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Why Choose Exchange Resources, Inc. as Your Qualified Intermediary?

· In-House Legal Counsel

· Fidelity Bond

· Errors and Omissions Policy

· Certified Exchange Specialists on Staff

· Experienced Exchange Administrators

· Segregated Exchange Accounts

· DRE Accredited Classes

Contact Us:

Toll Free: (877) 799-1031
www.exchangeresources.net
§1031 Exchange News

HYBRID EXCHANGE

Over the past few years, developers have been making offers to purchase large pieces of land in which the owner lives on part of the property as their primary residence. Many owners are reluctant to sell because of the possibility of paying large capital gain taxes.  In these situations, the owner will be able to benefit from both the universal exclusion for the primary residence if they lived and occupied the property for two out of the past five years as well as a §1031 tax-deferred exchange.  This process is also used when a taxpayer lives in one of the units of a multi-unit property.

Preliminarily, the owner must determine the allocation of the primary residence to the total property (this is generally determined by the owner’s accountant).  Next, using this percentage, factor out the portion of the net proceeds and loan amount associated to the primary residence. The capital gains associated with this portion can be excluded up to $250,000 for a single person and $500,000 for a married couple who file joint tax returns. Remember, that the gain is tax free up to the designated limits, if the requirements are met.

The remaining amount of the net proceeds and loan amount is then allocated to the rest of the property which would be considered the investment portion.  For the corresponding capital gains that are allocated to the investment portion the owner may elect to do a §1031 tax-deferred exchange and defer the capital gains by investing into a like-kind property. Like-kind property is any type of real property       (ie, rental house, land, apartments, office, retail, etc.) within the United States which will likewise be used for investment purposes.

The requirements to defer the capital gains include reinvesting the net proceeds of the investment portion into a like-kind replacement property.  The owner must also obtain an equal or greater amount of new debt for the loan amount allocated to the investment portion of the property.  The debt portion can also be replaced with new cash for the purchase of a replacement property.  Any loan amount that is not replaced is called “debt boot” and any cash not reinvested into the replacement property is called “cash boot”.  Any boot is subject to capital gain taxes.

Exchange Resources, Inc. cannot and does not provide advice regarding specific tax consequences.  Investors considering a §1031 tax-deferred exchange should seek the counsel of their accountant and attorney.
