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**********

COST BASIS

Very Important New Law for All Issuers, Transfer Agents, and Brokerage Firms 

Effective January 1, 2011

**********

A lot of this newsletter is technical and you may want to stop reading it.  DON’T!!!  As an Issuer, you are just as responsible for this information as we are.  IRS is fining all entities who do not provide this information at $50.00 per missed statement, and 10% of the total cost basis amount for intentional disregard of the new law.  This can, potentially, be in the millions of dollars.  Call us if you have any questions at all.

**********

In October 2008, George W. Bush signed into law the Emergency Economic Stabilization Act. As part of that Act, the IRS included a proviso that all equity securities and units of investment trusts bought after January 1, 2011 will be required to maintain, pass-through and report all cost bases on all transactions.

For years, the brokerage industry has maintained this information on a voluntary basis and the mutual fund industry has both maintained and, in the case of sales, reported this information on 1099B forms.  It was up to the investor, however, to report the correct cost basis for individual sales of equity securities to the IRS.  This is now changed.  

Do you know how to allot cost basis on every transaction?
Now, the issuer (YOU!) and the transfer agent (US!) will be required to maintain all tax lot cost basis information for any transfers of shares that occur after January 1st.  The Depository Trust & Clearing Corporation is designing new software to accommodate all pass-through information through their CBRS program.  This may or may not be a program in which issuers will be allowed access.  As your transfer agent, however, we will have access. 

Our software has been updated and designed to handle the new law.  We will require more information from you, however.  For any new issuances completed after January 1st, we will require the following additional information:  cost basis per lot, and the date the money changed hands or services were rendered.  If the shares are for services rendered, you will have to place a value on those services at the point when the shares are issued.  We will maintain this per lot cost basis in the shareholder’s account until such time as a transfer takes place.  

See attached Transfer Request Form and (proposed) Issuance Resolution required for use on or after January 2011.

When a transfer occurs, we must pass the information through to the recipient of the shares, via a transfer statement, whether the recipient is another private individual or a brokerage firm.   The transfer statement must be sent within 15 days.  The recipient is not allowed to pay for this information unless they are also the presenter of the transfer request.  In most instances it may be you, the issuer, who will be billed for the additional work that we are tasked with performing.  

Statements are required to sent within 15 days and Issuers may have to pay for them

If we receive an applicable transfer request and the cost basis is not included, we are required to make one request for the information.  If it still is not provided, we code the transaction as “uncovered”.  The IRS will be tracking both covered and uncovered transactions.  If the tax lot cost basis is incorrect we also must send a corrected statement within 15 days of the discovery of the error.  The shareholder has the right to choose which tax lot’s cost basis to use, especially in the case of book entry shares, but if the holder does not specify, the FIFO (first in, first out) method will be used.  If the shareholder opts to choose a different tax lot, we must be notified by settlement date – which, in the case of private transfers, is the date the transfer is made on the books of the issuer.  If a certificate is presented, it, alone, is evidence of the correct tax lot to use for the report.

FIFO allocation will be used unless otherwise notified

Two situations, in particular, bear additional attention:  the gifting of shares and inheritance.  If a tax lot is not specified and no cost basis is presented, we must assume that the shares are gifted.  In a case such as this, the tax lot of the donor is used in combination with the fair market value on the day the shares are transferred.  This, then, becomes the cost basis that we will maintain and pass-through to a recipient.

Gifting will require report of fair market value on day of gift and donor’s cost basis

In the case of inheritance shares that are transferred, the estate representative must inform the agent of the cost basis per lot of presented shares.  The representative must also notify the agent of the proportional share per recipient.  If the proportional share per recipient and cost basis allocation is not provided, the agent will use the FIFO method and allocate an equal proportion per lot to each recipient.  Remember, that the agent must send one request, first, if the information is not provided with the transfer request.  If the information is not received within 15 days, the transaction will be coded as “uncovered”.  However, 15 days is too late to wait and be provided the information before completing the transfer.  Therefore, we will send the request, continue to perform the transfer as required, code it as uncovered, and then, later, correct the tax lot cost basis and send a corrected statement when the information is received.

All inheritance allocations will be equally proportional per lot to each recipient unless otherwise notified

One additional situation is the occurrence of a corporate action.  Corporate actions require adjustments of the cost bases for each share of stock proportional to the split, distribution, etc.  Starting in January of 2011, each Issuing Company will be required to produce an internally generated number applicable and unique to each corporate action that reflects either the adjustment per new share or the cost basis percentage of older shares, so that proportional adjustments, per that specific corporate action, can be performed on the shares presented for transfer.  Failure to provide the unique Corporate Action Number will result in a rejection of the transfer request.  The Corporate Action Number will be required by FINRA prior to approval of your corporate action request applications.

