
Property owners can build wealth for themselves and their heirs by using provisions in the U.S. tax 
code created to incentivize real estate investment:

• Section 1031 of the U.S. tax code allows investors to defer taxes on the gain from the sale of 
investment property when the proceeds from such sale are directly reinvested into a “like-kind”  
real estate investment and certain other conditions are satisfied. A specialized escrow agent, called 
a Qualified Intermediary, must be engaged to facilitate the exchange of sale proceeds, before closing 
on the sale of the investment property.

• Section 721 of the U.S. tax code allows investors to exchange an interest in an investment property 
for an interest in an operating partnership owning numerous properties without recognizing a 
taxable gain, if certain conditions are satisfied. A 721 exchange is often referred to as an “UPREIT”.     

Tax-Deferred Real Estate Investing:  
Section 1031 and 721 Exchanges 

1031 Exchange: Potential Benefits1

 Defers capital gains and other taxes, allowing for increased capital for reinvestment in replacement real estate  

 Diversification into multiple properties or consolidation into one holding

 Opportunity for income generation, including via a 1031 exchange into real property held by a Delaware  
Statutory Trust (“DST”) 

 Ability to build and preserve wealth over time 

1031 Exchange – How it Works
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Interests in DSTs may be used as replacement property in a 1031 Exchange, a potentially 
attractive option for investors looking to defer taxes, estate plan and receive steady income.

Instead of purchasing a new property outright, an investor looking to effectuate a 1031 exchange can re-invest 
proceeds from the sale of their investment property in beneficial interests of a DST  — a trust that owns institutional-
quality, income-generating real estate that is professionally managed. This process potentially simplifies the challenge 
of identifying and purchasing a replacement property, including securing equivalent leverage on the property. 

Investors in a DST own a fractional, undivided interest in the underlying real property or properties held by the DST 
and receive a proportional share of the income from the real estate. 

In certain cases, to recognize the full benefit of a tax-deferred 1031 exchange, investors must obtain new debt  
in an amount equal to or greater than the debt that was repaid in connection with the sale of their investment 
property (if any). To satisfy this important requirement, the DST may obtain debt financing on the real estate  
it owns, eliminating the need for individuals to obtain new debt directly.

A 1031 Exchange Into a DST Potentially Offers Additional Benefits1

 Eliminates responsibilities of direct property ownership  

 Earns passive income from institutionally-managed property

 Diversifies holdings with exposure to high-quality real estate 

 Ability to transfer wealth on a tax-advantaged basis

 Potential for DST financing to satisfy the 1031 requirements without the need for independently  
obtaining debt 

721 Exchanges: Next Step to Potential Liquidity 
An additional option to defer taxable gains on the sale of real estate investments is a 721 exchange,  
which may allow DST investors a potential opportunity (after executing a 1031 exchange) to receive units  
of an operating partnership (OP Units) of a real estate investment trust (REIT) in exchange for the investor’s  
DST interests. A 721 exchange can transform an investment in a single investment property into an interest  
in an operating partnership that owns a diversified portfolio of high-quality, professionally-managed properties  
on a tax-deferred basis. 

After a period of time (usually one year after becoming a holder of OP Units), an investor (or their heirs) may 
further exchange all or any of their OP Units for certain common shares of the REIT. This is generally a taxable 
event, but it offers the ability to unlock liquidity through the REIT’s share repurchase program. Such a program  
can benefit the original property owner. 

A 721 exchange can only occur if the operating partnership exercises its fair market value option to acquire  
the DST interests from investors. This option is granted to the operating partnership by the DST investors  
at the time of their subscription for beneficial interests in the DST and there is a possibility it may not be  
exercised by the operating partnership.   
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721 Exchange: Potential Benefits3

 Diversified portfolio operated by institutional real estate managers

 Access to Brookfield’s leading operating platform with decades of real estate experience 

 Enhance income on a tax-advantaged basis from portfolio performance 

 Tax-efficient opportunity for estate planning, with OP Units potentially transferred at stepped-up basis  

 Potential liquidity and capital appreciation accessed through the REIT  
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The Brookfield Advantage: Leading real estate expertise built over decades 
As one of the world’s largest investors in real estate, we own, operate and develop iconic properties in the world’s  
most dynamic markets. From next generation logistics facilities and state of the art office buildings, to luxury hotels  
and amenitized residential communities, our global portfolio spans five continents and is diversified across every  
sector of real estate.

Brookfield’s global scale, local presence and distinct vantage point as an owner-operator, allow it to deploy capital with  
a long-term view. We seek to enhance value by leveraging our operating expertise and focusing on our core real estate 
capabilities—leasing, financing, development, design and construction, and property and facilities management.

