things

you ought to kno

about your exchange

Type of taxpayer This could be you as an
1 individual, a partnership you are a part of,
an S Corporation, a C Corporation, or other
entity. Usually the taxpayer is the entity that
owns the property being sold unless it is a dis-
regarded entity for tax purposes. The type of
entity doing the sale dictates the tax rates for
income and capital gains
that apply. This will be
important in projections
used for long range plan-
ning. By knowing the

After-tax

property sale may vary con-
siderably based on the tax

replacement property as discussed in #2 above.
Cash left over after the purchase of replacement
property is called “boot” and is taxable if it is
returned to the taxpayer.

Carry-in basis The carry-in basis in your

4 replacement property will be the same as
the adjusted tax basis of

your relinquished prop-

outcomes from erty. In most cases this

number will be the
amount the taxpayer paid

type of entity that is sell-
ing and the constituents
involved, a transaction can
be structured, today,
which will defer taxes,
maximize cash proceeds
and allow flexibility down
the road.

Amount of replace-
ment property you
MUST purchase for full

planning which occurs prior
to the sale. Net Lease Capi-
tal works closely with prop-
erty sellers and with their
advisors to structure transac-
tions for optimal long term
results. Speak to your tax
advisor as early as possible
as you contemplate a sale.
And speak to Net Lease
Capital for strategic options
tailored to enhance your
outcomes.

for the property, less the
accumulated depreciation
taken over the years the
property is owned by the
taxpayer, plus the sum of
all capital improvements
paid for by the taxpayer
during the period of own-
ership.

5 Tax liability Know
the amount of taxes

The Seven Things:
Taxpayer entity
Replacement
property needed

3. Cash

requirement

Carry-in basis

Tax liability

Deadlines

N o o &

Replacement

methods

tax deferral This is the

Total Sale Price of your

relinquished property less any costs incurred by
the taxpayer in the sale of the property like sale
commissions, legal expenses etc.

Amount of cash you need to spend on
3 replacement property Section 1031
requires that you spend all of the equity in the
relinquished property, or, the cash from the sale
of relinquished property, less debt paid off and
less other costs incurred in the purchase of

Net Lease Capital Advisors

you will need to pay if

you do not do an ex-
change. Tax liability may include any of four
components: 1) a tax on the recaptured value of
a sold property, the difference between its
original purchase price and its depreciated
value (carry-in basis), 2) a tax on the capital
gain, or the difference between the sale price of
the property and the original purchase price, 3)
state tax which varies for each state, and 4)
local tax if the property is sold in a jurisdiction
that has one. This means:

AN INVESTMENT BANKING APPROACH TO REAL ESTATE TRANSACTIONS



For individuals:

(recapture of accumulated depreciation ) x 25%
capital gain (or appreciation) x 15%

+ state tax

+ local tax, where one exists

For corporations:
(sale price - carry-in basis) x (35% capital gains
tax)

+ state tax

+ local tax, where one exists

For partnerships, the tax is deter-
mined separately for each individ-
ual partner using the tax compo-
nents listed under “For individu-
als” above, and allocated to each
individual in a share proportionate
to the size of his or her tax capital

account.

Date of sale of relinquished
6 property You should know
this information in order to calcu-
late your identification deadline
and the final date by which you
must complete your exchange.

Including weekends and holidays,

your exchange must be completed

(meaning you must close on the purchase of all
replacement property) within 180 days of the
sale of your relinquished property. Also, you
must identify replacement property within 45

:

Net Lease Capital Advisors

\
J

days of the sale of your relinquished property
that you are going to purchase as replacement
property.

Alternative identification methods You
may identify replacement property using
any one of three rules. Net Lease Capital can
help you evaluate which method is most strate-
gically suited for your exchange.

The three rules are:

200% Rule You may identify as
many properties as you wish, up to
a combined value of 200% of the
sale price of your relinquished

property.

3-Property Rule You may iden-
tify up to three properties with n o
limit to the combined value.

95% Rule You may identify as
much property as you wish as long
as you purchase 95% of the prop-
erty you have identified.

A

The Advisory Group at Net
Lease Capital works with large
real estate interests and with their
tax advisors, providing advanced, customized
tax strategies to enhance the after-tax outcomes
of property sale. It has closed over $400 billion
in exchange transactions.

To learn more,

have an Advisory Group
analyst speak with your tax
advisor or accountant.

Contact :

Carl Christensen

Ph. 603-598-4446
Email: cchristensen@
netleasecapital.com
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