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Zero Cash Flow (“ZCF”) Investments are powerful tax-deferral tools used by some of the most

financially successful real estate investors. ZCFs utilize 1031 exchange rules to defer capital gains

taxes, while allowing cash out and/or debt replacement. These investments offer tremendous

upside, very little initial investment, and utilize leverage that investors are not personally Iiable for. 

What is a ZCF Property/Investment?

A ZCF property is a highly leveraged asset secured by a long-term, triple-net lease of an investment-grade

tenant (Amazon, CVS, etc.). The tenant’s rent payment is used to directly pay down the loan used to acquire

the property. The NNN lease secured loan gives lenders a greater sense of security, so they are willing to loan

out larger amounts than usual. Investors are not personally liable for the debt used to purchase the

underlying property, leaving their balance sheets free to do other deals. There is no cash flow distributed to

investors, deeming the term “zero cash flow,” or “zero”.                                             

The majority of investors in ZCFs do so for 1031 Exchange benefits, but they can be extremely attractive for

other reasons as well. The following hypothetical scenarios show how ZCFs can be used in different types of

transactions.

Utilizing a ZCF for Debt Replacement.

A ZCF satisfies the 1031 Exchange debt replacement requirement for an investor who sells a property with a

large amount of existing debt. An example would be an investor who sells their property for $15M, with $13M

in debt to replace. Locating a $15M replacement property with a bank loan of $13M is near impossible. A

simple solution would be to purchase $15M in ZCF properties with an equity requirement of about 10%-15%.

The investor satisfies the exchange rules, defers their capital gain taxes, and now owns a pro-rata share of

triple-net leased properties.  

A non-exchange buyer might need to purchase an asset that will produce net tax losses to offset passive

income in their portfolio. ZCFs normally shelter tax in their early years through depreciation and mortgage

interest deductions.

How can you take cash out with a 1031 Exchange transaction?

An investor with a large amount of equity in a 1031 Exchange transaction can benefit greatly from a ZCF due

to their unique paydown/re-advance feature. This feature is perhaps the number one reason why ZCF

properties are so popular for 1031 Exchanges. This allows the investor to meet the requirements of a tax-

deferred exchange, while cashing out a significant amount of their equity. Investors can use the cash

withdrawn for whatever they want - without the fear of violating exchange rules. Here is an example of how

the paydown/readvance feature works:
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Let's assume an investor has $10M of sales proceeds after selling their investment property; with $8M in

equity and $2M in debt. In order to defer the taxes associated with selling they would have to potentially find

another property for $10M. The investor identifies a ZCF with 80% LTV (Loan to Value). The leverage in the

replacement ZCF is very high, so the investor would only need to hold $2M in equity to satisfy a $10M 1031

Exchange. The investor would need to keep the $2M of required equity invested in the ZCF. The additional

$6M of equity is readvanced back to the investor as cash, completely tax free.

What if you don’t have debt to replace but still want to obtain cash out in a 1031 exchange? 

Let’s assume an investor’s property is sold for $9M with no existing debt. They can buy a ZCF Amazon

Sortation Facility with 10% equity and 90% leverage. They instruct the lender that they would like to exercise

the paydown/readvanced feature. Only $900,000 is needed to satisfy a $9M exchange due to the 90%

leverage used, so the lender wires the investor $8.1M after closing. As a result, all taxes are deferred, the 1031

Exchange is completed, and $8.1M of tax-free cash is obtained, without the typical 45/180-day limitations.

The investor also owns a pro-rata share of an Amazon Sortation Facility with a 20+ year NNN lease, which is

usually free and clear at lease end.

What happens with the equity invested in a ZCF?

The investor builds more equity in the ZCF as the tenant pays their rent payments. The monthly rent

payments get applied to service the loan securing the property and equity begins to accumulate. The goal is

to own the property free and clear at the end of the term, but this varies with each property and how it is

structured.

Questions? Contact Us.

ZCF properties have many advantages for 1031 Exchange investors. The aforementioned examples and

benefits display how they can potentially compliment your portfolio. Every scenario is different according to

each investor’s needs and objectives. ZCFs can allow cash flow, tax deferral, and debt replacement when

used properly. However, with every investment there is inherent risk. Apex Capital Management is here to

help you every step of the way with ZCF and other DST investment options. Feel free to check out our

website at www.apexcapmgmt.com for more information. We look forward to helping with your 1031

Exchange and DST Options.

ZERO CASH-FLOW INVESTMENTS

C h r i s t i n e @ a p e x c a p m g m t . c o m
S a w s a n a @ a p e x c a p m g m t . c o m

7 2 0 . 2 2 0 . 5 6 6 3
7 2 0 . 4 0 1 . 7 5 0 4 |

To ensure compliance with requirements imposed by the IRS, we inform you that the information posted herein does not contain anything that is intended as legal or tax advice, and that nothing
herein can be relied upon as legal or tax advice. Further, the IRS wants us to let you know that nothing herein can be used for the purpose of (i) avoiding tax-related penalties under the Internal
Revenue Code, or (ii) promoting, marketing, or recommending to another party any tax-related matter addressed herein. Apex Capital Management Ltd. cannot advise the owner concerning
specific tax consequences or the advisability of a tax-deferred exchange for tax purposes. This material is not intended as tax or legal advice so please do speak with your attorney and CPA prior to
considering an investment. This document contains information that has been obtained from sources believed to be reliable. However, Apex Capital Management Ltd. and their representatives do
not guarantee the accuracy and validity of the information herein. Investors should perform their own investigations before considering any investment. There are material risks associated with
investing in real estate, Delaware Statutory Trust (DST) and 1031 Exchange properties. These include, but are not limited to, tenant vacancies; declining market values; potential loss of entire
investment principal; that past performance is not a guarantee of future results; that potential cash flow, potential returns, and potential appreciation are not guaranteed in any way; adverse tax
consequences and that real estate is typically an illiquid investment. DST 1031 properties are only available to accredited investors (generally described as having a net worth of over $1 million
dollars exclusive of primary residence) and accredited entities only (generally described as an entity owned entirely by accredited individuals and/or an entity with gross assets of greater than $5
million dollars). If you are unsure if you are an accredited investor and/or an accredited entity, please verify with your CPA and Attorney. An investment in the DST Units is speculative and involves
substantial investment and tax risks. There are no guarantees of cash flow, distributions or real estate appreciation. Investors could lose some or all of their investment in the DST Units. Projections
of future performance contained herein are based on specific assumptions discussed more fully in the Private Placement Memorandum and do not constitute a guarantee of future performance.
Investors are advised to review the Confidential Private Placement Memorandum in its entirety and consult with their own legal, tax, financial and business advisors prior to investing. 

This is not an offer to sell, or a solicitation of an offer to buy securities. All investing involves risk. Past performance is not indicative of future results. Speak to your financial and/or tax professional
prior to investing. Any information provided herein has been prepared from sources believed to be reliable but is not guaranteed by Apex Capital Management or Colorado Financial Service
Corporation and is not a complete summary or statement of all available data necessary for making an investment decision. Any information provided is for informational purposes only. Securities
offered through registered representatives of Colorado Financial Service Corporation, Member FINRA/SIPC. Only available in states where registered representatives are registered. Apex Capital
Management and Colorado Financial Service Corporation are separate entities.


