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ULI YouTube Videos

1. “Starting Your Own Development 
Company”

2. “Buying it Right” 

3. “Sell vs. Hold”

4. “No Partners, No Problems”





The 11th

Commandment

“Thou shall not sell for 
cash”



The 11th

Commandment…

…Isn’t carved in stone. 



1031 Basics

Identify trade property within 45 days 
of initial closing

Close within 180 days

Price & debt to be equal/greater to 
property being sold



An Assumption

Today’s discussion assumes your 
“basis” in the property to be traded 
or sold is zero; i.e. the entire sales 
price would be taxable as capital 

gain.  



Today’s Question

Is a 1031 Exchange (and avoiding 
taxes) better than selling for cash, 

paying your taxes and reinvesting the 
net proceeds? 



Answer

It depends



A Bad Trade
Weed, Ca 

Summer 2007

Dirt: $1,360,000 







Weed
Eleven Years after



2018: Weed developed

Land cost in 2007: $1,360,000 

11 years’ carry  

@ 10%: $2,707,000

All-in construction 

costs: $3,400,000*

Total cost: $7,467,000

*No fees to us





Supermarket Sale

Sale price: $5,750,000

(5.55 cap/$320,000 rent)

Less:

costs of sale (2.5%): $143,750
land/development $7,467,000

Profit: 

a) With land carry: ($1,860,750)

b) No carry: $846,250



Trade vs. Taxes

Trade worked…barely

After much work, we net $2.2 million 
(original cash + $846,000 profit);  a 4%
annual return on investment  



Stock Market Comparison #1

Pay taxes and invest proceeds in S&P 
500 mutual fund: Net = $2,073,000*.

*$1,360,000-33% taxes x 127.48% (total 
S&P 500 return for 11 years).



Big Picture

S&P 500 has averaged 9% 
compounded return since 1928.



Trade into $7.2 million shopping center at 8.3 
cap rate with $5 million in debt @ 4.8%:

Cash flow: $358,000

16% cash on cash

A good trade

Cash flow:



$2.2 million-33% taxes, invested in S&P 500 
@ 9% = $133,000 a year

9% cash on after-tax cash, but only 6% on 
the $2.2 million

Stock Market 
Comparison #2



Big Picture

Buyers make dumb trades to avoid 
taxes.

Trading into long-term, low yield 
properties (a Walgreens at 5%) 

often a mistake.

Pulling trigger on development deals 
within 45 days very difficult.



If you can’t find a solid trade, consider selling 
for cash, paying your taxes and investing in an  

indexed mutual fund

Advice



Diversification is your friend

Bigger Picture



So is liquidity

Bigger Picture





Q & A


