Building Wealth
via the 1031 Exchange

e Potential Tax Deferral Benefits of this Real Estate Transaction and Hypothetical Example

Section 1031 of the Internal Revenue Code is a popular investment strategy that allows an investor to defer capital
gains tax that may arise from the sale of a business or investment property. By using the proceeds of the sale of
the property to purchase a replacement property that is considered ‘like-kind,” property owners may defer taxes if
certain guidelines are followed. By leveraging a 1031 exchange, high net worth clients may have hundreds
of thousands of dollars more available for reinvestment into other real estate assets, which can, in turn,
grow a financial professional’s business..

The hypothetical example below illustrates that both investor A and B sold an investment property that earned sales
proceeds of $1 million. Investor A opts to sell the property outright and pay capital gains tax on the gain he received
from the sale, which is 20 percent.! Investor A must also pay a depreciation recapture tax of 25 percent?, taken on
the amount the property had depreciated over its lifetime. Investor B elects to execute a 1031 exchange transaction,
deferring all capital gains taxes, including the depreciation recapture tax, which may have been assumed otherwise.

INVESTOR A: SALE WITHOUT

1031 EXCHANGE (CASH) INVESTOR B: SALE WITH 1031 EXCHANGE
Sale Proceeds $1,000,000 Sale Proceeds $1,000,000
Less Mortgage Balance $0 Less Mortgage Balance $0
Net Sales Proceeds $1,000,000 Net Sales Proceeds $1,000,000
Original Cost $100,000 Original Cost $100,000
Adjusted Cost $0 Adjusted Cost $0
Capital Gain $900,000 Capital Gain $900,000
(%i%rg%ggof 2R5e02)apture $(25,000) Depreciation Recapture $0

Federal Tax Due on Gain

(900,000 x 20%) $(180,000) Federal Tax Due on Gain $0
State Tax® Due on Gain

National Average State Tax Rate

($900,000 x 4.94%) $(44,460) $(0)
National High State Tax Rate $(119,700) State Tax Due on Gain $(0)
($900,000 x 13.3%) $(0) $(0)
National Low State Tax Rate

($900,000 x 0%)

Medicare Tax $(38,000) Medicare Tax $0

($1,000,000 x 3.8%)
Funds Available for $712,540 Funds Available for

(with National Average

. . $1,000,000
Reinvestment State Tax Rate) Reinvestment o

This hypothetical scenario assumes an investor is selling their property and has the option to cash out or invest in a DST. The up-front costs and
expenses of an investment in a DST are not reflected in this example.

As shown in the example, INVESTOR B may be able to reinvest the full $1 million, thereby growing wealth. Understanding
the 1031 exchange transaction process and its many tax benefits is crucial for financial professionals who serve high net

worth individuals that own real estate assets. Not only will financial professionals have an advantage with current clients, this
expertise may potentially grow their business and AUM.
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rtant Risk Factors to Consider

No public market currently exists, and one may never exist, for the interests of any IPC-sponsored program. The purchase of interests in any IPCC-sponsored program
is suitable only for persons who have no need for liquidity in their investment and who can afford to lose their entire investment.

IPC-sponsored programs offer and sell interests pursuant to exemptions from the registration provisions of federal and state law and, accordingly, those interests are
subject to restrictions on transfer.

There is no guarantee that the investment objectives of any particular IPC-sponsored program will be achieved.

The actual amount and timing of distributions paid by IPC-sponsored programs is not guaranteed and may vary. There is no guarantee that investors will receive
distributions or a return of their capital.

Investments in real estate are subject to varying degrees of risk, including, among other things, local conditions such as an oversupply of space or reduced demand for
properties, an inability to collect rent, vacancies, inflation and other increases in operating costs, adverse changes in laws and regulations applicable to owners of real
estate and changing market demographics.

IPC-sponsored programs depend on tenants for their revenue and may suffer adverse consequences as a result of any financial difficulties, bankruptcy or insolvency of
their tenants.

IPC-sponsored programs may own single-tenant properties, which may be difficult to re-lease upon tenant defaults or early lease terminations.

The acquisition of interests in an IPC-sponsored program may not qualify under Section 1031 of the Internal Revenue Code of 1986, as amended (the “Code”) for
tax-deferred exchange treatment.

Disruptions in the financial markets and challenging economic conditions, including those resulting from the novel coronavirus and resulting pandemic, could adversely
affect the operating results of properties owned by IPC-sponsored programs and the ability of such programs to service the indebtedness on their properties.
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