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New Tax Law’s Impact on 
Commercial Real Estate



Income Tax Rate Comparison
(Federal Income Tax Rates for Single Individuals)

Taxable Income Level:
$50,000 $150,000 $500,001 $1,000,000

2017:
Marginal Rate 25% 28% 39.6% 39.6%

Tax $8,239 $34,982 $153,819 $351,819

Average Rate 16.5% 23.3% 30.8% 35.2%

2018:
Marginal Rate 22% 24% 37% 37%

Tax $6,940 $30,290 $150,690 $335,690

Average Rate 13.9% 20.2% 30.1% 33.6%

Savings $1,299 $4,692 $3,129 $16,129



Wins For Commercial Real Estate
• New 30% limit on business interest deductibility does not apply to RE

• Capital gains tax rate on carried interests retained

• Section 1031 Like-Kind Exchanges preserved for real estate

• Qualified Improvement Property expanded and eligible for section 
179 expensing

• New Opportunity Zones

• No SALT deduction or mortgage interest deduction limits on CRE

• New 20% deduction for qualified business income for self-employed 
& pass-throughs



30% Limit on Business Interest Deduction

• “Real estate businesses” are 
exempt from limitation, by election
• But must forego immediate expensing of 

new depreciable assets

• Smaller businesses also exempt
• Average annual gross receipts for 3-tax 

years ending with prior year do not 
exceed $25 million



Carried Interest

New tax law requires 3-
year holding period 
instead of 1-year to be 
eligible for long-term 
capital gains treatment



Like-Kind Exchanges Retained for Real Estate



Qualified Improvement Property

Qualified Improvement Property is 
comprised of:

• Leasehold improvements

• Qualified restaurant property

• Qualified retail improvement property

• Depreciated over 15 years

• Can also be expensed under 179



Opportunity Zones – A New Tax Incentive

• Lesser-known provision 
included in 2017 Tax Cuts and 
Jobs Act

• Goal is to create powerful tax 
incentives for new investment 
in low-income communities

• 2 kinds of capital gains tax 
relief

• Zones have already been 
identified and approved



Opportunity 
Zones in New 

Mexico



What Are the Tax Benefits of OZs?

Two kinds of capital gains tax incentives:
1. Deferral of rolled over capital gain until earlier of:

a) Date you sell your interest in O Fund, or

b) December 31, 2026

Plus:  10% reduction of capital gain if investment is held for 5 years, 
and 15% reduction of capital gain if investment is held for 7 years

Note:  original investment into O Fund must be made within 180 days of sale to an 
unrelated party

2. Exclusion (non-taxation) of all post-investment gain if investment in           
O Fund is held for at least 10 years



Mixed News

•Low-Income Housing Tax Credit
• Not repealed, but

• Less valuable due to cut in corporate tax rate

•Rehabilitation Credit
• 20% credit for certified historic structures retained, but

• Credit modified so it is spread over 5 years and

• 10% credit for pre-1936 buildings repealed



New Tax Law’s Impact on 
Real Estate Professionals



Deduction for Qualified Business Income



Basics of Deduction for 
Qualified Business Income

•Not an itemized deduction

• Based on net business income, after other expenses deducted

• Limited to non-specified service businesses – however, 
exception allows specified service business owners to take 
deduction up to income limits
• For single taxpayers, limit is taxable income of $157,500

• For joint returns, limit is taxable income of $315,000

• Partial deduction available up to $207,500 for singles and $415,000 for joint



Basics of Deduction for 
Qualified Business Income

Specified service businesses are those in following 
fields:  

• any trade or business involving the performance of services in 
the fields of health, law, accounting, actuarial science, 
performing arts, consulting, athletics, financial services, 
brokerage services, investing and investment management, 
trading, dealing in certain assets, or any trade or business 
where the principal asset of such trade or business is the 
reputation or skill of one or more of its employees.



2nd Set of Exceptions for Non-Specified Service 
Business Income (including RE brokerage)

• These exceptions are for business owners with taxable income over limits:
• For singles, limit is taxable income of $157,500

• For joint returns, limit is taxable income of $315,000

• Partial deduction available up to $207,500 for singles and $415,000 for joint

• 20% deduction is limited to the greater of:
• 50% of the W-2 wages paid by the business, or

• Sum of 25% of the W-2 wages paid by the business, plus 2.5% of the original basis of 
depreciable property in the business

• Thus, in order to receive 20% deduction, business must pay wages or own property or 
both



Example 1:  Amy Agent (single)

Prior Tax Law New Tax Law
Net commission income $67,000 $67,000
Personal exemption $  4,150 - 0 –
Standard deduction $  6,500 $12,000
Taxable income (before deduction) $56,350 $55,000
Business income deduction (20%) - 0 - $11,000*

Tax $  9,826 $  5,620

Overall tax savings compared with prior law = $4,206
Tax savings attributable to 199A deduction = $2,420

*Note: Amy’s deduction is limited to 20% of her taxable income.



Example 2: Andy Agent (married, 2 kids)
Prior Tax Law New Tax Law

Net commission income $45,000 $45,000
Spouse salary income $45,000 $45,000
Personal exemptions (4 x $4,150) $16,600 - 0 -
Itemized deductions $18,000 - 0 -
Standard deduction - 0 - $24,000
Taxable income (before deduction) $55,400 $66,000
Business income deduction (20%) - 0 - $  9,000
Tax $  7,358 $  6,459
Tax credit for children $  2,000 $  4,000
Net tax after credits $  5,358 $  2,459

Overall tax savings compared with prior law = $2,899
Tax savings attributable to 199A deduction = $1,819



Example 3: Barry Broker (single)

Prior Tax Law New Tax Law
Net brokerage income $200,000 $200,000
Personal exemption $  4,150 - 0 –
Standard deduction $  6,500 $12,000
Taxable income $189,350 $188,000
Business income deduction (20%) - 0 - $15,600*
Tax $46,000 $36,858

Overall tax savings compared with prior law = $9,142
Tax savings attributable to 199A deduction = $ 4,992

*Note: Barry’s deduction is limited because his taxable income is higher than phase-out amount of $157,500.



Example 4: Bobbi Broker (married)

Prior Tax Law New Tax Law
Net brokerage income $175,000 $175,000
Salary income $270,000 $270,000
Personal exemptions (4 x $4,150) - 0 - ** - 0 -
Itemized deductions $24,250** $28,000 
Taxable income $420,750 $417,000
Business income deduction (20%) - 0 - - 0 - *

Tax $113,573  $ 97,329

Overall tax savings compared with prior law = $16,244
Tax savings attributable to 199A deduction =  $ - 0 -

*Note: Bobbi’s deduction is zero because their taxable income is higher than upper phase-out amount of $415,000
**Note: At their income level, Bobbi’s personal exemptions are phased out and their itemized deductions are limited under the 
prior law.



Example 5: David Developer (married)

Prior Tax Law New Tax Law
Salary from S corporation $80,000 $80,000
Net income passed through $370,000 $370,000
Personal exemptions (4 x $4,150) - 0 -** - 0 -
Itemized deductions $31,100** $35,000 
Taxable income $418,900 $415,000
Business income deduction (20%) - 0 - $65,000*

Tax $113,498  $ 75,379

Overall tax savings compared with prior law = $38,119
Tax savings attributable to 199A deduction = $21,250

*Note: David’s income is higher than $415K threshold, but since income is not from personal service, he still gets partial deduction based on $80K 
wages paid and depreciable property in business worth $1.8 million.
**Note: At their income level, their personal exemptions are phased out and their itemized deductions are limited under the 
prior law.



Questions and Discussion


