FREE SEMINAR!!

The 1031 Exchange and TIC Investments
Exit Strategies That Defer Tax Liability
By Anne Baber, Investment Real Estate Broker

The Southern California investment real estate market is changing. Sales prices have leveled off
and price reductions and inventory have increased. This is not unexpected, as it has been widely
anticipated that interest rates would increase, thus impacting market values. While values have
leveled or declined slightly, historically prices are still quite high and it is still a Seller's market.

By using the 1031 exchange, Sellers

are deferring their capital gains liability

by exchanging into TIC Investments and

thus are keeping Uncle Sam’s dollars working for them.

If you are considering selling your investment properties and take advantage of today’s high
prices, sooner might be better than later. UCLA Anderson Senior Economist Ryan Ratcliff says
that (with respect to the Los Angeles forecast), “any trouble in real estate markets is more than
six months out, so our forecast is for a slowdown in housing in early 2006, leading to a broader
economic slowdown in 2006-2007.” Mirroring the forecast for the state, the UCLA Anderson
forecast says the Los Angeles Area will avoid a crash and experience a “soft landing” similar to
the rest of California.

Tenants-in-common investments (TIC’s) coupled with the 1031 tax deferred exchange have
exploded in popularity within the last few years. This is due in part to the IRS ruling in 2002 that
TIC shares qualify as a 1031 tax deferred exchange vehicle, providing that the sponsors meet
certain guidelines. In addition, high property values and aging baby boomers entering retirement
have increased demand for TIC investments as an exit strategy. By using the 1031 exchange,
Sellers are deferring their capital gains liability by exchanging into TIC Investments and thus are
keeping Uncle Sam’s dollars working for them.

What is a Tax Deferred Exchange?

A tax-deferred exchange is a method whereby a property owner trades one property
(relinquished property) for another property (replacement property) and does not incur any federal
tax liability in the transaction. In an ordinary sale transaction, the seller is taxed on any gain
realized by the sale of the property. In an exchange, the tax is deferred until some time in the
future if and when the property is sold. To be a fully tax-deferred exchange, the replacement
property must be equal or greater in both equity and debt. The requirements and time frames of
the IRS must be carefully met in order to qualify for an exchange and defer taxes.

What are Tenant in Common (TIC) Investments?

Very simply, tenant in common is a form of holding title that allows investors to own an
undivided interest in a property. This enables small investors to own a % interest of an
institutional quality, multi-million dollar project that they otherwise could not afford. Investors
receive a deed for their portion and receive a prorated share of the monthly rent (income), tax
benefits and appreciation — without any management obligations. The debt is already in place.
The owner simply brings cash to the deal and assumes a portion of the non-recourse mortgage.
The tax reporting is on one’s Schedule E — the same as a direct owner is doing now. However, a
replacement property’s larger basis permits new tax deductions — for more tax savings. The best
part is that, unlike a partnership, this structure leaves control in the hands of the investor-owner.

Advantages of Tenant in Common Ownership

o Flexible size to match your needs



Pre-arranged financing

No management hassles

Potential increased after tax cash flow

Economics of scale

Can be identified & closed in a timely manner

Investment can be diversified into more than one property.

As a tenant in common, one can get out of doing management, defer capital gains taxes,
increase both cash flow and tax deductions, increase appreciation potential, have more
safeguards with triple net, high-credit tenants and maintain direct ownership. The option of partial
ownership gives Buyers the opportunity to diversify their real estate holdings by purchasing TIC
interests in multiple properties. A TIC can get you more while you do less. Accordingly, this
arrangement can solve several problems for owners looking to make their lives less complicated.

Using the1031 Exchange and Tic’s as a Retirement Vehicle

TIC investments can benefit owners who are tired of the three “T’s”; toilets, termites and
tenants and would like to rid themselves of management headaches and retire. A straight sale
would trigger a taxable event and the Seller would probably owe a hunk of change to the IRS in
addition to the State.

A more favorable scenario would be to defer your capital gains taxes and maintain an
attractive income stream, a portion of which will be sheltered. This can be realized by using a
transaction structure that brings together the tax benefits of the 1031 exchange and the
ownership advantages of tenancy in common (TIC). Tic investors receive monthly distributions
that now typically reflect annual yields of 6.5% to 7.5% of the cash invested in addition to the
annual appreciation that is realized upon sale.

A Safety Net Mechanism for 1031 Exchanges

In today’s Seller's market, probably the most daunting task required of an exchange is finding
and identifying the replacement property within 45 days after the close of escrow (possibly the
fastest 45 days of your life). What if you can not find a suitable replacement property within the
short time frame allotted by the IRS?

Tenant in Common (TIC) investments can be reserved as a safety net if a suitable
replacement property cannot be found in the allotted time frame. Most Sellers do not want to be
in a position where they cannot complete their 1031 exchange, which will trigger a taxable event.
Instead of losing the exchange, the investor can use the TIC interest to complete the exchange
and thus defer their tax liability.

The TIC interest is resalable, subject to the TIC agreement and financing requirements. A
secondary market includes the sponsor, the other TIC owners and those who have the same
objectives. Because of its availability and liquidity, the TIC interest is an excellent vehicle to use
as a parking place for proceeds from a 1031 exchange while enjoying a good rate of return. The
owner-investor can always exchange out at a later date when a suitable property has been
located.

Anne Baber is a real estate broker with the Apartment Owners Association, Commercial
Brokerage Division and has 20+ years experience in apartment house brokerage. She can be
reached at (818) 235-1135 / anne@aoausa.com.

Free Capital Gains Tax Planning Seminar & Deli Luncheon
Hosted by Anne Baber of AOA Commercial Brokerage

Discover:

e How to use the 1031 as a retirement vehicle.
e A proven safety net mechanism for 1031 exchanges.



¢ The intricacies of how IRS Code Section 1031 works.
The advantages of Tenant-In-Common (TIC) investments.
An easy way to get more income while doing less management.

Van Nuys: Tuesday, January 31
Torrance: Thursday, February 2
Thousand Oaks: Thursday, February 9
Culver City: Thursday, February 16
Long Beach: Thursday, February 23
Sherman Oaks: Thursday, March 16
Bel Air: Thursday, March 30

(Principals only please, no real estate agents)

All seminars will be held from 12:00 p.m. to 2:00 p.m. Registration will begin at 11:30 a.m.
Seating is limited! For reservations and further information, please call: Allison Gillam or
Anne Baber, AOA Commercial Brokerage (818) 235-1127 or (818) 235-1135.




