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1031 exchanges & financing: Have
your cake and eat it!!!

any real estate in-
M vestors Never con-
T

a tax de-
ferred ex-
change be-
cause they
mistakenly
believe
their equity
must al-
ways remain tied up in real
estate. This is simply not
true. In addition to preserv-
ing all their equity when
exchanging into more de-
sirable property, investors
can also refinance the re-
placement property to ob
tain eash. The cagh received
from the refinance of the
replacement property can
then be used for whatever
the investor chooses,
whether thatis buying more
real estate, investing in the
stock market or just taking
a long vacation in Europe.

Exchanging can
result in more cash
than selling
and paying taxes

Many investors are sur-
prised to discover that after
paying all taxes associated

with their capital gain tax
lability (federal taxes, de-
preciation recapture and
state taxes), they may end
up with very little cash re-
maining for other objec
tives. Investors who have
refinanced their property
in the past may find that
the amount of the net zales
proceeds does not even
equal the taxes owed. Prior
to closing on the sale of any
investment property, it is
vitally important to assess
the actual capital gain taxes
that will be owed and then
analyze the benefits of a
tax deferred exchange. A
1031 exchange is the only
way to preserve all of the
accumulated investment
equity!

[t is important to consult
with legaltax advisors and
an experienced "Qualified
Intermediary” on the tim-
ing of the refinance. A real
estate investor gshould not
refinance the relingquished
izale) property prior to per
forming a tax deferred ex
change, The IRS could char-
acterize this as a “step
transaction” (where they

determine the steps lead-
ing up to the exchange
zhows that the original in-
tent was to obtain the cazh
to avold the reinvestment
rules of [RC §1031.) In most
circumstances, attorneys
and CPA's recommend that
their clients refinance the
PE‘E]]E?I':.'T."l'I'Ii.‘ﬂ L Lpu rchase)
property after the exchange
is completed, rather than
the relingquished property,

Heflected below are ex-

amplez of the benefitz of

first exchanging and then
refinancing to meet other
objectives:

Through a refinance of the
replacement property, an
investor can obtain the
money needed to pay bills
or meet immediate cash
flow requirements, 2uch as
providing aszistance to par-
ents in need of long-term
health care.

Although one cannot build
on property already owned,
the option to refinance an
investment property can
provide new alternatives to
Mew England investors.
This strategy may be par-
ticularly useful to property

owners who own several
parcels of land and want to
build on one of them. Since
unproductive land iz diffi-
cult to borrow against, it
makes sense for the owner
to exchange into income
generating property like an
apartment building or strip
miall. The investor can then
borrow against the equity
in the new property and use
the funds for construction.
Many real estate inves-
tors would either like to di-
versify their investments
andfor take advantage of
excellent returns currently
available in many stocks
By performing an exchange,
they can meet two eritical
eriteria: (1) Preserve all of
theirequity through the de-
terral of capital gain taxes
(2) after refinancing, diver-
gify their investment into
the stock market or other
attractive opportunities.
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