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business beat

A lifetime of events has happened since, but do you remember the
GameStop stock trading fiasco mere weeks ago? The event held
several financial lessons, but let’s focus on just one: Brokerage
digital apps like Robinhood have famously made trading stock

an everyday man’s game. But it’s leaving many new investor

hobbyists with shocking tax bills.

Investment and stock trading apps started trending a few years

ago. It can be easy and downright addicting to throw a few dollars

in every month (or more often) and choose where to invest—all
through just a few smartphone clicks and swipes. Robinhood
became the new poster child of these apps, thanks to its involvement
in the GameStop event. But E*TRADE, Acorns, SoFi and some famil-
iar names like TD Ameritrade, Charles Schwab and Fidelity have

similar zero-commission brokerage services available through apps.

WHY ARE THEY TAXED?

If you've traditionally traded within a retirement account like a
Roth IR A, you may be used to enjoying tax-free gains in the stock
market. But certain apps like Robinhood don’t allow customers
to trade within retirement plans. Gains in these accounts are

mstead taxed as investment income.

“So traders who sell winners need to set aside cash or have a
strategy for paying taxes when they come due. Estimated quar-
terly payments may also be required, and there’s a penalty for

noncompliance,” warns The Wall Street Journal.

These apps are also designed to make you trigger-happy: buying and
selling faster than you usually would. This can cost you extra when
it comes to taxes. When you hold onto investment gains for a while,
you can qualify for a more advantageous capital gains tax. But when
you sell gains quickly—within one year—that’s called a short-term
gain, which is taxed at the higher ordinary income taxrate.

OTHER COMPLICATIONS

Every transaction made in a taxable account must be reported

and provided to you on a special 1099. When you trade hun-
dreds—maybe even thousands—of times, that'’s a lot of paperwork.
TD Ameritrade’s guide to its 1099s alone is 35 pages long. The
document is meant to summarize what you’ll see in the actual 1099
forms you'll receive. Many app-based traders who make money in
the stock market receive hundreds of pages of tax documents that

they must then make sense of before taxes are due.

Dozens of transaction types result in varying degrees of taxation.
Did you receive money on dividends? Did you participate in a

“wash sale” of stock? Did you sell fractional shares? Did you

use options instead of purchasing stocks outright? Did you trade
silver or other precious metals? Or did you trade enough for your
new hobby to be considered a business? Each of these activities

can affect the taxes you owe, some positively, some negatively.

The bottom line is to respect these apps and the power they
hold. Trading on your phone may feel like a game, but it can
bear substantial financial risks and can lead to surprising tax
obligations. Be prepared by consulting your tax advisor early

and often as events unfold.

Steven Bankler has more than 44 years of experience in the
accounting industry. Steven’s expertise lies in consulting, planning,
tax, and asset protection as well as exit strateqy services for closely
held businesses. He also provides litigation support (both as a tes-
tifying expert witness and a consulting expert), business negotia-
tions and estate planning. Visit www.bankler.com for additional
tax strateqy tips and to learn more about Steven Bankler, CPA, Lid.
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Our Job

LOOKING FOR
A PROACTIVE CPA?

Only seasoned, knowledgeable CPAs
will manage your business! Period.

s To Put Money in Your Pocket!®

If you have a
family-owned or
closely-held business,
we're now taking
applications for

potential clients.
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BEST PLACES TD'WORS
Soeves Lankler, PR, Lod

FREE

Initial interview.
Call to apply

210.691.3133 | bankler.com
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