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Sitting pretty
Real estate industry among the big winners on new tax law

By passing the Tax Cuts and Jobs Act (TCJA) 
in late December 2017, Congress granted 
the holiday wishes of many involved in real 
estate. While the TCJA brought good cheer 
for the business community in general, the 
real estate industry is particularly likely to 
reap some lucrative rewards. 

The pass-through provisions
So-called pass-through entities (partnerships, limited 
liability companies, S corporations and sole proprietor-
ships) are common among real estate firms. Investors, 
developers, landlords and real estate investment trusts 
(REITs) that structure their businesses as pass-through 
entities have paid taxes on the income at individual tax 
rates as high as 39.6%.

For 2018 through 2025, the TCJA reduces the high-
est individual tax rate to 37% and raises the taxable 
income threshold for that rate to $500,000 for single 
filers and $600,000 for joint filers. Moreover, it cre-
ates a generous new business income deduction that 
slashes taxable income. 

The qualified business income deduction 
generally allows taxpayers to deduct 
20% of income from a pass-through 
entity, as well as 20% of qualified REIT 
dividends. Once taxable income exceeds 
$157,500 for single filers or $315,000 for 
joint filers, a “wage limit” begins phas-
ing in, whereby taxpayers can deduct 
the lesser of 20% of qualified business 
income or 50% of the W-2 wages paid by 
the business. The wage limit phases in 
completely at $207,500 for single filers 
and $415,000 for joint filers.

In addition, an alternative wage limit was added to 
the TCJA at the last minute — an alternative favorable 
to firms with few employees but extensive real estate 
holdings. Under this option, taxpayers will instead 
deduct the lesser of a) 20% of qualified business 
income or b) the sum of 25% of wages and 2½% of  
the unadjusted basis (meaning the purchase price)  
of tangible depreciable property. 

Interest expense exemption
While the TCJA introduces a significant new restriction 
on the interest expense deduction, generally limiting the 
deduction to 30% of adjusted taxable income, it allows 
real estate businesses to elect out of the limit. Loan 
interest would then remain fully deductible, but the 
business would be required to use the alternative depre-
ciation system for real property used in the business, 
regardless of when the property was placed in service, 
and it wouldn’t be allowed to deduct bonus depreciation.

Depreciation expensing
Unfortunately, the Senate proposal to cut the recovery 
period for nonresidential real and residential rental 
property to 25 years didn’t make the final bill — the 



depreciation periods remain at 39 and 27½ years, 
respectively. Real estate firms may, however, benefit 
from changes to the rules for depreciating other types 
of property. 

First, the TCJA expands Section 179 expensing. For 
qualifying property placed in service in tax years 
beginning in 2018, it boosts the maximum deduc-
tion for qualifying property to $1 million (up from 
$510,000 for 2017) and the phaseout threshold to 
$2½ million (from $2.03 million for 2017). These 
amounts will continue to be annually adjusted for 
inflation. The TCJA expands the definition of qualified 
real property eligible for Sec. 179 expensing to include 
several improvements to nonresidential real property:

u  Roofs,

u  Heating, 

u  Ventilation and air-conditioning property,

u  Fire protection and alarm systems, and

u  Security systems. 

Further, it broadens the definition of Sec. 179 prop-
erty to include certain depreciable tangible personal 
property used predominantly to furnish lodging or in 
connection with furnishing lodging.  

In addition, real estate businesses that don’t elect out of 
the new interest expense deduction limit may benefit 
from enhancements to bonus depreciation. The TCJA 
extends and modifies bonus depreciation for qualifying 
property (for example, software and qualified improve-
ment property) placed in service after September 27, 
2017. It allows businesses to immediately expense 
100% of the cost of qualifying property in the year 
the property is placed in service, through 2022 (with 
an additional year for certain property with a longer 
production period). And the new law permits bonus 
depreciation for both new and used property. 

Beginning in 2023, the amount of the allowable  
depreciation deduction will phase down, dropping  
20 percentage points each year for four years and 

sunsetting completely in 2027, absent congressional 
action. Under a transition rule, for a taxpayer’s first 
taxable year ending after September 27, 2017, the  
taxpayer may elect to apply a 50% allowance instead 
of the 100% allowance. 

The bottom line
Developers, investors, landlords and REITs should 
be pleased with the new tax rules overall. Be sure to 
contact your real estate professional to make sure you 
don’t miss out on any of its benefits. x
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But wait — there’s more
The Tax Cuts and Jobs Act (TCJA) has additional 

favorable provisions for real estate firms. The 

Act preserves Section 1031 like-kind exchanges 

for real estate investors, who can continue to 

defer their capital gains taxes by reinvesting 

sales proceeds in certain types of “investment 

properties.” Under the law, the exchanges can 

no longer be used for personal investment 

properties such as heavy machinery, boats and 

airplanes, and are now restricted to real prop-

erty. However, real estate investors who regularly 

use this type of transaction take note: The TCJA 

restricts exchanges to real property that isn’t 
held primarily for sale.

