


Learning ins and outs of
capital gains can be tricky
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need to pull an all-nighter to meet the
Tuesday filing deadline. Completing
the standard 1040 return takes up to
23 hours, according to the IRS, but if
vou also have a schedule D, expect to
tack on another six to 15 hours.

The big time eater: Netting out
gains and losses and plowing through
the formidable worksheet to calculate
tax.

Even if you pay someone to do your
return or use a computer program, it’s
best to know the rules, and you must
assemble detailed purchase and sales
data about investments. “It’s up to the
taxpayer to keep the records,” says De-
na Lebowitz, an enrolled agent tax pre-
parer at Premier Tax in Milton.

Another chore involves determin-
ing if you owe a penalty for not having
made quarterly estimated tax pay-
ments during 2005 if you cashed in on
capital gains.

Monitoring your tax liability this
vear if you sell investments can help
you determine if quarterly estimated
tax payments are needed, Lebowitz
Says.

The Congressional Budget Office
projects that more people will be re-
porting capital gains in the coming
vears — and in larger amounts. Some
13.7 million returns reporting $44.2
billion of net capital gains for 2004
were filed last year, according to the
IRS. That was 35 percent more filings
than the year before and a jump of 53
percent in the dollar amount. An addi-
tional 11.5 million returns reported
net capital losses of $25.5 billion.

With the amounts growing, some
taxpayers can't resist fudging. Because
brokers and others report only the val-
ue of sales to the IRS, tax watchdogs
say some people overstate the cost of

their shares and thus understate their
profit. A proposal by Democratic Sena-
tor Evan Bayh of Indiana, co-spon-
sored by John T Kerry of Massachu-
setts, would require brokers to report
information about how much investors
paid for the shares. According to
Bayh’s office, an estimated $17 billion a
year in capital gains tax is likely uncol-
lected.

Here are some tips to get you
through Schedule D:

That’s true even if the investor auto-
matically reinvested the payouts in the
same fund and thus didn’t receive the
cash.

m Profit from selling art, antiques,
and other collectibles is taxed as high
as 28 percent, to the dismay of collec-
tors. “Investing in art assists the cultur-
al growth of this nation, which I sug-
gest is important,” argues Gilbert
Edelson, administrative vice president

of the New York-based
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to buy additional shares. Unless you
factor those in, your cost will be under-
stated and your taxable profit overstat-
ed.

m Having sold stock at a loss to
prune your portfolio can pay off. You
can subtract a loss from taxable profit
on other sales to reduce your overall
gain. If you have leftover losses after
offsetting all gains, you can use up to
$3,000 a year of that excess to reduce
other taxable income. Any excess over
$3,000 can be deducted in future
years.

m [nvestors in mutual funds are
often hit with a capital gains tax on dis-
tributions by a fund that can result
when it sells shares from its portfolio.

the assets to you first
bought them.

m Separate calcula-
tions and forms are required for Mas-
sachusetts income tax. Capital gains
are generally taxed at the same 5.3 per-
cent rate as other income. But special
rules and higher rates can apply in
some cases, such as for short-term
gains and profits from collectibles.

And if Schedule D still has you sty-
mied and you can'’t find an accountant,
you can always file an extension, which
this year can be for six months for both
federal and Massachusetts returns. But
the extension is for filing your return,
not paying any tax you may owe. Taxes
unpaid by the Tuesday federal and
state deadline for Massachusetts resi-
dents face interest and a possible pen-

alty.




