
the economy is booming and nosedive  when the 

economy slows and credit risk increases.   Right 

now is a transition time --  the economy appears to 

be bottoming out and about  to turn.  If you move 

into high - yield, keep your bond duration short (no 

more than 18 months).   If you want to diversify, 

own both.  

 

Note: During our recent financial crisis, even 

investment - grade bonds and tax - free municipal 

bonds experienced temporary p rice declines  as 

investors  fled to risk free U.S. Treasuries.  

 

Tax on Capital Gains 0% 

THROUGH 2010   
You may not realize that recent tax changes allow 

those in the bottom two tax brackets to pay 0%  

Federal Income Tax on capital gains and dividends 

for 200 8 through 2010.  

 

This is good news for anyone who doesn't generate 

a lot of taxable income, such as retirees who are 

tapping taxable accounts over the next few years 

and have little other income besides Social Security 

in the current year. Individuals with  taxable income 

(income after accounting for all deductions) of up 

to $32,550 for singles and $65,100 for couples 

may be able to harvest some capital gains at 0% tax 

rates.  

If you have assets in a taxable account that have 

appreciated, you can sell them and realize the 

gains tax free up to the limit and buy them back 

(after 30 days) to obtain a higher cost basis .  
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FINANCIAL FOCUS 

Whatõs the Market Forecast?  

      I donõtõ worry about weather 

predictions or market predictions!  

    Rather than trying to predict rain, I 

design and build arks.   

 

Itõs all about designing and building a 

diversified portfolio to manage and minimize 

downside risk in poor - markets  and capitalize 

on market opportunities in strong - markets!  

 

Risks of Bonds  
There are really only two major risks associated  

with buying bonds: interest - rate risk  for 

investment - grade bonds and credit risk  for high -

yield bonds.  Typically , when the economy is 

stalling  and the Federal Reserve lowers  interest 

rates to stimulate the economy ñ investment 

grade bonds do well an d appreciate in price .  

When the economy is booming and the Federal 

Reserve raises interest rates to reduce  inflation  ñ 

invest ment grade bonds take a nosedive . In 

contrast, high - yield bonds tend to do great when 
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How to Calculate  Cost Basis? 

Do you have and investment or asset that you plan 

to sell in the future? Do  you know how to calculate 

its cost basis ? 

Your cost basis is essentially the cost of an 

investment or asset ñthe amount you will use to 

determine your profit or loss when you sell that 

investment. The higher your cost basis, the less 

gain there is to be ta xedé and therefore the lower 

your tax bill. Assume you purchased $1,000 of 

company stock each year for 10 years (at a total 

cost of 10,000) and it is worth $20,000 when you 

sell it realizing a 10,000 capital gain.   If you 

cannot substantiate the cost , the  IRS will assume it 

to be $0 and assume your capital gain to be 

$20,000 unless you can prove otherwise . That is 

why it's so important to keep track of the cost 

basis of any investment you own.  

How do you calculate your cost basis? Well, it 

depends on how y ou acquired the property and 

other factors.  

1.  Purchase -  The cost basis of stock you 

purchase is what you pay for it , plus the 

commission you pay.  

 

2.  Gift  -  The cost basis of securities you receive 

as a gift depends  on whether your ultimate 

sale of the stock produces a profit or loss. Itõs 

either the cost basis of the donor or the 

market value at time of the gift -  whichever is 

lower .  

 

3.  Inheritance  -  When you inherit stock or other 

property, your basis is usually the value of the 

asset on the date of death of t he previous 

owner. However there is an exception for large 

estates requiring a federal estate tax return. 

Other factors related to inherited assets:  
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 If you own stock or other assets with a 

spouse as joint tenants or tenants by the 

entirety ñ the survivor is  treated as 

though he or she inherited half of the 

stock, with its basis increased to current 

market value.  

 In a community - property state, the 

entire basis of community property 

inherited by a spouse may be increased 

to date - of - death market value.  

 When un married individuals own 

property as joint tenants, the portion of 

the basis that's stepped up when one 

owner dies ñis determined by the 

deceasedõs contribution to the purchase 

price.  

 When a survivor can't prove his or her 

contribution, the IRS assumes the 

deceased owner provided all of it.  

4.  Divorce  -  When property is transfer red to an 

ex- spouse as a result of a divorce, the cost 

basis is also transferred. The new owner is 

responsible for the income tax on 100% of 

the appreciation.  

 

5.  Holding period  -  When you  sell shares, you 

need to know exactly what your cost basis is 

to pinpoint the taxable gain or loss. Because 

redemptions can produce short or long term  

results, you also need to track the holding 

period of all shares you own including 

dividend - reinvestment .  

