


to $900 ($1,000 - $100) or $9.00 per share. If, over a period of time, the return of
capital exceeds his basis in the investment, then the excess becomes taxable
because he cannot have a negative basis.

Stock splits – Stock splits can be confusing if they are not tracked as they occur.
Let’s assume that an investor owns 100 shares of XYZ Corporation for which he
paid $2,000 ($20 a share). Later on, the corporation splits the stock 2 for 1. The
result is that he now owns 200 shares, but his basis in each has been reduced to
$10 per share (200 shares times $10 equals $2,000 – what was paid for the 
original shares). This generally occurs when the “per share value of stocks”
becomes too high for small investors to purchase 100 share blocks. Also watch 
for reverse splits, which have the opposite effect.

Stock spin-off – Occasionally, corporations will spin-off additional companies. The
most classic example is the break up of AT&T some years ago into regional phone
companies, who themselves later split into additional companies or merged with
others. Each time one of these transactions take place, the corporation will provide
documentation on how to split the prior basis between the resulting companies.
Tracking these events as they happen is very important, as it may be difficult to
reconstruct the information several years down the road.

Broker fees – Although broker fees are a deductible expense, they are generally
already accounted for in most stock and bond transactions. The purchase price of
a block of stock generally includes the broker fees, and the sales price reported to
the IRS (gross proceeds of sale) is the net of the sales costs.

Depending upon the investment vehicle, tracking the basis in an investment can be
quite complicated. If you have questions, please contact this office.

Keep Track of Your Basis  (Cont’d)

Watch television for more than an hour or two any time day or night, and
you will get hit by at least one advertisement for low interest loans. On the
Internet, you encounter the same thing in the form of pop-up ads for 
different lenders. Generally, the loans that are the most attractive and 
provide the lowest rates are the variable loans. These are loans that are
fixed at low introductory rates and then adjust up to the current interest
rates after a specific period of time, such as three or five years.

Over the past few years, with mortgage interest rates at or close to all-time
lows, it was relatively easy to replace a variable loan with another loan or
a low-interest fixed rate loan whenever the variable began to adjust and
lose its attractiveness. With home mortgage rates rising very slowly and
real estate appreciating at double digit rates, few borrowers are 
concerning themselves with a potential trap that will be created if there is
a downturn in home appreciation, coupled with rising interest rates.

History tends to repeat itself, and if you remember a few years back (1986
through 1994), we had a downturn in real estate prices. You may also
remember when mortgage interest rates were in the double digits. Could
this happen again? No one knows for sure, but you need to be concerned
how such a scenario might affect you. Should you refinance into a fixed
rate mortgage now while the interest rates are still relatively low and real
estate prices are still stable? Are you financially secure enough to absorb
increased mortgage payments from your variable loan? Or is this a risk
you shouldn’t take?

As hard as you may try to file a complete 
and accurate tax return by the due date,
circumstances such as the following may work
against your efforts:

• Investment firms frequently send out 
corrected 1099 forms and annual statements.

• Some 1099s arrive after the filing due date.

• You may have rolled over an IRA account or
sold a stock at a loss and forgot to have it
reported on your tax return.

• A significant deduction may have been 
overlooked, which is easy these days with the
added complications of our tax code.

• The unexpected K-1 from your aunt’s estate
that you were unaware of.

Whatever the reason may be, your returns can be amended to reflect the 
correct information or amounts.

If you are amending for a refund, then the amended return must be filed
before the statute of limitation expires on the return being amended. That is
generally three years from the April due date of the return. Thus, the statute
only applies to refund returns and no refunds will be issued for returns filed
after the statute has expired.

If tax is owed as a result of amending the return, file it as soon as possible to

limit the interest and penalties that can accrue. If
you have unreported income from 1099s, W-2s,
K-1s, etc., and wait for the inevitable notice from
the IRS, you are taking the risk that they will not
consider all the factors that might weigh in your
favor since you have allowed the interest and
penalties to build up. It may take the IRS one or
two years to make the match between you and the
missing income.

Does Amending Increase the Audit Liability?
The fact that you amend a return does not in itself
increase your chances of being selected for an
audit. In fact, it might actually reduce your
chances, especially if you are fixing something
they will find later anyway. What concerns many
about amending returns is that an IRS employee

must compare the amended return changes with the original. If back-up 
documentation cannot be provided, the IRS may want to dig deeper.

That is why it is so important to provide proof or back-up documents to 
justify the changes being made. Let’s say you forgot to claim a $2,000 church
donation. In this scenario, you definitely want to include documentation 
supporting the increased deduction.

