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Exchanges
Insights, trends and  
possible changes on the horizon

By Steve Bergsman

L
ooking at the amount of money raised 

annually by the 1031 exchange market 

over the past 20 years, it’s a classic roller-

coaster of high peaks and low valleys (see 

chart, page 4). In 2002, only $357 million was 

raised. A mere four years later, in 2006, a new 

record was set at $3.7 billion, which was immedi-

ately followed by a slow decline into the financial 

crisis of 2008 and a trough extending from 2009 

to 2015. Afterward, the market rocketed forward 

once again, totaling more than $3 billion raised 

in 2019 and 2020. 

The question, then, is when the next big decline 

begins — in all rollercoaster rides, the peak is 

followed by the screamingly fast plummet. The 

answer, however, depends on the overarching 

real estate market, which, so far, still looks solid. 

Indeed, the 1031 exchange market is expected 

to reach a new apex this year at more than $4 

billion raised. According to Taylor Garrett of 

Mountain Dell Consulting, first quarter 2021 

was unofficially a billion-dollar quarter. He 

adds, “When you put $5 billion into the econ-

omy and interest rates are at a historical low, no 

one knows what will happen.” 

The 1031 exchange mar-

ket has been ablaze. Capi-

tal Square 1031 experienced  

its best year in 2020, acquiring more 

than $1 billion worth of properties 

for Delaware statutory trust (DST) 

deals. That pushed it close to $3 billion under 
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management in DSTs. Mountain Dell ranked 

Capital Square as the third-largest player in 

the 1031 market, but Louis Rogers, CEO and 

founder of Capital Square, says the company 

is having its best first quarter and may move 

to No. 2. 

The market comprises about 40 sponsors of 

1031 programs today, but the top seven com-

panies control close to 70 percent of 

the market. No major institutional 

finance companies, such as Blackrock 

or Morgan Stanley, are in the busi-

ness, mostly because it’s a vastly different game, 

with the 1031s marketed through independent 

broker-dealers and registered investment advisers 

(RIAs). Nevertheless, the number of sponsors is 

expected to grow this year.

“For decades, we have heard about how invest-

ment banks and private equity firms would be 

getting into the business, but the independent 

broker-dealer space is very specialized and much 

more oriented to retail investors, the typical 

accredited investor — $1 million net 

worth or $200,000/$300,000 income 

with spouse — not the ultra-wealthy,” 

says Rogers. “The sponsors value their 

relationships with the independent broker-dealers 

and registered investment advisers, and empha-

size programs for retail investors. Other firms are 

getting into the 1031 space, and those entities are 

typically real estate companies that already spon-

sor REITs or funds.” 

Record sale prices for real estate are driving the 

market, explains Rogers. “Real estate owners can 

sell their investments for record prices. Cash is 

seeking real estate, which is driving 

the price up. The price being paid, 

generally, across the country is higher, 

and the volume of sales is greater, 

than in prior years.”

Nonprofessional property investors, after years 

of ownership, eventually arrive at a fork in the 

road. They want to monetize their hard assets, but 

they don’t want to pay taxes on the profits. The 

mainstream solution is the 1031 exchange. Com-

ing out of the Great Recession, the DST became 

the preferred tax-deferral structure because it was 

more flexible, pooled multiple assets into one 

vehicle, allowed a larger number of investors, and 

management of the asset went to the sponsor.

The main reasons why the DST 

is the preferred structure for inves-

tors, says Josh Hoffman, president 

of Bluerock Value Exchange, are: (1) It’s a pas-

sive investment with an institutional company 

managing the program; (2) all debt is nonre-

course; (3) there are no on-going liabilities; and 

(4) it requires a low minimum investment. If

investors sold a duplex or a corner commercial lot

for less than $1 million, for example, they could

diversify into multiple DST programs with sector

and geographic diversification.

“Growth is returning as our economy reopens,” 

observes Jill Mozer, managing director at Black 

Creek Group. “The housing market has fared 

well, with owners of single-family and multifam-

ily properties taking advantage of favorable pric-

ing and deciding to sell. Additionally, many peo-

ple who are approaching retirement, or who are 

already retired, are seeing this as a good time to 

sell their rental and investment properties to get 

into more passive and institutional-quality prop-

erties. This trend will continue through 2021. 

