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INTRODUCTION

Goldman Sachs is pleased to provide you with our Tax Guide for 2022. This guide provides a  

brief, general overview of certain tax consequences related to mutual fund investing. It does not  

address the tax treatment of IRAs and other tax-qualified accounts that may invest in mutual  

funds. The guide is intended to be used as a reference tool for year-end tax preparation and  

should not be relied upon as a source of professional tax advice. Year-end shareholder letters,  

mailed in late January or early February, will provide you with the specific fund information  

needed to complete your tax returns. Shareholders should consult with their tax advisors  

regarding all specific tax questions.

Q. What factors determine the taxation of mutual funddistributions?

A. In general, the taxation of a mutual fund’s distributions is determined by:

1. the amount and type of income earned on the underlying securities of the fund,

2. gain or loss recognized by the fund on a sale of such securities, and

3. the fund’s holding period of such securities.

Mutual funds are not subject to federal income tax if they satisfy certain specified tax  

requirements and distribute all their income to shareholders. This tax treatment prevents the  

income earned by a mutual fund from being taxed twice – first, at the fund level and second, at  

the investor level. Generally, the taxation of a mutual fund’s distribution depends on the amount

and type of income earned on the underlying securities of the fund, gain or loss recognized by the  

fund on the sale of such securities, and the fund’s holding period of such securities. The nature,  

source, and character of mutual fund distributions to shareholders may result in different tax  

treatment, as discussed below.

A. Distributions From All MutualFunds

Q. Who is eligible to receive mutual funddistributions?

A. The shareholders on the record date of the distribution.

A shareholder is eligible to receive a distribution payment if he holds shares of the fund on the  

“record date” of the distribution. The mutual fund will make the distribution to eligible shareholders  

on the predetermined “payment date.” The “ex-dividend date” is the day when the fund’s net asset  

value (“NAV”) will be reduced on a per share basis by the amount of thedividend distribution.

Q. When are distributions paid toshareholders?

A. Individual mutual funds have various distribution schedules, established in  

accordance with the fund’s prospectus and U.S. tax requirements.

Net investment income dividends are paid monthly, quarterly, semiannually or annually  depending 

on the individual fund’s prospectus. In general, capital gain distributions are calculated  and paid at 

least annually (to the extent a fund has realized net capital gains).

Q. How are distributions from mutual fundstaxed?

A. Distributions of Net Investment Income are taxed as qualified dividends or  

ordinary income.

Distributions of Short-Term Capital Gain are taxed as ordinary income.  

Distributions of Long-Term Capital Gain are taxed as long-term capital gains.  

Distributions From Capital are nontaxable.

1. Net Investment Income and Short-Term Capital Gain Distributions

Distributions paid from a fund’s net investment income (generally, interest, dividends, and securities  

lending income less fund expenses) and net realized short-term capital gains (net realized capital  

gains generated from the sale of securities held for one year or less minus any net realized capital  

losses generated from the sale of securities held for more than one year) are considered to be  

dividend income for U.S. tax purposes. Although distributions from net investment income and net  

realized short-term capital gains may be reflected separately on the shareholder’s account

I. MUTUAL FUND  

DISTRIBUTIONS
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statements, the amounts are aggregated and reported together as ordinary dividends on Box 1a of  

the shareholder’s Form 1099-DIV, Dividends and Distributions (“Form 1099-DIV”).

Distributions of “qualified dividend income” to individual shareholders will be taxed at long-term  

capital gain tax rates. “Qualified dividends” are primarily dividends paid by U.S. and certain foreign  

corporations. To qualify for these reduced rates, the shareholder must hold the stock at least 61  

days during the 121-day period beginning 60 days before the stock’s ex-dividend date. For  

preferred stock, this holding period requirement is extended to 91 days during the 181- day period  

beginning 90 days before the stock’s ex-dividend date. In addition, the amount of distributions that  

are qualified dividends may be reduced as a result of a fund’s securities lendingpractices.

A mutual fund can pass through any qualified dividends it receives to its shareholders. The  

amount of qualified dividends paid by the fund will be reported on Box 1b of the shareholder’s  

Form 1099-DIV. These qualified dividends will be taxed at the long-term capital gain rate (as  

discussed below) provided that the individual shareholder has held the mutual fund shares for  

the required holding period. All other ordinary dividends, including any reported qualified  

dividends received on mutual fund shares held less than the required holding period, are taxed at  

the shareholder’s regular tax rates.

