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purchase, partner with herself or any other “disqualified persons” such 
as ascendants or descendants and spouses thereof. 

6.      Selling the property as is. This is an option, but is the least preferable 
as the IRA would likely suffer a loss of the profit interest. 

In the case study below, the client understood how to face a problem and 
create even more wealth:

Case Study #5:  Notes

Recently, a collection agency informed one of our real estate bro-
ker clients, Lee, about some problem loans. Lee had formerly sold 
the property in question, 18 Main Street. 

The principal due on the note was $110,000. The borrowers were in 
danger of being foreclosed on. Lee was able to purchase the obliga-
tion from the lender prior to foreclosure. The financing was Lee’s IRA 
along with her friend Eddie. 

Lee was able to negotiate the purchase of the note for $100,000; a 
9.09% discount. She had her IRA purchase 50% of the note and her 
friend Eddie the other 50%. 

Lee’s IRA 50% $50,000

Eddie 50% $50,000

NOTE $100,000

Two years after the transaction, the borrowers began to have more 
problems and the loan payments were not made regularly. Eddie 
decided that he wanted to sell out his 50% ownership because of the 
collection problem. 

Lee, who had originally sold the property, knew that there was a fair 
amount of equity in the property. She was also aware of the financial 
issue of the borrowers and the potential of foreclosure. Though the 
payments were slow, they were being made. 

Lee recognized the opportunity she had with Eddie wanting to sell. 
Lee negotiated a 10% discount with Eddie. Lee’s IRA purchased Eddie’s 
50% of the note for $44,505. 

Lee directed the trustee of her IRA, Entrust, to purchase the note at a 
discount from Eddie on behalf of her IRA. 



Original 
Amount

Current Balance Lee’s IRA 
Purchase 10% 
Discount

NOTE $110,000 $98,900

Lee’s IRA
Eddie

50%
50% 

$49,450
$49,450 $44,505

IRA Purchase
Total $44,505

Total Cost to 
Lee’s IRA $93,955

Lee’s IRA ended up with a note paying 15% over 30 years with a value 
of $98,900. 

Lee’s IRA paid a total of $93,955. 

All income Lee received on the note is tax-deferred. 

Lee’s intentions always included purchasing properties and holding 
them, so this transaction fits nicely into her financial plan. In addition 
to other properties, her IRA now owns a high yield note. If foreclosure 
should become necessary, the plan would then own the property and 
be able to sell it with or without a carry-back note. The plan would 
also have other options, including a lease option or the property could 
simply become a rental. 
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Wealth Principle #15

With self direction you can 
invest in gold and oil
What about Gold, Futures and Commodities? 

Individuals with various investment objectives and levels of desired risk 
may include Futures and Commodities in their self-directed accounts. 

Please consult with a tax accountant, attorney and investment advisor to 
see if Futures and Commodities are suitable for your investment portfo-
lio. Entrust and its custodial institutions do not warrant the suitability of 
any investment. 

Case Study #6 – Futures and Commodities 

Jim wanted to invest in corn. Here is what Jim had to do. 

1) 	 Jim opened an account with Entrust.   He completed the applica-
tion kit, which included the transfer/rollover form.  He returned 
the completed forms to Entrust. Entrust received funds and com-
pleted paperwork from Jim’s prior custodian. 

2) 	 Jim had to designate a broker for his account. Jim worked with 
the broker of his choice. However, all deposit and withdrawal 
transactions were generated by Entrust for his retirement ac-
count. 

3) 	 He completed the Buy Direction Letter and trading application and 
returned it to Entrust. 

Jim is ready to begin trading!   Entrust works with Jim’s broker to pro-
cess the corn investment in his IRA. 

Case Study #7 -   Gold

Ted wanted to invest in gold, and had $10,000 to commit. But the 
fabrication charges and commission did not make it worthwhile. He 
purchased an overseas gold certificate directly held in his IRA. The 
custodian sent a letter to the Mint, and the gold was stored there free 
of charge, and the certificate held by the custodian. 