Expect strong growth in 1031 exchange trans-

actions, and specifically into securitized DST 

1031 offerings.”

The oldest segment of the 1031 business was 

the baby boomer, who might have owned a 

duplex, four-plex or triple-net retail space and 

wanted to move into a more passive investment. 

With the baby boomers aging, however, the busi-

ness is attracting their children, who don’t want 

to manage their dad’s real estate and would prefer 

a more passive investment. Finally, an emerging 

third player in the market is institutional-type 

investors, including everything from family 

offices to real estate investment trusts. 

In 2020, of all the 1031 offerings, 161 were 

DSTs, compared with 21 tenancy-in-common, 

and one direct title and LLC. To break it down 

even more, 123 of the offerings were registered 

as 506(b) and 47 as 506(c). That trend line is not 

going to change in the near term, but what hap-

pens in the far future is hazy. 

Both 506(b) and (c) programs target the accred-

ited investor, but a 506(b) is a private placement, 

meaning an individual must work through an 

independent broker-dealer or a registered invest-

ment adviser. The 506(c) allows for general solici-

tation, where the sponsor can actively advertise to 

the general public. That could remove the input 

of financial advisers and leave investors to do 

their own due diligence.

“So, the 506(c) has a growth paradigm that 

comes off new capital conduits, like online sourc-

ing,” explains Larry Sullivan, president of the 

LOUIS ROGERS,
CEO and Founder,  
Capital Square

JOSH HOFFMAN, 
President,  
Bluerock Value Exchange

LARRY SULLIVAN,  
President and COO, 
The Passco Companies

JILL MOZER,
Managing Director,  
National Sales Director,  
Black Creek Group

2 1031 EXCHANGES | MAY 2021



Advisor Group
by the numbers

Passco Companies. “The (b) is a more traditional 

line of access with broker-dealers and registered 

reps. Both have their avenues and stables of peo-

ple who support one or the other, or both.”

Companies such as Inland Private Capi-

tal Corp., one of the pioneers in the secu-

ritized 1031 exchange market, continue to 

favor 506(b). Indeed, Inland continues to 

transact in the 506(b) market mostly because 

it benefits from having the largest network of 

broker-dealers and registered investment advis-

ers to distribute its products, says Keith Lampi, 

president and COO of Inland. 

“From Inland’s perspective, of course, it 

would be advantageous to broadly market 

our offerings, but when I think about the 

regulatory burden of 506(c), and the push 

back we could receive as a result, the cost of 

506(c) ultimately outweighs the benefit from 

a marketability perspective,” explains Lampi. 

“506(c) offerings allow an issuer to broadly 

solicit accredited investors, without the need 

for a pre-existing relationship, and to generally 

advertise a private offering, but requires the 

issuer to take reasonable steps to verify inves-

tors’ accreditation, which can be much more 

onerous to the issuer. 

“If an issuer directly solicits investors, the 

issuer could be subject to greater liability since 

the usual guardrails of a broker-dealer or RIA 

relationship are missing,” he continues, “and 

investor protections, which are built into the 

rules governing broker-dealers and RIAs, also 

are gone. In summary, the effects on the issuer 

are the opening up of new sources of capital but 

at a greater risk, in addition to the polit-

ical alienation of business partners.”

Lampi predicts newer market 

entrants that do not have established 

track records or access to market-wide 

distribution may consider 506(c) as 

an alternative.

KEITH LAMPI,  
President and COO,  

Inland Private Capital Corp.
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It all might change, depending on what 

happens in Washington, D.C., over the next 

four years. As Sullivan observes, the 506(c) 

has been “driving down a nice road with con-

tinued growth,” but the ultimate outcome of 

which one will be stronger or bigger “is still up 

in the air.”  

In general, full-cycle DSTs were valued above 

$1 billion in 2020, and it is expected another 

$1 billion will come to full cycle in 2021. Most 

of those investors will roll over their invest-

ments into a new DST because they did so well 

with the prior investment. 

