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EMPOWERING GENEROUS FAMILIES TO 
DO SIGNIFICANT THINGS 

 
BETTER THAN A 1031 EXCHANGE 

 
A 1031 exchange is a way to sell a piece of appreciated property and reinvest the proceeds in another property 
within a specified time period allowing you to avoid a current capital gain on the sale of the first property.   
With a 1031 exchange, your basis in the old property is transferred to the new property.  It is a technique in the 
tax law that exemplifies the old axiom, “never pay a tax today that you can put off until tomorrow”.  While this 
sounds like a great tool to defer paying tax, it is fraught with many perils.  In fact, only about 10% of the 1031 
exchanges that I have helped clients put together have worked out to be a good deal for them.   In most cases, a 
good property is sold and, in an effort to meet the 1031 exchange time deadlines and restrictions, a subsequent 
property is purchased which is not as good as the previous property.  The owner usually winds up with a loss of 
value in the exchange and often more headaches with the new property, all to defer a capital gain that will 
eventually have to be paid.  With a 1031 exchange a seller must identify a Qualified Intermediary who will be 
paid a fee, to receive the funds from the sale and then purchase the new property.   Within 45 days the seller 
must identify 1-3 possible choices for the exchange property.  The purchase of the new property must then be 
closed within 180 days of the first sale.  For most people this creates a tremendous amount of pressure, 
especially if they have not done the research on the replacement property in advance of the sale and do not have 
one waiting in the wings. 
 
The most common situation where people consider a 1031 exchange is when they have an interest in an income 
producing property that has appreciated in value and has been depreciated to the point where the capital gain on 
the difference between the fair market value and the owner’s basis will produce a significant amount of tax.  
They are tired of managing a property and dealing with tenants, but the regular income and tax deductions have 
been a great benefit.  For example, a rental house purchased for $300,000 is now worth, $1,000,000.  The house 
was purchased ten years ago and has been depreciated so that the basis is now $100,000, which will produce a 
$900,000 capital gain when sold.  The rent on the house has produced a return on investment of 5% of the fair 
market value after all expenses and the owner has received a depreciation deduction each year further 
sweetening the investment.  The depreciation deduction now has been reduced so that it no longer produces a 
valuable tax deduction and the timing is right to sell the property.  The choice is to pay the $225,000 tax or find 
a replacement property for the exchange and kick the capital gain tax down the road.  BUT THERE IS A 
BETTER WAY! 
 
If the owner/grantor contributes the property to a charitable remainder unitrust he or she can avoid the capital 
gain at the sale and be able to invest the full sales price for income moving forward.  The owner does not have 
to deal with tenants, vacancies or repairs and can have the trust invest in stocks, bonds, alternatives or real estate 
in the form of a REIT where they get the benefits of owning real estate but none of the headaches.  The trust can 
last for the lifetimes of the husband and wife and may also be able to pay out for a period of years after their 
deaths to children.  The gift to the charitable trust will also produce a small current tax deduction, minimum 
10% of the fair market value, and the charitable remainder unitrust is a tax-exempt trust, so if the trust earns 
more than the payout percentage the growth will not be taxed.   
 
Using the previous property example with the charitable remainder unitrust, a couple in their 60s could create a 
trust that has a 7% payout and then have the trust pay the income to their children after their deaths for a period 
of 10 years.  The 7% income with a $1,000,000 investment would pay them $70,000 a year, $20,000 more than 
the rental house return of 5% and they would receive a $100,000 charitable tax deduction in the first year.  They 
would also be providing a significant gift to their favorite charity after their lives and the term of years to their 
children.  This becomes a three-way win, the couple gets a steady income that is greater than what they had 
before and something they don’t have to manage, the children get an inheritance from the property that is equal 
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to what they would have received had the parents sold the property and paid the tax and a significant gift is 
made to charity after the term of years. 
 
Comparison of 1031 exchange and CRT: 
 
Couple owns an appreciated property that is worth $1,000,000.  They have owned it for 20 years and they 
originally paid $300,000 for the property.  It has now been depreciated so that their basis in the property is 
$10,000 and they no longer get any significant tax deductions for ownership.  They are now ready to sell the 
property and they heard that a 1031 exchange would allow them to avoid a capital gain at the sale.  The property 
after annual expenses has been returning about 5% but they are tired of the responsibility of being a landlord 
and keeping the property rented.  If they were going to do a 1031 exchange, they would need to identify a 
replacement property within 45 days of the sale of their property.   They have not found anything as good as 
what they are selling.   They also found out that their basis in the old property would transfer to the new 
property so they would not get the benefit of new tax deductions.  An advisor then suggested that they consider 
something that is better than a 1031 exchange, a charitable remainder unitrust.  Here is a comparison between a 
straight sale, a 1031 exchange and a charitable trust: 
 
    Sale  1031 Exchange             Charitable trust 
Capital gain at sale  $900,000  0   0 
Tax    $225,000  0   0 
Charitable deduction        0                            0     $100,000 
Reinvested asset  @7%            $38,750/yr    $50,000/yr       $70,000/yr 
Type of income rec’d     CG      Ord. Inc. (rent)          CG 
Headaches of Management    NO         YES           NO 
Liability protection     NO          NO          YES 
Capital gain on future 
Asset sale   possibly       Yes           No 
Possible income to 
Children in their tax bracket     No         No            Yes 
 
 
If you would like to know more about charitable remainder unitrusts then go to the Resources section of 
www.fromsuccess2significance.org website and download the book, “Unlocking The Full Power of Your 
Assets; Creative Uses of the Charitable Remainder Unitrust.”  If you would like to have someone contact you 
to discuss how you might use this plan to get a Better 1031 Exchange then you can request a call or email on the 
website. 
 
 
 
 


