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Capital gains,
losses create
tricky tax time

I quws establish boundaries
for deductions on sell-offs

By Rick Robinscen

Hugineas Writer
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Assuming thal ¥ou didd sell during
w0, here ary SOt things 10 know.
Stocks or bonds held longer thurn a
wonr are reated as long fRrmL property
Those held luss than a year are short
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dizfinction, because the differ-

ent catepories are taxed at dif-

ferent rates.

Individusls doing their owm
taxes should e sure to “cor
rectly code the losses as long:
term  or short-term,”  Corley
said, If that's dome, evervihing
should fall inte place when [ill-
ing oul Schedule D, the form
usel fo report capital gains and
losses,

s just as npertant o un-
derstund that gains and losses
can he netled together so that
losses  cancel gains.  Bevond
that, however, onky 53000 of
losses can he taken as a general
deduction.

Here's how it works, Say you
had & 35,000 stock gain and a
$10,000 stork loss in 20000 For
TAX PUTHISES, FOU Cian use $35,000
of those losses to cancel out
vour tax liability om lhe $5,000
sain.

That will leave vou with a
$2,000 net Inas, hat 38,000 is the
maximum amount deduclible in
2000 apainst “ordinary income™
such as wages, interest and div-
iderds.

The other $2,000 in losses can
be carried over to the next vear.

The pod pews 15, slock losses
can be carried aver indefinitely.

Joshua Jenson, an Oklahoma
City CPA, said ome thing Lo re-
member iz to inclade both year
end capital gains distribulicn
or other dividend distributions
from stock or mutual funds,
which are reported on Form
1094-DIV,

Even if vou reinvested divi-
dendr into additional stock —
which many people do — that
dividend is taxabla for the year
in which the dividend was is-
sned,

Muoreowver, Jenson said, many
penple torget that dividend rein-
vestment needs to be added Lo
the original cost basis for their
sk

In other words, i vuu in-
vested 510,000 in 2 muotual fand
or a slock and gol a 51,000 divi-
dend that you reinvested, that's
lhe same for tax purposss 4s if
vou  had  originally  invested
F11,000.

This is impuortant Lo know,
Than, when you eventuaily sell
wour bolding, you'll know what
part of it counts az a nontaxable
return of your original invest
ment and what counts as tax-
able capital prowth,

“From tax planning stand
point, you need to start tracking
that, if Fou haven't alrendy,”
Jengon said, )

In sophisticated tax planning,
he explained, individuals can
follow a number of strategies re-
lating to securities losses.

Here's ome example,

Suppose wou had 8 large
capital-loss  carry-over  {rom
DNy — say F0, 0000,

Suppose Vou alse own an-
pther stock that's done well
Let's call it Super Corp. — you
bhought at $20 a share and it's
now at 540,

Believe it or not, you might
wanl to sell your Super Corp.
stock positon one day and huy
il. back the next,

You see, if you sell stock ar a
gain, ¥ou can huy it Tight hack
under U.5, tax rufes. (If you sl
at a loss, vou can'l buy back |
that position for 31 days or it
won' count as a legal o write-
off.)

Selling vour Supet Corp. at &
gain also could reap several
henefits, Jenson said.

First, vou would now have o
$40 per share cost basis, not 520,
sinee yvou would have sold off
the $23 stock. That's obviously @
hupe tax advantape if you plan
to hold that stock for a long
Ume and you expect it to keep-
ing gaining in value.

Second, you could cancel oot
the paper profit you made from
your Super Corp. sale hy net
ting it out using some or all of
ol S30,000 koss carryover.

Third, you might be able o
drop your capilal gains tax rate
eventually. New lax law says
the capital gains rate drops
frota 20 percent Lo 18 percent on
stock bought atter Dec. 41, 2000
— if ¥ou hold on to that stock
for five vears. In other words,
you would start seeing a benefit
in 2.

If won're in the luwest, 15 per-
cent [ax brackel, your capital
pains tax rate in 2001 drops
from 10 percent to 8 percent on
any stock yow've held for five
FEArS 07 MOre.

“Two percent may not sound
like a lot.” Jenson said, “buat iF
somenns has a 100000 position.
2 percent really adds up.”
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