Troy Ruboyianes's Tax Tips

Making the most out of a bad situation

Topic: Reducing taxable income by selling losing investments

Definitions:

Realized Gain/Loss: This is a gain or loss on the actual sale of an investment. This
type of gain or loss does increase or decrease your taxable
income.

Unrealized Gain/Loss: This is the "on paper" gain or loss of an investment. The
investment is owned but has not been sold yet. This type of gain
or loss does not increase or decrease your taxable income.

Long Term Capital Gain: The gain on selling an investment after holding it for more than
one year. This type of gain is taxed at a maximum rate of 20%.

Short Term Capital Gain: The gain on selling an investment that was held for less than one
year. This type of gain is taxed at your regular tax rate, which
can be as high as 38.6%.

Taxable Income: The income level at which the individual(s) will be taxed.

In a down market like we have experienced over the past few years, you are bound to
have investments that have decreased in value. By selling the investments before year end, you
can use the realized loss to offset any realized gains that you may have incurred over the year.
In addition, you can reduce your taxable income by up to $3000.00.

Let's take a look at an example so that we can better understand this tax strategy.

Let's assume that it is December 29, 2002, you are in the 27% tax bracket, and you had
sold some stocks earlier in the year. You had a modest $500.00 in short-term gains, and
$1000.00 in long-term gains. If the New Year were to come and go, without any tax planning,
you would pay your regular tax rate on the short-term gains and 20% on the long-term gains.

Short Term Gains: $ 500.00 x 27% = $135.00
Long Term Gains: $1000.00 x 20% = $200.00
Total Capital Gains $1500.00

Total Tax Expense = $335.00

Now let's assume that you decided to sell some stocks that had decreased in value from where
you had purchased them. You have been holding them and they just do not ever seem like they
are going to increase to the price that you had originally purchased them at. By selling these
stocks before the end of the year, you create a capital loss of $6500.00.

This capital loss can be used to offset your $1500.00 in capital gains. You have now saved
yourself $335.00 in tax by eliminating your capital gains.

Total Capital Losses: $6500.00
Total Capital Gains: $1500.00
Remaining Capital Losses $4000.00



A person is allowed to use up to $3000.00 of capital losses each year to reduce their ordinary
taxable income. So now you can reduce your taxable income by $3000.00.

This saves you an additional $810.00 in tax.
$3000.00 x 27% tax rate = $810.00

You have now saved a total of $1145.00 in taxes.
$810.00 + $335.00 = $1145.00

This leaves you with $1000.00 in capital losses.
Remaining Capital Loss (from above)  $4000.00
Reduction of Ordinary Income $3000.00
Remaining Capital Loss $1000.00

This remaining capital loss can be carried forward to reduce capital gains or ordinary income in
the next year.

If this tax strategy is of interest to you or you are interested in any other tax planning strategies,
please feel free to give me a call.

Troy Ruboyianes
520-247-1220
troy@ruboyianes.com

P.S. Please don't keep me a secret. You may have a friend or family members who can benefit
from this free service. If you appreciate this service, the biggest compliment that | can receive is
a referral.

Troy Ruboyianes graduated from the University of Arizona and is working for R and A CPA's. He
is committed to providing personalized, quality service to business and individual clients and is
always interested in developing new client relationships.

If you would like to be removed from this email, please send an email to remove@ruboyianes.com and type REMOVE in
the subject line.

The information presented is only of a general nature, may omit many details and special rules, is current only as of its
published date, and accordingly cannot be regarded as legal or tax advice. Please contact our office for more information
on this subject and how it pertains to your specific tax or financial situation.



