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The 2017 Tax Cuts and Jobs Act is a net positive for U.S. REITs and shareholders.
The REIT structure will continue to be tax efficient and the tax burden for REIT
shareholders on dividend distributions will be reduced by as much as 20%.
Legislation that stimulates economic growth, job creation, and corporate profitability is supportive
of commercial real estate fundamentals as landlords may benefit from an increased demand for
space. As investors digest the changes to the tax code, markets may oscillate short-term. Over the
long-run, we expect U.S. REITs to benefit and any volatility associated with the 2017 tax reform to
provide opportunities for active management to add value. Key provisions from the Act include:

TAX CUT ON REIT DIVIDENDS
REIT dividend distributions will be subject to a
lower maximum “pass-through” income tax
rate of 29.6%. Under current tax code, REIT
dividends are taxed at an individual’s tax rate
and do not qualify for the lower qualified
dividend tax rate that generally applies to
dividends distributed by other equity securities.
Under the new code, REIT investors in the
highest income bracket which are subject to a
37% tax on dividend distributions would see a
significant 20% decrease.
With the reduced tax burden, the REIT
yield advantage relative to other incomeproducing investments improves. We expect
this favorable tax regime to drive increased
demand and capital flows to the asset class.

TENANTS CAN STILL DEDUCT THEIR
RENTAL EXPENSE
A tenant’s continued ability to deduct rental
expenses supports the “Rent over Buy” mentality
which benefits REIT landlords. With interest
deductions limited to 30%, businesses will have
less motivation to own real estate. Also, to the
extent they own real estate, there could be a
motivation to sell the real estate (potentially to
a REIT) because of the limited ability to deduct
interest expense above the cap while having
no cap on the amount of “rent expense”
to deduct.

NO LIMIT ON INTEREST EXPENSE
DEDUCTION FOR REITS
Under the new tax code, corporations are
limited to an interest rate deduction of no
more than 30% of EBITDA. This limitation is
designed to partially offset the benefit of the
lower corporate tax rate of 21%. This limitation
specifically excludes real estate companies,
including REITs.
The exemption is an acknowledgment that
REITs are capital-intensive businesses and
require debt capital to adequately manage
their portfolio of assets. While corporations
may need to adjust their business models to
account for this limitation, REITs will not.

REITS WILL CONTINUE TO BENEFIT
FROM A 1031 EXCHANGE
The benefit of the Section 1031 exchange
is that it allows REIT management teams
to efficiently reposition their portfolios
and recycle capital into potentially higher
performing assets driving increased value for
shareholders without the tax burden of paying
capital gains from property sales.
Under the new tax code, Section 1031
exchanges will remain intact, allowing U.S.
REITs the ability to defer capital gains tax on
the sale of an existing property so long as the
property be exchanged for a similar or “like
kind” property.

ABOUT CBRE CLARION SECURITIES
CBRE Clarion Securities is an industry-leading global investment management firm specializing
in the management of listed real asset securities including real estate, infrastructure, and master
limited partnerships (MLPs). CBRE Clarion manages client portfolios with a focus on generating
attractive risk-adjusted returns through a total return, income focused, and absolute return-oriented
strategies. Headquartered near Philadelphia, Pennsylvania, the firm has over 90 employees located
in offices in the United States, United Kingdom, Hong Kong, Japan, and Australia.
The global transfer of ideas, in-depth local market research, and market intelligence distinguishes
CBRE Clarion. Our team of over 40 dedicated listed real asset investment professionals draws
upon the research and resources of CBRE’s global organization. Our global perspective and local
infrastructure and real estate market insight combined with our disciplined investment approach
enhance our teams’ ability to underwrite risks and capitalize on potential opportunities.
CBRE Clarion Securities is the listed equity management arm of CBRE Global Investors, an industryleading global real asset investment firm sponsoring investment programs across real estate,
infrastructure, and private equity.

IMPORTANT DISCLOSURES
©2018 CBRE Clarion Securities LLC. All rights reserved. The views expressed represent the opinions of CBRE Clarion which are subject to change and are
not intended as a forecast or guarantee of future results. Stated information is provided for informational purposes only, and should not be perceived as
investment advice or a recommendation for any security. It is derived from proprietary and non-proprietary sources which have not been independently
verified for accuracy or completeness. While CBRE Clarion believes the information to be accurate and reliable, we do not claim or have responsibility
for its completeness, accuracy, or reliability. Statements of future expectations, estimates, projections, and other forward-looking statements are based on
available information and management’s view as of the time of these statements. Accordingly, such statements are inherently speculative as they are based
on assumptions which may involve known and unknown risks and uncertainties. Actual results, performance or events may differ materially from those
expressed or implied in such statements.
Past performance of various investment strategies, sectors, vehicles and indices are not indicative of future results. Investing in real estate securities involves
risk including to potential loss of principal. Real estate equities are subject to risks similar to those associated with the direct ownership of real estate.
Portfolios concentrated in real estate securities may experience price volatility and other risks associated with non-diversification. While equities may offer the
potential for greater long-term growth than some debt securities, they generally have higher volatility. International investments may involve risk of capital
loss from unfavorable fluctuation in currency values, from differences in generally accepted accounting principles, or from economic or political instability in
other nations. There is no guarantee that risk can be managed successfully. There are no assurances performance will match or outperform any particular
benchmark. Indices are unmanaged and not available for direct investment. PA01052018

CBRECLARION.COM

2017 TAX CUTS AND JOBS ACT Implications for U.S. REITs | 2

