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1031.  1031 Exchange Advantage, Inc. does not provide legal or accounting advice.  Please consult your attorney or accountant for legal or
accounting advice.
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Section 1031 of the Internal Revenue Code

Allows you to buy, sell and get cash out of real estate without owing a penny in taxes, no 
matter how big your gain!

Other than Tax Savings, Why Exchange?

Relocation

Expansion

Retirement

Cash Flow

Dissolution

Re-leverage

Depreciation

Diversification

Consolidation

Management Relief

Seize a Great Deal

Estate Planning

4 Simple Rules of Exchanging – think RICH

Real Estate Any type of real estate can be exchanged for any other type of real estate

Investment The properties you buy and sell tax free must all be held for investment or
business purposes.

Countdown You have 180 days from of the day you sell until the day you buy.

Held funds You need a qualified intermediary to hold your funds, you cannot have
constructive receipt of any money
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10 Myths

Why Investors are needlessly paying the IRS Millions
Make sure it’s not your money they’re taking  by remembering “NO TAX FOR ME”!

No such thing: I’ll have to pay my taxes sooner or later.
Yes, you can avoid paying taxes forever!  By simply following the 1031 exchange rules every time you sell and buy and
incorporating exchanging with your estate planning, when you die your estate escapes all the capital gains taxes, forever! 

Own for two years: I have to own for two years before I can exchange.
Wrong!  People often confuse this because the personal residence exclusion requires a two year live-in period.  For 1031
exchanges, the IRS has different rules for different circumstances, but it is entirely possible for you to sell your property
the day after you close on your purchase and complete a 1031 exchange.

Trust: I don’t trust anyone with my funds, so I’ll hold them myself.
Not such a great idea.  The IRS maintains that once you touch the money you pay the tax.  To make sure your exchange
is valid, you’ll need to use a qualified intermediary to transfer the money from your sold property into your purchased
property. 

Access: I won’t get any cash out of the sale of my property.
Get creative!  One way to get money out of your exchange tax free is to complete the exchange first, then refinance your
new property.

X # of days: I won’t be able to find/complete my exchange in time.
Lucky for you, 1031 Exchange Advantage makes exchanging risk free!  Call your 1031 Exchange expert toll-free today at
1-866-944-1031 and ask how!

Federal taxes only:  I still have to pay state taxes.
Not true!  You can eliminate paying federal and state capital gains taxes, avoid state withholdings, and eliminate paying
the even higher-rate taxes on the recapture of depreciation you’ve taken on your property.

Options: Reinvestment options are limited to a similar property.
Not necessarily!  Almost every kind of real estate is considered “like kind” and can be exchanged for any other real estate,
including vacant land for apartments, a rental house for a shopping center, an office building for a leasehold interest with
30 years or more remaining, as long as you hold them for investment or business use.

Residence: I can’t exchange because I’ve lived in my property.
You still qualify!  If you satisfy the requirements, you can actually combine both your primary residence exclusion and
complete a 1031 exchange when you sell.

Money: I’ll have my broker hold my money to make it more convenient.
You don’t want to do that.  The IRS does not permit your accountant, attorney, or any type of agent to be your qualified
intermediary.

Exchange up: I have to buy for a higher price than what I’m selling.
Only when you want to eliminate ALL your capital gains taxes.  You can still choose to trade down and pay some capital
gains taxes.  That can still better than paying ALL the tax!
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The Residence Retirement Exchange

Twenty years ago Mr. and Mrs. Boomer bought a home for $100,000. Now the kids are
grown, Mrs. Boomer has passed away, and Mr. Boomer wants to retire to Palm Springs. 

Boomer is referred to 1031 Exchange Advantage. The friendly exchange consultant explains
how he can structure the sale of his home without having to pay any capital gains taxes. He
learns he can take $250,000 tax free using his section 121 personal residence exclusion and the
remaining gain tax free by completing a tax free exchange.