This is a technical and complicated new law.  We apologize if it has caused a headache for you!  Please call us if you have any questions at all.  And, as we learn more, we will also teach you!!!!

TRANSFER INSTRUCTIONS FORM

**Please be as specific and thorough as possible when completing this form.  Laws have changed and all of this information will be required to be provided as of January 1, 2011. If the information is not provided, after January, 2011, the transfer request will be rejected.**

Name of Public Company Issue  ___________________________________

CUSIP Number ___________________

Number assigned to last Corporate Action ___________________________

Certificated Transfer Instructions

If shares are held in certificate form, and are to continue in certificated form, please list all certificates being presented by each holder.  If the registration will change in any way, you must provide a signed and medallion guaranteed stock power for each certificate.  You must also include all acquisition dates and tax lots that comprise the positions (total shares) noted on each certificate presented.
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Certificate # __________        

Total Shares in this Certificate: ________________

Full Registration of Current Owner(s) __________________________________________________

Full Physical Address of Current Owner(s)   
__________________________________________







__________________________________________

SSN of Each Current Holder


__________________________________________

This certificate is made up of the following tax lots:  (For additional tax lots include another page)

# of shares _____________ were acquired on (date) ___________ at a cost of $ _____________

# of shares _____________ were acquired on (date) ___________ at a cost of $ _____________

# of shares _____________ were acquired on (date) ___________ at a cost of $ _____________

# of shares _____________ were acquired on (date) ___________ at a cost of $ _____________


Certificate # __________        

Total Shares in this Certificate: ________________

Full Registration of Current Owner(s) __________________________________________________

Full Physical Address of Current Owner(s)   
__________________________________________







__________________________________________

SSN of Each Current Holder


__________________________________________

This certificate is made up of the following tax lots:   (For additional tax lots include another page)

# of shares _____________ were acquired on (date) ___________ at a cost of $ _____________

# of shares _____________ were acquired on (date) ___________ at a cost of $ _____________

# of shares _____________ were acquired on (date) ___________ at a cost of $ _____________

# of shares _____________ were acquired on (date) ___________ at a cost of $ _____________


Requested Registration for the New Certificates

If new shares are requested in certificate form, please provide full name, address and SSN or TID of holder.  If shares are to be issued to a trust, we need the name of the trust, name of trustee and date the trust was formed. For shares issued or transferred under the Gifts to Minors or Transfers to Minors Acts please include the custodian’s physical address, child’s state of residence and child’s SSN.  For any other fiduciary account, please contact TA for proper registration format, if unsure.  If transferor does not specify which lots are to be transferred to whom, the FIFO method or equal divisions may be used by the transfer agent.  In the case of inheritance transfers, shares will be equally divided among recipients unless otherwise instructed by estate representative.  If no cost basis is provided, transfer is assumed to be a gift and fair market value will be reported in accompanying statements.  Transfer agent is required, by law, to maintain, manage, and pass through cost basis information to all “applicable persons”, under Cost Basis Reporting, signed into law through the Emergency Economic Stabilization Act of 2008.

First New Certificate:        



Total Shares for this Certificate: ________________   Are these shares a gift?  Yes    No   (circle one)

Are the recipients inheriting the shares from an estate?    Yes    No    (circle one)

Does this transfer qualify as a wash sale?       Yes    No    (circle one)   

Full Registration Name of Recipient Owner(s) 
____________________________________________

Full Physical Address of Current Owner(s)   
____________________________________________







____________________________________________

SSN of Each Recipient in this Registration
____________________________________________

This certificate includes the following tax lots:  (For additional tax lots include another page)

(a) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________

(b) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________

(c) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________

(d) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________


Second New Certificate:        



Total Shares for this Certificate: ________________   Are these shares a gift?  Yes    No   (circle one)

Are the recipients inheriting the shares from an estate?    Yes    No    (circle one)

Does this transfer qualify as a wash sale?       Yes    No    (circle one)   

Full Registration Name of Recipient Owner(s) 
____________________________________________

Full Physical Address of Current Owner(s)   
____________________________________________







____________________________________________

SSN of Each Recipient in this Registration
____________________________________________

This certificate includes the following tax lots:  (For additional tax lots include another page)

(a) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________

(b) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________

(c) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________

(d) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________


DWAC Registration Transfers

If a holder(s) shares are to be transferred from either a certificate or book entry on the books of the issuer to the shareholder’s account at a brokerage firm please provide the full name of the holder, the holder’s physical address, the holder’s SSN, the name and participant number of the brokerage firm, and the holder’s account number at the brokerage.  In addition, because we must pass cost basis information to the broker, please provide the information on applicable tax lots and the cost basis of each.

