
When planning a 1031 Exchange, a commonly asked question
focuses on the area of closing costs.  
 
Closing costs, more specifically, non-reoccuring closing costs,
are defined as any costs related with the closing of the property
that is required to successfully complete a transaction. These
costs are required to be reported to all sellers and buyers of real
property in the HUD-1 Closing Statement. 
 
Any costs that is incurred outside of escrow or the closing
process should not be paid for using 1031 Exchange funds, unless
the exchange client is willing to pay taxes on the amount spent.
Pre-closing items include, any maintenance, fixer costs that are
accrue in preparation for the property to be sold. Additionally,
exchangors should not be reimbursed for these costs in escrow
without being taxed. It is better to pay for any pre-closing costs
"out of pocket." 
 
Non-recurring costs will deduct from the property's net sales
price for sellers or increase the net purchase price for buyers.  
 
Non-recurring costs includes but not limited to: 
-Sales commissions 
-Title and escrow fees 
-Recording fees 
-Transfer fees 
-1031 Exchange Intermediary fees 
 
Recurring costs or costs that are not related to the closing should
not be paid for using exchange funds without incurring a tax
liability. When selling a property, these costs should be paid for
"out of pocket." When buying property, such costs can be paid for
with loan proceeds or if possible, "out of pocket." These costs also
do not reduce the net sales price or increase the net purchase
price. 
 
Recurring costs includes but not limited to: 
-Mortgage insterest 
-Mortgage prepayment penalties 
-All prorated expenses including property taxes, utilities,
homeowner's fees and insurance expenses
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