“There has been a significant amount of 

full-cycle DST programs where investors real-

ized 8 percent or 9 percent average return on 

the low end, and double-digit percentage on 

the high end,” says Hoffman. Bluerock, for 

example, took a program full cycle in February 

of this year. The 300-plus-unit, class A multi-

family property, located in an Atlanta suburb, 

was bought for $84 million in December 2016 

and sold for $100.5 million a little more than 

four years later. The appreciation was about 

18 percent but, combined with distribution, 

investors received a 44 percent total return, 

or an 11 percent annualized return. Bluerock 

data showed 80 percent of those investors will 

roll into a subsequent exchange, mostly with 

the same sponsor: Bluerock. 

In general, how a deal performs correlates to 

the percentage of people who reinvest. It is safe 

to assume the higher the internal rate of return 

on a deal, the higher percentage of investors 

that will reinvest in a subsequent DST program. 

Inland, for example, recently sold a suburban 
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Indianapolis apartment building for a “substan-

tial profit” compared with the price investors paid 

going in. As a result, investors made a consider-

able amount of money upon sale. 

“A majority of those investors are considering 

Inland DST products as an investment alternative 

as they work toward completing a subsequent 

1031 exchange,” says Lampi.

It also helps to have some name-brand product 

or be in a market with cache. Cantor Fitzgerald 

expects approximately 80 percent of its investors 

to roll into a new Cantor DST offering after the 

conclusion of  a prior  1031 exchange program. 

In January, the company acquired an Amazon.

com  facility for a DST with a total offering 

price of $86.2 million. The $37.3 million equity 

was oversubscribed in four days, with more than 

$60 million in backups.

Over at Passco, the number of investors exit-

ing existing programs and continuing in a new 

Passco program has escalated in the past two or 

three years, with rollovers jumping from 50 per-

cent to 70 percent in some deals. 

“Everyone has benefited from a strong bull 

run, and the assets Passco is bringing to mar-

ket were bought just four to seven years ago,” 

says Sullivan. 

Another reason for the strong trend line 

for securitized 1031 alternatives: Investment 

options have increased. A couple of DST spon-

sors that have entered the market offer the 

investor a different exit by exchanging the ben-

eficial interest in the DST for units in a REIT 

operating partnership (a tax-deferred I.R.C. 

Section 721 exchange). Ideally, the operating 

  It all might change, depending on 

what happens in Washingont D.C., 

over the next four years.  
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Learn how our investment solutions can help your clients reach their financial goals.
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partnership owns a large diversified portfolio of 

real estate with greater optionality around sub-

sequent liquidity.

This exchange combination was pioneered in 

2012, when Griffin Capital Company bought 

a healthcare property in Nashville that it rolled 

into a securitized DST program. Once the trans-

action was seasoned over two to four years, the 

operating partnership retained a one-time option 

to swap the beneficial interest in the DST for 

operating partnership units of Griffin Capital 

Essential Asset REIT through a 721 exchange, 

swapping a real property interest for 

a security interest — in this case, the 

operating partnership unit in a REIT 

that now has approximately $5.8 bil-

lion of office and industrial assets. Griffin Cap-

ital anticipates launching similarly structured 

offerings in 2021. 

The  721 exchange is gaining popularity as a 

tax-deferral strategy, in part due to concerns the 

Biden administration will modify, restrict or end 

the 1031 exchange. “The 721 is rarely talked 

about in the context of legislative changes,” 

notes Jay Frank, COO with Cantor Fitzgerald. 

If the rules are changed, an investor who owns 

a property or a DST interest might not be able 

to complete another real estate exchange once 

the asset is sold; however, an investor may be 

able to complete a 721 exchange into a diversi-

fied portfolio via an UPREIT that can be held 

in perpetuity.

The original structure of 1031 exchanges, 

the tenancy-in-common (TIC), has not dis-

appeared. One big company that still offers 

customized TICs is Time Equities Inc (TEI). 

TEI has been around for more than 50 years, 

and many of its generational investors are 

high-net-worth individuals seeking diversifica-

tion and durable cashflow distribution. In 2020, 

with COVID prevalent, TEI was able to identify 

and acquire for TIC investors three 

apartment buildings and one office 

complex that collectively required 

more than $60 million. Each of 

the capital raises took place toward the end of 

fourth quarter 2020 and into first quarter 2021, 

with one deal closing at the end of 2020 and the 

rest during first quarter 2021.

