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1031  
Exchange 

Internal Revenue Code Secࢼon 1031 allows deferment of capital gains taxes on real property used in trade or business or held for investment  

  

Asset Exchange Company 

The Tenant-In-Common (TIC) Alternaঞve 

 
 

Co-ownership can be a problem. Someone used to 
‘calling the shots’ regarding his/her por�olio may 
not be comfortable with the group decision making 
process required by TIC ownership. Liquidity is also 
an issue. Currently there is not a well established 
secondary market for fracঞon real estate owner-
ship, so those who need immediate liquidity may 
encounter difficulঞes.   

How It Works:   

TIC’s are typically sold through a broker/dealer net-
work. Although technically real estate, the govern-
ment requires that the brokers who publicly market 
and sell TIC’s be registered with the Securiঞes Ex-
change Commission (SEC). TIC’s won’t typically be 
listed on your local MLS and chances are the local 
realtor won’t be selling them. So investors will want 
to deal directly with a brokerage firm or financial 
planner that specializes in TIC’s.   

The typical structure includes 12 to 20 TIC inves-
tors in a property (the IRS will allow no more than 
35) and o[en there is a minimum equity require-
ment to parঞcipate. Once acquired, a TIC invest-
ment can be sold, gi[ed, bequeathed by will or in-
herited and is subject to property taxes, gi[ taxes, 
estate and inheritance taxes in the same manner as 
a sole ownership property.   

For more informaঞon on TIC property and the brokers that 
sell them, feel free to contact Asset Exchange Company. 

Tenant-in-common (TIC) ownership in real estate has 
been around for a very long ঞme. Recently, an enঞre 
industry has blossomed around the concept of fracঞonal 
ownership in real estate.   

The reason for the emergence of the new industry is 
that in 2002, the IRS announced condiঞons under which 
it would rule favorably that an undivided fracঞonal 
interest in real estate consঞtutes a tenancy in-common 
interest (TIC) and not an interest in a business enঞty 
such as a partnership.   

This ruling had parঞcular significance for real estate 
investors as a tenant-in-common interest in real estate 
qualifies for 1031 Exchange treatment, whereas a 
partnership interest does not. With guidelines 
established for what can qualify for 1031 Exchange 
treatment, many large ‘insঞtuঞonal grade” properঞes 
have since been sliced up and sold to groups of 
individual investors. The individual TIC owners are on 
deed and considered direct owners of the real estate. 
Each investor takes a ‘pro rata’ share of income, tax 
benefits and appreciaঞon. TIC investors also benefit 
from the ability to acquire insঞtuঞonal grade property 
that might otherwise have been una�ainable.  

 The advantages of TIC ownership can be significant. 
With large properঞes come economies of scale. 
Professional management may now make economic 
sense, relieving the owners of the burdens of 
management. Predictable, stable cash flow can also be a 
benefit of  owning a much larger property with a diverse 
tenant base. TIC ownership, however is not without its 
disadvantages. 

The subject ma�er in this brochure is intended as general infor-
maঞon only and not intended as tax or legal advice. Please al-
ways consult with your tax or legal advisor for any specific tax or 
legal ma�ers.  