Example Your Home
Sell Home $1,350,000

-Originally Paid <$100,000>

Total Gain $1,250,000

-Sec 121 Exemption -$250,000

Taxable Gain $1,000,000

Taxes Saved with 1031 Exchange

Federal Gains Tax 15% $

State Tax 9% +$

Total Tax Savings $

Step 1. Borrow $250,000 against old home for down on new home.
Step 2. Rent old home for 1 year, rent makes payments on new home.
Step 3. Sell, payoff loan, exchange into triple-net investment property.

Exchange Home for NNN Property

Sell old home $1,350,000 Buy NNN $4,400,000

- Payoff Loan <250,000> - Loan <3,300,000>

Exchange Equity $1,100,000 Exchange Equity $1,100,000

LESSON: A smart homeowner with a highly appreciated personal residence doesn’t have to pay
any tax on the gain when they convert residence to rental property, take personal residence
exclusion cash out tax free, and exchange the balance of the gain into one or more investment
properties. 
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The Investment Retirement Exchange

When Mr. and Mrs. Investor started buying rental houses they hoped one day they could retire
off their rental income. Over the years, they built up a portfolio of $2.5 million of rental
homes, but now, the management is really getting to them, and they want to retire to their
dream home and enjoy some of that equity.

1031 Exchange Advantage explained how to liquidate their rentals, eliminate their 
management headaches, create retirement income and buy their dream home free and clear, 
all without having to pay a penny in capital gains taxes. 

Example Your Rentals
Sell Rentals $2,500,000

-Tax Basis <$500,000>

Taxable Gain $2,000,000

Taxes Saved with 1031 Exchange

Federal Gains Tax 15% $

State Tax 9% (varies with purchase amount) +$

Total Tax Savings $

Step 1. Sell rental homes – put all proceeds into tax free exchange.
Step 2. Buy dream home and rent it out for a year.
Step 3. Buy triple-net investment property.

Exchange Rentals for NNN Property and Dream Home

Sell old rentals $2,500,000 Buy NNN $4,000,000

- Payoff Loan <0> - Loan <2,500,000>

Exchange Equity $2,500,000 =NNN Equity $1,500,000

+Buy  Dream Home $1,000,000

=Exchange Equity $2,500,000

LESSON: Here’s how to kill two birds with one stone, and get the stone back. You sell 
multiple management-intensive investment properties, consolidate into one triple-net property
plus your ultimate dream home, and get to live mortgage free while collecting investment
income without management headaches. And with 1031 Exchange Advantage’s help, you do 
it all tax-free!
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The Successful Business Exchange

Paul and Mary own a successful business. 7 years ago they were smart enough to have bought
their building for $500,000, as today it’s worth $1,500,000. But now, with business booming,
they need a larger building, and working capital.

They learn from Smart Realtor that they can sell their building, not pay a penny in tax when
they exchange into a larger building, and get working capital. 

Sale Price $1,500,000

-Originally Paid <500,000>

Gain $1,000,000

Taxes Saved with 1031 Exchange
Federal Gains Tax 15% $

Recapture Tax 25% $

State Tax 9% $

Total Tax Savings $

Old Building
Sales Price $1,500,000

-Loan <300,000>

Equity $1,200,000

New Building
Purchase Price $2,500,000

-Loan <$                .>

Equity $1,200,000

Refinance
New Loan (70%) $1,750,000

-Old Loan <$                .>

Cash Out $

LESSON: A successful business can take the equity in their old building and buy a new 
building, get cash out for working capital, and not pay a penny in taxes.
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The Travel the World Exchange

Tom Traveler had been living in his La Jolla
home for over thirty years. Purchased for
$200,000 dollars, the property was now worth
over 2 million. 

A 1031 Exchange Advantage consultant
explained how he could sell his real estate and
pay no tax, and also be able to travel the world
while he did it!  

Tom would move
out of his house,
travel the world for
a while, schedule
his residence as an
investment property
on his tax return,

and then sell his home as an investment property and qualify the
sale under section 1031, saving over $300,000 in taxes. To finish
the exchange, Tom would buy investment property with all of his net equity, then refinance it
to buy a new home when he got tired of traveling the world. 