The tax rate on qualified dividends for individuals is generally 15% or 20%, depending on whether  

taxable income exceeds certain threshold amounts. Also, an additional 3.8% Medicare tax will be  

imposed on certain net investment income (including ordinary dividends and capital gain  

distributions received from a fund and net gains from redemptions or other taxable disposition of

fund shares) of U.S. individuals, estates and trusts to the extent that such person’s “modified  

adjusted gross income” (in the case of an individual) or “adjusted gross income” (in the case of an  

estate or trust) exceeds certain threshold amounts.

Under recent tax legislation, individuals and certain other noncorporate entities are generally  

eligible for a 20% deduction with respect to taxable income from REITs and MLPs. Applicable  

treasury regulations permit a mutual fund to pass through to its shareholders qualified REIT  

dividends eligible for the 20% deduction. However, the regulations do not provide a mechanism  

for a mutual fund to pass through to its shareholders income from MLPs that would be eligible for  

such deduction.

To qualify for the 20% deduction with respect to qualified REIT dividends, a shareholder must

hold the stock for more than 45 days during the 91-day period beginning on the date that is 45

days before the stock’s ex-dividend date. The amount of qualified REIT dividends paid by the

fund (if any) will be reported on Box 5 of the shareholder’s Form 1099-DIV. Shareholders should

consult their tax advisors about their eligibility to claim the 20% deduction for any qualified REIT

dividends reported on Box 5.

Under recently issued regulations, funds that earn business interest income are permitted to pay  

section 163(j) interest dividends to its shareholders. A shareholder that receives a section 163(j)  

interest dividend may treat the dividend as interest income for purposes of section 163(j) of the  

Internal Revenue Code if certain holding period requirements are met. Generally, the  

shareholder must have held the fund shares for more than 180 days during the 361-day window  

beginning 180 days before the ex-dividend date. This holding period requirement does not apply  

to dividends distributed by funds that are regulated as money market funds or to regular  

dividends paid by funds that declare section 163(j) dividends on a daily basis in an amount equal  

to at least 90% of its excess section 163(j) interest income and distribute such dividends on a  

monthly or more frequent basis.

2. Long-Term Capital Gain Distributions

Distributions received by a shareholder that are paid from a fund’s net long-term capital gains (net  

realized capital gains generated from the sale of securities held more than one year minus any  net 

realized capital losses generated from the sale of securities held for one year or less) are  

considered to be long-term capital gains for U.S. tax purposes, regardless how long the  

shareholder has held shares in the fund. These distributions are included on the shareholder’s  

annual Form 1099-DIV as capital gain distributions. These distributions should be reflected in the  

long-term capital gain section of the shareholder’s U.S. federal income tax return.
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The tax rate on long-term capital gains for individuals is generally 15% or 20% depending on  

whether taxable income exceeds certain threshold amounts. In certain instances, the tax rate for  

long-term capital gain distributions may be higher or lower depending on the tax bracket of the  

investor and the type of fund assets sold that resulted in the gain. Where applicable, the various  

components of the fund’s long-term capital gain distribution will be reflected on the shareholder’s  

annual Form 1099-DIV. Also, an additional 3.8% Medicare tax will be imposed on certain net  

investment income (including ordinary dividends and capital gain distributions received from a  

fund and net gains from redemptions or other taxable disposition of fund shares) of U.S.  

individuals, estates and trusts to the extent that such person’s “modified adjusted gross income”  

(in the case of an individual) or “adjusted gross income” (in the case of an estate or trust)  

exceeds certain threshold amounts.

Q. What is meant by “buying into a dividend” and how is it relevant for taxpurposes?

A. Buying mutual fund shares shortly before the record date of a fund’s distribution may  

result in adverse tax consequences.

Investors who purchase shares of a mutual fund shortly before the record date for a distribution  

will be fully taxed on their distribution in the same manner as other shareholders, even though the  

distribution reflects a return of a portion of their recent investment. Thus, investors contemplating  

an investment in a fund should inquire in advance regarding any anticipated distributions.

3. Distributions From Capital

Distributions paid to a shareholder as a return of capital generally are not included in the  

shareholder’s taxable income, but instead reduce the shareholder’s cost basis in his or her shares  

of the fund. (A shareholder’s cost basis is generally defined as the cost or purchase price of mutual  

fund shares and usually includes any commissions or sales load charges paid for the shares.) In  

general, distributions from capital are attributable to cases in which a fund distributes more income  

and gains during its tax year than it has actually earned during the tax year. Such distributions will  

be reflected on the shareholder’s annual Form 1099-DIV as nondividenddistributions.