Wealth Principle #16

To expand your portfolio, 
consider offshore real estate 

An on line survey performed in April 2007 of 30 thousand self-directed 
IRA real estate investor clients, 30% were interested in investing in off-
shore real estate. Property investment opportunities for the small inves-
tor outside of the United States have increased.

An increase in investments in cash flowing and appreciating real estate 
in Mexico, Panama, Costa Rica, Nicaragua, and other central and south 
American countries has risen over the last few years, in particular. The 
popularity of these areas appear to be related to proximity to the United 
States, and what seems to the US investor reasonably priced and some-
times inexpensive property which may be used for investment, and 
perhaps second or vacation homes. 

Panama, for example, ties it’s currency to the US dollar, and in fact the 
dollar is the medium of exchange. Costa Rica, sometimes noted as the 
“Switzerland” of the Americas, is considered by many to have a pleasant 
climate and is seen as an opportune area for a vacation home invest-
ment. As Mexico is close geographically, many North Americans visit this 
local seeking vacation homes for their retirement portfolio.

As Spain became the opportunity for Germans to have a second home/ 
retirement venue, some believe that Mexico, Central and South America 
present a similar advantage for North Americans. The numbers of Ger-
man investors has reached over one million and the numbers are grow-
ing.

The reality of making such an investment is more complex than simply 
purchasing a nice property in a nice climate. The US investor must be 
clear about his or her objective. One can become enamored on a vaca-
tion trip and be talked into a purported investment property.  A vacation 
is often an escape from reality and that escape typically does not include 
performing the due diligence and analysis needed to meet the targeted 
objectives. This is one of the most overlooked parts of the vacationer/
investor.

In each venue, whether Mexico, Costa Rica, Panama, Nicaragua, Belize, 
or Ecuador, for example, the native language is Spanish. Regardless of 
the local sellers’ capability in speaking English, the language of law is 
Spanish. Competence in the language of law and expertise in local law is 
essential.

Mexico and every country in central and south America have different 
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laws regarding real estate and taxes. The vesting of property varies from 
one country to the next, and so does the method of title transfer. 

For example, a client recently encountered a Panamanian real estate de-
veloper who had begun to grade roads, and subdivide property and take 
deposits of $6,000 per parcel, and to be sold for $80,000 for single family 
homes. The investors were told that all that was needed was the consent 
of local officials to proceed with the development. In Panama, the legal 
ownership must be a registered properly with a central authority. 
 
The builder had “purchased” the property from local inhabitants who 
farmed the land. The title to the land had never been perfected by the 
local inhabitants who had right of possession. When the builder bought 
the land, he failed to follow the proper procedures for securing title. His 
time line for completing the process of building and selling suddenly 
became much longer. The farmers continued to farm the land, and the 
developer continued to work with local lawyers to actually purchase the 
property. 

In addition, the builder had to work through some local cultural issues. 
The inhabitants on the land were the San Blas Indians, who have a cul-
ture of their own, just like many peoples in other countries.  The mayor 
of the village had veto power over most everything.  He was not in the 
right frame of mind to go along with some of the revisions to the build-
ing plan. The builder’s “hill to climb” became even steeper. The investors 
had all their deposits returned, without loss, as deposits remained un-
cashed.

This example is illustrative of some of the issues one must explore and 
ensure that they are dealt with in advance. Planning and fully under-
standing the objectives the investor has, along with language, cultural 
and legal issues are among the first to be considered.

It’s also important to determine whether the investment makes sense. 
We have found that the demand for properties in some Mexican and 
central American countries has driven property prices to the point where 
Net Operating Income targets could not be met. In other cases, there 
were many properties where both only cash flow and appreciation were 
not significant. It is essential that the numbers support your objectives. 

Beach properties in Costa Rica and mountain properties in the Panama-
nian highlands are still available as vacation, second home or income 
properties. It is just a matter of evaluating the economics of the pur-
chase.  

One of the most overlooked issues which may affect the popularity of 
buying foreign investment property is taxes. Tax issues are not only lo-
cal, but US taxpayers must report and pay tax on worldwide income. In 
our experience, many investors overlook the reporting requirements of 
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the IRS and the ordeal of expatriating, if one wants to do that. And the 
matter of designating beneficiaries varies from country to country. It’s 
essential to pay attention to these details with local counsel along with 
your US counsel.