The TCJA also retains several credits important 

to certain kinds of development projects. The 

House of Representatives’ tax bill would have 

repealed the new markets tax credit and the 

rehabilitation credit. The final bill maintained 

the former and modified the rehabilitation 

credit to repeal the 10% credit for pre-1936 

buildings but keep the 20% credit for certified 

historic structures, claimed over five years 

beginning when the building is placed in ser-

vice. The low income housing tax credit also 

continues unchanged.



Sponsors are often on the hunt for innova-
tive ways to fund their real estate projects, 
particularly when they find themselves under 
capital constraints that limit their ability  
to invest. Some sponsors turn to general 
partner (GP) funds to meet their capital  
contribution obligations while maintaining 
the freedom to invest in additional projects.

Typical structure
A typical real estate project is structured as a limited 
liability company (LLC) or limited partnership (LP), 
with the sponsor serving as the general partner. In 
addition to managing the daily operations of the proj-
ect, the sponsor is expected to make a substantial  
capital contribution and raise capital from other 
sources. In exchange for doing so much of the heavy 
lifting, the sponsor receives a disproportionate share 
of the profits (that is, more than its capital contribu-
tion percentage), commonly known as the “promote.”

Often sponsors participate in multiple projects. 
Because they don’t receive promote distributions until 
the later stages of a project, some sponsors might not 
have the necessary capital to participate in all of these 
projects. That’s where a GP fund can come in handy.

To start, the sponsor forms a joint venture equity fund 
to raise sufficient capital to cover its investment require-
ments, giving investors the opportunity to participate in 
the GP project and share in the sponsor’s promote distri-
butions. The fund could raise additional capital through 
a private offering and then use the proceeds to make the 
requisite GP investment in several projects.

Of course, the sponsor might run into some resistance. 
For example, limited partners in the underlying project 

might worry that the sponsor will lose the incentive to 
run the project efficiently and minimize risks when it 
has less of a financial interest at stake in the project. 
But the sponsor’s compensation remains closely tied 
to the project’s performance, and the sponsor risks 
reputational damage that could hurt its odds of raising 
funds in the future.

Important provisions
These arrangements aren’t to be entered into lightly, 
though. If you’re thinking about starting a GP fund, 
consider the following:

Distributions. These generally follow the customary 
private equity structure: GP fund investors receive the 
amount of their original investment plus a preferred 
return. The fund will then divide extra profits after 
those payments between the investors and the sponsor 
according to a predetermined formula. That formula 
may shift the split in the sponsor’s favor as the project 
achieves certain benchmark internal rates of return. 
Distribution timing tends to follow that of the underly-
ing project. (This timing applies to capital calls, too.)

Fee income. Investors in the GP fund usually pay the 
sponsor a management fee based on the amount of 
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Is a GP fund right for your deal?
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Ways to keep your properties profitable

While the U.S. real estate market is cur-
rently enjoying an upswing in most areas, 
it’s seen numerous downturns over the 
years. Whether the market is up or down, 
commercial property owners and investors 
continually look for ways to enhance prof-
its. Here are some suggestions to consider. 

Keep expenses low
The value of commercial real estate often 
is a function of the property’s net oper-
ating income (NOI). NOI equals gross 
rental income less vacancy and operating 
expenses. One way to maximize NOI is to 
reduce expenses.

You might, for example, adjust energy- 
related expenditures, such as your auto-
mated energy management system. Instead 
of just setting the start and stop times, 
adjust the settings to take advantage of 
weekends, holidays and other downtimes.

Buildings consume a surprising amount of energy over-
night, even when they’re essentially unoccupied. Have 
your cleaning staff turn off lights when they finish a 
room, or install sensors that will automatically turn them 
off. Turn off copiers, printers and other office equipment 
at night. Implementing these types of environmentally 
friendly practices may improve tenant satisfaction, while 
simultaneously boosting property value. 

capital the fund invests. The fund generally doesn’t 
share in the fees the sponsor receives for services to 
the underlying real estate project (for example, prop-
erty management or leasing fees). 

Decision-making authority. GP fund investors  
rarely participate in the management decisions — 
understandably, the other investors in the underlying 

project would frown on that. After all, they invested in 
the project based in part on the sponsor’s expertise.

Proceed with caution
Done right, GP funds can serve as valuable investment 
vehicles for both sponsors and investors. The arrange-
ments generally are complicated, though, so consult with 
your CPA to be sure you’re covering all of your bases. x
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Review your properties’ monthly utility and water  
bills to ensure that you’re charging tenants properly 
for their consumption. Be sure to watch for unusual 
spikes in usage. 

It can also pay to revisit your service contracts.  
For example, windows may not need to be washed  
so often, and parking lots may be blacktopped less  
frequently. Rebidding or renegotiating contracts  
may lead to cost savings, particularly if you take 
advantage of economies of scale by hiring the same 
contractor to service multiple properties.

