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Frequently Asked Questions

§1031 Basics

o Why would one want to do an Internal Revenue Service IRS Internal Revenue Code IRC 1O31
Exchange?

To defer capital gains tax on the sale of commercial, business, or investment property.

o Is a §1031 Exchange a loophole in the Internal Revenue Code?

No. Section §1031 has been a part of the Internal Revenue Code since 1921.

o What type of property is eligible/not eligible for a §1031 Exchange?

Your residence is not eligible for § 1031 treatment. Your residence has other tax advantages.
Any other property that is not held for commercial, business, or investment purposes is also
not eligible.

o Is 1 031 only for capital gains?

No. § 1031 applies to capital gains taxes 15%, depreciation recapture 25%, and state
income taxes generally 8% to 9% where applicable. Long-term capital gains taxes apply to
property held over 1 year - gains from property held less than a year are taxed as ordinary
income. Corporations may have depreciation recapture at corporate income rates up to 39%
plus state corporate income tax rate to 12%.

o How do I start a 1031 Exchange?

You must contact a Qualified Intermediary before you sell your property, so that you can
complete the appropriate documentation and structure the exchange.

Qualified Intermediary

o Do I have to use a Qualified Intermediary?

Using a Qualified Intermediary is the most common way to receive ‘safe harbor’ protection for
your §1031 Exchange.

o Can’t my own attorney or CPA serve as my Qualified Intermediary?

No. A Qualified Intermediary must remain completely independent and cannot have been your
agent in the past 2 years.
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1031 Timeframes

o Do I have to know what property I will be purchasing when I start the exchange?

No. You have 45 days from the sale ofyour relinquished property to identify your potential
replacement properties.

o How long do I have to purchase my replacement property?

You have 180 days from the sale ofyour relinquished property by which you must close on
the purchase ofyour replacement property/properties.

o What happens if my 45th or 180th day falls on a Saturday, Sunday, or holiday? Are there any
extensions to these dates?

As a general principle, there are no extensions for either the 45 or the 180-day rules. However,
the IRS can provide an extension to these deadlines. Recent examples include the terrorist
attacks of September11, 2001 and recent Hurricanes.

Property Identification

o How many potential replacement properties may I identify?

* 3-property rule: You may identify up to 3 properties without regard to their value.
* 200% rule: You may identify more than 3 properties provided that their combined fair market
value does not exceed 200% of value of the relinquished property.
* 95% rule: You may identify any number of properties, provided that you acquire 95% of those
properties.

Napkin Rule

o Do I have to acquire a property of equal or greater value?

Yes, in order to completely defer the applicable capital gains tax. To the extent you purchase a
property of lesser value, you will be taxed on the difference.

o Do I have to use all the cash proceeds from my sale on my purchase?

Yes, in order to completely defer the applicable capital gains tax. To the extent you do not use
all your proceeds on the purchase, you will be taxed on the difference.

o Do I have to obtain a mortgage on my replacement property in the same amount or same
percentage of debt as I had on my relinquished property?

No. Just follow the above rules.