The numbers of investors in Mexico and Central America has been in-
creasing, as real estate markets there appear to be better for investors in 
certain circumstances. As beach front property is more of a premium, the 
prices are certain to increase as property value increases. Cash on cash 
returns will also be decreasing as prices continue to be “bid up”. The
more due diligence and planning that is performed, the better. As every-
where, caveat emptor is the rule.

Case Study #8:  Purchasing Beach front in Nicaragua

Sarah and Bill heard about beach front property in Nicaragua. 

They want to use their IRAs to fund their investments, but they also 
would like to live on their property after they retire. If they pool their 
IRAs, they would be able to buy a property outright, with each of their 
IRAs owning a portion of the property based on the percentage con-
tributed.  If they want a bigger property, they could include friends in 
the deal, or apply for a non-recourse loan to fund the property. 

To fund the transaction, the couple could form an entity, such as a 
corporation or trust, to hold the property for the IRA. The couples col-
lective IRAs would become stake holders of the entity.

Sarah and Bill head to Nicaragua to evaluate the property. They have a 
great time exploring the country and even take a couple of side trips 
to look at real estate.  Fortune is with them and they find a property 
that they both agree on. 

Because Sarah and Bill already have self-directed retirement accounts 
at Entrust, they complete a Buy Direction Letter to instruct Entrust to 
purchase the property with the funds in their IRA accounts. Their IRAs 
will take title once the transaction is complete. 

Their representatives must work with Nicaraguan attorneys and title 
companies to ensure that the IRAs have ownership and that all income 
and expenses are properly credited and their IRAs are debited.

Sarah and Bill look into taking out a loan to buy the bigger property. 
They discover that all debt used for acquiring property in an IRA must 
be non-recourse. Usually a corporation or foundation is put together 
by legal counsel in Nicaragua, which will in turn be owned by the IRA. 
The corporation or foundation will then be the borrower, with prop-
erty income and expense flowing through the IRA-owned Nicaraguan 
entity.
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Any debt-financed property, regardless of where it is located, may be 
subject to unrelated debt-financed income tax in the United States. 

During the time the property is owned by their IRAs, they can’t live or 
vacation in it, not even for a moment. And neither can their parents, 
children, or children’s spouses. In the meantime, the property is main-
tained by a property manager. 

Sarah and Bill decide to rent out the beach house to tourists and 
arrange for their property manager to collect the funds.  The rental 
income goes back into their IRA accounts. All maintenance expenses 
are taken from their accounts.  The maintenance is performed by third 
party contractors that are unrelated to the couple.

For Sarah and Bill to access their Nicaraguan beach front property 
when they retire, they first need to take a complete distribution of the 
property owned by their retirement accounts.  This becomes a taxable 
event in the U.S.  The fair market value of the property is added to their 
taxable income in the year of distribution. However, if they had used a 
Roth IRA to purchase the property, they would not have to pay taxes 
on the distribution. The distribution is a net asset value, so if Sarah and 
Bill have a debt against the property, the distribution amount will be 
based on the fair market value minus any mortgages.
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Special report summary 
Creating your financial future comes down to the freedom to make 
choices: relying on your own knowledge, understanding the opportuni-
ties, getting expert help and enjoying the challenges of taking charge. 
With a self-directed IRA or real estate IRA, you can invest your retirement 
funds when, where and how you want. 

Self-directed IRAs and real estate IRAs give you the ability to choose from 
a variety of investments, such as mortgages, notes, real estate, offshore 
real estate, private placements and more. And, by diversifying your in-
vestments, you may protect and enhance your retirement. 

The Entrust Group is the world’s premier provider of account administra-
tion services for self-directed retirement plans through a nationwide net-
work of dedicated local offices. For more than 25 years we have been an 
acknowledged authority in the field of self directed retirement accounts. 
Our commitment is to always be the knowledge leader in our field, and 
to deliver that knowledge to you through the highest level of service in 
the industry. 

Turn your IRA into a wealth-building machine and secure your future. Invest 
in what you know, understand, and control. 

Here is how to register:
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