4. State Income Taxation of Dividends

Q. How do mutual fund distributions affect a shareholder’s state income tax liability?

A. Generally, mutual fund distributions are taxable to a shareholder for state and local  

income tax purposes. However, distributions attributable to income earned from  

investments in certain U.S. federal obligations such as U.S. Treasury securities may  

be exempt from state and local income tax. Because state and local tax laws vary from  

state to state, shareholders should consult their own tax adviser regarding the  

application of state and local tax laws to their distributions.

Distributions from income earned on investments in certain federal obligations (including, but not  

limited to, U.S. Treasury, Federal Home Loan Bank, Federal Farm Credit Bank, and Tennessee  

Valley Authority obligations) may be exempt from state income taxation. However, state and local  

tax consequences differ from state to state, so shareholders should consult their own tax advisers  

with respect to their entitlement to “pass-through” treatment of the tax-exempt nature of dividend  

distributions derived from federal obligations. If applicable, shareholders will receive an annual  

statement in January or February from the fund that provides the percentage of income derived

from investments in federal obligations in order to facilitate the calculation of the shareholder’s  

state and local income tax liability. (Please see the section regarding tax-exempt mutual funds for  

additional information.)

5. Dividends Received Deduction

In general, domestic corporations are entitled to a 50% dividends received deduction (“DRD”)  

with respect to dividends received from other domestic corporations. Although a mutual fund is a  

domestic corporation, the fund itself is not entitled to the DRD, nor are corporate shareholders of  

the fund entitled to the DRD with respect to all dividends from the fund. Instead, the corporate  

shareholders of a fund are generally entitled to claim the 50% DRD to the extent of their share of  

the fund’s own dividend income from U.S. companies. Only funds that receive dividends from

U.S. equity securities can pass through the 50% DRD to their shareholders. A mutual fund must
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report in a written notice to shareholders the percentage of the ordinary income dividends  

distributed by the fund that are eligible for the 50% DRD.

6.   Foreign Tax Credits

Generally, an international fund invests in foreign securities that pay income subject to foreign  

withholding tax. If a fund has more than 50% of the value of its assets invested in stock or  

securities of foreign corporations at the end of its tax year, the fund may elect to pass through to  

its shareholders the ability to take, subject to certain limitations, either a foreign tax credit or a  

deduction with respect to the foreign taxes paid by the fund. In such a case, the shareholder’s  

income will also be increased by the amount of said taxes. A fund that makes such an election  

must provide in a written notice to its shareholders the amount to be treated as the shareholder’s  

proportionate share of foreign taxes paid and the portion of fund dividends that represents income  

derived from foreign sources. The foreign tax credit information is also provided on the  

shareholder’s Form 1099-DIV.

B. Distributions and Additional Considerations Relating to Tax-Exempt  

Mutual Funds

Mutual funds that maintain at least 50% of the value of their total assets in tax-exempt  

obligations (state and municipal bonds) at the close of each quarter of their tax year are  

permitted to pass through the tax-exempt nature of their income as tax-exempt dividends to  

shareholders. Tax-exempt dividends are generally not subject to U.S. federal income tax but  

may, in certain cases, be subject to state income taxation or have alternative minimum tax  

consequences, as discussed below.

Q. How are distributions from tax-exempt mutual funds taxed?

A. Tax-Exempt Net Investment Income Dividends are exempt from federal income tax.  

Taxable Net Investment Income Dividends are taxed as ordinary income.

Short-Term Capital Gain Dividends are taxed as ordinary income.
Long-Term Capital Gain Dividends are taxed as long-term capital gains.  

Distributions From Capital are nontaxable distributions.

1. Tax-Exempt Net Investment Income Dividends

If a fund maintains the specified percentage of tax-exempt obligations in its portfolio, as stated  

above, distributions received by a shareholder that are designated as tax-exempt and paid from  

the fund’s tax-exempt net investment income (tax-exempt interest income derived from certain  

state and local obligations including obligations of the District of Columbia and any U.S.  

possessions, minus expenses allocable to such income) are considered to be tax-exempt  

dividends for U.S. income tax purposes. Tax-exempt dividends are generally not subject to U.S.  

federal income tax but may, in certain cases, be subject to state income taxation or have  

alternative minimum tax consequences. Funds paying tax-exempt dividends must report these  

amounts on either Form 1099 or a substitute statement.

