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Financial Advisory
The Taxable-Equivalent Yield 
Concept for Real Estate Investors
BY CHRISTOPHER MILLER, MBA
SPECIALIZED WEALTH MANAGEMENT

I
’ve been in the tax-advantaged investments 
business for over 20 years now, and have 
always emphasized that successful investing 
isn’t about what you earn – it’s about what you 
keep.  What good is 75% more income if – 

after tax – I’m left 25% below a more tax-efficient 
vehicle.  For investors interested in tax-efficiency; 
the concept of Tax-Equivalent Yield is a crucial one 
to understand.

TAX-EQUIVALENT YIELD

Tax-equivalent yield describes a concept that I 
learned as a stockbroker back around the turn 
of the century.  It answers the questions; “What 
am I making – after tax?  What is my spendable 
income?”  Back then, I did some business in tax-
free municipal bonds.  This article isn’t about bond 
rates and yields, so I’ll be brief.  Back in November 
of 2000, it was possible to buy a 10-year treasury 
bond that paid 5.5% - fully taxable.  California, at 
the time, was selling municipal bonds that were 
yielding 4.2% - but were Federal and state income 
tax free.  Although 5.5% is greater than 4.2%, the 
4.2% muni bonds paid more after-tax:  Their Tax-
Equivalent Yield was greater.

UNFORTUNATELY, MUNICIPAL BONDS ARE 
NOT VERY ATTRACTIVE INVESTMENTS TODAY

Back in 2000, the Taxable Equivalent Yield of these 
California municipal bonds was 8.2% (for someone 
in the top tax bracket.)  That looked pretty good – 
after all, that income was guaranteed by the state 
of California.  Today, municipal bonds aren’t as 
attractive for two reasons:

First: how confident are you in California’s credit?  
Back in 2000, the cities of Stockton and San 
Bernardino had not yet declared bankruptcy – 
and left their muni bond investors with nothing.  I 
know that I wouldn’t lend my money to the state of 
California today – much less any of its cities.

Second: Interest rates are much lower today.  A 
10-year treasury bond today has a yield of 1.88%, 
while you can buy a 10-year, call-protected, no 
AMT, General Obligation bond at 1.3%.  So – 
neither of these methods will produce over $15,000 
of after-tax income for your $1 million investment, 
and by the time you get your $1 million back 
in 2030 – it has been eaten up by inflation and 
doesn’t buy nearly as much.

Christopher Miller is a Managing Director with Specialized Wealth 
Management and specializes in tax-advantaged investments includ-
ing 1031 replacement properties.  Chris’ real estate experience includes 
work in commercial appraisal, in institutional acquisitions for a nation-
al real estate syndicator and as an advisor helping clients through 
over three hundred 1031 Exchanges.  Chris has been featured as an 
expert in several industry publications and on television and earned an 
undergraduate business degree and an MBA emphasizing Real Estate 
Finance from the University of Southern California.  Chris began 
his real estate career in 1998.  Call him toll-free at (877) 313 – 1868.
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Investing in real estate, with or without use of a 1031 exchange, carries the risk of losing your principal, income or tax benefits. Additionally, the IRS has issued inflexible 
guidelines for completing tax-deferred 1031 exchanges. Failure to follow these guidelines could lead to a loss of tax benefits. 1031 Exchanges can involve significant fees. 
This does not constitute an offer to buy or sell any security. Investments may be illiquid in nature and those seeking to dispose of their investments early may be unable to 
do so. Securities offered through Emerson Equity LLC. Member FINRA/SIPC, MSRB registered. Advisory services offered through Emerson Equity LLC an SEC registered 
investment advisory. Emerson Equity LLC and Specialized Wealth Management are unaffiliated.

WANT A REPLACEMENT PROPERTY 
WITHOUT ACTIVE MANAGEMENT?

Recent offerings, located nationwide, have included:
• Office   • Apartments   • Triple Net   • Retail   • Energy Royalties
I have completed over three hundred 1031 exchanges for investors.  
$200,000+ equity required.

Contact Chris Miller, MBA  
for a free consultation

877-313-1868 
Chris@SpecializedWealth.com
2522 Chambers Rd., Suite 100 
Tustin, CA 92780

Learn more about our investment programs at www.ChrisMiller1031.com
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REAL ESTATE TO SEEK TAX ADVANTAGES

Most of my readers are probably familiar with the 
tax advantages of real estate.  Real Estate is my 
favorite investment because:

1. I can get a bank to “partner” with me by 
lending me the majority of the capital 
needed to buy property, and the value of 
this property has the potential to grow.  
When I sell, I then get to keep all of the 
appreciation!

