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Maximizing Value and Return on Equity (ROE)

1031 Exchanges Allow Investors to Trade Up and Defer Taxes

Marcus & Millichap, the largest real estate firm focused exclusively on investment brokerage, is one of the industry’s
leaders in 1031 exchanges. Our long-term relationships with owners and investors of every major property type allow
us to match properties and exchange buyers with speed and efficiency.

*LEVERAGING THE MARKET
Owners of investment property struggle with the dilemma of how to take advantage of built-up equity in their
income-producing properties and increase their return on equity while deferring payment of capital gains taxes. The
current market environment encourages private investors to upgrade or reposition their real estate holdings.

*BENEFITS OF A 1031 EXCHANGE

With proper guidance from a tax professional or attorney, well-informed investors are utilizing the 1031 provision in
the Internal Revenue Code, also known as a Starker exchange, to meet the dual objectives of “trading up” to larger or
higher-quality properties, while at the same time deferring capital gains taxes. Some investors, especially aging bab

gher-q g g y aging baby
boomers, are trading into properties that are less management intensive.

* KNOWING THE BASICS

While there are three basic types of exchanges—simultaneous, reverse and deferred—95 percent are deferred.
When selling an investment property, the code allows a seller 45 days from the close of escrow of the relinquished
property (the “down leg”) to identify up to three replacement properties (the “up leg”), and an additional 135
days to close escrow on at least one of the identified properties. Alternatively, more properties can be designated if
certain valuation tests are met. The seller must contract with a neutral third party, known as a qualified intermediary
or accommodator, to hold the funds from the sale of the relinquished property and to purchase the replacement
property for the seller’s benefit. Completing this process allows sellers of real property held for investment purposes
to delay or defer the payment of capital gains and recapture the depreciation tax benefit. Deviating from the process
described above may result in tax consequences or costly penalties.

= MAKE INFORMED DECISIONS

While 1031 exchanges have gained increasing popularity, each investor should evaluate their own situation and
objectives. The first step is to have a qualified real estate agent evaluate your property to determine market value and
then discuss the tax alternatives with your tax advisor. In some instances, it may be worth taking the cash and paying
capital gains taxes, considering that interest rates remain historically low. On the other hand, an exchange may be
the key to unlocking built-up equity and providing the opportunity to expand a portfolio and create greater wealth.
The biggest mistake would be not to know your alternatives.

(The above is a very basic description of the 1031 process. Please see your tax professional or a qualified intermediary to discuss the 1031 code and requirements in more detail.)
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* Includes sales of apartment, retail, and office properties between $2.5 million and $20 million in U.S., 12 months ending 12/31/2017; list side.
Data believed to be accurate but not guaranteed.
Source: Real Capital Analytics

National Specialty Divisions

GOLF AND RESORTS MEDICAL OFFICE RETAIL
Ari Ravi Alan L. Pontius Scott M. Holmes
(813) 387-4700 (415) 963-3000 (602) 687-6700
ari.ravi@marcusmillichap.com al.pontius@marcusmillichap.com scott.holmes@marcusmillichap.com
HOSPITALITY MULTIFAMILY SELF-STORAGE
Peter Nichols John S. Sebree Joel Deis
(203) 672-3340 (812) 327-5400 (206) 826-5700
peter.nichols@marcusmillichap.com john.sebree@marcusmillichap.com joel.deis@marcusmillichap.com
LAND NET LEASED SENIORS HOUSING
Steven D. Weinstock Scott M. Holmes Alan L. Pontius
(630) 570-2200 (602) 687-6700 (415) 963-3000
steven.weinstock@marcusmillichap.com scott.holmes@marcusmillichap.com al.pontius@marcusmillichap.com
MANUFACTURED HOUSING OFFICE AND INDUSTRIAL STUDENT HOUSING
Michael L. Glass Alan L. Pontius Alan L. Pontius
(216) 264-2000 (415) 963-3000 (415) 963-3000
michael.glass@marcusmillichap.com al.pontius@marcusmillichap.com al.pontius@marcusmillichap.com
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