2. Taxable Dividends From Tax-Exempt Funds

While a fund may qualify as a tax-exempt mutual fund and be eligible to pass through its tax-

exempt income to its shareholders, the fund may also generate some level of taxable income.  

This taxable income may include distributions from taxable net investment income, short-term  

capital gains and/or long-term capital gains, all of which would be subject to the same type of tax  

treatment previously discussed in Section I.A.

3. State Income Taxation of Tax-Exempt Dividends

Q. Are distributions from tax-exempt mutual funds subject to state income taxation?

A. Distributions attributable to income earned from tax-exempt obligations are generally  

exempt from taxation in the state that issued the obligations. However, since state and  

local tax laws vary from state to state, it is suggested that shareholders consult their  

own tax advisers regarding their tax liability.
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Generally, a state will not tax a shareholder on distributions received from a mutual fund that are  

paid from income generated from obligations issued by that state or its municipalities (and income  

generated from certain federal obligations). However, a state will often tax a shareholder on  

distributions paid by a mutual fund from income earned on an obligation of another state (or a  

municipality of another state). Therefore, in the case of a multistate tax-exempt mutual fund, a  

shareholder can usually exclude from his or her income for state tax purposes only the  

percentage of tax-exempt income distributions attributable to income earned from obligations of

the shareholder’s resident state or certain federal obligations. The shareholder will receive an  

annual statement in January or February from the fund reflecting the percentage of distributions  

paid from tax-exempt income on a state-by-state basis in order to facilitate the calculation of the  

shareholder’s state income tax liability.

4. Alternative Minimum Tax and Other Considerations

Q. Are tax-exempt dividend distributions subject to the Alternative Minimum Tax?

A. Distributions from tax-exempt mutual funds may be considered a tax preference item  

for shareholders subject to the Alternative Minimum Tax.

Shareholders who are subject to the Alternative Minimum Tax (“AMT”) should be aware that in  

some instances tax-exempt interest is considered a tax preference item for purposes of the AMT  

calculation. This tax preference item would include distributions attributable to a fund’s  

investments in certain tax-exempt municipal obligations that are considered to be “private activity  

bonds.” Shareholders will receive annual statements in January or February reflecting the  

percentage of income earned by a fund from private activity bonds. Shareholders should consult  

their personal tax adviser to determine if they are subject to AMT.

In addition, tax-exempt dividends distributed by a mutual fund, whether or not attributable to  

private activity bonds, may affect the extent to which a shareholder’s Social Security or certain  

other retirement benefits are taxable.

Interest on debt incurred by a shareholder to acquire, or to carry, an investment in a tax-exempt  

mutual fund will generally be nondeductible for federal income tax purposes.

5. Tax-Equivalent Yield Calculations

Q. How can a shareholder compare the yields of a tax-exempt mutual fund and a taxable  

mutual fund?

A. There is a mathematical formula that can be applied to enable a shareholder to  

determine the yield he or she would have to earn on a taxable mutual fund in order to  

equal the yield on a tax-exempt mutual fund.

To assess the performance of an investment in a tax-exempt fund relative to a taxable fund, a  

shareholder should consider the tax savings realized from making such an investment. In order to  

do so, the shareholder should calculate a tax-equivalent yield for the fund. For a tax-exempt fund  

that holds exclusively securities issued in the state of residence of the shareholder, the tax-

equivalent yield is calculated by dividing the stated tax-exempt yield of the fund by 1 minus the  

shareholder’s effective federal, state and city income tax rate. For example, assume the  

shareholder is in the 40.8 % federal income tax bracket (includes 3.8% Medicare tax) and is a  

New York City resident. In addition, assume the combined New York State and City tax rate is  

12.7% (assuming all state taxes are not deductible) so that the shareholder’s effective federal,  

state and city tax rate is 53.5%. Assume that the yield of a tax-exempt fund holding New York  

state and municipal securities is 4%. The calculation of the tax-equivalent yield would be: 4% /

.535, or 8.6%. Therefore, for this shareholder an investment in a triple tax-exempt fund with a  

yield of 4% would be comparable on a tax basis to an investment in a taxable fund with a yield of  

8.6%.

A. Purchase and RedemptionActivity

Shareholder transactions including the redemption or exchange of shares in a mutual fund and the  

receipt of dividends under a dividend reinvestment plan are considered to be taxable events that  

typically result in the recognition of income or capital gains or losses for U.S. income tax purposes.

