
The State of the Markets  
Last month, we discussed the role confidence plays in the housing 

market. The better Americans feel about the economy (using the 

stock market as a barometer of the countryôs economic fortunes), the 

more likely they are to go out and buy a house. 
 

Sticking with the theme of market psychology, letôs now examine the 

other side of the transaction: Sellers.  
 

In todayôs market, sellers basically fall into two categories: Those 

who can, and those who canôt. In other words, if you still have equity, 

you can sell. If you are underwater on your house, you canôt. 
 

The decision for the latter of whether to sell is, unfortunately, pretty 

simple. So letôs consider the former, those fortunate homeowners 

who still have equity left in their homes. 
 

Selling into a weak market is a drag. With so many homes to choose 

from, buyers can drive a hard bargain. And thanks to unrealistic  

expectations and bad advice from Realtors trying to win clients with 

lofty promises, thousands of sellers over-listed their homes and sub-

sequently chased the market down throughout 2007, 2008 and 2009.  
 

Very few voluntary sellers dipped their toes into the market because 

it was just so bad. The only true sellers were those who had to sell 

for some reason or another.  
 

So what now? Housing isnôt nearly as bad as it was this time last 

year, and in many markets the worst of the price declines are likely 

over. Stocks rallied fiercely last year, rebuilding many damaged nest 

eggs. And even though there are looming threats out there to our 

nascent - and very governmentally influenced - economic recovery, 

things are not nearly as dire as they once were. 
 

We wrote back in May 2009 that ñWilling and able buyers are pouring 

back into the market. And as they do, sellers - buoyed by newfound 

confidence - are prepping their homes for the market.ò Although  

inventory remained constrained throughout 2009, the percentage of 

distressed sales relative to regular sales is slowly dropping. 
 

Recent data is seeping out that supports our view, and the trend is 

picking up steam so far in 2010. The graph above, courtesy of Sock-

etSite, shows active listed inventory in the city of San Francisco. No-

tably, the black line representing 2010 has reached to the orange 

2008 line é and check out that slope!  
 

Anecdotal evidence supports the data. Sellers are trying to get in 

ahead of the summer buyer season, particularly with the (latest) expi-

ration of the homebuyer tax credit just around the corner in June. 
 

While we at Cirios are constructive about real estate investment op-

portunities, we remain cautious. A backlog of eager sellers is one of 

a host of factors that looms on the horizon.  
 

If you were a seller, what would you do? 

 

Housing Data Takes a Turn (again)  

DEC. CASE-SHILLER HOME PRICE INDEX:  
-3.1% Y/Y (-0.2% M/M) 

JANUARY EXISTING HOME SALES: 
-7.2% M/M 

JANUARY NEW HOME SALES:  
-11..2% M/M  

FEB. HOMEBUILDER SENTIMENT INDEX:  
17 (DOWN FROM 15) 
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ñIf you were a 

seller, what 

would you 

do?ò 

ñDonôt be afraid to go out on a limb. Thatôs where the fruit is.ò - H. Jackson Brown Jr.  

http://ciriosrealestate.com/2010/02/02/the-state-of-the-markets-february-2-2010/
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ñ1031 

Exchanges are a 

critical tool to 

building wealth 

in real estate.ò 

Given the historic home price declines seen in 

the past four years, few investors have been 

focused on deferring taxes on real estate gains 

because, letôs face it, there just havenôt been 

many gains. However, as investors begin to 

wade back into the real estate market (cash 

investors accounted for more than 25% of exist-

ing home sales in January), they should be well

-versed in State and Federal laws and tax 

codes that allow investors to minimize the pain 

of taxes.  
 

One useful tool is the like-kind exchange cre-

ated by 26 U.S.C. Section 1031 of the United 

States Internal Revenue Code. Or, as is more 

commonly known, the 1031 Exchange. 
 

