex-
pectad, the FIFO method resulted
in a long-term gain of $1,000,

At this polnt, it is appropriate
to add an important caveat. In do-
termining the taxability of mutu-
al fund gain It is extremely im-
portant to propetly calculate tha
tax basls of that igvestment. The
following cxample clarifies the
point.

Assumo you placed $5,000 in &
mutusl fund 10 years ago and
reinveatod $4,000 recolved as fund
distributions duricg the next 10
years, Now If you sell all the
shares for, say $10,000, what
would be the taxable gain? If you
figured that tho taxablo gain is
$5,000 ($10,000 minus $5,000),
then you would be incorrect. The
coat baais is $3,000 (35,000 plus
$4,000 relnvested distribution)
and the taxable guln is enly
$1,000 ($10,000 minus $3,000).

purchased Dec. 1994)

Aprdl 1990 ot $20/share}

Less everage cont of $20.7t/1hare (Divida tetal purchase

‘Total funds feccived (00 & $25 per slare)

Less hightst cost shares (100 shares at $22/ share
purchased June 1994 and 100 shares a1 324/ share

“Total flnds reccived (200 x $25 per share)

Less cost of first 100 ghares scquired (shares purchased in

price of $29,000 by 1,400 shares. That equals
52091/ n.lw;) 8 (s4,121)
Losg-term galn® s 158

* Assumcs that the shares were held for more than 12 montha. Also, in this
exanmple, it s assumed that there werp po distributions.

Sid Mittra, Ph.D., CFP, (2 Pro-
fessor of Finance, Oakland Uni-
versity, Rochester Hiils, and
owner, Mittra & Associates, a

Troy financial consulting firm.
Oakland University Professor Jer-
rold Grossman critically reviewed
this column.

"Thls column highlights promo-

Dean Bsbb, as.

dency and employment snd a
photo, If posaible, to: Business
itor, Farmingten Observer,
11 Grend River, Fermington
48335, The Observer's fax humber
15[B10) 477-9722.

%01l Andevaon has becn pro-
nmted to account cxecutlve at
Hermanoff & Associetes, a full-
time acrvice public relations finm
Liased in Farmington Hilla,

In her new position, she will
cbotinue  to wmervice the
MqDonald’s Restaurants of
Southeastern Michigan and

tions, tranafers, hirings, openings  sessor for the city of
and other key busi news with  Farmi Hills,
Ferml i haa been  electe
Send a brief bi hical summa- id. of the
ry — including the towns of resl-  Michlgan Asseszors

Association for
1998. He has been
the assessor in
Farmington Hills
since October 1984, Ho hat also
worked for West Bloomficld
Township and the Oakland Coun-
ty Equalization Department.

Babb has a bachelor's degres
from Oakiand Univenity and s
certified by the stata of Michigan
as n Level IV asscasing officer.

Belinda Lemon of Farmington
Hills was appointed by the East-
Tinn U ity Board of

Prism Perfc ac-
counta.

:Linda Woolwino of Farming-
ton Hilla, a regions! director with
AAA Michigan has been selected
ns & member of Leadership De-
troit XVIL

i Leaderahlp Detrolt pmvlduln

Yatl t

em ol
Regents as account clerk in Uni-
versity Health Services.

Nancy Van Zant haa been
named vice president for Corpo-
rate Developmont Sorvices with
Mercy Health Services headquar-
tered in Fi Hills.

for lifelong co

ment to effective lcadership
through education. The 10-month
agries of saminars challenges
merging and existing i
leadars on key jasues affecting po-
I(tical, business, human service,
arts, criminat justice and culturnl
activities in Detroit.

Mary Bonks was promoted
from account supervisor to vice
president, account supervisor at
Hormanoff & Associates Inc, a
public relations sgoney in Parm-
ington Hills.
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BUSINESS MILESTONES

Jack C. Rosely
of Farmington Hills
has taken on the
role of taxable fixed
income coordinator
in addition to his
responsibilities  as | L%§
tax advantaged in- )
vestment coordina- M
tor at the
PaineWebber office in Farming-
ton Hills.

Rosely (s a certified financial
pla‘nn::'r' ‘aud a graduste of the

F uity i
atlowing him to teech stock in-
vesting to other investment pro-
fesajonala ns well as clicnte.

Gernld Fuller of Farmi

Tnstl £ s el

or P

in Farmington Hills, Is the recipi-
ent of its 1995 Distinguished
Leadorship and Service Award.
The award s given to an individ-
ual who has shown outstanding
leadership and contributed signif-
Icant services in employee health
promotion profession.

Pat Morphy, o
Livonia/Farming-
ton Hills area Real-
tor, has beon B
awanled the Certi.
find Residentinl
Speclalist Designa-
tion by the Resi-
dential Sales Coun-
cll of !?nMRtalwn

has been named one of the top
guns in the MAACO Auto Paint-
ing & Bodyworks chain, The
award recognizes excellent quall-
leadership an taetivl

an
affiliate of the National Associa-
tions of Realtors.

Murphy is a eales associate
bm’l;:r wEI.h Realty Professionals

ty
H; is the production manager a{
MAACO.

The Association for

n Hills. He is a
membor of the Weastern Wayne
and Oakland County Association
of Real whero he serves as di-

Health Promotion has announced
that Dr. Don R. Powell, tho presi-
dent and founder of the American

rector, He has also scrved as the
chalrman of the Mulitple Listing
Service Committee.

i

(gﬁlsumz DAYS GETAWAY.

FAls fall, leave behind life’s
daily pressures and enjoy o
{clsurely retecat at The River
Place. Strofl along the river
walk, enjoylng the gentle
autumn beeezes. Enjoy
Detroit's finest dining
at nearby restaurants.
Teke in a play ot a

1000 Rivee Place, Deteuit, Mihigsn ¢
Fut information an ovher s

local theatre. Unwind in our
health club.

package includes one night of ' 4
luxurious lodging, continental
breakfast for two, welcome har- =

Our Lelsure Days Getaway ‘

vest basket with apple | *
cider and ovemnight  ~§

parking for just $89. " -
T AGread Vi Thidd
., Poe 11 313-299-9500 o 03,
d Hervenge Hotels, catl 3830 HERITACE. .
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“FOLLOWMBENTOTHE -
'WORLD OF THE UNKNOWN~
and Live The Fear!”
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Largest technology and
computer event of the year!|

Computers, Hardware, Software, Peripherals,
Exhibits, Seminars & More! Experience for
yourself how the Internet works with hands-on
demonstrations at the "Qiox W

Cobo Center ® Dotrfgt \

T + Gexmaa © Holiday lemy Cogtume Jeweky
om & Dad Gifts « Wrapping Paper & Garland

10 AM {0 4 PM Dally (Brcepi Sndﬂﬁ)ﬂowmodobel‘.‘l
ASF- 22007 Woodward Avenus ct larshall (8% Mile Road)
Femdcie, Mi 43730

VISA & Mastercard Welcome
Qvar $1 RN In Goods - Bverylhing bust Golll

and Live Tbe Fearl™
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The Christian relationship of a
lifetime may be only a phone call .
away.....

CALL NOW!
1-800 739-3639

To place your FREE voice ad,
24 hours a day, 7 days a week

Look for Christian Singles Network in
Monday’s “Taste” section and various in
sections of Thursdays Newspaper.

Qur new N
Christian :
singles column :
in Observer &
Eccentric is
dedicated to
bringing
Christians
together.
1t’s a safe and
_ convenient way .
to meet other = [
Christians in

Call
1-800-739-3639
to place your
FREE ad today!

Fax 810-643-0856