Reconsider your internal maintenance, too. Do you 
take a preventive approach to maintenance that  
follows a time-based schedule? Try adopting a  
predictive approach that relies on statistics and  
past experience to determine the optimal intervals 
for servicing equipment.

Other expenses worth re-evaluating include real estate 
taxes and insurance. Generally, as property values 
increase, you’ll pay more in taxes and insurance pre-
miums. Review both closely with the county assessor 
and your insurance agent to determine whether the 
increases are justified. 

Although interest isn’t customarily part of the NOI 
equation, it can be a significant expense, depending on 
a property’s debt load. While interest rates are still low, 
banks may be willing to negotiate if you’re creditworthy.

Increase occupancy
Another way to boost your NOI is to decrease vacancy. 
Careful management can result in lower carrying costs 
and quicker leasing. Visit all your properties regularly 
to check for any problems that might delay leasing —  
such as a leaky roof or malfunctioning security system. 
Keep the premises clean and free of trash and pests. 
Ensure that maintenance continues on the roof, HVAC 
system, elevator and similar components so that they’re 
in working order for new tenants.

Remember, while it’s important to confirm that these 
systems are fully functioning, they don’t need to oper-
ate 24/7. As with occupied space, adjust the start-up 
and shutdown mechanisms to reduce energy costs.

Retain happy tenants
It’s much more economical to hold on to existing ten-
ants than to land new ones. Retaining tenants requires 
keeping them happy.

Regular communication is critical. Answer your phone 
and respond to e-mails promptly. Give tenants both 
your office and cell phone numbers. Also consider con-
ducting annual tenant surveys to determine whether 
they’re satisfied and if they see areas that could be 
improved. At the very least, a survey shows that you 
value the tenants’ opinions.

Your employees are usually the front line of tenant 
relations. So, develop an incentive structure that 
encourages them to provide outstanding service. And 
then reward and recognize those who go the extra mile.

Finally, remember that janitorial and HVAC issues usu-
ally top the list of tenant complaints. By keeping a close 
eye on these services, you can preempt many problems.

Profits ahead
Staying atop needed maintenance and reining in your 
expenses is important whether commercial property 
values are declining or rising. By following the ideas in 
this article, your properties should be on the road to 
optimal profitability. x

Employees are usually the front line 
of tenant relations, so develop an 
incentive structure that encourages 
them to provide outstanding service.
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Using blockchain to build a  
better real estate transaction

Blockchain technology first gained attention 
as the digital ledger that makes Bitcoin 
transactions possible. Today, it’s migrated 
to other areas that could benefit from a 
distributed, unalterable ledger. 

The technology is a logical fit for real estate transactions, 
which can be riddled with inaccuracies. It’s gaining a 
foothold in residential real estate, and commercial real 
estate (CRE) transactions won’t be far behind. Here’s 
some valuable information for commercial property 
investors who are unfamiliar with how blockchain can 
benefit them.

What is blockchain?
Blockchain technology generally refers to a digitized 
distributed ledger or database that permanently records 
and shares information. The information is stored in 
blocks, and each block includes a timestamp and a link 
to a previous block. The blockchain provides a public, 
verifiable history of transactions.

Parties to a transaction can see every block, whether 
it contains documents, analysis, contracts or inspec-
tions. No single person controls access, so parties can 
transact with each other directly, without the need for 
a trusted third party.

How does it work in CRE?
Real estate transactions are a prime candidate for 
blockchain. Why? CRE transactions tend to be cumber-
some, costly and time-consuming, in part because vital 
information is kept in disparate systems that require 
the use of middlemen — including brokers, inspectors 
and appraisers, title companies, escrow companies, 
county recorders and notary publics — to gain access. 

These layers lead to a lack of transparency and the 
potential for mistakes and fraud.

Blockchain eliminates the need for many middlemen 
because anyone can record or view the information. 
For example, it would allow every property to have 
a digital address with occupancy, financial, legal and 
physical information, as well as a history of transac-
tions and repairs. All of the data would be available 
immediately, in a single location. Parties could verify 
property records themselves and transfer digital  
titles with a click. The risk of forged documents or  
fake listings would decrease significantly.

Smart contracts that use blockchain technology to 
automate performance based on agreed-upon rules 
also remove the risk of breach and fraud. Imagine a 
condo sale where the seller agrees to transfer title 
when the buyer pays $300,000 in virtual currency. The 
transfer of the currency to the seller would trigger the 
automatic transmittal of a specialized coin or digital 
certificate that represents the title to the buyer, with 
the title transfer immediately recorded in a block.

Block to the future
Once upon a time, CRE participants were unconvinced 
about the merits of listing services. Now that technology 
is commonplace. Likewise, blockchain technology has the 
potential to play a 
significant role in 
CRE transactions 
as a way to help 
reduce costs, 
minimize errors 
and improve  
efficiency. x




