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This hypothetical case study shows how an investor used Delaware statutory trusts (DSTs) to build
a diversified 1031 DST portfolio and avoid a $2 million tax bill.

Kay Properties & Investments has helped thousands of investors use Delaware statutory trusts
(DSTs) to complete their 1031 exchanges. However, we recently worked with a client who
discovered how DSTs can be incredibly valuable when it comes to building a diversified portfolio. 

What are DSTs? 
For those readers who are not familiar with DSTs: They are a legal real estate ownership structure
that allows multiple investors to each hold an undivided beneficial interest in the trust. The term
“beneficial interest” means that investors hold a percentage of the ownership, and no single owner
can claim exclusive ownership over any specific aspect of the real estate. The DST sponsor
company is responsible for handling all of the maintenance, distributions and other active
management responsibilities. DSTs are particularly relevant to investors because the IRS has
blessed them to qualify as “like-kind” investment property for the purposes of a 1031 exchange.

Enter Southern California real estate investor Tom
So now, let me introduce you to Tom, a seasoned real estate investor who grew tired of active
property management and the headaches of increasing rent-control regulations. For several
decades, Tom built a portfolio of multifamily apartment buildings in Southern California. Over the
years, he painstakingly managed the properties himself, growing the portfolio to an estimated $5
million estate. 

However, as Tom approached retirement, he realized the hands-on management of dealing with
tenants, toilets and trash, along with the increasing local rent-control regulations, was just too much
for him. 

As a result, Tom decided to relinquish his portfolio, which he sold for $5 million. The excitement
surrounding the sale of his portfolio that he had worked so hard to build over many years quickly
faded when his CPA calculated that the capital gains tax and depreciation recapture taxes would
eliminate nearly 40% of the portfolio’s value. Surrendering this money to the government would
significantly impact Tom’s retirement plans. 

The challenge: Find a suitable replacement property for a 1031 exchange 
Tom quickly recognized he needed to complete a 1031 exchange to help defer taxes and find a
replacement property that would require less hands-on management. 

Tom at first considered a triple net lease, or NNN, property in which the tenant agrees to pay the
property expenses as an option for his 1031 exchange. However, Tom quickly realized he did not
want to put such a large amount of capital into a single NNN property. He always remembered his
grandmother using the expression “never keep all your eggs in one basket.” Placing most of his net
worth into a single NNN property would put Tom in a precarious position, especially if the tenant



closed the location or, even worse, went bankrupt, as the property’s value would be negatively
impacted and his monthly rental payments would cease. He needed a strategy that would spread
risk across multiple investments, in multiple locations, with multiple tenants and multiple asset
classes.

Tom also knew he didn’t want to purchase more apartment buildings. He would then have to
continue to manage them as well as be subject to rent-control restrictions. He thought about buying
apartments out of state but then quickly realized that managing a management company would
likely be worse than just doing the work himself.

The solution: Tom’s CPA recommended he consider DSTs
After telling his CPA he was not interested in a NNN property or other apartments, Tom’s CPA
recommended that he look into DSTs for his 1031 exchange. 

After presenting a thorough overview of the DST structure — including both benefits and risks —
and conducting a comprehensive review of Tom’s needs, we were able to help him curate a tailored
real estate portfolio solution to potentially meet his goals of passive income, diversification and risk
mitigation.

This plan involved him diversifying his $5 million of equity into multiple DST properties. Although
diversification does not guarantee profits or protection against losses, Tom felt confident because
his $5 million was spread out among multiple properties, asset classes, locations and tenants. By
doing this, Tom achieved a level of diversification that significantly reduced reliance on any single
property or tenant. Additionally, the portfolio was entirely debt-free, eliminating the risk of lender
foreclosure or cash flow sweeps.

The portfolio of DST investments for Tom’s 1031 exchange included:

• A multifamily DST investment. This debt-free 159-unit apartment community is in the Dallas market
and provides the opportunity for a value-add investment strategy with the potential to increase the
net operating income (NOI) of the property along with monthly distributions. This investment is
sometimes called a “buoy” investment because it can adjust with time and potentially increase value
as NOI is grown through a value-add strategy. 

• A multitenant retail DST investment. This debt-free multi-tenant retail property is located in
Birmingham, Ala., and has a occupancy rate of 96% including national tenants. The property was
acquired at below replacement cost at an attractive basis. In addition, the property sees more than
3.4 million annual visits from shoppers. 

• Essential net lease portfolio DST. This debt-free investment is a portfolio of single tenant net lease
essential tenants in one DST that is located across multiple geographic locations. The entire
portfolio is 100% leased with high-quality tenants with corporate-backed net leases. This type of
DST investment is sometimes described as an “anchor” investment, because it is designed to
potentially deliver predictable income throughout the hold period. 



• Creative infill industrial DST. This debt-free property is a multitenant industrial building with
long-term leases in place. The asset was purchased below replacement cost, and is in the
employment, cultural, educational and business center of Athens, GA.

Tom’s results 
Tom was able to successfully leverage the DST structure to achieve his investment goals of a 1031
exchange into passive management, portfolio diversification and the possibility for regular monthly
cash flow distributions. 

Thanks to the DST and 1031 exchange solution, Tom was able to transition from intensive active
property management into truly passive investing. The predictable income stream potential from his
diversified DST portfolio supports his retirement lifestyle while freeing him from the stress of
hands-on management and equity squeezing rent control regulations. (Note: Diversification does not
guarantee profits or protection from losses.)

Tom now enjoys the flexibility and freedom he worked so hard to achieve, knowing that his
investment portfolio is designed to align with his financial goals and risk tolerance through the 1031
exchange into DST investments. 

If you would like to speak with one of the thousands of clients like Tom who have chosen to have
Kay Properties help them with their 1031 exchange and DST investments, please call (855)
899-4597 or visit www.kpi1031.com.

This material is not tax or legal advice. Please consult your CPA/attorney for guidance. Past
performance does not guarantee or indicate the likelihood of future results. Diversification does not
guarantee returns and does not protect against loss. Potential cash flow, potential returns and
potential appreciation are not guaranteed. There is a risk of loss of the entire investment principal.
Please read the Private Placement Memorandum (PPM) for the offerings business plan and risk
factors before investing. Securities offered through FNEX Capital LLC member FINRA, SIPC.

Dwight Kay, founder and CEO of Kay Properties & Investments, LLC, New York, NY.

New England Real Estate Journal - 17 Accord Park Drive #207, Norwell MA 02061 - (781) 878-4540