II. SHAREHOLDER  

TRANSACTIONS
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1. Dividend Reinvestment Plans and Cross-Reinvestment of Dividends

Q. Are dividends taxable if the shareholder has elected to automatically reinvest or  

cross-reinvest them in additional shares of a fund?

A. Yes. All dividends are taxable when they are distributed, regardless if they are  

subsequently reinvested or cross-reinvested in additional shares of a fund.

Most mutual funds allow shareholders to participate in dividend reinvestment plans under which  

dividends and/or capital gain distributions are automatically reinvested in additional shares of the  

fund, and are credited to the shareholder’s account. The shareholder has the right to withdraw the  

dividends at any time. Reinvested dividends are still subject to tax as if the shareholder had  

received the dividends in cash. Consequently, reinvested ordinary dividends are taxable as  

qualified dividends or ordinary income, and reinvested long-term capital gain distributions are  

taxable as long-term capital gains. The shareholder’s cost basis for shares purchased with  

reinvested dividends is the same as if the shareholder had purchased the shares for cash.

In addition, certain mutual funds also allow shareholders the ability to elect to cross-reinvest  

dividends and capital gain distributions paid by a fund at NAV without a sales charge in shares of  

another fund. Cross-reinvested dividends are still subject to tax as if the shareholder had received  

the dividends in cash. Consequently, cross-reinvested ordinary dividends are taxable as qualified  

dividends or ordinary income, and cross-reinvested long-term capital gain distributions are taxable  

as long-term capital gains. The shareholder’s cost basis for shares that are purchased with cross-

reinvested dividends is the same as if the shareholder had purchased the shares for cash.
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2. Cost Basis of Shares Purchased and Calculation of Capital Gains or  

Losses of Shares Redeemed

When a shareholder redeems or exchanges shares in a mutual fund, the transaction will generate  

a capital gain or loss. The amount of the capital gain or loss is the difference between the cost  

basis of the shares and the amount the shareholder realizes from the redemption or exchange.

The cost basis is generally defined as the cost or purchase price of the mutual fund shares and  

usually includes any commissions or sales load charges paid for the shares. However, different  

basis rules apply in the case of shares received by gift or inheritance. The amount realized from  

the disposition of shares is typically defined as the proceeds received for the shares reduced by  

expenses such as sales commissions or redemption fees. The amounts realized from  

redemptions and exchanges during the year will be reported to shareholders and the IRS on  

Form 1099-B, Proceeds from Broker and Barter Exchange Transactions (“Form 1099-B”). This  

form is mailed to shareholders on or before February 15 of the year following the year in which  

the redemption or exchange occurred.

IRS rules require firms that produce Forms 1099-B to include cost basis information to both the  

IRS and redeeming shareholders. This reporting is only required for mutual fund shares acquired  

and sold on or after January 1, 2012. Cost basis information for shares acquired prior to January  

1, 2012 will not be reported to the IRS. When required to do so, the mutual fund will report cost  

basis information to the IRS using a default methodology unless the shareholder instructs  

otherwise.

To calculate the amount of capital gain or loss upon a disposition of shares, a shareholder must  

determine which shares were redeemed and the cost basis of those shares. If the mutual fund  

shares were acquired all on the same day and for the same price and are subsequently all  

redeemed on the same day, the shareholder’s cost basis will generally be the purchase price of  

the shares plus any commissions or sales load charges paid for the shares. The amount of the  

shareholder’s gain or loss generated by the redemption can be determined by subtracting the  

cost basis from the amount of the redemption proceeds. In situations where shares are acquired  

at various times and at different prices (including through participation in a dividend reinvestment  

plan) and are subsequently all redeemed on the same day, the amount of the gain or loss can  

generally be determined by multiplying the purchase price by the number of shares for each  

purchase date, aggregating those products, and subtracting that total from the amount of the  

redemption proceeds.

However, when a shareholder makes a partial redemption of his or her shares, the calculation of  

the gain or loss can be considerably more complicated. The Internal Revenue Service (“IRS”)  

currently permits investors to elect one of the following methods to identify the shares redeemed  

and compute the cost basis of those shares: (1) average cost method, (2) specific identification  

method, or (3) first-in/first-out (“FIFO”) method.

Average Cost Method

A shareholder may elect to use an average cost method to calculate the cost basis of his or her  

shares if the shareholder has the shares on deposit in an account handled by a mutual fund (i.e.,  

in book entry form) or by a broker who acquires and redeems the shares on the shareholder’s  

behalf. However, if a shareholder has possession of certificates representing the shares in a fund,  

the shareholder may not use the average cost method for that fund.

