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Selling your Investment Real Estate: 

A “Cheat Sheet” for reference. 

 

The IRS defines long-term capital gains as the gain on an Asset that is held for the period of one year or 

more.  If the Asset is held for less than a year the gain is considered a short-term capital gain.   

The gain is defined as:  (the amount the Asset is sold for- costs to sell) – (the original cost of the Asset + 

costs incurred to buy+ Capital Improvements) 

If you own the asset for more than a year the gain is taxed at the long-term rate, less than a year triggers 

a short-term rate.      

Capital gains can only be expensed by capital losses, i.e. losses from another investment.   

The gain can be reduced prior to disposing of the Asset (see definition above) but the tax consequence 

cannot be reduced after the sale unless you have a capital loss from another sale. 

Things to Ponder:                                                                                                                                                            

• If you do major work on the property, defined as anything other than repairs and routine 

maintenance, you may want to categorize these expenses as “Capital Improvements.”   

• Capital Improvements increase your basis and in turn increase your annual depreciation, which 

is based on your basis in the property.  If you are planning to hold a property for a period of 

years, Capital Improvements can be a good investment as they may increase the amount of 

revenue the property throws off as well as increasing the depreciation deduction.   

• At sale a higher basis may also decrease your Capital Gain as defined above.   

• In most cases you can also expense your improvements as one-time costs, which may be smart 

if you have a year in which your income has increased significantly, but if you do so your 

depreciation will remain at the same amount. 

• If you are just into the property for the short haul, meaning you bought at what you believe was 

below market value, like by purchasing an IRS tax lien or a foreclosure, you may be thinking of 

selling sooner rather than later without investing more money into it.  If this is the case, you will 

want to be sure you understand the difference between long-term and short-term capital gains 

tax.  In the case of real property, the short-term capital gains rate can take a pretty hefty chunk 

out of your gain, as the tax rates escalate much more quickly than long term rates.  Generally, 

long-term Capital Gain tax rates only fluctuate 5%, but with short-term Capital Gains, the tax 

rates increase as your gain goes up.  The short-term Capital Gains rate can fluctuate as much as 

27% based on the amount of the gain (see attached document- “A Guide to the Capital Gains 

Tax Rates…”.  So, if you are selling in less than a year and the gain is greater than $40,000 you 

should consider pursuing a tax-deferred 1031 exchange.   

• If you are not pursuing a 1031 exchange and the buyers’ inspection results in a list of material 

defects you may wish to claim any seller concessions or repairs requested by the buyer as costs 

to sell which will have the effect of reducing your gain and hence reducing your tax burden.  

(This can be very important if the annual revenue of the ownership entity is near or above the 
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threshold for the 15% gain, based on your specific situation.  (see attached IRS sheet- TOPIC No. 

409 Capital Gains and Losses) 

• If you wish to defer the Capital Gain Tax you may want to explore 1031 Exchange options. 

Fun Facts about 1031 Exchanges: 

• You can only exchange a property for like kind property.  This just means you can exchange real 

property for real property.  If the relinquished (sold) property is commercial- you don’t have to 

replace with commercial property- you can buy residential and vice-versa.  You can exchange 

one property for multiple properties or you can relinquish multiple properties and replace with 

a single property.   

• The property that you buy in the final phase of a 1031 exchange must total the amount for 

which you sold the relinquished property or more, and all of the proceeds from the relinquished 

property must go towards the purchase of the replacement property.  

• You must use a Qualified Intermediary (QI) to facilitate taking title of the new property (ies). 

• The replacement property must be held in the exact same manner as the relinquished property.  

If you bought the relinquished property using an LLC, you must purchase the replacement 

property in the name of the every same LLC.  If you owned the relinquished property in your 

individual name so must the replacement property be held in your individual name.   

• In some instances, the relinquished property can be quit claimed right before sale, so long as the 

quit claim is recorded prior to the sale.  (This is often used when partners in an LLC wish to 

pursue separate opportunities.  The proceeds are then divided according to the partnership or 

LLC docs and each partner’s share of the proceeds may be disbursed as they direct- for example 

if one partner wants to cash out and pay capital gains and another wants to pursue a 1031 

exchange, they would each be able to do so.) 

