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Family Offices & the Strategic Power of the 1031 Exchange
A Research Brief for High-Net-Worth Investors and Multi-Generational Capital

Quick Summary

o Capital Preservation at Scale: Section 1031 exchanges allow family offices to
defer capital gains and depreciation recapture, preserving a materially larger pool of
capital for reinvestment and long-term compounding.

e Portfolio Flexibility Across Generations: 1031 exchanges enable families to
rebalance, simplify, and modernize real estate portfolios while maintaining
continuity with long-term governance and distribution objectives.

¢ Foundational Wealth-Planning Tool: When integrated with advanced estate and
tax planning, 1031 exchanges support multi-decade growth, risk management, and
intergenerational wealth transfer.

Executive Overview

Family offices operate with a multi-generational mandate—prioritizing capital preservation,
tax efficiency, risk management, and long-term compounding over short-term outcomes.
Within this framework, the Section 1031 exchange remains one of the most powerful and
enduring tools available in real estate portfolio management.

A 1031 exchange allows an investor to sell an investment property and reinvest the
proceeds into another like-kind property while deferring capital gains taxes, depreciation
recapture, and, in many cases, applicable state taxes. By avoiding immediate tax friction,
family offices may preserve a significantly larger portion of equity—often 20-35%—to
remain invested and compounding within the portfolio.

For families managing substantial and often legacy real estate holdings, the strategic use of
1031 exchanges supports portfolio evolution without sacrificing momentum or long-term
objectives.

Exchange Execution Framework
Successful execution of a 1031 exchange requires disciplined coordination and strict
adherence to IRS rules, including:

» 45-Day ldentification Period for replacement properties.
» 180-Day Exchange Completion Window.
» Use of a Qualified Intermediary (QIl) to facilitate the transaction.
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Core 1031 Exchange Rules (Summary):
Identification Rules

e Three-Property Rule: Identify up to three properties of any value

e 200% Rule: Identify any number of properties totaling no more than 200% of the
relinquished property value

e 95% Rule: Identify any number of properties of any value, provided 95% of identified
value is acquired (rarely used)

Replacement Requirements
o Value: Replacement property must be of equal or greater value
e Equity: All exchange equity must be reinvested to fully defer taxes

o Debt: Equal or greater debt must be assumed, or offset with additional cash.

Why 1031 Exchanges Matter for Family Offices

Unlike individual investors, family offices manage capital with extended time horizons and
institutional discipline. The erosion of capital through taxable sales can meaningfully
impair long-term outcomes. Section 1031 exchanges mitigate this erosion by allowing
capital to remain fully deployed.

Key benefits for family offices include:

¢ Preservation of Investment Momentum: Deferral of taxes allows a greater share of
proceeds to remain invested rather than diverted to tax obligations.

o Portfolio Repositioning: Families can migrate capital from legacy or
underperforming assets into modern, institutional-quality properties.

e Operational Efficiency: Consolidation of numerous smaller properties into fewer
professionally managed assets can reduce administrative burden and governance
complexity.
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Strategic Use Cases for Family Offices

Family offices frequently deploy 1031 exchanges to support broader portfolio and
governance objectives, including:

¢ Rebalancing and Diversification
Shifting exposure across property types such as multifamily, industrial, medical
office, and net-lease assets.

o Generational Portfolio Simplification
Consolidating fragmented legacy holdings into streamlined, professionally
managed investments.

¢ Income Optimization for Beneficiaries
Transitioning into stabilized, cash-flow-oriented assets aligned with distribution
policies.

« Risk Reduction and Geographic Migration
Redeploying capital from mature or volatile markets into regions with stronger
demographic and economic fundamentals.

¢ Long-Term, Tax-Deferred Compounding
Preserving equity within the portfolio to support decades of growth across
generations.

Advanced Planning Considerations for Multi-Generational Wealth

Sophisticated family offices often integrate 1031 exchanges into broader estate, trust, and
tax structures to enhance long-term outcomes. Common planning considerations include:

o Utilizing Delaware Statutory Trusts (DSTs) to reduce management responsibility
while maintaining 1031 eligibility.

¢ Executing sequential exchanges to gradually migrate legacy assets into aligned
investment themes.

e Coordinating 1031 strategies with opportunity zone investments for partial gain
mitigation where appropriate.
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e Leveraging depreciation and cost segregation to offset income generated by

replacement assets.

e Incorporating the step-up in basis at death, which may permanently eliminate
deferred capital gains for heirs.

Why 1031 Exchanges Remain a Cornerstone Strategy

Real estate has historically demonstrated durable income characteristics, intrinsic value,
and favorable tax treatment relative to many traditional asset classes. The 1031 exchange
enhances these attributes by minimizing tax friction and allowing capital to remain
productive across market cycles and generations.

For family offices focused on stewardship rather than liquidation, the 1031 exchange
remains a foundational strategy for preserving wealth, enabling flexibility, and supporting
long-term financial continuity.

Important Disclosures & Compliance Notice

This material is provided for educational and informational purposes only and does not
constitute investment advice, a recommendation, or an offer or solicitation to buy or sell
any security or investment strategy. The information is general in nature and does not
consider the specific objectives or circumstances of any individual or family office.

Discussions of tax strategies, including Section 1031 exchanges, are for general
informational purposes only and are not intended as tax or legal advice. Investors should
consult their own qualified tax, legal, and financial advisors prior to implementing any
strategy. Real estate investments involve risk, including market risk, leverage risk,
operational risk, and liquidity risk. Tax laws and regulations are subject to change and may
materially affect outcomes.



