§1031 Exchange Definitions

1031 Exchange

The sale or disposition of real estate or perspraerty (relinquished property) and the
acquisition of like-kind real estate or personaparty (replacement property) structured as a
tax-deferred, like-kind exchange transaction purst@Section 1031 of the Internal Revenue
Code and Section 1.1031 of the Treasury Regulatroosder to defer Federal, and in most cases
state, capital gain and depreciation recapturestaxe

1031
Internal Revenue Code Section 1031 that authotepedeferral on like kind exchanges.

1031 Tax Law
See above.

200% Percent Rule
The Exchanger may identify more than three propgrprovided their combined fair market
value does not exceed 200% of value of the Relgiwd Property.

95% Percent Rule
The Exchanger may identify any number of propsrtigthout regard to their value, provided
the Exchanger acquires 95% of the fair market vafube properties identified.

Accelerated Depreciation

A depreciation method that allows you to deducteatgr portion of the cost of depreciable
property in the first years after the propertylesced in service, rather than spreading the cost
evenly over the life of the asset, as with theiglrialine depreciation method.

Accredited I nvestor
The federal securities laws define the term acteddnvestor in Rule 501 of Regulation D as:

1. A bank, insurance company, registered investmemipemy, business development

company, or small business investment company;

2. An employee benefit plan, within the meaning of Bmeployee Retirement Income
Security Act, if a bank, insurance company, orstgied investment adviser makes the
investment decisions, or if the plan has total gsiseexcess of $5 million;

A charitable organization, corporation, or parthg@swith assets exceeding $5 million;

A director, executive officer, or general partnéthee company selling the securities;

A business in which all the equity owners are atited investors;

A natural person who has individual net worth,an{ net worth with the person’s

spouse, that exceeds $1 million at the time opilmehase;

A natural person with income exceeding $200,00€aich of the two most recent years or

joint income with a spouse exceeding $300,000Hos¢ years and a reasonable

expectation of the same income level in the curyeat; or

8. A trust with assets in excess of $5 million, natfied to acquire the securities offered,
whose purchases a sophisticated person makes.
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Accommodator

A somewhat out of date term for a Qualified Intediary (see definition of QI below). An
unrelated party (1031x.com) who participates intthedeferred, like-kind exchange to facilitate
the disposition of the Exchanger’s relinquishedperty and the acquisition of the Exchanger’s
replacement property. The Accommodator has no enanimterest except for any compensation
(Our $550.00 exchange fee) it may receive for gctisian Accommodator in facilitating the
exchange as defined in Section 1031 of the IntdReaknue Code. The Accommodator is
technically referred to as the Qualified Intermeglidut is also known as the Accommodator,
Facilitator or Intermediary.

Actual Receipt
Direct access to your exchange funds or other ptppReceiving exchange funds during the
exchange period will disqualify your exchange. (Af®e Constructive Receipt)

Adjusted Basis
The original basis plus improvement costs minugiiq@eciation of the property.

Adjusted Cost Basis

See definition of Basis below. Agent: An entitytthats on behalf of the taxpayer. A Qualified
Intermediary cannot be your agent at the time afusing a tax-deferred, like-kind exchange.
For 1031 Exchange purposes, an agent includeseyopioyee, attorney, accountant or
investment banker or real estate agent or brokiimihe two-year period prior to the transfer
of your first relinquished property. An agency talaship does not exist with entities that offer
Section 1031 Exchanges services or routine tifleraav, trust or financial services. (See Related
Parties)

Agreement for Transfer
Purchase agreement, sale agreement, earnest ngneeynent, offer & acceptance, real estate
contract or other contract contemplating the pusehar sale of real property.

Balancing the Exchange

A balanced exchange ensures that the taxpayersdd38€6 of his or her taxes on capital gain
and depreciation recapture. To achieve a balarcgthage 1) acquire a replacement property
that is equal to or greater value than the relisiogdl property; 2) reinvest all of the net equity
from the relinquished property in the replacemenpprty; and 3) assume debt on the
replacement property that is equal to or greaten the debt on the replacement property or
contribute cash to make up the deficiency. (SegdPadiax Deferment; Boot and Mortgage
Boot/Relief)

Basis

The amount you use to determine your capital galoss from a sale or disposition of property.
To determine the adjusted cost basis for your ptgpgou must start with the original purchase
cost. You then add any out-of-pocket expenses asidtitokerage commissions, escrow costs,
title insurance premiums, sales tax (if personapprty) and other closing costs directly related
to the acquisition, your cost of capital improvensesnd principal payments of special



assessments (sewer and streets) to the propedtyham subtract depreciation you have taken or
were allowed to take, any casualty losses takefoaady demolition losses taken.