Under the average cost method, the per share cost basis is calculated by dividing the aggregate  

cost of all shares by the number of shares the shareholder owns. Shares are considered to be  

redeemed on a FIFO basis for purposes of determining the holding period of the shares.

It is important to note that the cost basis reporting rules that came into effect on January 1, 2012  

do not apply to shares held in a mutual fund account acquired prior to this date. Therefore, a  

shareholder that has elected to use the average cost method for shares held in a mutual fund  

account prior to January 1, 2012 must continue to use the same method for all transactions  

associated with those particular shares and may not change to another method without the  

approval of the Commissioner of the IRS.
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Specific Identification Method

This method allows shareholders to specify which shares are to be redeemed. Consequently,  

when a partial redemption is made, the shareholder is permitted to select the specific blocks of  

shares to be redeemed. However, for a shareholder to use this method, the IRS requires an  

adequate identification to be made of the shares redeemed. Adequate identification generally  

involves a two-step process. First, at the time of the redemption or exchange, the shareholder  

must specify to his or her broker or to the mutual fund the particular shares to be redeemed or  

exchanged. Second, the IRS requires that the shareholder request and receive written  

confirmation of the shares redeemed from the broker or mutual fund.

FIFO Method

Under the FIFO method, the first shares purchased are deemed to be the first shares redeemed.

3.   Holding Period of Investments

Q. How does a shareholder determine whether the capital gain or loss on the redemption  

of shares is short-term or long-term?

A. A shareholder must first determine the holding period of the shares.
Short-term – gains and losses generated from securities held one year or less.  

Long-term – gains and losses generated from securities held greater than one year.

When a shareholder redeems mutual fund shares, the shareholder must determine his or her  

holding period in order to correctly reflect the character of the capital gain or loss as short-term or  

long-term. The holding period should be determined by using the trade dates. Trade date is  

defined as the date on which a shareholder contracts to buy or redeem mutual fund shares. The  

settlement date is the date that mutual fund shares must be delivered and payment made. Most  

mutual funds will reflect the trade date on the shareholder’s purchase and redemption  

statements. The holding period determines whether the gain or loss upon the redemption of  

shares is a short-term capital gain or loss, or a long-term capital gain or loss.

There is a special tax rule that if a shareholder purchases shares in a fund, receives a long-term  

capital gain distribution from the fund and then, within six months or less of the purchase of those  

shares, redeems the shares and realizes a capital loss, the shareholder must report the capital  

loss as a long-term capital loss to the extent of the capital gain distribution. For example, assume  

a shareholder purchases shares in a fund on September 1, 2022 and receives a capital gain  

distribution on December 22, 2022 in the amount of $100. Further, assume that the shareholder  

redeems his or her shares on December 27, 2022 (within six months from the date of purchase of  

the shares) and realizes a capital loss in the amount of $150. In accordance with this special tax  

rule, $100 of the capital loss should be reported as a long-term capital loss (which is the amount  

of the capital gain distribution received by the shareholder) and the remaining $50 should be  

reported as a short-term capital loss.

4. Redemption of Tax-Exempt Mutual Fund Shares

Q. Are short-term and long-term capital gains resulting from the redemption of shares of  a 

tax-exempt mutual fund taxable?

A. Yes.

Shareholders should be aware that short-term and long-term capital gains resulting from the  

redemption of shares of a tax-exempt fund are taxable and proceeds from such transactions will  

be reported to the shareholder (and the IRS) on Form 1099-B. Cost basis would only be reported  

to the IRS if the shares sold were purchased on or after January 1, 2012.

In addition, there is a special tax rule that if a shareholder has held shares in a tax-exempt mutual  

fund for six months or less and sustains a loss on the redemption of the shares, the loss will be  

disallowed to the extent of the amount of the tax-exempt dividends received. For example,  

assume a shareholder purchases shares of a tax-exempt mutual fund on September 1, 2022 and  

realizes a short-term capital loss in the amount of $200 upon redemption of the shares on  

December 27, 2022 (less than six months from the date of purchase). Further, assume that
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during the period September 1, 2022 and December 27, 2022, the shareholder receives tax-

exempt dividends from the fund in the amount of $50. In accordance with this special tax rule, the  

shareholder will only recognize short-term capital loss in the amount of $150, and the remaining

$50 loss would be disallowed, because the shareholder received tax-exempt dividends in the  

amount of $50.

