
When you sell a capital asset, the sale results in 
a capital gain or loss. A capital asset includes 

most property you own for personal use (such as your 
home or car) or own as an investment (such as stocks 
and bonds). Here are some facts that you should know 
about capital gains and losses:

n  Gains and Losses. A capital gain or loss is the  
difference between your basis and the amount  
you get when you sell an asset. Your basis is usually 
what you paid for the asset. 

n  Net Investment Income Tax (NIIT). You must include  
all capital gains in your income, and you may be  
subject to the NIIT. The NIIT applies to certain net 
investment income of individuals who have income 
above statutory threshold amounts—$200,000 if  
you are unmarried, $250,000 if you are a married 
joint-filer, or $125,000 if you use married filing  
separate status. The rate of this tax is 3.8%.

n  Deductible Losses. You can deduct capital losses on  
the sale of investment property. You cannot deduct 
losses on the sale of property that you hold for  
personal use. 

n  Long- and Short-term. Capital gains and losses are 
either long-term or short-term, depending on  
how long you held the property. If you held the 
property for more than one year, your gain or loss  
is long-term. If you held it one year or less, the  
gain or loss is short-term.

n  Net Capital Gain. If your long-term gains are more 
than your long-term losses, the difference between 
the two is a net long-term capital gain. If your net 
long-term capital gain is more than your net  
short-term capital loss, you have a net capital gain. 

n  Tax Rate. The capital gains tax rate, which applies 
to long-term capital gains, usually depends on your 
taxable income. For 2015, the capital gains rate is 
zero to the extent your taxable income (including 
long-term capital gains) does not exceed $74,900 
for married joint-filing couples ($37,450 for singles). 
The maximum capital gains rate of 20% applies  
if your taxable income (including long-term  
capital gains) is $464,850 or more for married  
joint-filing couples ($413,200 for singles); otherwise 
a 15% rate applies. However, a 25% or 28% tax rate 
can also apply to certain types of long-term capital 
gains. Short-term capital gains are taxed at ordinary 
income tax rates. 

n  Limit on Losses. If your capital losses are more than 
your capital gains, you can deduct the difference as a 
loss on your tax return. This loss is limited to $3,000 
per year, or $1,500 if you are married and file a 
separate return.

n  Carryover Losses. If your total net capital loss is more 
than the limit you can deduct, you can carry over 
the losses you are not able to deduct to next year’s 
tax return. You will treat those losses as if they  
happened in that next year. n
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PROVIDING TAX-FREE FRINGE BENEFITS  
TO EMPLOYEES
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One way you can find and keep valuable employees 
is to offer the best compensation package  

possible. An important part of any compensation  
package is fringe benefits, especially tax-free ones. From 
an employee’s perspective, one of the most important 
fringe benefits you can provide is medical coverage. 
Disability, life, and long-term care insurance benefits are 
also significant to many employees. Fortunately, these 
types of benefits can generally be provided on a tax-free 
basis to your employees. Let’s look at these and other 
common fringe benefits.

n  Medical Coverage. If you maintain a health care 
plan for your employees, coverage under that plan 
isn’t taxable to them. Employee contributions are 
excluded from income if pre-tax coverage is elected 
under a cafeteria plan; otherwise, such amounts are 
included in their wages, but are deductible on a 
limited basis as itemized deductions.

Caution: Employers must meet a number of new 
requirements when providing health insurance  
coverage to employees. For instance, benefits must 
be provided through a group health plan (either 
fully-insured or self-insured). Reimbursing an 
employee for individual policy premium payments 
can subject the employer to substantial penalties. 

n  Disability Insurance. Your disability insurance  
premium payments aren’t included in your  
employee’s income, nor are your contributions  
to a trust providing disability benefits. The employees’ 
premium payments (or any other contribution to  
the plan) generally are not deductible by them 
or excludable from their income. However, they 
can make pre-tax contributions to a cafeteria plan 
for their disability benefits; such contributions are 
excludable from their income.

n  Long-term Care Insurance. Plans providing coverage 
under qualified long-term care insurance contracts 
are treated as health plans. Accordingly, your premium 
payments under such plans aren’t taxable to your 
employees. However, long-term care insurance can’t 
be provided through a cafeteria plan.

n  Life Insurance. Your employees generally can  
exclude from gross income premiums you pay  
on up to $50,000 of qualified group-term life 
insurance coverage. Premiums you pay for qualified 
coverage exceeding $50,000 is taxable to the extent 
it exceeds the employee’s contributions toward 
coverage.

n  Retirement Plans. Qualified retirement plans  
that comply with a host of requirements receive 
favorable income tax treatment, including  
(1) current deduction by you, the employer, for 
contributions to the plan; (2) deferral of the 
employee’s tax until benefits are paid; (3) deferral  
of taxes on plan earnings; and (4) in the case of 
401(k) plans and SIMPLE plans, the employee’s  
ability to make pre-tax contributions.

n  Dependent Care Assistance. You can provide your 
employees with up to $5,000 ($2,500 for  
married employees filing separately) of tax-free 
dependent care assistance during the year. The 
dependent care services must be necessary for  
the employee’s gainful employment.

n  Adoption Assistance. Generally, in 2015, employees  
can exclude from income qualified adoption 
expenses of up to $13,400 for each eligible  
child paid or reimbursed by you under an  
adoption assistance program.

n  Educational Assistance. You can help your employees 
with their educational pursuits on a tax-free basis 
through educational assistance plans (up to $5,250 
per year), job-related educational assistance, and 
qualified scholarships.