A 1031 Exchange allows an investor to sell an 

income, investment or business property and 

soon thereafter purchase, or ñreplaceò it with a 

like-kind property, ie, another income, invest-

ment or business property of equal or greater 

value. All gains from the resale of the first prop-

erty are deferred, so long as the IRS rules gov-

erning 1031 Exchanges are closely adhered to.  
 

Several types of real estate properties can qual-

ify for a 1031 Exchange. Real estate held for 

income, business purposes or investment can 

qualify, whereas personal residences and, for 

the most part, fix-and-flip properties do not qual-

ify. Vacation homes and second homes that are 

not held as rentals also do not qualify, unless 

specific tests for ñusageò set out in the IRS 

Code are met (consult a CPA or other expert 

before attempting a 1031 Exchange with a va-

cation home). 
 

Today, most 1031 Exchanges are facilitated by 

what is known as a ñQualified Intermediary,ò or 

QI. IRS rules are very strict about what can be 

done with sales proceeds that are to be rolled 

into another property in order to qualify for the 

1031 Exchange, so QIs were designed to en-

sure all regulations are met for an approved 

exchange. The QI facilitates the transaction by 

acting as the investorôs agent when he or she 

sells the original property and buys the re-

placment. This is all above board, as regulators 

created this type of entity to try and standardize 

the process by which 1031 Exchanges could 

take place. 
 

Upon the earlier of the deed recording or pos-

session transferring to the new buyer, an investor 

seeking to do a 1031 Exchange has a non-

extendable 45 days to close on or identify in writ-

ing a potential ñReplacement Property.ò After iden-

tifying this Replacement Property, the investor has 

a maximum of 180 days from the date the first 

property was transferred to the new owner to 

close the purchase of the Replacement Property. 

An important caveat: If the due date on the inves-

torôs tax return for the tax year in which the original 

property was sold is earlier than the 180 day 

deadline, then the due date for the tax return is the 

final deadline for the closing of the new property. 
 

If an investor fails to meet either the 45 day identi-

fication or 180 day closing deadlines, the 1031 

Exchange is disqualified and taxes will be due on 

the capital gains from the sale of the property. 
 

Once a Replacement Property is identified, the QI 

- not the investor - acquires the Replacement 

Property from the seller at closing. Once closed, 

the QI transfers the Replacement Property to the 

investor. This is done to ensure that 100% of the 

sales proceeds are rolled into the new investment 

and not used for any other purpose, which would 

disqualify the exchange. 
 

Sound complicated? A bit. But 1031 Exchanges 

are a critical tool to building wealth in real estate 

by deferring tax obligations and using the savings 

to build more wealth. And, as always, investors 

should consult a CPA, attorney or other tax expert 

before attempting to perform a 1031 Exchange 

with your valuable investments.  
 

DISCLAIMER: Cirios Real Estate is not a tax, fi-

nancial or investment advisor. All investments 

carry risk. Before considering any investment op-

tions, including 1031 Exchanges, consult your 

investment advisor and tax professional. 



Page 3 

Cirios Trends  
In  search of  real  es tate opportunit ies.   

Thereôs an old saying on Wall Street that you shouldnôt sell your winners to finance your sin-

ners. Landlords in San Francisco, apparently, didnôt get the message. 303 Second St., just 

blocks from the freshly constructed One Rincon Tower, was just listed and is expected to 

fetch north of $200 million. Along with another new listing at 333 Market St., which is a few 

blocks from the Embarcadero and 100% leased to Wells Fargo, the activity supports the view 

that building owners are looking to raise capital by selling strong performing assets. SF land-

lords are likely hoping they donôt end up like former brokerages like Bear Stearns and  

Lehman Brothers, which shed high quality assets to stave off a cash crunch. Oops. 
 

