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Real estate investors often have significant unrealized gains in their properties. 
Even with the reduction in the tax rate for most long-term capital gains to 15%, investors 
generally seek to defer recognition of the gain where possible. Transactions can 
sometimes be structured as installment sales or private annuities to help achieve the 
goal of defined gain recognition. 

In an installment sale, the owner sells the property pursuant to a payment 
plan in which at least one payment will be received after the year of sale. The buyer 
issues some form of evidence of indebtedness (e.g., a promissory note) and pays the 
purchase price of the property in installments. The installment sale allows the seller to 
stretch out capital gains taxes over the payment period (unless the seller elects out of 
installment treatment). 

The amount of gain that is taxable in any given year is calculated by multiplying 
the payments received during that year by a fraction, the numerator of which equals the 
anticipated gross profit and the denominator of which equals the purchase price. For 
example, assume an owner sells real property with a basis of $100 in exchange for a 
promissory note with a principal amount of $500 that provides for 5 annual payments of 
$100 each. The seller's expected profit equals $400 ($500 sale price less $100 basis) 
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