Tax Tricks & Tips,

By Michele Knight, CPA

The next line on the tax return is one of the most difficult to understand: Capital Gains & Losses.  So difficult, in fact, that the IRS is considering establishing a new law that prohibits a taxpayer from filing a tax return by hand if you are subject to capital gains and losses…because they are so gosh darn complicated that they can’t be calculated (correctly, anyways) without the use of a computer!  That being said, and if you’re not too scared to read on, there are certain basic facts regarding this source of income that are extremely helpful to know in timing your investment trades and other activities.  

First of all, what does “capital” mean, and why is it different from regular income?  Capital refers to an asset you hold as an investment, whether it be real estate, stocks, or your baseball card collection.  The biggest benefit of capital assets is that you don’t pay tax on any gains until you sell the asset.  If your stock portfolio goes through the roof during any given year, you won’t have to file that on your tax return until you sell the stock and actually realize a profit.  

Capital gains & losses can be either short-term or long-term.  Simply put, short-term assets are bought and sold within a period of 365 days or less.  Long-term assets are held 1 year plus 1 day or longer.  The benefit to holding an asset longer then 1 year and 1 day…any gains from that sale are taxed at a capital gains rate that is lower then your ordinary income tax rate. 

While it’s always better to have a gain (and pay a little tax on it), capital losses receive special treatment as well.  With the exception of a personal residence, if you lose money on the sale of an investment, you can deduct up to $3,000 in the year of the loss.  Even better, if your loss was greater then $3,000, you can carry forward the additional loss in increments of $3,000 until the loss is all used up.

Trust me, this is “Capital Gains & Losses: 101”.  If you are a saavy investor, or just want to better time your decisions, its worth reading up on the subject, because there’s a lot of money to be saved with a little research!

Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information and resources, or to submit questions for future columns, please visit www.cpamichele.com. 