 According to Alexander Anderson, director 

of the equity department at TEI, the company 

targets properties that can generate growing dis-

tribution to investors, commencing at 5 percent 

to 6 percent per annum, depending on the prop-

erty type. Time Equities is planning on more 

TIC programs this year, in addition to unveiling 

its first DST program.  

In 2020, the average first-year cash-on-cash 

return for the DST  industry was 5.17 percent, 

reports Mountain Dell. That may not be the 

case this year, despite the fact many investors are 

absolutely yield crazy. 

“The DST business prioritizes capital preser-

vation  first and  yield second,” explains Frank. 

“We try to educate people that you don’t want to 

be chasing yield right now. If you do, you might 

not like what the value of that type of asset will 

be in five to seven years.”

More than likely, if someone wants to get 

above 5 percent yield, the asset in the DST will 

be something other than multifamily, such as 

retail, hotels or student housing, and the geog-

raphy will be in a tertiary market or consist of 

older inventory. Most of the assets on the mar-

ket that are selling quickly — from 50 to 100 

days — are showing initial yields in the 4 per-

cent to 5 percent range. 

“Anything showing greater yield was prob-

ably bought late last year or early in 2021,” 

says Frank. Cantor Fitzgerald will launch two 

big multifamily DSTs, valued at $100 million, 

a class A+ development in Fort Collins, Colo., 

and class A- in Washington, D.C. As leveraged 

yields for high-quality products in good markets 

are in the low- to mid-4 percent range, that’s 

where these Cantor DSTs will start out, as well.

“As a result of increasing interest rates and 

rising real estate valuations, on a cap-rate basis, 

we are likely to see average rates of return con-

tinue to compress in the coming months,” adds 

Lampi. “A lower income profile does not nec-

essarily translate to a lesser-quality investment 

— return is relative to the other investment 

options an investor might consider on a 

risk-adjusted basis. If history is any indicator of 

total return performance, there is virtue in buy-

ing higher-quality, conservatively underwrit-

ten properties in well-located areas at a lower 

return profile.”

Here’s the quandary the DST market is facing 

at the moment: Interest rates are gliding north, 

which normally means capitalization rates will 

do the same. That has yet to happen. If cap rates 

don’t move up as interest rates do, it becomes 

more difficult to underwrite real estate to 

drive the kind of leveraged cash-on-cash return 

ALEXANDER ANDERSON, 
Director, Equity Division, 
Time Equities Inc.

JAY FRANK, 
COO,  
Cantor Fitzgerald
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usually delivered to the market. It used to be, 

back in the TIC heyday of 2006–2007, investors 

sought a leveraged 7 percent cash-on-cash return 

with a tolerance for 75 percent leverage. Since 

the market came back from the great financial 

crisis, it is less accepting of leverage risk, such 

that loan-to-value ratios have come down to 

inside 55 percent and, as a result, average lever-

aged cash-on-cash yields have come in closer to 

5.0 percent to 5.5 percent, depending upon the 

asset class.

“Clearly as leverage ratios decline and inter-

est rates increase, while cap rates remain sticky, 

cash-on-cash returns will decline,” says Kevin 

Shields, chairman and CEO of Griffin Cap-

ital Company. “Unless cap rates expand to 

respond to increasing interest rates, we will 

start to test the lower limits of investors’ yield 

tolerance. DST investors generally have had 

a tendency to focus on yield. I hope sponsors 

are not, therefore, tempted to reach for yield 

by acquiring lower-quality assets or property 

located in tertiary markets, where exit liquidity 

may be challenged.”

The lowest first-year yield of any major asset 

class in a DST is multifamily, which hit 5.02 

percent, but that is partly due to the fact it is 

by far the most popular property type for DSTs. 

Some sponsors only create multifamily DSTs or 

multifamily with one other safer play, such as 

triple-net-lease retail. 