Benefits Provided to Self-employed  
Individuals. Generally, different and less favorable 
tax rules apply to certain fringe benefits provided to 
self-employed individuals, including sole proprietors 
(including farmers), partners, members of limited liability 
companies (LLCs) electing to be treated as partnerships, 
and more-than-2% S corporation shareholders.  
However, except in the case of a more-than-2%  
S corporation shareholder, if the owner’s spouse is  
a bona fide employee of the business, but not an  
owner, the business may be able to provide tax-free  
benefits to the spouse just like any other employee. n



EDUCATION PLANNING—IT’S BEST TO START EARLY
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The increasing costs of higher education have  
made education planning an important aspect 

of personal financial planning. However, because the 
actual expenditure will not be incurred for many  
years, it is often given a low current priority. Also,  
some parents are counting on scholarships to cover  
the cost of their children’s education. Unfortunately, 
this tendency to postpone the issue may eliminate  
several education planning strategies that must be 
implemented early to be effective.

Escalating Costs. Although the increase in the cost of 
attending college has slowed down to its lowest escalation 
rate in years, the College Board reports that 2014–2015 
tuition and fees continue to rise at a rate faster than  
the consumer price index (www.collegeboard.com).  
All told, the cost of a college education is staggering,  
and this is unlikely to change. 

According to the College Board report, for one year of 
full-time study, private four-year colleges rose 3.7% (to 
an average cost of $31,231) from 2013–2014 for tuition 
and fees alone. Average total charges with room and board 
are $42,419.  Public four-year colleges are up 2.9% (to an 
average of $9,139) from last year for in-state tuition and 
fees—room and board adds on another $9,804. Public 
four-year colleges are up 3.3% (to an average of $22,958) 
from last year for out-of-state tuition and fees. Average 
total charges with room and board are $32,762. Even 
tuition and fees at public two-year schools are up 3.3% 
(to an average of $3,347). 

The report indicates that the subsidies provided to 
full-time undergraduates at public universities through 
the combination of grant aid and federal tax benefits 
averaged $6,110 in 2014–2015—far below the actual 
cost of attending.

Six Methods to Pay for College. In general,  
the six basic methods of paying for a child’s higher 
education include a child working his or her way 

through school; obtaining financial aid (scholarships 
and federal loans); paying college expenses out of the 
parents’ current income or assets; using education funds 
accumulated over time; obtaining private loans; and 
grandparents (or others) paying college costs.

The first method (child pays) can work, and many  
successful persons have obtained a good education  
while working to pay their way. But this often limits the 
student’s choice of schools and can adversely affect grades. 
Planning to rely on financial aid (the second method) 
is risky, and the family may not qualify for enough. The 
third method (parents paying out of current income or 
assets) works for some, but many parents will not know if 
their current income and/or assets will be sufficient until 
it is too late. In addition, this method is not as tax-efficient 
as some strategies used to accumulate separate education 
funds (the fourth method). However, these strategies are 
not without risks. Poor investment choices could prove 
costly. The fifth method (private loans) can result in a  
serious debt burden. Obviously, the sixth method is  
ideal, but it is not available to many.

How Grandparents Can Help. Grandparents, as 
well as other taxpayers, have a unique opportunity  
for gifting to Section 529 college savings plans by  
contributing up to $70,000 at one time, which  
currently represents five years of gifts at $14,000 per 
year. ($14,000 is the annual gift tax exclusion amount 
for 2015.) A married couple who elects gift-splitting 
can contribute up to double that amount ($140,000  
in 2015) to a beneficiary’s 529 plan account(s) with  
no adverse federal gift tax consequences. As an added 
feature, money in a 529 plan owned by a grandparent  
is not assessed by the federal financial aid formula 
when qualifying for student aid.

Conclusion. The key to effective education  
planning is to start planning and saving early to create 
future options. In addition, the use of tax-sheltered 
investment and savings vehicles like a 529 plan can 
help ensure adequate funds are available when a child 
enters college. n

According to the College Board 
report, for one year of full-time 
study, private four-year colleges 
rose 3.7% (to an average cost of 
$31,231) from 2013–2014 for 
tuition and fees alone.
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EARN 5% OR MORE ON  
LIQUID ASSETS

The tax laws generally require individuals with 
retirement accounts to take annual withdrawals 

based on the size of their account and their age begin-
ning with the year they reach age 70½. Failure to take 
a required withdrawal can result in a penalty of 50% of 
the amount not withdrawn.

If you turned age 70½ in 
2015, you can delay your 
2015 required distribution 
to 2016. Think twice  
before doing so though 
as this will result in two 
distributions in 2016—the 
amount required for 2015 
plus the amount required 

for 2016, which might throw you into a higher tax 
bracket or trigger the 3.8% net investment income  
tax. On the other hand, it could be beneficial to take 
both distributions in 2016 if you expect to be in a 
substantially lower bracket in 2016. n

SENIORS AGE 70½ TAKE YOUR 
REQUIRED RETIREMENT DISTRIBUTIONS 
BEFORE YEAR-END

Yes, that is too good to be true, but we got your 
attention. As you are painfully aware, it is extremely 

difficult to earn much, if any, interest on savings, money 
market funds, or CDs these days. So, what are we to 
do? Well, one way to improve the earnings on those 
idle funds is to pay down debt. Paying off a home loan 

having an interest rate of 
5% with your excess liquid 
assets is just like earning 
5% on those funds. The 
same goes for car loans and 
other installment debt. But, 
the best return will more 
likely come from paying off 
credit card debt! We are not 

suggesting you reduce liquid assets to an unsafe level, 
but examine the possibility of paying off some of your 
present debt load with your liquid funds. Paying down 
$100,000 on a 5% home loan is like making more than 
$400 per month on those funds. n


