Frequently Asked Questions

1. Once f"ve decded | want to da an exchange, whaf
oo} need to dis to get starfed?

e 3 taspener has dedded be might werd 1o de 2 3031 Enchange,
he shoule first camtad a real estate or tax atioirey for counse. He
sheudd then cambac nuestors Tide Exchargs Compoeatian at (506
3264842 to initizde 2he process. ITEC wil coecinate with the
apayer's cormsdd the prodictien of eechange documents that
muzt iz exeouied by o before the first desing.

2. Can my Sttomey senve as qualified inferredlany?
The tax cade prodibits @ abomey, G99, o other agent of e
tenpayer b seme 35 quistied Inemediany i he has regesented the
teopayer in any rtter duing the pasi fwa wears, MEC §s &
professional qualified insemediary service that kandles kundeeds of
ennarges seary year and 5 3 member of tie nabional Federation of
Eadwnge Aocommadaters.

I, How mech wilf it cost ko oo an exchange?

An @diange & a paper-intensee Cransacion that requirss lega and
tax ahice beyend the scope of a nermal closing: 50, Hhere am
addilional fees beyend nerma dosng casts. TEC charges a low, fla?
rabe fee dor fis senaces as qualiied intenrediary. Please GE us for
T et rates. The teopateers atkamey ake: changes far his senices
in coordinating the exchange and rendering legal adeice. Hawesar,
these mep ane i d esdrange =g arvl can sudly be
deducted fram the sales proceeds The additioral transackon costs
shiodd be measured agairek the patential tax savings.

&. AR | e inderest on the funds that e mtermediary
5 holding?

s, o eschange agreement wall soedfy your indersst mate. The
inkefest you cam becymes a par of the exdvangs dunds and is
subject to the sare ruks regarding corslrudive recsiat a5 the
ahange funds thersakes, soitis unavalpble b the @xpaver unii
the e of the eschange. Athaugh mast 1gagers wse the interest
ta purchase the new praperty, il is 51l taxabk: a5 Eneest income.

5 Wihat alout the safety of my funds?

‘faur funds are proiected by ficelity sanding. ared ITECs acoourds
e indeperddently audited by a meputable accowting fim. MEC
practices soud accoanting principles, and all disbursaments frorm
Youf Attt must he approve by yoz or yeur adomey, FTEC & a
wholtycrared subsidiar of mvestos Tile Comparty; whidh was
ited by Fovfies agazinein 1998 arel 1990 a5 ene of the 200 Best
Small Pubdic Companies in Ameica, and by Fordune magazine in
204 a5 ¢ne of the faskest-growing companies i the LS.

5. Can [ purchase the Replacement Property before [
sl the Relinguished Progerty?

In Set. 20400, the IRS in Rewanue Procecine 200037 prordded &
safe farbar dor reserse emchanges. Uedder the prosisions of a
quaified exchange accommodation agreersent thal meets the safe
harber requiremesds, Hre taspape's replacement praperty i
Soquires by an Bnchange Adccommedatian T&ehokder (EAT) who
ks the propertyrunil the taepayer sels the rdinquished property
fha relivquished praperty is then eachanged for the repbcemet
property wa a Juaified Friemnedian. Reverss exchange niles mimor
deferrad exchange ruks, requinng the gy b0 idendy Bis
refinqushed poperty within 45 days of the EATS acouistion af the
replacement propedy, and dese an e sale of He relingquished
property within 180 davs. Insestors Tile Actormanodation
Comporstion {MACY, in oenjundion with [TEC, provides reverse
exchamge seraces. Ta avoid the adkliicna! compiexdty and egpense
of & rewecse exchangs, toepegzrs shauld sl e 1o delay the
purchase of repiazement propety untl afeer the relinguished
property sells. Bt wéhere S s impossible, a revense exdhange s a
waiLahble bo Tampayers should sesk experienced counse for adwice
structuning a reverse scdhange