“What it comes down to is multifamily offers 

the best risk-adjusted returns,” says 

Hoffman. “With multifamily, a 

higher percentage of revenue hits the 

bottom line. Also with multifamily, 

there are no leasing expenses, tenant 

improvements, etc. Some investors 

see it as a defensive play. Housing is essential, 

and over the past decade, the country has seen 

a very robust demand for housing, whether 

single-family or multifamily.”

KEVIN SHIELDS, 
Chairman and CEO,  

Griffin Capital Company
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•  Sponsored Company Profiles, 

“Over many time horizons, multifamily has 

been the highest-performing asset class among 

the big five — multifamily, office, industrial, 

retail and hotels — and it has done so with the 

lowest volatility,” says Sullivan.

In 2020, 51.12 percent of the equity raised 

went to multifamily, reports Mountain Dell. 

Structurally, that’s because many 1031 inves-

tors and DST sponsors know and are comfort-

able with multifamily real estate. Furthermore, 

financing was more readily available for multi-

family DSTs coming out of the 2008 recession. 

The rents for the asset class typically exhibit 

a lower level of declines and higher level of 

post-recession growth, compared with other 

commercial real estate classes. 

“We are seeing rent growth, particularly in 

suburban markets, to be the biggest value driver 

for the multifamily sector,” says Mozer.

What happened during the year of COVID? 

Over at Capital Square, it reported rent collec-

tion was at 99 percent for all of 2020 and first 

quarter 2021. 

Cantor, which primarily focuses on multifam-

ily and net-lease properties in its DST business, 

reports it  collected 100 percent of  rents within 

its  net-lease portfolio in 2020.  On the multi-

family side, Cantor’s COVID strategy focused 

on helping residents remain in their homes 

while the pandemic created economic and 

employment uncertainty. This strategy resulted 

in downward pressure on property cashflows, 

caused primarily by lower rents, which were 

partially offset by higher occupancy. On the 

positive side, real estate asset values increased 

over the past 12 months for certain asset classes, 

including multifamily and industrial, as inves-

tors sought the relative strength of these sectors 

during the pandemic.

Despite the dominance of multifamily, the 

1031 market achieved a great deal of diversifi-

cation in 2020, with considerable investment 

going into retail, self-storage and industrial, 

and to a lesser extent senior housing and med-

ical office. The ability to diversify is one of 

the key features of DSTs, which have a very 

low minimum investment amount, making it 

possible for investors to diversify into a port-

folio of DST replacement properties to reduce 

concentration risk. 

  Multifamily properties are the most popular for DSTs, 

offering consistent performance and low volatility.  
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TEI has been transacting 1031 exchanges for its own portfolio and outside investment partners for decades using 

dedicated in-house legal, tax and acquisition teams. With significant in-depth knowledge and technical expertise, 

TEI is able to structure and customize the exchange to fit your specific investment objective. Contact us today and 

Capital Square’s portfolio, for example, includes mul-

tifamily, industrial and medical office. Adventuresome 

investors have also put money in hospitality, student hous-

ing, and even oil-and-gas industry real estate.

It has been suggested one of the reasons 1031 exchanges 

will hit record levels this year is concern President Biden 

will increase taxes or go after the 1031 exchange as the 

Trump administration did, leading investors to be more 

intent on consummating a 1031 exchange while it is 

still possible. 

As to whether 1031s could be addressed as part of 

2021 or 2022 tax reform or budget reconciliation, Sul-

livan notes, “there is really nowhere in print that says 

the Biden/Harris administration is officially planning to 

eliminate the 1031. There are references, however, in the 

Biden policy proposals to address childcare, education 

and elder care for costs to be paid for by rolling back 

tax breaks for real estate investors with incomes over 

$400,000. Tax breaks mentioned have included 1031s, 

among others.” 

In response, the industry is keeping its guard up, and 

being pro-active in regard to contacting, lobbying and 

educating lawmakers on the economic role 1031s play and 

their importance to constituencies, including seniors.  

Steve Bergsman is a freelance writer based in Mesa, Ariz.
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*Source: Mountain Dell Consulting 1031 DST/TIC Market Equity Update 2020 Year-End Report. Statement based on total equity raised.
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future generations
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