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ARE 1031 EXCHANGES BEING MISUSED?

Last year the volume of 1031 exchanges dipped as o
repult of the decline in sales transgctions, However, their
popularify us a tax-deferment mechaniam confinues to
grow, And therein lies a danger according to John Maltz,
managing director of Greiner-Malte. “1031 exchanges
have become (he basis of & tidal wave of tox-motivated
real estate transactions, which will soon dwarf the infa
mous tax shelter deals of the 'Bs and "70s,” he claimed
He added that the number of businesses offering 1031
pxchanpge services has grown exponentinlly in the lest
few yoars

While Maltz sopports the traditional use of 1031
exchanges as o means fo legitimately defer taxes, he is
concerntd that some investors are overlocking sound real
estate fundamentals in their pursuit of perceived tax sav-
ings. As an example he pomted to net-leased retatl prop-
erties thal are sold on an exchange basis. Often the value
of the property may be based on a bonded lease with o
retnil tepanl. “You're buving a proparty purely far Lhe
income, with no relationship to the value of the real
estate when it's emply,” Maltz said "MNet-leased properties
sald oo an exchange buns are seeing their values inflated
by unrealistically low capitalization rates in view of the
risk of the tenant becoming insolvent.”

Althouph it is difficult to determine when tax interests
alane are drving 8 1031 exchange, many accountants cau
tion that when it comes to 1031 exchanges, investors
ghould not make the mistake of buying poor resl estate
because they are motivated by tax considerstions
Michael Sanders, pariner with Powall Goldstein Fragier &
Murphy L.L.P. offers an additional caution. “The IRS, as
well a8 the states, sudit these deals very closely... There
are very precise rules and the IRS will hold vou to theny,”

he smid

That scrutiny, coupled with the fact that 1031 exchanges
are tax deferments not tax-saving shelters, may stave off
Maliz's greatest conctrn aboul the rise in 1031 exchanges

We're concerned that the real benefits will be raned by
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