If you have questions about amending your returns, please call us to discuss
what steps need to be taken.

Need to File an Amended Return? Back It Up!

Don’t Get Trapped By a
Variable Loan



Tax Breaks for 
Charity Volunteers
If you volunteer your time for a charity, you may qualify for some tax
breaks. Although no tax deduction is allowed for the value of 
services performed for a charity, there are deductions permitted for 
out-of-pocket costs incurred while performing the services. The 
normal deduction limits and substantiation rules also apply. The 
following are some examples:

• Away-from-home travel expenses while performing services for
a charity, including out-of-pocket costs for round-trip travel,
taxi fares, and other costs of transportation between the airport
or station and hotel, plus lodging and meals at 100%. These
expenses are only deductible if there is no significant element
of personal pleasure associated with the travel, or if your 
services for a charity do not involve lobbying activities.

• The cost of entertaining others on behalf of a charity, such as
wining and dining a potential large contributor (but the cost of
your own entertainment or meal is not deductible).

• If you use your car while performing services for a charitable
organization, you may deduct your actual unreimbursed 
expenses directly attributable to the services, such as gas and
oil costs, or you may deduct a flat 14 cents per mile for the 
charitable use of your car. You may also deduct parking fees and
tolls. If you use your vehicle in providing donated services to a
charity for relief related to Hurricane Katrina during the period
between August 25, 2005 to December 31, 2006, you can 
compute your charitable mileage deduction using a standard
mileage rate equal to 70% of the business mileage rate in effect
on the date of the contribution, rather than the charitable 
standard mileage rate.

• You can deduct the cost of your uniform when doing 
volunteer work for the charity, as long as the uniform has no
general utility. The cost of cleaning the uniform can also 
be deducted.

No charitable deduction is allowed for a contribution of $250 
or more unless the contribution is substantiated with a 
written acknowledgment from the charitable organization.
To verify your contribution:

• Get written documentation from the charity about the nature of
your volunteering activity and the need for related expenses to
be paid. For example, if you travel out-of-town as a volunteer,
request a letter from the charity explaining why you're needed
at the out-of-town location.

• You should submit a statement of expenses if you are 
out-of-pocket for substantial amounts and, preferably, a copy of
the receipts to the charity and arrange for the charity to
acknowledge in writing the amount of the contribution.

• Maintain detailed records of your out-of-pocket expenses –
receipts plus a written record of the time, place, amount, and
charitable purpose of the expense.

When buying a security on “margin,” you are essentially borrowing money from the 
brokerage firm and using your investments with that broker as collateral.

Risk Factors – Buying on margin represents a significant higher risk because you are
borrowing money to buy the securities. Because of these inherent risks, the margin
account agreements give the broker significant latitude in covering declines in margin
portfolio equity. They can make cash calls or sell the stock purchased on margin to
cover the loan amount.

Example: Assume you paid $50 in cash and borrowed $50 from the broker to buy a
$100 share of stock. If that stock increases in value, say to $150 a share, then you
made $50 on your $50 investment or a 100% return on investment. Of course, you will
have to pay the broker interest for borrowing the other $50. Looking at the other side
of the coin, if the stock drops in value to $50, then your entire investment was lost plus
interest on the loan.

Margin Calls – The broker’s margin agreement will require that you have a minimum
equity in the account. That minimum equity varies with brokerage firms, but can be
between 25% and 40%. If your equity in the account drops below the minimum, then
the broker will issue a “cash call” for you to deposit sufficient funds to bring the account
equity back up to the minimum amount. If you fail to do that, brokers generally have the
right, without your permission, to sell the stock purchased on margin to cover the 
minimum equity.

Deducting the Margin Interest – Margin interest paid is deducted as an itemized
deduction. Thus, if a taxpayer does not itemize, he or she is unable to gain any benefit
from having paid the interest. In addition, the investment interest deduction is limited to
net investment income for the year. Net investment income is all of your investment
income less any investment expenses other than the interest for the year.

Example: Assume your margin interest for the year was $700. The only investment
income you had was $300 from dividends and you deducted $50 for investment 
publications, making your net investment income $250 ($300 - $50).Therefore, you can
only deduct $250 of the margin interest and the $450 balance carries over to 
subsequent years.

Be sure you understand the terms of your margin agreement, including interest rates,
collateral terms, original, minimum and maintenance margins, and how notice is given
before selling your stock to cover a margin call. Read the agreement carefully. It may
be a separate agreement or included in the agreement that was originally signed to
open the account.

The 
Benefits & Risks 

of Margin Accounts 
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