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Real Estate Tax Strategies   
Many real estate investments involve a tax strategy component. While 1031 exchanging is a common tool, 
there are others such as conservation easements, deferred sales trusts, and structured sales that have 
emerged in today's market. I will be presenting a course entitled "Real Estate Tax Strategies in a Down 
Market" on Wednesday, December 21st at 8:30 a.m. through the Georgia Society of CPA's at their training 
center. We will also discuss overcoming the challenges of cancellation of debt (COD) income and how to take 
advantage of discounted real estate notes as replacement property. 
   
Our mission is to help clients maximize the benefits of 1031 exchange transactions that best accomplish their 
investment objectives. A key element in a successful exchange is locating and acquiring the right 
replacement property. Some exchangers are seeking long-term cash flow NNN property while others are 
seeking to take advantage of the market by acquiring quality real estate at 50% of replacement cost. We 
formed an affiliate company named Strategic Real Estate Investment Solutions (SREIS) to provide these 
choices to investors. SREIS is dedicated to providing customized real estate solutions for 1031 and non-1031 
investors who have $100,000 or more to place in the real estate market.   

 

Take Advantage of the Market with Discounted Notes 
 

The common definition of property that qualifies for a 1031 exchange is "property held for investment or for 
use in a trade or business". Real estate is the most common asset used in 1031 exchange transactions. If 
the relinquished property is real estate (real property) the replacement property must also be real property.  
Today, we are seeing many investors taking advantage of the market by selling their stabilized relinquished 
property for a reasonable price and replacing it with "opportunistic" real estate purchased at a deep discount. 
The most frequent sellers of distressed property are banks.  But many lenders, wanting to avoid the expense 
of foreclosing on loans, are now selling the non-performing loans to investors at even a greater discount. 
Though these sales may be a great opportunity, a note, even if collateralized by real estate, is not qualified 
property for a tax deferred exchange. However, there is a stepped process described below that, if property 
executed, can help investors acquire the discounted note as their replacement property. 
  
In 2000, the IRS issued guidance on the proper way to use an accommodation titleholder (AT) to execute 
more complicated transactions that included reverse, construction and other more complex exchange 
transactions. For example, in a construction exchange, the lot the taxpayer wants to buy may not be 
expensive enough to defer all of the gain. The way to overcome this problem is to use an AT to acquire the 
less expensive lot, build improvements on the lot, and then sell the higher-valued, improved lot to the 
taxpayer as replacement property. This will allows the taxpayer to achieve the maximum tax benefit. 
  
Similar to the steps of a construction or reverse exchange, a note conversion exchange can be used to 
purchase a replacement property acquired through the sale of the underlying note. The taxpayer sells the 
relinquished property and uses the AT to buy the discounted note. The AT takes title by foreclosing and the 
note disappears. The AT then transfers title to the taxpayer at the same amount that was paid for the 
discounted note. While there are some risks in this approach and certain states have long foreclosure 
timelines that do not make this a viable option, many investors have used this stepped process to not only 
preserves the tax benefits of an exchange, but also to take advantage of this current, higher-yielding 
opportunity. 

  

 



  
While this market does present unique challenges to many real estate investors, it also creates some great 
opportunities. Properly using a 1031 exchange cannot only enhance a return, but position an investor for the 
opportunities to come. 
  
If you have any questions or would like more resources, please contact us at 678-403-4192 or toll free at 1-
866-602-1031, Ext. 4192. 

 

Q & A:  Do I have to personally sign my identification letter? 
 

Yes, you or your legal representative must sign the identification letter. Once the relinquished property has 
closed, you have 45 days to submit the letter that is signed by the taxpayer. Most commonly, exchangers 
(1) complete and sign the ID letter listing the properties they have identified (in compliance with the Three 
Property Rule, 200% Rule or 95% Rule, (2) scan and email or fax it to the Qualified 
Intermediary/Accommodator, and then (3) mail the original to the Qualified Intermediary. Because the 
taxpayer's CPA or attorney is considered their legal agent, either may also be eligible to sign as the 
taxpayer's agent. An email that lists the properties but does not contain the taxpayer's legal signature is 
probably not sufficient. 
  

 

 
 

About Atlanta Deferred Exchange, Inc. (ADE)    
At Atlanta Deferred Exchange, Inc., our only business is to facilitate and guide our clients through a 
successful exchange. Serving in the role of Qualified Intermediary (QI), and/or Exchange Accommodation 
Titleholder (EAT), we make the exchange process simple and efficient. The ADE Exchange Process includes: 
  

• Innovative Strategies & Proprietary Process  
• In-Depth Consulting with 1031 Expert  
• Triple Protection Security for Exchange Funds   
• Preparation of all Exchange Documents  
• Timely Courtesy Reminders of all deadlines throughout the process   
• A Final Accounting of exchange proceeds and interest 

For more information please contact Ron Raitz, President of ADE.  
  
Email: rraitz@ade1031.com 
Phone: 678.403.4192  Toll-Free: 866.602.1031, Ext. 4192 
Web: http://www.ade1031.com 
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