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Tax-exempt refers to income or transactions that are free from taxation at the federal, state, or even the local level. The capital gain tax was reduced to zero per cent for capital assets that were disposed of after 31st December 2007. An example of tax exemption in the US is capital gain tax exemption. A US citizen can purchase an asset and subsequently sell if making a profit. The profit earned from the sale of the asset is a capital gain and creates a taxable event (Walton, 2011).  When a US citizen sells a property, he or she is excluded from federal taxes of a particular portion of the capital gain from the sale of the property such as a home. The federal government established such tax exemption in order to encourage homeowners to use more of their home sale gains to fund their retirement; the aged can use the money they gain in meeting their basic needs.
If a nonresident alien sells a property such as a home, the buyer is required by the law to withhold ten per cent of the selling amount as tax. The withholding tax is later credited as advance payment for capital gains tax.
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