
The ultimate tax break: Should commercial real estate owners
take advantage of low capital gains?
September 29, 2008 - Front Section

In today's unpredictable economy, real estate prevails as a solid investment. Real estate
undoubtedly commands the highest return on investments. Commercial real estate owners who are
thinking of selling their properties must take advantage of the low capital gains taxes before they
expire. 
In the United States, individuals and corporations pay income tax on the net total of all their capital
gains just as they do on other sorts of income. Capital gains are generally taxed at a preferential
rate in comparison to ordinary income. This is intended to provide incentives for investors to make
capital investments and to fund entrepreneurial activity. The amount an investor is taxed depends
on both his or her tax bracket and the amount of time the investment was held before being sold.
Short-term capital gains are taxed at the investor's ordinary income tax rate, and are defined as
investments held for a year or less before being sold. Long term capital gains, which apply to assets
held for more than one year, are taxed at a lower rate than short-term gains.
As a seller, there are several repercussions one must consider when accepting an offer on a
property. The costliest one is taxes. The best decisions are the most informed decisions. Capital
gains tax is the lowest it has been since 1933. Under Presidents John Kennedy and Johnson,
capital gains tax was 25%. Nixon increased that percentage to 36.5%. Ford increased the tax to
37% and Carter later increased it to 39%. Under Clinton's presidency, capital gains tax was 28%,
which alleviated some of the burden from taxpayers. 
These reduced tax rates were passed with a sunset provision and are effective through 2011, if they
are not extended before that time, they will expire and revert to the rates in effect before 2003,
which were generally 20%. The reduced 15% tax rate on eligible dividends and capital gains,
previously scheduled to expire in 2008, was extended through 2010 as a result of the Tax
Reconciliation Act signed into law by President George W. Bush on May 17, 2006. After 2010, the
long term capital gains tax rate will be 20%.
Investors have only a short window of time left to take advantage of the Bush administration's low
tax rates. The current presidential candidates are both facing economical pressures to reduce the
country's debt. Obama is proposing to raise taxes on capital gains dividends by a staggering two
thirds, moving the rate up 10 percentage points to 25%.
Our current capital gains tax is lower than it's been in 75 years since it was 12.5% in 1933. Our
national debt is $9.4 trillion and rising. Our total deficit is more than $407 billion. It is imperative that
owners of real estate capitalize on the current policies. As we learn more about the upcoming
presidential plans, the only suitable solution to our financial crisis is to raise taxes which will directly
affect the capital gains tax. 
The conclusion of the Bush administration brings about many unanswered questions. Who will be



president? What policies will be changed? Will the economy improve? In the meantime, one fact
prevails, the tax on capital gains is at a 75-year low. The American government is extending it's
generosity to all property holders, but not for long. The 15% rate will expire in 2009. If you're
considering selling commercial real estate, right now is the best time to sell. 
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