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This is the season for taxable dividends and capital gains to show up in your mutual fund
account—and on your tax return.

Many publicly traded companies pay out some portion of their excess earnings to their
shareholders, and the aggregate of these dividends are distributed to, and through, the mutual
funds that own shares of these companies. Most of the time, the dividends are paid out in late
November or early December, and the fund companies are required to pay those cash flows to
investors in the fund at least once a year—typically also in late November or early December.
Investors can choose to receive the dividends as cash in their accounts, and the share price of the
mutual fund drops by the same percentage amount as the dividend paid. Or they can establish a
dividend reinvestment plan, where the dividend is automatically used to buy new shares of the
fund.

Mutual funds are also required to distribute gains if they sell some of their stocks at a profit. If
the investment was held for less than a year, the money is taxed as a short-term gain at ordinary
income rates; if held for longer than a year, it will be taxed at lower capital gains rates. One of
the worst tax traps an investor can encounter is receiving a high capital gains distribution from a
fund that actually lost money during the year; it happens if the fund is liquidating some of the
stocks that went up in value since purchase, while the rest of the portfolio is declining. In this
lose-lose situation, a new investor will be paying taxes on gains that he or she never participated
in.

Interestingly, exchange-traded funds (ETFs), which look and act like mutual funds, actually
don’t have these tax problems. When the manager of an ETF wants to make a trade, he or she
can offer shares ‘in kind’ to authorized traders. No actual sale means no capital gains. Better
yet, the ETF issuing company (or manager) can pick and choose which shares to swap out, which
means they can offer shares with the lowest tax basis, leaving the ETF holding only shares
purchased at or even above the current market price.

Of course, when the investor sells mutual fund or ETF shares, the gain or loss is a taxable event
in and of itself. Many expert advisors will spend this time of year poring over the expected
distributions and any holdings that have losses, and sell them, ‘harvesting’ the losses and
avoiding the taxable distributions—which is one way to reduce the tax bite come April.
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Sources:

https://www.investopedia.com/ask/answers/091715/how-often-do-mutual-funds-pay-capital-
gains.asp

https://www.investopedia.com/news/etf-open-secret-theyre-tax-loophole/

If you have any questions about this article or want to discuss your family finances, investment
portfolio, or financial planning advice, please call on me anytime at my number (215) 325-1595
or you can click here to schedule a meeting.

Please feel free to forward this article and offer to anyone you know who might have financial
questions or need some unbiased advice. Most financial advice is sales advice. In stark contrast,
we are fee-only (non-commissioned) fiduciary advisors. We just provide truthful, unbiased
advice to our clients.



https://www.investopedia.com/ask/answers/091715/how-often-do-mutual-funds-pay-capital-gains.asp
https://www.investopedia.com/ask/answers/091715/how-often-do-mutual-funds-pay-capital-gains.asp
https://www.investopedia.com/news/etf-open-secret-theyre-tax-loophole/
https://ind01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fgo.oncehub.com%2FJeffreyBroadhurst&data=04%7C01%7Cravi.sai%40valentabpo.com%7Cc2154ae8426e46d5e9c908d87a1bec02%7Ca71df7bb6c2043dab7a846b7a3aaa21f%7C1%7C0%7C637393607660653673%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=N26zQRflvyKxXvb7r9Iak0cBuMHFqu12SqyQoZsHzNw%3D&reserved=0

Jeffrey Broadhurst
MBA, CFA, CFP
Broadhurst Financial Advisors, Inc.

000

**PRIVACY NOTICE**

BROADHURST

Financial Advisors, Inc.

This message is intended only for the individual or entity to which it is addressed and may
contain information that is privileged, confidential, or exempt from disclosure under applicable
federal or state law. You are hereby notified that any dissemination, distribution, or copying of
this communication, except in accordance with its intended purpose, is strictly prohibited.

Our physical and mail address:
1911 West Point Pike
P.O. Box 301
West Point, PA 19486-0301

Contact us:
Phone: (215) 325-1595
Email: jeff@broadhurstfinancial.com



https://www.facebook.com/jeffrey.broadhurst
http://www.broadhurstfinancial.com/
https://www.linkedin.com/in/jeffbroadhurst

