
Introduction to Capital Gains Tax 
 
For many investors, capital gains tax is one 
of the more confusing financial topics. Yet a 
basic understanding of capital gains is key to 
building a financial plan that reflects your 
goals and needs. It’s important to be aware 
of the tax consequences of selling your 
personal assets, as doing so may 
significantly impact your tax return—and 
your financial picture as a whole. 
 
What is a capital asset? 
Almost anything you own for personal or 
investment purposes may be considered a 
capital asset. This applies to a range of 
assets, including investment vehicles such as 
stocks and bonds, real estate, and 
collectibles. Capital gains resulting from the 
sale of these assets may be subject to capital 
gains tax. 
 
What is a capital gain? 
When a capital asset is sold, the difference 
between the adjusted purchase price (basis) 
of the asset and the amount it is sold for is a 
capital gain or a capital loss. You have a 
capital gain if you sell the asset for more 
than its basis. A capital gain is classified as 
short-term if you held the asset for a year or 
less before selling it; it is considered long-
term if you held the asset for more than a 
year.  
 
How are capital gains taxed? 
Short-term capital gains are taxed at 
ordinary income tax rates, and long-term 
capital gains are taxed at lower rates. Long-
term gains in the 15-percent or lower tax 
brackets are taxed at 0-percent; long-term 
gains between the 15-percent and 39.6-
percent tax brackets are taxed at 15-percent; 
and long-term gains in the highest tax 
bracket of 39.6-percent are taxed at 20-
percent. 
 

Keep in mind that an additional 3.8-percent 
Medicare contribution tax on unearned 
income applies to taxpayers with modified 
adjusted gross income (MAGI) above a 
$200,000 threshold ($250,000 married filing 
jointly, $125,000 married filing separately). 
The tax applies to net investment income, 
which includes capital gains and qualified 
dividends, or the amount by which the 
taxpayer’s MAGI exceeds the threshold, 
whichever is less. 
 
For IRS reporting purposes, capital gains or 
losses are claimed on Schedule D and Form 
8949 and then transferred to Form 1040, line 
13. 
 
Special tax considerations 
Keep in mind that different types of capital 
gains are taxed at different rates. Tax rates 
for capital gains tend to vary based on the 
asset class: 
 
• Collectibles. Long-term gains on 

collectibles are taxed at a maximum 
28-percent rate, and short-term gains 
on collectibles are taxed as ordinary 
income. Items such as coins, stamps, 
gems, antiques, and fine art are 
considered collectibles. 

• Real estate. Special exceptions apply 
to capital gains on real estate. If you 
are considering selling your primary 
home, you may qualify for a tax 
exclusion if you meet certain criteria. 
For rental property held for more than 
a year, the gain attributable to 
depreciation is generally taxed at a 
maximum of 25-percent.  

• Business assets. Gains on fixed assets 
that are used for your business, such as 
furniture and machinery, are taxed as 
ordinary income. 

 



Your tax planning 
Remember, your capital gains tax rate 
depends on a variety of factors, including 
your income level, when you bought and 
sold the asset, and changes to the tax code. 
Your financial advisor can assist you and 
your tax advisor in creating and 
implementing a comprehensive tax plan that 
is consistent with your financial goals and 
personal situation. 
 
This material has been provided for general 
informational purposes only and does not constitute 
either tax or legal advice. Although we go to great 
lengths to make sure our information is accurate and 
useful, we recommend you consult a tax preparer, 
professional tax advisor, or lawyer. 
 
IRS CIRCULAR 230 DISCLOSURE: 
To ensure compliance with requirements imposed by 
the IRS, we inform you that any U.S. tax advice 
contained in this communication (including any 
attachments) is not intended or written to be used, 
and cannot be used, for the purpose of (i) avoiding 
penalties under the Internal Revenue Code or (ii) 
promoting, marketing, or recommending to another 
party any transaction or matter addressed herein. 
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