(Read more here: http://tinyurl.com/ciriostrendsmar1) 

Around the Bay: Local News Bites  

San Francisco Building Owners Sell Winners, Keep Sinners  
 

(San Francisco Business Times)  

Itôs not unusual for home sales to fall from December to January; the holidays are a notori-

ously sleepy time in the housing market. But this January was abnormally slow, as transac-

tions in the Bay Area fell 4% from a year ago, marking the first year-over-year drop in sales in 

17 months. Some chalked up the slowdown to the dearth of listings on the market, while oth-

ers raised the possibility of a hiccup in the housing marketôs recent strength. At least within 

the San Francisco city limits, we at Cirios have noticed a meaningful pickup in new listings in 

the past month (supported by the data presented on the first page). Opportunistic buyers 

should be licking their chops, but, as always, picking their spots.  
 

(Read more here: http://tinyurl.com/ciriostrendsmar2) 

Bay Area Home Sales Slip in January  
 

(San Francisco Chronicle)  

Sure, youôre broke, but itôs never been a better time to visit San Francisco. Hotels, smarting 

from an excessively weak tourism market, are slashing rates to keep their rooms full. North-

ern California as a whole saw room rates slip 13.2% from last year, while San Franciscoôs 

decline approached 16%. Meanwhile, occupancy in San Francisco held relatively steady, off 

only 4.3% from 2009. Contrast this with apartment buildings, where landlords let units sit va-

cant rather than dropping rents. This is especially true in San Francisco, where tenant-

friendly rent control laws means it can take years for landlords to recoup lost rental income. 

 

(Read more here: http://tinyurl.com/ciriostrendsmar3) 

Hotels Slash Prices to Keep Occupancy Up  
 

(San Francisco Business Times)  

Less than a month after the Santa Clara city council paved the way for a June vote on a 

nearly $1 billion stadium for the San Francisco 49ers, voters arenôt so sure. In a recent poll, 

Santa Clara voters are split right down the middle on the subject, with 45% favoring the plans 

and an equal portion opposed. This contrasts another poll done last month which shows just 

40% of Santa Clara voters in favor of the stadium, with 54% opposed. San Francisco is still 

holding out hope that theyôll get a shot at keeping the team, but only time, and votes, will tell. 
 

(Read more here: http://tinyurl.com/ciriostrendsmar4 ) 

Santa Clara Residents Undecided on 49ers Fate  
 

(San Jose Business Journal)  

http://tinyurl.com/ciriostrendsmar1
http://tinyurl.com/ciriostrendsmar2
http://tinyurl.com/ciriostrendsmar3
http://tinyurl.com/ciriostrendsmar4
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Zip Code Spotlight - San Bruno (94066)  

This monthôs zip code spotlight moves to what 

can truly be called the heart of the San Fran-

cisco Peninsula. Nestled between South San 

Francisco and Burlingame, San Bruno is a sub-

urban haven only minutes from the city. 
 

Homes in the area range widely in cost, from 

$1.3 Million dollar mansions on the hill to afford-

able, $300,000 row homes closer to the bay. 

In the midst of all this, a solid core of reasonably priced (by 

peninsula standards) homes provides an excellent alternative 

to more expensive south peninsula locales. The median listing 

price currently rests at around $650,000. For this price, home-

buyers can get a reasonably large 3 bedroom home with a 

good sized lot. 
 

With a housing stock largely consisting of homes built in the 

1950ôs and 60ôs, opportunities abound for rehab investments.  

Foreclosure activity has been on the rise in the area of late, 

while prices seem to have leveled off somewhat. As you can 

see from the graph below, the moving average sale price for 

homes has actually increased slightly over the last 6 months.  

During that time, supply has come down from its spike in 2008 

but is still slightly elevated from traditional levels, likely due to 

the increase in foreclosure activity. 
 

What this means is that home values in the area are increasing 

despite downward pressure from increased supply. This is a 

good indicator for the medium term prospects of San Bruno real 

estate, as it indicates that demand is higher (relative to supply) 

than it has been traditionally in this area. If supply does taper 

off, prices should go even higher. In the meantime, we feel that 

price stability for this area is very likely, making rehab invest-

ments in the area quite attractive. 

 

 

ñSupply has 

come down 

from its spike in 

2008, but is still 

elevated.ò 