 

We wish you all the very best in each and everyone of your real estate investments! 

 

 

 

 

 
 
 
 
Please note, all information furnished in this document has been secured from sources we believe to be 
reliable, however Cygnus Real Estate accepts no responsibility for its correctness.  We encourage all 
clients to engage their trusted financial professionals prior to making significant financial decisions.  This 
document is offered as a guide or reminder of topics you may wish to explore with your trusted financial 
professionals.  It is not intended to be used as a stand-alone document upon which you should base any 
financial decisions. 
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A Guide to the Capital Gains Tax Rate: Short-term vs. Long-
term Capital Gains Taxes

Updated for Tax Year 2020 / September 23, 2021 12:09 PM

OVERVIEW

This guide can help you better understand the different rules that apply to various types of capital gains,

which are typically pro�ts made from taxpayers’ sale of assets and investments.

The U.S. Government taxes different kinds of income at different rates. Some types of capital gains, such as

pro�ts from the sale of a stock that you have held for a long time, are generally taxed at a more favorable rate

than your salary or interest income. However, not all capital gains are treated equally. The tax rate can vary

dramatically between short-term and long-term gains. Understanding the capital gains tax rate is an important

step for most investors.

What is a capital gain?

Capital gains are pro�ts you make from selling an asset. Typical assets include businesses, land, cars, boats,

and investment securities such as stocks and bonds. Selling one of these assets can trigger a taxable event.

This often requires that the capital gain or loss on that asset be reported to the IRS on your income taxes.

What's the difference between a short-term and long-term capital gain or loss?
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Generally, capital gains and losses are handled according to how long you've held a particular asset – known

as the holding period. Pro�ts you make from selling assets you’ve held for a year or less are called short-term

capital gains. Alternatively, gains from assets you’ve held for longer than a year are known as long-term capital

gains. Typically, there are speci�c rules and different tax rates applied to short-term and long-term capital

gains. In general, you will pay less in taxes on long-term capital gains than you will on short-term capital gains.

Likewise, capital losses are also typically categorized as short term or long term using the same criteria.

What is the 2020 short-term capital gains tax rate?

You typically do not bene�t from any special tax rate on short-term capital gains. Instead, these pro�ts are

usually taxed at the same rate as your ordinary income. This tax rate is based on your income and �ling status.

Other items to note about short-term capital gains:

The holding period begins ticking from the day after you acquire the asset, up to and including the day

you sell it.

For 2020, ordinary tax rates range from 10% to 37%, depending on your income and �ling status.

2020 Short-Term Capital Gains Tax Rates

Tax Rate 10% 12% 22% 24% 32% 35% 37%

 Filing Status Taxable Income

Single
Up to

$9,875

$9,876 to

$40,125

$40,126 to

$85,525

$85,526 to

$163,300

$163,301 to

$207,350

$207,351 to

$518,400
$518,400

Head of

household

Up to

$14,100

$14,101 to

$53,700

$53,701 to

$85,500

$85,501 to

$163,300

$163,301 to

$207,350

$207,351 to

$518,400

Over

$518,400

Married �ling

jointly

Up to

$19,750

$19,751 to

$80,250

$80,251 to

$171,050

$171,051 to

$326,600

$326,601 to

$414,700

$414,701 to

$622,050

Over

$622,050

Married �ling

separately

Up to

$9,875

$9,876 to

$40,125

$40,126 to

$85,525

$85,526 to

$163,300

$163,301 to

$207,350

$207,351 to

$311,025

Over

$311,025

What is the 2020 long-term capital gains tax rate?

If you hold your assets for longer than a year, you can often bene�t from a reduced tax rate on your pro�ts.

Those in the lower tax bracket could pay nothing for their capital gains rate, while high-income taxpayers

could save as much as 17% off the ordinary income rate, according to the IRS.