7. Can [ puwchase & fof and benild o0 /& as my
Replacement Propertyd

Called a “buid-o-suit” eechange, the @n be even mone am plax
ihan & reverse eechanga, The tapayer cannct kake tide 16 the
Feplacement Froperty land unkl after B enstruction is complate,
and the building must be complete within the 180y achange
peiod Bmues sah a5 who wdl hold ditle o the land during
consinadion, $nanoe the imomeements and manage and sopendss
the constnicion must be addresser?, This is ancther eample af a
oompiicated eschange rquining eepeniencad rarsd and generlly
psls more to sructure. TEC, working dasaly with See taopawers
coungal, can assist will: faditzting a fnild-to-suit euchange. Any
ravements o be buit as rephcement property st be
satdfically igamified within the 45-day I pedod

B Can I do an axchange with a ralated pariy?

The tax code peemits eechanges with refated partses, buk much
#nare stingert rules apphe in 3 disect exchange ar swan with a
reated party. refther party can sall the property By aoquired in
the enchange for fwo years. Inoa deferred exchange using an
internediany;. #he rules are bess dear. 2 is genarally hald that if a
1naer sl the Relnouishexd Praperty %0 a relaked pasty, the
relaled party cannct sell the preperty for two pears withoun
tiggering 4 baabke event, A bagoager may nof, howeser, sdl
refintished property fo an wrwdated party through a qualfied
imbemnediary and scgdine his replacernent property fram a related
paty Sei 5 fevenue Rudling 2003-83. H you are conbemplating
an exzhange thal ireakes a related party; wor shaudd seels coarsal
o nsure thed wou ane comphing with the related party Rdes.

: IMBOVATIVE BY INSTIHGT

This guide is not mtended &5 a compreiensie analss of
507 Exchange requirement: amd shoukd not be refied
o as & substitvte for fege' adwice from your stiomeys,
Rathear, it is & brief summaryof the most hasic elements of
a {03 Exthange. Copwight by fmestors Titke Exchange
Corparation, 205,
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Exchange Participants
and their Roles

CC Taupayer

The tapaner & the indhicisel arentity whe cams iFvestment er business
ety and v viould lke toexdhange that property o anather Bee-
ind isnvestment or buginese praperty, By shroclwing the snsacion 2.2
131 Exchange rather thao a sk of the old property folowed by a
absenuent purchase of aew propety, Tre gain from the e of e oid
propaity (3he Retinquhed Prapertyd »& nat be retcgnized, siminatrg
the meed to my <apial gairs tewes on the tramsaction. kstead, e
Lzepaper wil receive 4 reduced basks in the propenty amured in he
auchange e Regaernent Fropertyl. ¥ de tpaye s the
repfacemment piopaTty 3t sne time in the frlwe, the gain will be tzeed
at thal point. {inkess fhe taspayer doe another exhanget)

O Qualified intermediary

T2 mast cammenhy ased medhad of effeding a 1031 Buhange is
thoough the = of the Jualied inteme dary Safe Harbor, a5 sed forth
in Sediom 1631 of the tex code. The qualified intenmediany & the
taspavers eucthatge pacne’, abo refersd to as faditabor or
acammiodator This relationsip is gowernsd y a0 exchange
spzement which rust be entered irbo before the desing Jar e
zale of the Refinquished Froperty 0 a defered endange, the
quailied itermedany soquires the right 1o sdl the reinguishond
property, directs that the rdinquished property bee ceeded dinecty
rom thee taqrayes to the purchaser, hokds e proceads Trom the sale,
recaies the teepayer's identilication of repfacement proparty; acquires
1he right b purchase The replacemaent properiy, wies the gohange
Junds to punchase the replacement praperty, and directs thes the
replacerment property be deaded directly to the taspaper. The
qualfied imtermedizry may dsa be called a0 b oraft gandand
axchange deoamants foe iedew by the teayers cunsd,

O Exchange Attorney

The taspayer should employ @ real estabe or t3x atiomey iz adse
him & soon 28 he conkerplates dairg 3 1031 Eschange. The
raguiaticss far efledting a1 excharige are comples 2nd Tigd. Failure
1o seek compatent adice i Staciung an exchaige may resdt in a
faied enthange and irmediste recogrition of Al or pars of the
tasahk: gain. The athoemey's rafe may indude sinschiring the
eacheorge, ravewing exthange documents, instruding Sekilermnent
sgents, answeing legal questions, and coondingtineg the transaction
with the intemmediary reganding the dishursament of tunds and the
genaration and axecution of wchange docwirs.
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Definitions, Requirements and Basic Guidelines mme————————————