The above rule does not apply to tax-exempt dividends paid on mutual fund shares acquired after  

December 22, 2010 if the mutual fund declares tax-exempt dividends on a daily basis in an  

amount equal to at least 90% of its net tax-exempt income and distributes the dividends monthly  

or more frequently.

5. Exchange Privileges

Q. Is the exchange of shares in one fund for shares of another fund considered a  

taxable event?

A. Yes. Shares that are exchanged are treated as if they were sold for cash and the  

proceeds invested in shares of another fund. Accordingly, any gain or loss on the  

investment in the original shares is taxable as capital gain or loss in the year in which  

the exchange occurs.

An exchange privilege is a feature offered by many mutual funds and provides the ability to  

exchange shares in one mutual fund for shares in another mutual fund. Any exchange of shares  

of one fund for shares of another fund is considered a taxable event and is treated as if the  

shareholder redeemed his or her shares in one fund and used the proceeds to purchase the  

shares of another fund. Accordingly, any gain or loss on the investment in the original shares  

should be reported as a capital gain or loss in the year in which the exchange occurs. The  

proceeds from an exchange are reported to the shareholder on Form 1099-B by February 15 of  

the year following the calendar year of the exchange.

Q. Is the exchange of shares in one class for shares in a different class of the same fund  

considered a taxable event?

A. No. Many mutual funds offer several classes of shares with different expense  

structures. However, the exchange of shares into a different class of the same fund is  

generally a nontaxable event.

6.   Wash Sale Transactions

Q. Are there tax consequences associated with redeeming shares at a loss and  

subsequently repurchasing the same shares?

A. When shares are redeemed at a loss and repurchased within a 61-day period,  beginning 

30 days before the redemption and ending 30 days after the redemption, the  loss 

resulting from the redemption is disallowed for tax purposes.

There is a special tax rule known as the “wash sale” provision that may apply in situations in  

which a shareholder redeems fund shares at a loss and subsequently reacquires shares of the  

same fund. In general, a wash sale occurs when shares are redeemed at a loss and repurchased  

within a 61-day period, beginning 30 days before the redemption and ending 30 days after the  

redemption. The loss resulting from such a redemption is not deductible for tax purposes and  

must be added to the cost basis of the newly acquired shares. In addition, the holding period of  

the newly acquired shares will include the holding period of the shares redeemed at a loss.

7. Treatment of Certain Sales Load Charges

Q. Do sales load charges affect the cost basis of an investment?

A. Yes. Generally, sales load charges are included in the cost basis of the shares  

purchased and are reflected in the capital gain or loss realized upon redemption of  

the shares.

In general, the amount of a sales load charge is included in the cost basis of shares purchased by  

an investor and will result in a reduction of the capital gain (or an increase of the capital loss)
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upon the redemption or exchange of the shares. However, special rules apply to shareholders  

who have reinvestment privileges that allow them to use the redemption proceeds of their original  

investment to purchase shares in another fund of the same mutual fund family without incurring  

an additional sales load charge. A shareholder cannot include the sales load charge in the cost  

basis of acquired shares in computing gain or loss on those shares if the shareholder exchanges  

those shares within 90 days of the purchase date for new shares in the same mutual fund family  

for which the sales load charge is waived. Instead, the amount of the original sales load charge  

should be added to the cost basis of the newly acquired shares. Please note that this rule only  

applies if the new shares were acquired no later than January 31 of the following calendar year.

B. Withholding Taxes

1. Certification of Taxpayer Identification Numbers by U.S. Shareholders

Q. Why are U.S. shareholders required to certify their Taxpayer Identification Number?

A. As a control measure, the IRS requires a mutual fund to obtain certification that the  

taxpayer information the fund is receiving from its shareholders is correct.

In order to verify taxpayers’ investment earnings, the IRS tries to ensure that the proper Taxpayer  

Identification Numbers (“TINs”) are reflected on shareholders’ Form 1099s by requiring the  

shareholder to certify, under penalties of perjury, that the TIN provided to the mutual fund complex  

is correct. This is usually accomplished by having a shareholder sign the appropriate disclosure on  

the mutual fund application or file a Form W-9, Request for Taxpayer Identification Number and  

Certification, with the mutual fund. Failure to complete this certification will automatically result in  

backup withholding being applied to the shareholder’s reportable payments.

