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Commercial Real Estate
2022: 3Q – 4Q

TARGET MARKETING

Commercial Real Estate

Industry

The commercial real estate industry is comprised of businesses primarily engaged in acquiring real estate 
properties; managing those properties; renting, leasing, or generating income off of the properties in other ways; 
and eventually selling the properties for gain. 

As of September 2022, the Bureau of Labor Statistics reported 1.8 million were employed in this sector, with a 2.2% 
industry unemployment rate (a return to pre-pandemic unemployment rates). The unemployment rate had reached 
as high as 8.9% during the pandemic (May, 2020).1

Trends

The commercial real estate industry had been surprisingly resilient during the pandemic, and expectations for 2022 
were mainly positive.2 However, as we reach 3Q/4Q of 2022 the outlook for this sector has become less certain. 
According to a survey of commercial real estate chief financial officers conducted by Deloitte, 40% said revenues 
should increase in 2023, 48% see revenues decreasing, and 12% expect no change. 

The industry is starting to see the impact of the pandemic and trends related to the types of projects that will be in 
demand. For example, the demand for commercial office space is expected to diminish as firms implement more 
permanent work-from-home policies and require less office space. According to the Deloitte survey, the greatest 
growth opportunity in North America is logistics and warehousing spaces (43%). 

In retail, many opportunities exist in specific segments to reconfigure their real estate/infrastructure. For example, 
restaurants may need to consider making temporary outdoor dining a permanent feature. And grocery stores will 
need to expand areas for online shoppers to pick up their orders. 

Regarding personal homes, residences that have attractive work-from-home features will become more valuable. 
This dynamic has made home improvement retailers one of the big financial success stories of the past two years, 
and is expected to remain so in 2022. 

Trending climate change concerns: According to a 2017 report by the United Nations Environment Program, 
buildings account for 40 percent of both global energy use and carbon emissions. This is leading to efforts to make 
“greener” buildings with lower carbon footprints. 

Concerns

According to the Deloitte survey mentioned above, the top concerns the commercial real estate industry will face 
globally over the next 12-18 months are sustained high inflation, workforce management, cyber risk, and climate-
regulated regulatory action. In the U.S., the top concern is sustained high inflation – which makes sense considering 
commercial real estate projects typically include financial leverage. 

The Inflation Reduction Act, signed by the president on August 16, 2022, contains a number of provisions that may 
impact the commercial real estate industry.3 First, the law includes $2.15 billion for low-embodied carbon materials 
in federal construction projects; $975 million to support emerging and sustainable technologies, and $250 million 
for measures to convert more federal buildings into High Performance Green Buildings.4 Second, the law includes 
two major tax incentives that will impact commercial real estate – one is the 179D tax deduction and the other 
is the 45L tax credit. Both will provide tax incentives to landlords who reduce the energy usage in their buildings. 
Neither incentive is new, but the law extends these programs for at least 10 years and increases the dollar amount 
an owner can earn, and, in some cases, lowers the standards at which one can start earning benefits.5



Concerns 
(continued)

The 2017 Tax Act narrowed the use of a like-kind exchange for deferring recognition of capital gains under IRC § 
1031 to only real estate. These exchanges are a likely target in future tax legislation which will attempt to roll back 
these advantages.

Opportunity Zones are a common tool for deferring the recognition of capital gains, if gains are reinvested in 
qualifying opportunities (typically low-income communities). These designations also expire, this time in 2026, and 
they may also be a target of future legislation to raise revenue.

The 2017 Tax Act provided the commercial real estate sector with a substantial tax break (20% Qualified Business 
Income Deduction), particularly with an exception that provides a safe harbor for “rental real estate enterprises”. 
This Act automatically expires in 2026, though it could be repealed sooner.

According to the Emerging Trends study noted above, while office tenants desire upgrades in office space, 
including improved ventilation systems, flexible floor plans, and touchless entry systems, “more than a quarter 
of the U.S. office building stock, representing more than 4 billion square feet of space, is at least 60 years old. 
Renovations in many would be too expensive to merit the investment. These obsolete buildings might find more 
value as redevelopment sites or in being converted to other uses.”