By partnering with Brookfield, investors have the potential to build and preserve wealth with the support of a leading  
real estate platform and real estate expertise built over more than 100 years. 

Complex Transactions Require Experienced Advisors 
1031 and 721 exchanges can be effective tools for tax management and wealth creation. However, like all financial 
products and transactions, they also entail risks, including a level of complexity and a relatively rigid set of requirements 
and deadlines. As a result, investors should work with experienced financial and tax advisors when considering  
a 1031 or 721 exchange. 

Learn More 
To invest in a tax-deferred real estate exchange, contact a financial professional. If you are a financial professional 
interested in offering a tax-deferred exchange to your clients, please contact us.

Brookfield Oaktree Wealth Solutions  
info@brookfieldoaktree.com
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ENDNOTES
1 Disadvantages of a Section 1031 Exchange into a DST may include  

inability to participate in management, fees and expenses outweighing  
the benefits of tax deferral, and lack of access to immediate liquidity.  
Please see risk disclosures below for more information.

2 Taxes are deferred until new the investment is disposed of in a future 
taxable sale, unless engaging in another 1031 exchange at time  
of disposition.

3 Disadvantages of a Section 721 Exchange may include inability  
to participate in management, fees and expenses outweighing  
the benefits of tax deferral, and lack of access to immediate  
liquidity. Please see risk disclosures below for more information. 

4 The conversion of OP Units is subject to the discretion of the  
operating partnership.

DISCLOSURES 
This summary is of a general nature and is not intended to be legal 
or tax advice to any particular investor in a DST. Each investor should 
consult its own tax advisor for information regarding the particular 
circumstances applicable to such investor.

All investing involves risk. Alternative investments are complex, 
speculative investments and are not suitable for all investors.  
An investment in an alternative investment entails a high degree  
of risk, and no assurance can be given that any alternative investment 
vehicle’s investment objectives will be achieved or that investors  
will receive a return of their capital. The value of an investment  
will fluctuate over time, and an investor may gain or lose money,  
or their entire investment. Past performance is no guarantee of future 
results. Diversification does not guarantee returns and does not protect 
against loss. 

©2024 Brookfield Corporation; ©2024 Brookfield Asset Management Ltd.; 
©2024 Oaktree Capital Management, L.P.; ©2024 Brookfield Oaktree Wealth 
Solutions LLC; and ©2024 Brookfield Public Securities Group LLC. Brookfield 
Oaktree Wealth Solutions LLC and Brookfield Public Securities Group LLC  
are indirect majority-owned subsidiaries of Brookfield Corporation. 

The information contained herein is for educational and informational 
purposes only and is not intended as and may not be relied on in any  
manner as legal, tax or investment advice, a recommendation, or as  
an offer to sell, or a solicitation of an offer to buy any securities offered  
by Brookfield Corporation and its affiliates (together, “Brookfield”). 

Information and views are subject to change without notice. Some of the 
information provided herein has been prepared based on Brookfield’s internal 
research, and certain information is based on various assumptions made by 
Brookfield, any of which may prove to be incorrect. Brookfield may not have 
verified (and disclaims any obligation to verify) the accuracy or completeness 
of any information included herein, including information that has been 
provided by third parties, and you cannot rely on Brookfield having verified 
any of the information. The information provided herein reflects Brookfield’s 
perspectives and/or beliefs as of the date of this commentary. 

FORWARD-LOOKING STATEMENTS
Information herein contains, includes or is based on forward-looking 
statements within the meaning of the federal securities laws, specifically 
Section 21E of the Securities Exchange Act of 1934, as amended, and 
Canadian securities laws. Forward-looking statements include all statements, 
other than statements of historical fact, that address future activities, events 
or developments, including, without limitation, business or investment 
strategy or measures to implement strategy, competitive strengths, goals, 
expansion and growth of our business, plans, prospects and references to 
our future success. You can identify these statements by the fact that they  
do not relate strictly to historical or current facts. Words such as “anticipate,” 
“estimate,” “expect,” “project,” “intend,” “plan,” “believe” and other 
similar words are intended to identify these forward-looking statements. 
Forward-looking statements can be affected by inaccurate assumptions 
or by known or unknown risks and uncertainties. Many such factors 
will be important in determining our actual future results or outcomes. 
Consequently, no forward-looking statement can be guaranteed. Our actual 
results or outcomes may vary materially. Given these uncertainties, you 
should not place undue reliance on these forward-looking statements. 
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