LESSON: Exchanging a highly appreciated residence can shelter a large equity and turn world
travel dreams into a tax savings reality. 
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The Cross Country Exchange 

After 4 hurricanes in one season, owning an
investment condo in hurricane alley was 
more than Hilary could stand.  She looked
for a Realtor who could help her sell. One
suggested she could sell the property and
qualify for a 1031 exchange. When Hilary
found out she wouldn’t have to pay any 
capital gains taxes, and she could relocate her
investment to dry land, Smart Realtor got the
listing and sold Hillary’s property.  (Smart
Realtor also got the referral fee from San
Diego Realtor when Hilary bought her
replacement property.)

LESSON: Relocations are often ideal
tax free exchange opportunities.
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The Wedding Exchange

Just when Daddy Dearest was ready to
exchange his investment property, Darling
Daughter told him the great news: she was
getting married!  With an expensive wedding
on the way (only the best for his daughter!)
Daddy Dearest assumed, “If I don’t use all my
equity from the sale of my property to
exchange into another, I won’t have a tax free
exchange. But I need some of my equity for
Darling Daughter’s wedding.”  Smart Realtor
was quick to explain how Daddy Dearest

could still exchange his property and take cash
out for the wedding. He could either get an
equity line of credit on the new property after
completing the exchange, or simply use some of
his equity for the wedding and be taxed on
what he took.  So the listing sold, a purchase
ensued and Darling Daughter had her 
delightful wedding. 

LESSON: You can get cash out of real estate
and still qualify for a 1031 exchange. You can
have your (wedding) cake and eat it too!
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The Cash Flow Exchange

Larry Landowner was frustrated because his highly 
appreciating vacant land was costing him a fortune every
year in taxes.  Larry received a letter from Smart Realtor
proposing that Larry exchange his negative cash flow land
into a positive cash flow rental property.  Larry called
Realtor to hear more.  Realtor explained that exchanging
vacant land for an income-producing property qualified for
a tax free exchange. Larry immediately listed the land for
sale, and when it sold, had Realtor find him a single-tenant
triple net commercial property that was management-free. 

LESSON: Any type of real estate can qualify for a tax free
exchange into any other type of real estate.
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The Partial Owner Exchange

Grandpa lends money to his favorite grandson
Billy to buy a property for Billy to live in.
Grandpa goes on the deed with a one half interest.
Years later they decide to sell the property and buy
another. Billy suggests to grandpa that he
exchange his interest in the property to save the
tax. Grandpa has never heard of exchanging and 
is a little leery of new ideas. Billy tells him
exchanging has
been around since
1918. Grandpa
ignores Billy, sells

and pays the tax. The two buy property together with grandpa
having another 50% interest in the new property. One year
later the market has appreciated. Realtor calls Grandpa and

tells him he not only can
make a lot of money on the
sale of his property, but he
can exchange into a condo
complex in an up and 
coming area and make a
killing without paying the tax on what he earns from the
sale with this exchange. Realtor gets the listing and sells the
property for Grandpa, earning commissions on the both the
sale of the property and the purchase of the condo.  Two
years later Realtor helps Grandpa exchange the condo for a
new multifamily property.

LESSON: You don’t need to own the whole property to qualify for a tax free exchange. 
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The Partnership Interest Exchange

Peter buys a good investment property in an LLC with a partner,
Paul.  After fast appreciation, the two decide to sell the property.
Realtor finds Peter a great deal to buy a condo on the lake. It
requires all of Peter’s equity from the LLC, which means he
must do a tax free exchange because if he has to pay the tax he

won’t have enough cash to close the deal. Realtor brings Peter a
great offer on the LLC property. Unfortunately, both deals die

when Peter finds out that Paul does not want to buy a condo on
the lake, and Peter cannot do a tax-free exchange of a partnership
interest. Peter could have changed the title so he could exchange
his interest, but did not know and plan far enough in advance. 

LESSON: If you can dissolve a partnership and deed the property to the individual partners,
each partner can then qualify for a tax free exchange.
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The Reverse Exchange

A great listing came on the market, so
good that Smart Realtor wanted to buy it
herself, but she was
already in another 
transaction. She called
Ivan Investor and said,
“The seller won’t wait.
Buy it today and do a
reverse exchange.”

