Homestead Funds’ Helpful Tips

Simplifying Tax Time
for Investors

For many Americans, the date April 15 conjures feelings of anxiety or even dread.
Often, what causes these unpleasant feelings is not just the ﬁnancial pain of paying
taxes, but also the insecurity of not knowing the rules as far as what’s taxable and
at what rate.
This information sheet is designed to help Homestead Funds’ investors ﬁgure
out who may need to pay investment-related taxes and what forms and paperwork
are necessary.

Tax-deferred accounts, such as IRAs
If your money is in an Individual Retirement Account
(IRA), your account earnings are tax-deferred or tax-free,
depending on the type of IRA you have. That means you
will not have to pay any tax until you make a withdrawal
from the account.
If you have a Traditional or Rollover IRA and took
money out of that account, you will owe income tax
on the amount you withdrew, called a “distribution.”
(That’s true unless you funded your IRA with nontax-deductible contributions, in which case only the
earnings are taxable.) Furthermore, if you had not
reached the qualiﬁed retirement age (59 ½, as deﬁned
by the government) when you made the withdrawal,
you may possibly face a 10 percent tax penalty on the
amount withdrawn.

If you have a Roth IRA and took money out of your
account, your distribution is tax- and penalty-free,
provided you are age 59 ½ or older and your account
was open for at least ﬁve years. Other exemptions may
include disability, the ﬁrst-time purchase of a home or a
beneﬁciary distribution due to death.
If you are retired and have a Traditional or Rollover
IRA, you should be aware that the government requires
you to start taking money from your IRA soon after
you reach age 70 ½. Homestead Funds will send you a
reminder when it’s time to start taking these Required
Minimum Distribution payments. Roth IRAs are not
subject to the same Required Minimum Distribution
payments. Please see the Helpful Tips fact sheet
Taking Your Required Minimum Distribution for
more information.

“ We often get calls from investors who need help
understanding their responsibilities regarding taxes on
mutual fund investments. This information will help you
understand what action to take regarding your investment
earnings when ﬁling your federal tax return this year.”
– Makia Tillman
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This guide is meant as a starting point to understanding your
federal tax responsibilities. State tax laws vary and are not
addressed here.

Tax-friendly investment strategies
You don’t have to be rich to make use of the following tax-friendly investment strategies:
Invest in tax-deferred accounts.

To help you save more for retirement, most retirement
accounts delay the tax due on your investment earnings
until you begin withdrawals. These are called taxdeferred accounts. Examples of tax-deferred accounts
are 401(k) and 403(b) plan accounts and Individual
Retirement Accounts (IRAs). In addition, there are
tax-deferred accounts for education savings, such as
Education Savings Accounts.

Invest in tax-free accounts.

If you invest in a Roth IRA and keep your money there
at least five years and withdraw it after age 59 ½, your
investment earnings are tax-free!

Distributions from IRAs may be subject to income tax and, if taken before age 59 ½, are subject to a 10 percent premature
distribution penalty. Distributions from Education Savings Accounts used for expenses other than qualiﬁed education
expenses may be subject to federal or state income taxes as well as penalty taxes.

Taxable accounts
If your money is in a regular taxable account, you’ll owe
tax on the amount of money your fund earned for you.
A fund’s earnings are distributed to shareholders in
the form of income or capital gains, which are either
paid to you in cash or automatically reinvested in your
account. Your share of any Homestead Funds earnings
distributions will be reported to you on Form 1099-DIV,
sent to you in January.
Also, if you sold shares or made an exchange from
one fund to another, you’ll need to determine if your
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transaction resulted in a capital gain or loss and the
amount of any tax due. To calculate this, you’ll need to
know the cost of the shares that you sold, called your
“basis,” as well as the sale price and your holding period.
Your year-end account statements include purchase and
sale prices for all of your fund transactions in any given
year. Once you have your statements in hand, you can
refer to IRS Publication 564, Mutual Fund Distributions,
or see your tax professional to calculate your cost basis
and determine any tax due.

Forms and paperwork you will need
While gathering the necessary forms and documents
for tax time may feel like a burden, thanks to technology
most of what you’ll need is available on the Internet or
is a phone call away. Here are the papers you’ll want to
have handy at tax-ﬁling time:

• IRS Form 1099-B lists proceeds from any sale or
exchange of fund shares held in a taxable account.
Refer to this form plus your year-end account
statements to calculate your basis and determine the
amount of any tax due.

• Your Homestead Funds’ year-end statements. You
may need to refer to current and prior year statements
in order to determine the amount of tax you owe as a
result of selling or exchanging shares held in taxable
accounts.

• IRS Form 1099-R reports any distribution taken from
an IRA or other type of retirement account and the
amount withheld for payment of federal income tax.

• IRS Form 1099-DIV, which Homestead Funds sends
to you at the end of January, reports any dividends
or capital gains earned by your funds. Mutual funds
are required to pass these distributions through to
shareholders. For investors in taxable accounts, these
distributions — whether paid or reinvested — are
generally taxable to you in the year earned.

View tax forms online
If you misplaced any of these tax forms, log in to your
account at homesteadfunds.com. Tax forms are posted
online after they are mailed to shareholders. Tax forms
for the current tax year are typically available in late
January of the following year.

Save all of your year-end mutual fund
statements. You’ll need these to calculate your
cost basis if you own taxable accounts.
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Do you have more questions?
Just call us at 800.258.3030 to speak with one of our
friendly client services associates and to request a
prospectus. Investors are advised to consider fund
objectives, risks, charges and expenses carefully before
investing. The prospectus contains this and other
information. Read the prospectus carefully before you
invest or send money.

Helpful resources
Homestead Funds is here for you. If you need a duplicate
statement or tax form mailed to you, call one of our
friendly associates at 800.258.3030. Please allow us a
few weeks to retrieve and mail this information to you.
The Internal Revenue Service has a comprehensive
website with forms and explanatory publications you
can download. You may also be eligible to ﬁle your
federal taxes electronically free of charge if you go
through the IRS site. Go to the oﬃcial website for the
IRS at irs.gov.

We have helpful tips on other investment topics, too!

Download a complimentary fact sheet about
any of the following topics from our website
at homesteadfunds.com, or call one of our
friendly associates at 800.258.3030.
Building Your Retirement Savings
Deciding What to Do with Your 401(k)
Handling Investment Risk
Managing Your Savings in Retirement
Saving for Education
Simplifying Account Management
Taking Your Required Minimum Distribution
Understanding Mutual Fund Costs

Mutual funds are subject to market risk, including the potential loss of principal invested.
The information provided herein is not directed at any investor or category of investors and is provided solely as general information about
our products and services and to otherwise provide general investment education. No information contained herein should be regarded as
a suggestion to engage in or refrain from any investment-related course of action as none of Homestead Funds, RE Advisers, nor any of
its affiliates is undertaking to provide investment advice, act as an adviser to any plan or entity subject to the Employee Retirement
Income Security Act of 1974, as amended, individual retirement account or individual retirement annuity, or give advice in a fiduciary
capacity with respect to the materials presented herein. If you are an individual retirement investor, contact your financial advisor or
other fiduciary about whether any given investment idea, strategy, product or service described herein may be appropriate for your
circumstances.
Homestead Funds’ investment manager, RE Advisers, and distributor, RE Investment Corporation, are indirect, wholly owned subsidiaries
of NRECA.
© 2017 RE Investment Corporation, Distributor. 517
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