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ips to

stablishing Trust and

Credibility with 1031 Exchanges

031 Exchange

Qualified

Intermediaries (QIs)
have faced considerable
criticism lately for their
failure to maintain the safety
and security of their clients’
1031 exchange funds. With
each exchange, a real estate
investor entrusts the QI with a
significant amount of invested
capital, which in many cases
can be a major component of
the investor’s net worth. While
the QI is obligated to make
the funds available at the
time a replacement property
is purchased, there are plenty
of examples both locally and
nationally of funds not being
made available to complete
the exchange. While failed
1031 exchanges represent an
extremely small percentage of
all 1031 transactions, recent
high-profile failures have
created a crisis of confidence
with some investors. In order
to establish credibility with
potential clients, QIs should
rely on their banker to convey
the proper sense of safety and
security of their funds.

As Qualified Intermediaries

are not licensed, controlled
or audited by any regulatory
body, real estate investors
are often at the mercy of
referral sources for any
information regarding the
relative safety of “investing”
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with the QL. Similarly, QIs
find it challenging to convince
the real estate investor that
their funds are being held in
a safe manner, as they can’t
refer to a regulatory body or
rating agency for validation.
Community banks can help
by adding their credibility to
the relationship. An investor
who understands that a local
bank is the recipient of the
funds being held on their
behalf is much more likely
to have confidence in the

QI and the 1031 exchange
process. Community banks
are highly regulated for the
safety of deposits, customer
privacy, and wire transfers,
so the likelihood of any
misappropriation of funds

during the exchange is
extremely small.

Here are a few general tips
to help real estate investors
determine if their 1031
exchange funds are being
handled in a safe, secure and
profitable way.

1. Ask about the QIs plan for
holding your funds. Will your
funds be held in a segregated
account with some reference to
your particular transaction, or
will they be commingled with
other 1031 exchange funds in
the QI's general fund? Where
will your funds be held during
the exchange, at a local bank,
securities firm, or Money
Market fund? In many cases,
the QI will take the direction
of the investor as to where the
funds should be held.

2. Ask about the rate of
return you will receive on your
funds while in the possession
of the QL. Many times the QI
has established a standard rate
which they will pay you on the
funds; however, if the funds
are placed on deposit with a
bank, there may be room for
you to negotiate.

3. Ask about how you can
verify the safety of your
funds throughout the 1031
exchange process. Some
banks that work closely
with QIs have developed
services that add value for
the real estate investor. For

example, banks can verify the
receipt of the initial deposit,
provide an online method for
the real estate investor to
continually check the status
of the account, and e-mail
the investor at which time
the QI has requested that the
funds be transferred out of the
account.

Qualified Intermediaries
have a great responsibility
to ensure the safety and
security of their clients’ 1031
tax exchange funds. Choosing
the right bank makes a
difference in the client’s
entire transaction experience.
Community banks, such as
First American State Bank,
make perfect partners for
Qualified Intermediaries
due to their dedication to
outstanding customer service.
The bottom line is that banks
and QIs must work together to
establish credibility and earn
client trust when transacting a
1031 exchange.
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