Over 90 percent of respondents to the Emerging Trends survey blame “lack of understanding about how a hybrid 
work model will affect office space needs” as the reason “driving uncertainty about total office space needs in 
next three years.” 

Issue Opportunity

Many commercial real estate investors owned 
other businesses first, and used the proceeds 
from the sale of those businesses to invest 
in real estate. Their “business” is more of an 
investment, and there is less interest in passing 
the business to family members intact.

Irrevocable Life Insurance Trust (ILIT): Heirs will likely wish to sell the 
real estate, but those transactions take time. An ILIT (or SLAT) funded 
with a Fixed Index Universal Life (FIUL) insurance policy may provide 
death benefit liquidity to pay estate taxes, property management 
fees, property taxes, insurance, and other costs until the property 
may be sold at the best available price.

The potential for substantial limitations on IRC 
§ 1031 as a means for deferring capital gains 
tax on the sale of property.

Charitable Remainder Trust (CRT): If taxes cannot be deferred as 
easily, look for opportunities to create other tax deductions in the 
year of sale. A CRT combined with an ILIT may be appealing.

The pandemic may cause commercial real 
estate investors to reconsider their investment 
properties – office space may lose its appeal 
in comparison to other property types. But 
with increases in online retail, the demand for 
warehouse capacity has increased.

Key employee compensation: Strategies to recruit and retain 
employees with specific experience and knowledge in managing and 
developing particular property types.

Business continuation “bonus” plan: Heirs may not have the 
expertise or know-how to successfully transact real estate. A plan 
should exist to incentivize key employees to remain with the business 
until the property is sold. 

Tax rates for high-income earners in the 
U.S. are historically low, but may potentially 
increase in the future

Tax-advantaged financial vehicles: Consider using after-tax dollars 
to purchase or contribute to an FIUL that may provide an income-tax-
free death benefit,¹ tax-deferred growth potential, and tax-favorable 
withdrawals and loans.

1 Life insurance death benefit is generally income-tax-free when passed on to beneficiaries.

Fixed index universal life insurance requires qualification through health and financial underwriting.
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Additional talking points/planning opportunities

• Real estate developers typically own multiple properties 
and may routinely buy and sell new properties triggering 
capital gains. This creates years in which their taxable 
income is substantial compared to other years which may 
create a desire to find income tax deductions in those 
years. Those with an interest in passing on a portion 
of their wealth to charity may find a charitable trust 
strategy appealing. 

• Advisors working with real estate developers should be 
familiar with Real Estate Investment Trusts (REITs) and 
Delaware Statutory Trusts (DSTs). Both provide a means 
to participate in the commercial real estate market 
without owning specific properties. They also have the 
advantage of diversifying the client’s real estate portfolio. 
REITs and DSTs may be appealing to real estate investors/
developers looking to transition away from active 
management/ownership. 

• Advisors working in states with high state and local income 
taxes may also want to become familiar with Delaware 
or Nevada Incomplete Non-grantor Trusts (DING/NING). 
These are trusts established in states with low, or no, 

state level taxes that are marketed as a means of selling 
highly appreciated assets, like a business entity or real 
estate, while avoiding state level taxes. Since real estate 
developers may be involved in multiple sales of highly 
appreciated properties, those in high taxed states may be 
approached with this strategy. 

• Deferred Sales Trusts (IRC § 453) are a tool regularly 
presented to business owners in this industry. These trusts 
are promoted as a means of deferring capital gains by 
selling an asset to a third-party trust in exchange for a 
promissory note. Though they are commonly presented 
to clients, they are not approved as a recommended 
strategy by Allianz, and may not own an Allianz policy. Do 
not confuse Delaware Statutory Trusts with Deferred Sales 
Trusts (same acronym, “DST”). A Deferred Sales Trust is a 
more aggressive tax strategy for deferring gains on the sale 
of assets such as real estate, while a Delaware Statutory 
Trust accomplishes similar tax goals and is, as the name 
suggests, based on statutory law in Delaware.

FOR ADDITIONAL RESOURCES, click on these links:

• PwC – Emerging Trends in Real Estate 2022   
www.pwc.com

• Building Owners and Managers Association 
International, BOMA International  www.boma.org

• CCIM Institute  www.ccim.com
• IRS Opportunity Zones Frequently Asked Questions   

www.irs.gov
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