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What Investors Should Know about Exchange Intermediaries

By David V. Tran

Today many investors often exchange
their investment properties to avoid
paying federal and state capital gain
taxes. This exchange often requires
the involvement of a qualified interme-
diary or 1031 Exchange Company to
avoid constructive receipt. Otherwise
your transaction may not be qualified
for 1031 tax-deferred exchange. This
means the exchange company will
keep all of the funds from the proper-
ties you just sold when you are looking
for a replacement property to com-
plete the exchange. However, many
investors do not know these compa-
nies are in a business that is not regu-
lated by both the Federal government
and any of the 50 states. So techni-
cally, these exchange companies can
use your money to invest in anything
they want. Occasionally there have
been sad stories about exchange
companies losing investors money in
risky investments and then declaring
bankruptcy. Investors can only re-
cover a fraction of their money. On
top of that, they may have to pay capi-
tal gain taxes because they do not
complete the transaction within 180
days! So how do you avoid being a
victim?

To answer this question, you will need
to understand a little bit about the ex-
change business, the fees structure as
they may influence your decision on
choosing an exchange company.
Most exchange companies make
money by charging a fee per transac-
tion. They also make money on the
difference between the money they
earn from the investment of your
money and the interest they pay you.
There are 3 main types of exchange
companies:

1. Some exchange companies are
just a division or subsidiary or an en-

tity owned by an escrow com-
pany. For example First Ameri-
can Exchange Company (FAEC)
is separate Limited Liability Com-
pany (LLC) owned by First
American which is also in title &
escrow business. FAEC occu-
pies the same office and even
has the same phone number as
the First American Title office.

2. Some banks, e.g. Washing-
ton Mutual (Wamu), also offer
1031 exchange service.

3. Companies that specialize
on 1031 exchange. They could
be a single-location company or
a franchise with offices in many
states. For example:

e Equity 1031, LLC;
www.equity1031.com.
e Equity Preservation, Inc.;

Www.equitypreservation.com

The fees charged by these com-
panies vary from $200 to $750
per transaction. However there
are different restrictions:

e The company that charges
low fee (Wamu charges $200)
often does not pay interest on
your fund or only pays interest if
your fund is above a certain
amount. If your sales proceed is
significant, e.g. several hundred
thousand dollars, you may save
on the fee but may lose a signifi-
cant amount on the interest pay-
ment.

e Some companies may offer
to pay savings account rate
while another may pay higher
money market rate.

e Some companies charge
higher fee, e.g. First American
Exchange charges $750, but
may allow you to make as many
offers as you want. Each time
your offer is accepted, the ex-
change has to review the con-
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tract, and wire the money to the seller's escrow account.

To ensure your money is safe, you should ask the ex-
change company if

e Your money is deposited in the general account or
separated trust account under your name. When the
money is in the general account, the exchange company
can use it for anything; e.g. pay salary for its employees.
Should the company declare bankruptcy, all of your
money could be lost. On the other hand, the trust account
is intended to keep your money just for own use. This
kind of account is regulated by the government and the
exchange company cannot use money for its business.
So this is a safe account to keep your funds. Normally if
you don’t say anything, your money may be deposited in a
general account.

e Your money is FDIC insured.

e Your money is invested in the US. If it's invested out-
side the US, there may be a delay from the time you re-
guest your money to the time you actually get it.

e Your money is safe. As a general rule of thumb, if the
exchange company pays you high interest then chances
are your money may be invested in higher risk investment.

So when you choose a exchange company, you should
consider its fees, services, and more importantly if the
company is trustworthy enough to keep your money.

Commercial Real Estate Investment Club
FREE Membership

Examples of Discussion topics

How to get started

Property Management tips

1031 Exchange Information

Funding for commercial properties with lowest rates
Conduit vs. Portfolio Loan

Property Analysis

Forming LLC to take title

Taxes & Asset Protection

. Opportunities in all 50 states

10. Real Estate Syndication & Partnership

11. Using IRA fund to invest

12. How to maximize cashflow with cost segregation study

CoNorODE

To sign up, please email to creic@efundingcom.com.

eFunding President/CEO’s arti-
cles received 10,000 viewings.

San Jose, June 5, 2007 -- eFunding, Inc. an-
nounced today that its President/CEO, David V.
Tran has received more than 10,000 viewings from Feb-
ruary 10, 2007 for his 22 articles on just
www.ezinearticles.com website, a premier internet
magazine. His articles cover various aspects of commer-
cial real estate investment, with the most recent article
titled “Demographics Impact on Commercial Real Estate
Investment”. David continues to be the number 1
among over 90 commercial real estate expert authors on
ezinearticles.com for having the most number of view-
ings and articles related to commercial real estate.
When someone issues a search on either Yahoo or
Google, these search engines will look at ezinearti-
cles.com website to see if there are any matches. His
articles are also published on CR Resource, a Real Estate
Magazine in Northern California in which he is a regular
contributor as well as www.goarticles.com and
www.ideamarketers.com.

3 Free Seminars till 12/07

1. How to invest in commercial real estate for retirement in-
come NOW.

2. TIC: Strategy for small and self-directed IRA investors to
acquire high-valued properties.

3. How to maximize cash flow with 1031 tax-deferred ex-
change.

All 3 seminars are presented by David V. Tran, #1
Commercial Real Estate Expert Author (out of 90+) on
ezinearticles.com, a premiere internet magazine.

Call Maria at 408-288-5500 to for schedules & reservation.
There are absolutely no obligations from attendees.

Testimonial from an attendee:

"At first | was a little skeptical coming to David's seminar. But
in 2 hours, | learned more about Commercial Real Estate In-
vesting than | have from books or other investment pro-

grams." Michael Cuthrell



