INVESTMENTS:

1031 Exchange Checklist

often field phone calls from investors who call me

in the “wrong” part of their 1031 exchange. For

example, they will call me on day 35 of their 45 day

identification period, seeking a property with very
specific characteristics. Even if the perfect property is
available, (and it sometimes is), 10 days is a very short
amount of time to get comfortable with a property and
commit to it.

This is why | advise my clients to start planning
their exchange in advance. This month, I'll lay out a
“checklist” of sorts that can be used to prepare for
your next exchange.

Start Planning in Advance.

If you start searching for replacement properties on
the day your sale closes you will, in effect, give your-
self a 45 day deadline to make some big decisions.
Instead, start planning in advance. ldeally, you should
start shopping before you list your current property.
Why sell your current property until you have an idea
what you’ll replace it with?

Identify Your Wants and Needs for A Replacement
Property

Would you rather own another apartment complex
in town, or a triple net leased property? Many of my
investors are looking to move their investments out
of California — would you be interested in out of state
holdings? Perhaps you would want a partial-interest
ownership, where all the management decisions are

taken care of by someone else. The 1031 exchange
process gives investors a large amount of freedom:
take some time to enjoy this and to shop around for
your next investment property.

Identify the Financial Requirements of Your 1031
Exchange, and Seek Replacement Properties That
Meet Them

As my regular readers know; a 1031 exchange
requires an investor, with his upleg property purchase,
to replace all of the equity and the debt received from
his downleg, (the building he sold), property. Let’s say
our investor sold his apartment property for $1,500,000
and paid off a loan of $800,000 to receive $700,000
of equity. To complete a fully tax-deferred 1031
exchange, this investor must spend at least $700,000
of equity on a replacement property with at least an
$800,000 loan.

As | have mentioned in previous articles, there
are ways to add cash and “buy down” this leverage
requirement. Call me and ask for my past article for
more information on this strategy.

Your equity and debt requirements will affect which
replacement properties will work best for you. Need
high leverage or having problems qualifying for a loan?
Partial interest properties may be the best option for
you. Have zero debt on the property you sold? Great
— you can buy pretty much whatever you want.
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List Your Property for Sale, and Keep an Eye On the
Market

Once you have a rough plan of what you’d like to
do, list your property for sale. While your property is
listed, keep a close eye on deals you may be inter-
ested. Although these properties may no longer be
available by the time you are “in cash,” (your downleg
property has closed, and your equity is at an accom-
modator waiting for reinvestment), this process will
help you nail down the sort of replacement property
that you’d like.

Once you have accepted an offer on your listed
property and entered a contract to sell, it’s time to
make an offer on a replacement property.

Select Backup Options

As my readers know, 1031 exchangers have 45
days to identify in writing three properties that they
might buy, and 135 more days (180 days total) to close
on one, some or all of them. There are ways to identify
more properties but this is, again, a long discussion
that was covered in a past article.

| coach my investors to use their ID spots for a
property they really want, a plan B and a plan C. For
investors seeking to buy a property on their own, it
may make sense to identify a partial ownership prop-
erty as Plan C. | have done many exchanges over
the years where an investor saves his exchange, (and
hundreds of thousands of dollars in taxes), by buying a
partial-interest property as a “Plan C.” Partial-interest
properties can be ideal as a backup option: They
are “turnkey,” meaning that a loan is already in place.
Investors need only fill out paperwork and wait a week
or two to close. This short turnaround can be a great
“life preserver” for exchangers who find themselves
without a Plan A or Plan B anymore, and up against a
time deadline.

Investors who would like a partial interest property
as their “plan A,” of course, don’t need to worry as

much about the 45 day ID period. Due to this quick
turnaround, we often close on our investors downleg
property within their 45 day identification period. This
means that, for most accommodators I’'ve worked
with, an identification isn’t even needed. Better yet,
our investors finish their exchange quickly, cut down
on worries and stress from the exchange process
and — best of all — start earning their potential income
immediately. That’s probably a topic for another arti-
cle, as well.

Prepare to Succeed With Your 1031 Exchange

Win two ways by being prepared: You’re not
rushed, AND you can close a replacement property
faster. Although the 1031 rules give you 180 days to
close on your replacement property, do you really want
to go without income for that long? A quicker closing
puts income in your pocket faster.

As | mentioned, many of my clients close on their
replacement properties within 45 days of their sale.
This allows them to start earning income on their prin-
cipal immediately. To discuss how we do this, or if you
have any other real estate questions, please call my
office at (877) 313-1868.

This does not constitute an offer to buy or sell any security.
Investments in securities are not suitable for all investors.
Investment in any security may involve a high degree of risk
and investors should review all “Risk Factors’ before invest-
ing. Investors should perform their own due diligence before
considering any investment. Past performance and/or forward
looking statements are never an assurance of future results.
SANDLAPPER Securities, LLC nor Specialized Wealth
Management/Chris Miller do not give tax or legal advice.

We recommend that you seek advice from your tax and/or
legal professional before investing. Securities offered through
Sandlapper Securities, LLC. Headquarters. 800 E. North
Street, 2nd Floor, Greenville, SC 29601. Member FINRA/
SIPC. Specialized Wealth Management is not affiliated with
Sandlapper Securities, LLC. California Insurance License #
0180282. Copyright 2016 Specialized Wealth Management.
All rights reserved.
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