“Reverse??? What’s that?” asked Ivan.  

Realtor responded, “It’s when you buy first, then sell.  You still pay no tax on the sale of your
property and you don’t miss the great deals that come up from time to time.”  

Realtor simply gave Ivan the toll-free
number for 1031 Exchange Advantage,
and said, “They’ll take care of you.”

The reverse exchange took place, Ivan Investor got a great deal, and
Realtor got both a sale and a listing.  

LESSON: The reverse exchange lets you take advantage of situations
that are too good to pass up, buy now, and sell tax-free later.

*Reverse exchanges are great in new construction situations when the
closing dates on the purchase are unknown due to construction schedules being uncertain.
Remember, the exchange starts when close on the purchase begins.
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The Build-To-Suit Exchange

Merry Martha (who wasn’t quite as merry as she
used to be) loved to fix things up, but particularly
hated paying taxes. Smart Realtor found her the
perfect piece of land on which Martha wanted to
build immediately.  Martha immediately sold an
investment property to buy the land.  But a now
very law-conscious Martha wanted to know how 
it was possible to defer all her capital gains, 
depreciation and state tax on the sold property
when she had $1,000,000.00 in gain, while the
land only cost $250,000. With only 180 days to
complete her exchange and an impending 
court-ordered “trip” on schedule, Realtor was 
dealing with a very frantic Martha.  “Relax!”  Smart

Realtor and Martha joined in a 
free 1031 Exchange Advantage 
consultation.  Together, they 
structured a build-to-suit exchange.
1031 Exchange Advantage took title 
to the land.  Martha completed her
improvements within the 180 days,
paying for the improvements through
her exchange account with her sale
proceeds. When the work was done,
title was transferred to Martha.  

LESSON: Even properties that are
not yet built can qualify for a 1031 tax
free exchange.
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The Home Office Exchange

Smart Realtor just put her home into escrow,
making a $360,000 gain.  Not too bad for 2
years time!  She’ll only save $250,000 with
her personal residence exemption, but by
exchanging the 1/3 portion of her home (by
square footage) which she’s been using as her
home office, she won’t have to pay one single
cent in capital gains taxes.  The 2/3 of Smart
Realtor’s gain attributed to the residential
portion of her home ($240,000) will be
covered by her $250,000 §121
personal residence exclusion,

and she can actually receive an additional $10,000 in cash without 
having to recognize the gain because the boot is taken into
account for purposes of §1031, reducing the basis of the
business property by the cash received.

LESSON: Your home office meets 1031 exchange 
requirements as business/investment property.

*Gain attributable to depreciation deductions on your home office 
is not exchangeable.
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Follow these steps and begin a routine
that will streamline your practice.

STEP ONE • Get the Facts

Meet with your client and get the facts.
• Are they selling a residence with a home office? 

(This can be exchanged)

• Are they buying an investment property - it could be 

the first leg of a reverse exchange.

• Are they selling an investment property?  Open the

exchange prior to closing.

STEP TWO • Retainer

Go over the retainer. 
What will you save them?

What will you charge

them?  We have gift 

certificates (up to $200.00 per exchange) that you can

apply towards the fee and charge your client to review

the documents.

STEP THREE • Deadlines

If there is an interest
let us know. We can

calendar a courtesy call

back so that way nothing

falls through the cracks.

STEP FOUR 
• Open Exchange

Open the exchange with us by calling 

1-866-944-1031 or by going online at

www.1031exchangeadvantage.com

…or we will do so with the client.

Helping real estate investors buy and sell tax deferred, or no fee!™

Every real estate investor should be advised by their attorney about the possibility of 
qualifying for a 1031 exchange transaction.  Learning about and recommending this 
strategy will provide an unsurpassed service to your clients.  This is why we have designed
the 1031 Exchange Advantage tele-seminar...to show you how to help your clients save 
hundreds and thousands of dollars in capital gains taxes.

Four Steps to Better Client Relations and a Bigger Practice!

• Guard against embarrassment - avoid foot in mouth disease! • Spare yourself from malpractice or
attempted malpractice! • Increase Fees!
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