2020 Long-Term Capital Gains Tax Rates

Tax Rate 0% 15% 20%

Filing Status Taxable Income

Single Up to $40,000 $40,001 to $441,450 Over $441,450

Head of household Up to $53,600 $53,601 to $469,050 Over $469,050

Married �ling jointly Up to $80,000 $80,000 to $496,600 Over $496,600

Married �ling separately Up to $40,000 $40,001 to $248,301 Over $248,301

What are the exceptions to the capital gains tax rate for long-term gains?
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One major exception to a reduced long-term capital gains rate applies to collectible assets, such as antiques,

�ne art, coins, or even valuable vintages of wine. Typically, any pro�ts from the sale of these collectibles will be

taxed at 28% regardless of how long you have held the item.

Another major exception comes from the Net Investment Income Tax (NIIT), which adds a 3.8% surtax to

certain net investments of individuals, estates, and trusts above a set threshold. Typically, this surtax applies to

those with high incomes who also have a signi�cant amount of capital gains from investment, interest, and

dividend income.

What is the capital gains rate for retirement accounts?

One of the many bene�ts of IRAs and other retirement accounts is that you can defer paying taxes on capital

gains. Whether you generate a short-term or long-term gain in your IRA, you don’t have to pay any tax until

you take money out of the account.

The negative side is that all contributions and earnings you withdraw from a taxable IRA or other taxable

retirement accounts, even pro�ts from long-term capital gains, are typically taxed as ordinary income. So,

while retirement accounts offer tax deferral, they do not bene�t from lower long-term capital gains rates.

How can capital losses affect your taxes?

As previously mentioned, different tax rates apply to short-term and long-term gains. However, if your

investments end up losing money rather than generating gains, those losses can affect your taxes as well.

However, in this case, you can use those losses to reduce your taxes. The IRS allows you to match up your

gains and losses for any given year to determine your net capital gain or loss.

If after fully reducing your gains with your losses and you end up with a net loss, you can use up to

$3,000 of it per year to reduce your other taxable income.

Any additional losses can be carried forward into future years to offset either capital gains and up to

$3,000 per year in ordinary income.

Since you don't generate capital gains or losses in a retirement account, you can't use losses in IRAs or

401(k) plans to offset gains or your other income.

How can you minimize capital gains taxes?

There are several ways you can minimize the taxes you pay on capital gains:

1. Wait to sell assets. If you can keep an asset for more than a year before selling, this can usually result in

paying a lower capital gains rate on that pro�t.

2. Invest in tax-free or tax-deferred accounts. By investing money in 401(k) plans, Roth IRA accounts,

and 529 college savings plans, you could save signi�cantly in taxes. This is because these investments

are able to grow tax-free or tax-deferred, meaning that you won't have to pay capital gains taxes on any

earnings right away — and in certain circumstances, you won’t pay any tax even when you take the

money out.

3. Don't sell your home too quickly. One major exception to the capital gains tax rate on real estate

pro�ts is your principal residence. If you have owned your home and used it as your main residence for

at least two of the �ve years prior to selling it, then you can usually exclude up to $250,000 of capital

gains on this type of real estate if you're single, and up to $500,000 if you're married and �ling jointly.

It's also important to note that you typically can't exclude multiple home sales from capital gains taxes

within two years.
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Whether you have stock, bonds, ETFs, cryptocurrency, rental property income or other investments, TurboTax

Premier is designed for you. Increase your tax knowledge and understanding all while doing your taxes.

The above article is intended to provide generalized �nancial information designed to educate a broad segment of the public; it

does not give personalized tax, investment, legal, or other business and professional advice. Before taking any action, you

should always seek the assistance of a professional who knows your particular situation for advice on taxes, your investments,

the law, or any other business and professional matters that affect you and/or your business.

