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§1031 Exchange News

FIVE TYPES OF EXCHANGES

There are five types of tax-deferred exchanges an investor may utilize to defer the payment of capital gains taxes by reinvesting into like-kind property.  They are: 1) simultaneous, 2) delayed, 3) build-to-suit, 4) reverse, and 5) personal property exchanges.

In each of the five exchanges types, an investor must follow certain guidelines as set forth by the IRS:

· The exchange must be opened before the transfer of any property in the exchange;

· An investor must reinvest all the net proceeds into the replacement (i.e. purchase) property;

· An investor must obtain equal or greater debt on the replacement property than was on the relinquished (sale) property;

· An investor must complete the exchange within 180 days; and

· An investor must identify the replacement property within 45 days.

A simultaneous exchange occurs is when both the relinquished and replacement properties close on the same day.  A delayed exchange occurs when the replacement property is acquired within the 180-day exchange period.

A build-to-suit exchange occurs when the investor wants to build or improve the replacement property.  The investor must identify the property and the specific improvements within 45 days from the close of escrow on the relinquished property.  Remember, the project does not have to be completed, however, the exchange must be completed with the 180-day exchange period.

A reverse exchange occurs when the investor purchases the replacement property first and then sells the relinquished property within the 180-day exchange period.  An investor may never own both properties at the same time.  Therefore, an investor must transfer title to either the property being bought or sold to a subsidiary of the exchange accommodator, known as an Exchange Accommodation Titleholder.  If a loan is required to purchase the replacement property, that lender’s policies will determine the structure of the reverse exchange.

Exchange Resources, Inc. cannot and does not provide advice regarding specific tax consequences.  Investors considering a §1031 tax-deferred exchange should seek the counsel of their accountant and attorney.