 

6.  Which shares were sold?  It is assumed that 

the first shares sold are the fi rst ones you 

bought.  This rule is often referred to as 

FIFO, for "first in, first out." However, you 

can direct a broker to sell shares based on 

specific purchase dates other th an FIFO. 

 

   Synthesizing Complex Problemsé 



7.  Adjustments To Cost Basis  

 Stock Splits -  When a company in which you 

own stock declares a stock split, your basis in 

the shares is spread across both the new and 

old shares. Say you own 100 shares with a 

basis of $10 each in a fi rm that declares  a 

two - for - one split. Your total basis of $1,000 

(100 x $10) would be spread among the 200 

shares, giving each share a basis of $5.  

 Stock Spin - offs  -  When a company in which 

you own stock declares a stock spin - off of 

another company (e.g., Allstate was spu n- off 

of Sears) your basis in the shares is spread 

across both the new shares (Allstate) and old 

shares (Sears).  

 Dividend Reinvestment  -  One area that's easy 

to overlook when figuring your basis, is 

shares that you've acquired through 

automatic dividend - reinvestment. When you 

purchase shares using reinvested dividends, 

it's as if the dividends were paid to you in 

cash, and then you immediately used that 

cash to purchase new shares. Thus, if you 

receive $500 in dividends which are 

automatically reinvested an d it buys you 25 

additional shares, your basis in each share 

would be $20.00 ($500 divided by 25).  

8.  Mutual Funds ð Calculation of cost basis for 

mutual funds is similar to that for stocks.  

However there are some exceptions:  

 Average basis  ð the IRS does pe rmit mutual 

fund investors to use an "average" cost basis 

  Our Financial services include:   
 Investment Strategies  

 Retirement Planning  

 Education Funding  

 Tax Planning  
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for figuring gain or loss on the sale of fund 

shares. The òaverageó method is not available 

for stocks.  

 Adjusted Basis  ð Finally, you may need to 

adjust the basis of your mutual fund shares 

in cert ain circumstances including: 

òundistributed capital gainsó and òreturn of 

capital (nontaxable) distributionsó.  

 

Does this seem to be overly complex?  Do 

you need help in calculating the cost basis 

for one or more investments that you own?  

Give me a call or send me an email to 

discuss your situation in more detail.  

 

 Retirement Plan ning   

Letõs test you r knowledge and your ability to answer 

mission critical questions.  

1.  What percentage of your income will Social 

Security replace?  

2.  What does the term ôinflationõ really mean?  

3.  What does the abbreviation ôIRAõ stand  for?  

4.  How much savings do you n eed to maintain  your 

current  lifestyle in retirement?  

5.  How much should you be saving every month  for 

retirement ? 

6.  How lo ng will your savings last in retirement?  

7.  Do you h ave a Retirement Income Plan ?  

           Iõll discuss answers in the next news letter.  

 

     

 

 Tax Preparation  

 Insurance S ervices  

 Estate Planning  

 Portfolio management ð 401k, IRA, TSA  

 

  

                                                          éDeveloping Innovative Solutions 

Call 610 - 868 - 9000 , ext.104 to schedule a free consultation!  

 



 

 
 

 
 

 
 

 

 
 

 
 

 

 
 

 
 

 
 

 

 
 

 
 

 
 

 
 

 

 
 

 
 

 
 

 

 
 

 
 

 

 
 

 
 

 
 

 

 

 

Valley National Financial Advisors  

1605 Valley Center Parkway  

Bethlehem, PA  18017  

Address Service Requested  

 

 

1605 Valley Center Parkway, Suite 160  

Bethlehem, PA 18017  

 

 

Directions from Route 22 & Schoenersville Rd. e xit:   

Go north about ½ mile on Schoenersville Rd.  

Turn right at light onto Valley Center  Parkway. 

Proceed to building 1605 on right.  

 

 

Michael Ippoliti , MBA, CFP® 
A Certified Financial Planner TM professional 

 

mippoliti@ValleyNationalGroup.com  

Phone:     610 - 868 - 9000 x104  

Toll Free:  800 - 383 - 8297  

 

Securities offered through Valley National Investments, Inc.  Member FINRA, SIPC 

 
 

Choosing a Financial Planner  

 Most financial planners assess every a spect 

of your financial life ð-  including saving, 

investments, taxes, insurance, retirement 

and estate planning ð-  and help you 

develop a comprehensive financial plan for 

meeting all of your goals.    
 

 

 

 

Check out or search for a financial planner, 

adviso r, or broker using the following sites:  

www.fpanet.org/plannersearch  

www.cfp.net/Search  

www.finra.org  
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