2. The IRS will allow me to write off the entire 
improvements value of the property over 
27.5 or 39 years (depending on property 
type.)  It is actually more than “allow:” I am 
legally required to take this benefit.

3. The rents that my properties produce 
have the potential to grow over the years 
– to maintain (or even increase) my buying 
power and help me beat inflation.

Some investors will say “I have owned my 
properties for over 30 years and have fully 
depreciated them.  I sure do wish I could get those 
depreciation benefits back.”  I tell these investors, 
“You can – just buy more property with what you 
already have.”

CREATING MORE DEPRECIATION – BUY MORE 
WITH WHAT YOU ALREADY HAVE

I show my investors how to buy more depreciation 
benefits without investing more cash – by using 
a 1031 exchange and the bank’s money for 
that.  Let’s say my investor owns a $2 million 
apartment property that has no more depreciation 
benefits.  (It is fully depreciated.)  He can sell that 
property and, through a 1031 exchange, defer 
the taxes (perhaps forever – but that’s a subject 
for another article) he has built up over the years.  
Next, he can purchase a (for example) $4 million 
property using a moderate amount of leverage; 
50%.  This new “partnership” with the bank 
results in my client buying more real estate - $2 
million worth.  The IRS calls this “$2 million of new 
basis” that my client can then start depreciating 
immediately.  If he bought apartments, and if the 
improvements account for 80% of the property’s 
value, (remember that we can’t depreciate land), 
his annual depreciation deduction is ($2,000,000 
X 80%)/27.5 = $58,181.  That’s a pretty nice tax 
deduction to enjoy over the next few decades.

REAL ESTATE CAN BE A GREAT PLACE TO PUT 
EXTRA CASH

Many of my clients have the great “problem” of 
earning more from their real estate holdings than 
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Securities offered through Emerson Equity LLC, member FINRA/SIPC. Emerson Equity LLC and Specialized Wealth Management are 
not affiliated. All investing involves risk. Past performance is not indicative of future results. 1031 Risk Disclosure: 

·	 There is no guarantee that any strategy will be successful or achieve investment objectives; 
·	 Potential for property value loss – All real estate investments have the potential to lose value during the life of the investments; 
·	 Change of tax status – The income stream and depreciation schedule for any investment property may affect the property own-

er’s income bracket and/or tax status. An unfavorable tax ruling may cancel deferral of capital gains and result in immediate tax 
liabilities; 

·	 Potential for foreclosure – All financed real estate investments have potential for foreclosure; 
·	 Illiquidity – Because 1031 Exchanges are commonly offered through private placement offerings and are illiquid securities. There 

is no secondary market for these investments. 
·	 Reduction or Elimination of Monthly Cash Flow Distributions – Like any investment in real estate, if a property unexpectedly loses 

tenants or sustains substantial damage, there is potential for suspension of cash flow distributions; 
·	 Impact of fees/expenses – Costs associated with the transaction may impact investors’ returns and may outweigh the tax bene-

fits

Scenarios provided herein are provided merely to illustrate mathematical principals and are not a guarantee of performance. 
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they can spend.  So – their excess funds build up 
in checking accounts and stock market portfolios.  
To create potential income, appreciation and tax 
advantages, they will periodically invest $100,000 
- $300,000 into partial interest properties.  This 
investment amount may be too small to buy sizable 
real estate or produce meaningful cash flow when 
buying sole-ownership properties.  With partial 
interest offerings, however, such an investment 
can produce the potential for 5-6% annual income, 
appreciation, and up to 100% tax-deferral with 
depreciation deductions.  

THE TAXABLE EQUIVALENT YIELD CONCEPT 
AND REAL ESTATE INVESTING

This month, I wanted to familiarize my readers 
with the concept of Taxable Equivalent Yield  to 
emphasize the potential to earn more through 
investments that produce tax benefits.  This 
way, we can recognize that a 6% return with tax 
benefits can beat an 8% return that is fully taxable.

If a lower return – but with tax advantages – could 
potentially give me more spendable after-tax 
income; is it worth considering?  If you have any 
questions, please call my office at (877) 313-1868.

http://www.finra.org
http://www.sipc.org/
http://incomepropertyexpo.com