For Shares Currently Registered in Certificated or Book Entry Form Prior to DWAC into Same Registration at Brokerage Firm


Name of Brokerage Firm: ____________________________  Participant Number: ________________

Certificate # __________        

Total Shares in this Certificate: ________________

Full Registration of Current Owner(s) ___________________________________________________

Full Physical Address of Current Owner(s)   
___________________________________________







___________________________________________







___________________________________________

SSN of Each Holder  _________________________ Brokerage Account #______________________

This certificate is made up of the following tax lots:  (For additional lots include another page)

# of shares _____________ were acquired on (date) ___________ at a cost basis of $ ______________

# of shares _____________ were acquired on (date) ___________ at a cost basis of $ ______________

# of shares _____________ were acquired on (date) ___________ at a cost basis of $ ______________

# of shares _____________ were acquired on (date) ___________ at a cost basis of $ ______________




For Shares Currently Registered in Certificated or Book Entry Form Prior to DWAC but to Be Transferred to a Different Registration at a Brokerage Firm

(Please note, a signed and medallion guaranteed stock power is necessary for this type of transfer).


Name of Brokerage Firm:  _____________________________   Participant Number:  ______________


Total Shares to be transferred: ________________   Are these shares a gift?  Yes    No   (circle one)

Are the recipients inheriting the shares from an estate?    Yes    No    (circle one)

Does this transfer qualify as a wash sale?       Yes    No    (circle one)   

Full Registration Name of Recipient Owner(s) 
_____________________________________________

Full Physical Address of Current Owner(s)   
_____________________________________________







_____________________________________________

SSN of Each Recipient
_______________________  Brokerage Account # _______________________

This certificate includes the following tax lots:  (for additional lots include another page)

(a) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________

(b) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________

(c) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________

(d) # of shares _____________ were acquired on (date) ___________ at a cost basis of $ _____________

(proposed)   ISSUANCE RESOLUTION – NEW STOCK

Corporate Resolution For the Issuance of New Shares From Stock Authorized

_____________________________________________

Company Name

___________________________________

Class of Stock

Resolved, that First American Stock Transfer, Inc., an Arizona Corporation, sole stock transfer agent for the above class of stock for the above Company, is authorized by the Company, per Board Resolution, to issue the shares described below and increase the outstanding shares on the books of the Company. 

Issuance Instructions

Please issue New Shares to:

Name, Physical Address,
     Number

Cost

Reason for
Exemption or
Delivery

Tax Identification 
     of Shares         Date
per Share
Issuance ***
Free-trading **
Code *


_____________________________________________________________________________________________

_____________________________________________________________________________________________

_____________________________________________________________________________________________

_____________________________________________________________________________________________

_____________________________________________________________________________________________

(For additional recipients, use next page and follow same format.  Omitting some of the required information may result in a delay of the issuance.)

Inclusive of the recipients listed above and on attached sheets, the number of outstanding shares on the control book of the Company is increased by ______________shares. (Please note – this resolution is only used to increase the control book.)

I, the undersigned, qualified officer of the above named company, do hereby certify that this is a true copy of a Resolution, set forth and adopted on the below date and that the said Resolution has not been in any way rescinded, annulled, or revoked, but the same is still in full force and effect.

_______________________                                                                ____________________________

    Signature







Name Printed

_______________________                                                                ____________________________

    Title








Date

*** Reasons for issuance:  new stock purchase (NSP), services rendered (SR), employee plan (EP), security conversion (SC), 

       other (O)

**   All New Stock is assumed to be issued under Rule 144 stock unless otherwise designated.  Free-trading shares must be

       accompanied by legal opinion or registration statement and effective date.

*     Delivery made by first class mail (FC) unless otherwise designated.  In Office Pick-Up (PU), UPS/Ground/3-day/Overnight/

       Priority/Signature Req’d (UPS-G, -3, -O, -P, -SR), FEDEX/Ground/2-day/Overnight/Priority/Signature Req’d (FED-G, -2, 

       -O, -P, -SR)