2. Backup Withholding Tax

Q. What happens if a shareholder fails to certify his or her taxpayer identification number  

or if the number provided is incorrect?

A. If proper certification is not on record for a shareholder, the mutual fund is required to  

withhold 24% of all reportable payments.

The IRS, as a means of guaranteeing that it will receive taxes from investment income, has  

imposed backup withholding regulations for a shareholder who has (a) failed to certify a TIN, (b)  

filed an incorrect TIN or (c) failed to report all dividend and interest payments on his or her tax  

return. Under these regulations the fund will be required to withhold 24% of all taxable and tax-

exempt dividend payments and, in cases (a) and (b) above, 24% of any proceeds paid to the  

shareholder as a result of the redemption of shares. The shareholder should be aware that once  

taxes are withheld, the shareholder cannot reclaim them from the mutual fund complex, but must  

file for a refund with the IRS.

Certain taxpayers are exempt from the backup withholding regulations. These taxpayers include  

domestic C corporations, tax-exempt organizations and individual retirement plans, federal and  

state governments and their related agencies, real estate investment trusts, regulated investment  

companies, common trust funds, securities and commodities dealers, financial institutions, futures  

commission merchants registered with the CFTC, and brokers registered under the Investment  

Advisers Act. Please note that although these entities are exempt from backup withholding, they will  

be solicited for a valid TIN on the mutual fund application for recordkeeping and systems purposes.

3. Certification of Nonresident Alien Status

Q. Is there any certification required for non-U.S. residents?

A. Foreign shareholders residing outside the U.S. are required to certify that they are  

non-U.S. residents and document their country of permanent residence.

Foreign shareholders who are not residents of the U.S. are required to certify their status as  

nonresident aliens or foreign entities by filing the applicable Form W-8, Certificate of Foreign  

Status (i.e., Form W-8BEN for foreign beneficial owners-individuals, Form W-8BEN-E for foreign  

beneficial owners-entities, Form W-8IMY for foreign intermediaries or foreign partnerships, Form
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W-8EXP for foreign governments and other foreign exempt organizations or Form W-8ECI for  

foreign persons whose investment in the fund is effectively connected to a U.S. trade or business)  

with the mutual fund. If a shareholder fails to certify his or her status, the U.S. backup withholding  

regulations require the fund to withhold 24% of all taxable dividend payments as well as 24% of  

any proceeds paid to the shareholder as a result of the redemption of shares.
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4. Nonresident Alien Withholding Tax

Q. Are non-U.S. residents subject to U.S. income taxation on mutual fund distributions?

A. Mutual funds are generally required to withhold at a rate of 30% (or the lower tax treaty  

rate, if applicable) of the taxable dividend distributions, including short-term capital  

gain distributions paid to nonresident alien or other foreign shareholders. However,  

Section 871(k) of the Internal Revenue Code eliminates withholding on distributions  

attributable to short-term capital gains and qualified interest income.

Mutual funds are required to withhold at a rate of 30% on distributions of net investment company  

taxable income paid to nonresident alien or foreign shareholders. This rate may be reduced if the  

shareholder is a permanent resident of a country that has negotiated a tax treaty with the U.S.  

Net investment company taxable income includes all interest, dividends, and other types of  

ordinary income earned by a mutual fund, plus net short-term capital gains, less fund expenses.  

However, mutual funds are permitted under Section 871(k) of the Internal Revenue Code to  

designate distributions of short-term capital gains and qualified interest income as exempt from

U.S. withholding tax when paid to nonresident alien or foreign shareholders.

A nonresident alien or foreign shareholder will receive a Form 1042-S, Foreign Person’s U.S.  

Source Income Subject to Withholding, reflecting the gross income paid to the shareholder and  

the amount of withholding tax paid from the account. A copy of this report is also filed with the  

IRS. Assuming a nonresident alien or foreign shareholder provides the applicable Form W-8  

discussed previously, withholding will generally not apply to capital gain distributions, distributions  

from capital, tax-exempt dividends, and redemption proceeds.

A nonresident alien shareholder may also potentially be subject to U.S. estate tax.

Mutual funds are required to withhold U.S. tax (at a 30% rate) on payments of dividends made  

to certain non-U.S. entities that fail to comply (or be deemed compliant) with extensive new  

reporting and withholding requirements designed to inform the U.S. Department of the  

Treasury of U.S.-owned foreign investment accounts. Shareholders may be requested to  

provide additional information to enable the mutual fund to determine whether withholding is  

required.
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