TAX
MANAGEMENT

ECONOMIC & MARKET INSIGHTS

Investment Returns Are Up, And So Are Your
Anticipated Capital Gains Taxes
By Nick Burroughs

Perhaps one of the most welcome emails or memos people
receive at work is the one that starts with “FYI” and ends
with “No action required.”
This commentary about capital gains taxes fits the same
category, but investors nonetheless need to be aware that
their capital gains could be a lot heftier this year.
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No action required. Revel in the moment because your
equity investments probably did very well this year. After all,
is this not why we invest?
Yes, it’s great when the value of an investment in your
portfolio rises, but just remember there’s a side to that
success that’s much less appealing: you could pay more in
taxes for the privilege of having a good run.
Because U.S. stock markets have largely been on a
100-month expansion – the third-longest running in history
– it is likely that mutual fund managers will rebalance some
gains from high-performing investments and redeploy them
in other opportunities.
Capital gains, and their cousins dividend income, are the
payments shareholders receive when a fund sells its holdings
at a profit, or passes along dividends or interest. Mutual fund
companies generally start declaring distributions and capital
gains for their funds in November of each calendar year.
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If your portfolio is being managed by a professional advisor,
he or she might have the back-up of a research staff in
moving the chess pieces within your portfolio to gain tax
efficiencies. They can employ all kinds of strategies, like
selecting low-turnover funds or offsetting some of these
capital gains through tax-loss harvesting strategies.
It’s tougher for investors who self-manage their portfolios
as they have to keep up with key dates associated with
fund distributions. Even after successfully navigating those
dates, a second decision must be made in determining what
appropriate fund will be chosen to offset the distribution.
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Many other factors must be considered as the tax rates you
pay depend upon how long a fund has held a stock or a
bond. A short-term investment (less than a year) is taxed at
ordinary tax rates and a long-term investment of a year or
more is taxed at the capital gains rate.
All of this must be done before year-end as the IRS sends
out 1099s in February.
So, FYI – No action necessary. But December is a nice time
to check in with your advisor to make sure he or she is on
top of last-quarter action when it comes to distributions and
tax efficiencies in your portfolio.
Past performance is no guarantee of future results, and the opinions and other information in the commentary are as of December 5, 2017. This
summary is intended to provide general information only and is reflective of the opinions of Commerce Trust Company.
This material is not a recommendation of any particular security, is not based on any particular financial situation or need, and is not intended to
replace the advice of a qualified attorney, tax advisor or investment professional. Diversification does not guarantee a profit or protect against all risk.
Commerce does not provide tax advice or legal advice to customers. Consult a tax specialist regarding tax implications related to any product and
specific financial situation.
Data contained herein from third-party providers is obtained from what are considered reliable sources. However, its accuracy, completeness or
reliability cannot be guaranteed.
Commerce Trust Company is a division of Commerce Bank.
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