Privacy Settings
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Topic No. 409 Capital Gains and Losses

Almost everything you own and use for personal or investment purposes is a capital asset. Examples include a

home, personal-use items like household furnishings, and stocks or bonds held as investments. When you sell a

capital asset, the difference between the adjusted basis in the asset and the amount you realized from the sale is

a capital gain or a capital loss. Generally, an asset's basis is its cost to the owner, but if you received the asset as a

gift or inheritance, refer to Topic No. 703 for information about your basis. For information on calculating

adjusted basis, refer to Publication 551, Basis of Assets. You have a capital gain if you sell the asset for more than

your adjusted basis. You have a capital loss if you sell the asset for less than your adjusted basis. Losses from the

sale of personal-use property, such as your home or car, aren't tax deductible.

Short-Term or Long-Term

To correctly arrive at your net capital gain or loss, capital gains and losses are classified as long-term or short-

term. Generally, if you hold the asset for more than one year before you dispose of it, your capital gain or loss is

long-term. If you hold it one year or less, your capital gain or loss is short-term. For exceptions to this rule, such

as property acquired by gift, property acquired from a decedent, or patent property, refer to Publication 544,

Sales and Other Dispositions of Assets; or for commodity futures, see Publication 550, Investment Income and

Expenses. To determine how long you held the asset, you generally count from the day after the day you

acquired the asset up to and including the day you disposed of the asset.

If you have a net capital gain, a lower tax rate may apply to the gain than the tax rate that applies to your

ordinary income. The term "net capital gain" means the amount by which your net long-term capital gain for the

year is more than your net short-term capital loss for the year. The term "net long-term capital gain" means long-

term capital gains reduced by long-term capital losses including any unused long-term capital loss carried over

from previous years.

Capital Gain Tax Rates

The tax rate on most net capital gain is no higher than 15% for most individuals. Some or all net capital gain may

be taxed at 0% if your taxable income is less than $80,000.

A capital gain rate of 15% applies if your taxable income is $80,000 or more but less than $441,450 for single;

$496,600 for married filing jointly or qualifying widow(er); $469,050 for head of household, or $248,300 for

married filing separately.

However, a net capital gain tax rate of 20% applies to the extent that your taxable income exceeds the thresholds

set for the 15% capital gain rate.

There are a few other exceptions where capital gains may be taxed at rates greater than 20%:
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1. The taxable part of a gain from selling section 1202 qualified small business stock is taxed at a maximum

28% rate.

2. Net capital gains from selling collectibles (such as coins or art) are taxed at a maximum 28% rate.

3. The portion of any unrecaptured section 1250 gain from selling section 1250 real property is taxed at a

maximum 25% rate.

Note: Net short-term capital gains are subject to taxation as ordinary income at graduated tax rates.

Limit on the Deduction and Carryover of Losses

If your capital losses exceed your capital gains, the amount of the excess loss that you can claim to lower your

income is the lesser of $3,000 ($1,500 if married filing separately) or your total net loss shown on line 21 of

Schedule D (Form 1040). Claim the loss on line 6 of your Form 1040 or Form 1040-SR. If your net capital loss is

more than this limit, you can carry the loss forward to later years. You may use the Capital Loss Carryover

Worksheet found in Publication 550, Investment Income and Expenses or in the Instructions for Schedule D

(Form 1040) to figure the amount you can carry forward.

Where to Report

Report most sales and other capital transactions and calculate capital gain or loss on Form 8949, Sales and

Other Dispositions of Capital Assets, then summarize capital gains and deductible capital losses on Schedule D

(Form 1040), Capital Gains and Losses.

Estimated Tax Payments

If you have a taxable capital gain, you may be required to make estimated tax payments. For additional

information, refer to Publication 505, Tax Withholding and Estimated Tax, Estimated Taxes and Am I Required to

Make Estimated Tax Payments?

Net Investment Income Tax

Individuals with significant investment income may be subject to the Net Investment Income Tax (NIIT). For

additional information on the NIIT. For additional information on the NIIT, see Topic No. 559.

Additional Information

Additional information on capital gains and losses is available in Publication 550 and Publication 544, Sales and

Other Dispositions of Assets. If you sell your main home, refer to Topic No. 701, Topic No. 703 and Publication

523, Selling Your Home.
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