
I
nvestors with a laser-like focus 
on their portfolio’s market value
might easily brush aside cost basis
issues. But this year’s new invest-

ment reporting rules could cause tax-
savvy individuals to take another look.

Basically, cost basis 
is what you paid to 
purchase a stock, bond, 
or mutual fund share.
Commissions, dividend
reinvestment, stock splits,
and capital distributions
can also factor into cost
basis, requiring some
careful recordkeeping.

What’s more, if you
buy the same security 
on different occasions or at different
prices, you will have multiple tax “lots”
that must be tracked. And this is where
things get a little complicated.

Beginning this year, brokerages 
must report to the IRS the cost basis
of stocks and certain other securities.
And in the case of differing tax lots,
you will have up to the settlement date
following the sale to decide which

securities you parted with. Absent 
specific instructions from you, the
broker will prob ably assume that the
first shares you bought are the first
ones sold. This is known as the “first-
in, first-out” method, or FIFO. But this

may or may not be your
best strategy.

Here’s why: If
you own a stock 
or bond for more 
than one year and

then sell it for a gain,
you will be taxed at the
lower, long-term capital
gain rate. Other wise the
gain is taxed at your 
normal income tax rate.

So if some of the shares qualify for the
long-term capital gain rate, it might be
advantageous to specify those shares
as the ones you are selling. Another
strategy might be to minimize your
capital gain by selling your highest
cost shares.

The new rules also make it easier
for the IRS to spot wash sales. A wash
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If your child is a teenager or a 
college student, he or she probably 
has a part-time or summer job. Let’s
say your son, Bill, earns $2,300 this
summer. Probably the last thing on 
his mind is saving for retirement. 
But here’s why he should seriously
consider putting some or all of his
earnings into a Roth IRA.

First, by investing while still a
teenager, his earnings will have extra
years to compound, and those extra
years will make a huge difference. 
For example, a one-time investment
made at age 17 and compounded at 4%
until age 65 will earn 30% more than
the same investment made at age 23.
By investing in a Roth IRA, the earn-
ings and his withdrawals after age 59½
will be tax-free. In addition, he can
make earlier tax-free withdrawals for
first-time homebuyer expenses and
penalty-free withdrawals for qualified
education expenses if needed. And
hopefully by starting young, he’ll learn
the benefits of regular savings as he
sees his investments grow.

Bill is eligible to contribute 100% 
of his earned income (up to $5,000) to
an IRA. By choosing a Roth IRA, he’ll
lose the up-front tax deduction, but
chances are he’ll have little or no tax
liability anyway.

If Bill wants to spend his earnings,
parents or grandparents could give Bill
the money to make his IRA contribu-
tion, using their annual gift exclusion. �

A Roth can be a good
fit for a working child

(continued on page 2)
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Thank you for selecting our firm 

for your tax and accounting needs. 

We appreciate the confidence you

have shown in us, and we remain

ready to assist you at any time.

Also, thank you for recommending

us to your family, friends, and asso-

ciates. We appreciate your referrals.
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sale results when you buy a security
within 30 days before or after you sell
the same security for a loss. Rather than
writing off the loss, the IRS will require
you to adjust the cost basis of the new
shares you purchased. Of course, if you
use more than one brokerage firm, the
broker will not be able to automatically
catch this, leaving you in charge of
reporting any wash sales. 

In one sense, the new reporting rule 
is positive news for those who don’t 
like to do their own recordkeeping. 
But before you throw away your old
records, keep in mind that the new rule
only covers stocks you buy in 2011 and
beyond. The basis of stocks you owned
before this year must still be tracked by
you. Re porting requirements for mutual
funds take effect in 2012, for bonds in
2013. 

For guidance on how the new rules
affect your particular tax situation, give
our office a call. �

     
  
     

    
     
    

     
      

       
     

         
   

 
    

  
   

    
 

   

       

       
         

      
  

       
         

        
         

          
        

      
        

           
          

    

       
         

         
         

        

T
he importance of your
business location can vary
from moderate to vital,
depending on the nature 

of your business. Although location
generally would matter far less to 
a home-based Internet seller than to 
the owner of a high-end restaurant,
some location factors can affect 
any business.

� Regulations and taxes

State and local income, sales, 
and property taxes vary from place 
to place and regulatory requirements
can vary by location. Some jurisdic-
tions are known  for being business
friendly –  or unfriendly. Even a 
home-based business may be pro -
hibited or restricted by zoning laws 
or legal activity limitations. A wise
entrepreneur will evaluate the local
regulatory and tax environment 
before putting down roots.

� New business

If you’re planning to open a new
business outside of your home, there
are many location factors to consider.
The relative costs of rent, upkeep, 
and utilities must be weighed for each
location you’re considering. Is the lay-
out suitable for your needs and if not,
will the landlord make the necessary
changes? Does the building provide
adequate storage and room for growth?

� Location

Unless customer traffic isn’t part 
of your business model, your location
must fit the expectations and require-
ments of your customers. Certain
basics are universal. Your location
should be accessible, consistent with
your business type, and close to one or
more areas your customers are likely

New investment rules
(continued from page 1)
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to frequent. Adequate parking and/or
access to mass transit should be avail-
able. The surrounding neighborhood
should be secure, since customers are
more likely to return if safety concerns
are not an issue.

� Visibility

For most retail and many service
businesses, visibility will increase 
customer traffic. Having certain types 
of business neighbors can also have 
a positive effect; e.g., locating where 
your fellow retailers sell products or 
services that complement your own.
Conversely, the wrong kinds of neighbors
can be harmful. Beware of too many
direct competitors in the area, or opera-
tions inconsistent with your own (such 
as a raucous high school hangout next 
to your proposed pro fessional office).

If your business is a type where 
perceptions are a particularly major 
factor (e.g., a restaurant, apparel shop,
or nightclub), consider commissioning,
conducting, or at least reviewing market
research on the topic before committing
to a site. 

� Employees

Finally, your location can affect 
your ability to attract and retain good
employees. Many characteristics
important to you and your customers
also will matter to your staff, such as
ease of commute, access to parking,
type of neighborhood, and overall
building layout and amenities. �

        