[ Like-Xind Exchange

The exchange of property, as distinguished from 2 sdle and subsequent
puchass, alkeas for 5 deferal of gein reteonition in the transaction.
father than oumentty remegnizing gain, the gpunrdase nasis o the
Feplacemant Prepetyis reduced by the ameurd of gain defemes and ank
recogrized upon an dimate dispastion of the prepery The rales whidh
govern axchanne lrarsactions are found & Secion 1021 of the 2 mde
and the coresponding RS regulatios, This ransacion is ake kneen a5 a
1831 Exchange, Taw-defesmad Ewchange, Tax-free Ewchange av Starker
Bichange, AZRaugh there are soveral methads of strucharies exchasrges,
the sk ammen method wolves the use of a quatified inenediany

£ Relinquishad Property
The property avined oy the tzepayer which will be given up in exdhange
for new pmpery

O Replacement Property
The property bo be receivied by e tanpeyes to replace the Reinguished
Froperty.

[ Eligibke Property

For proparty to be ctigible as either Retinguished Property or Replacerent
Preperty in a 14131 £ackamge, itmusi be held Iy the baspayer for productie
use ins 3 rede o business or for investmenit purpases. Bamples of dighls
piopeity indode: rerfad property; raw kine held for appredatien, fanms,
offices, mateivhotek, pdhasinial property, keaschold inkerests of 30 ywears or
meae, ek, AFaugh most exdrnges are dene with res property parsonal
pioperty eochanges e ake pemissble. Toe mosh mmen persenat
moperty extanges induce abplines, uds, and husiness eduipmant,
Exaargbes of inelinble preperty incuds: steck in trade, rwerhary of ather
peoperty bedd primarily for sale; steds, bonds or mres; a0 imtarest in a
parneEsnip; a pesonal nesicence; fareign peaperty, or & wacaticn bome
thit is wsid by the g or s famey Tor mane than b weskks out of
the year.

[ Like-Kind Requirement

The Relinquished Propery and the Beplacemesi Propesty must be ol a
“lie-kind." For resl property sthanges, the libe-kind reouiernent & guite
broad Any real property is oonsidened Bre-kind to any ather real praperty
For instance, raw land is be-kind to improsed land, a lease of 30 years or
more & ike-king o fep simpia intenest i fhe propert: ete. For personal
procerty eocharrges, the [ke-kind requisement % more ramos:. Personal
property is like-kind if it fals within the same General Asset Class or 1he
sarne product Class 26 defined in the b <ode of IRS Trestary Deciions

[T peadtines

T tagpayer has 45 dns fam the desing of the sale of the Refnguished
Peaperty ba dentify 43 the qualilied intermedany the replacement praporty

e wises 1 amuire. The deadtine foi achualy acquining Fie repfacement
aapety is the earier of 180 days ar the duoe dare for his bax rewm
fincding <cdersins) for the vesr inwhich the reinguished properiy was
sobd. (For exampde, if the Relingquished Property is sokd on Ceoarder 30,
IO and ghe 1zpayer’s reburn for 2004 & dos by opal 15, 2005, <he
szdpanet wAT five urdd Apil B5, 2005 to pendhase replacement praperty
urdess he fies for an estendon. Hamwever, if the same bpaver el te
refnquished property on Jarary 1, 100G, ha will have the ful 130 days to
aquirz Replacement Property)

O3 Constructive Recsipt

T taepayer may rod dinectly or indirecily racetss the procesck Trom the

sale of fae Reinquished Froperty. “Constrocive recapt” of sachangs

fincks oocurs when The Gopay® has 1he wiresticted abdity te ask for the

funcs at any time during the exchange. The most sammen meatihad ed

1o awcid the consiridive recdpt of s in an exchange is the uilizanon

of a qulfied intenrediarg The @epayes rest emer T a wiitlen

cxchange aeemens viih the intermedizny before dosing on the sae of

1he Refnquished Propety That agrement, ameng othe prosians,

spadiies tat e proceeds from the @be of the rdineisned propesywil be

seert B0 B Rpesmieciary anad are 1o be used by the intermediany 10 acquire

Fre Replacemant Preperty for the bagpayer. The agreement rrst dsa Imit

the Tawpayers Aght 10 receive amy of the enchange funds uri:

4] afer the expimtion of the 45-day Sderiifimbion pericd if no
Aesface mert Peaperty has been denlified; or

b} after thee eupgration of the 180-day acquisitian period if the tavparer
has icantified Replacerment Property buk has sat acouired i; or

¢ after the Enpayer has acquired dl the progerty which was ety
entified.

O [dentification Rules

In gereral, the taxpayer may idenlify L 1o Thre= Replaternent Properties
withoutt regard 1o far market vakee of cither the Relnquished o
feplacerrent Properies. Ha may amuire one, tea, o Al three of theze
Feplacerment Properties thal wene identified in the wxchange. I the
taepager idertifies more $an three Replacenent Propenies, the far
rrarket weiue of all the kdentfied priperties canrmol exceed 2008 of The
Jair market value of the Relnquished Property. She ddentification of #he
Feplaceiment Propecty must be in wiiting and signed by the taxpayer.

[J Calcutating Tax Benefits

The nubes for detemmining deferred gain in 1 exchange are compies, and
many fackars G affect the amoar of gan achualy deferred. A athomey
or {70 shond ¢ ke consulbed 1o determmine e athual fioe benedits and howy
theay can be achizead. Hn-nmﬂ-endscanbebﬂﬂymbyﬂ-e
Tolkneing pritsdphes:

ay The far market wdue of the Replacement Property shoukd ke
equal to of geeater than the fair market value of the Relingquished
PFraperty.

Ed The ity the taspager has in The Replacement Prepedy shauld
b equial 0 o graater than the gty be had o the Relinquished
Property.

o The tpayer wil be taxed on the greater of the trade-down n
acpily or lar market 'alue

The tenpayer wil alsa want to ask his course] about the ramifications
af paying certain dadng costs, seourity depasils, s arensid mels aut
af the exhange funds. Bamples of deging costs nen considered
cwchange eperses waukd be nepeeent of lean msts, payment of
caunty real estabe twes of pawment of secuity deposts and
prepaid remis

O pocumentation

The eechange shoud be vl docomented fnom the gutset W show
the intent of exchanging redher than s=ling and puschagng The
followning languiage i suggested fior indugion in the corema, 1 sell
@ purdhase the reingushea? and Replecement Froperfies:

O Relinguwished Property Contracl Languags:
Tha Seler desies bo effert a likekind andrange for the property
transfamed under this Contract; and the Buyer and Sdke aones
that, natwithslanding arg provision to the cenirang the Seers rights,
1He and interests unels this Contract may be assigred to keesters
Titke Encharoe Carperation 6 Quakfied Imtemediang

O Replacement Proparty Contract Language:
The Buyer desines bo effiect a Tkekind exhange reching the real
progerty 10 ke trandfened 1o Buoger geesuant b this Ooread; and
tha Buyer aned Saler pae that, nertwathstanding any prosision 5 the
oorkzary; Buyers Aghts, e andinterests under this Contrac ray e
aeigned b0 irwestws THe Ewchange Corporation as OQualiffed
brteemiedian,

Yaur abkmey of qualed pdermatiary wil draft other doganants
befere the sale of the Relingquished Property arvd before the puschase
of the Replacernent Property which & asa requirad To effed &
excherge,

[ Tax Filing Reguiremanis

“on atkamey' of TR tan debenmiae exadly wihich forens should be
filed with the RS to coegly with RS reporting requirsments to
bremefit, from the esothan e, These wil mast fkely indude Fom 2524
aed either Form 1040 - Schedule O or famm $797. You may want to
szak asdstance from an sty ar CFR, in cloulating the te saeings
1o be reskzed, induding e amourd of gain defersed and the hesis
stfribitable to e Replacement Praperhy.
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