Boot

Non-like-kind property (cash or other property)egivby one party to another party in a tax-
deferred, like-kind exchange that is taxable. Rstance, if you trade in a delivery truck on a
new model, the cash you pay in addition to yourtnldk is boot. Boot received may be offset
by boot given. See also Mortgage Boot.

Build-To-Suit Exchange

A tax-deferred, like-kind exchange whereby the @ieal Intermediary and/or Exchange
Accommodation Titleholder acquires title and hditls to the replacement property on behalf
of the Exchanger, during which time structuresngpriovements are constructed or installed on
or within the replacement property. Also known adraprovement Exchange.

Business Assets

Real property, tangible depreciable property, igiiale property and other types of property
contained or used in a business. Exchanging onadsassfor another business is not permitted
under INTERNAL REVENUE CODE Section 1031. Howeuaxpayers may exchange
business assets on an asset-by-asset basis, wsiptyt of a Mixed-Property (Multi-Asset)
Exchange.

Capital Gain or Loss

The difference between the selling price of a priyper asset and its Adjusted Cost Basis.

Capital Gain Tax

Tax levied by Federal and state governments orstments that are held for one year or more.
Investments may include real estate, stocks, baudlectibles and tangible depreciable personal
property. (See Income Tax)

Capital Improvements

For land or buildings, improvements (also knowrcagital improvements) are the expenses of
permanently upgrading your property rather thamia@ing or repairing it. Instead of taking a
deduction for the cost of improvements in the y&ad, you add the cost of the improvements to
the basis of the property. If the property you ioyad is a building that is being depreciated, you
must depreciate the improvements over the samelugefas the building.

Collectibles

Personal property, such as baseball cards, caamps, works of art and memorabilia that is
held for investment. Collectibles are exchangeahlder INTERNAL REVENUE CODE
Section 1031. Collectibles are subject to a highaximum capital gains tax (28% as of 1/1/04)
than other capital assets which are subject toxamuan capital gain rate of 15%.

Community Property

All property acquired by a husband and wife dutimgir marriage. Each spouse has a right to an
equal interest in the property. Gifts and inhec&sreceived by an individual spouse during the
marriage are treated as separate property. Propegtyred by the spouse prior to marriage,



property acquired with separate property or ren{wofits generated from separate property are
treated as separate property. Arizona, Califodd@ho, Louisiana, Nevada, New Mexico, Texas,
Washington, and Wisconsin are community propeggest

Concurrent Exchange

A tax-deferred, like-kind exchange transaction webgrthe disposition of the relinquished
property and the acquisition of the replacemenperty close or transfer at the same time. A
Concurrent Exchange is also referred to as a Samedtus Exchange. Constructive Receipt:
Exercising control over your exchange funds or ofiteperty. Control over your exchange
funds includes having money or property from thehexge credited to your bank account or
property or funds reserved for you. Being in candive receipt of exchange funds or property
may result in the disallowance of the tax-deferti&e;kind exchange transaction thereby
creating a taxable sale. (See also Actual Receipt)

Cooperation Clause

Language to be included in the Purchase and Saleg&ts for both relinquished and
replacement property that indicates and disclds&sthe transaction is part of an intended tax-
deferred, like-kind exchange transaction and reguinat all parties cooperate in completing said
exchange.

Construction Exchange

You may purchase replacement property that is eobyilt, provided that the improvements on
the property are completed prior to the expiratibthe 180 days. In a Construction Exchange,
the property is held by a specially formed LLC edlthe EAT (Exchange Accommodation
Taxpayer). A Construction Exchange generally haatgr complexity and fees than a 1031
Exchange.

Constructive Receipt
A term that refers to the exchanger having unmestlicontrol of the equity from the property
sold. A Constructive Receipt will invalidate a @eferred exchange.

Contract Exchange

A Contract Exchange is the tax-deferred exchang&hs# Buyer’'s ownership in a Sales Contract
on real property, for different real property, or & contract or option on different real property;
or the Option Holder’s exchange of an Option tachase real property, for different real
property, or for an option or contract on differesal property. Essentially, a contract exchange
is an exchange of an open option to purchase, opan Sales Contract, rather than an exchange
of the underlying real estate itself.

Cooperation Clause
Clause added to the purchase on sales agreemairtrrgghe person who is not the exchanger
to use their best efforts to assist the exchamgeomsummating a 1031 tax deferred exchange.

Deduction
An amount that can be subtracted from gross incémom a gross estate, or from a gift,
lowering the amount on which tax is assessed.



Deferred Exchange

The sale or disposition of real estate or perspraerty (relinquished property) and the
acquisition of like-kind real estate or personaarty (replacement property) structured as a
tax-deferred, like-kind exchange transaction pumstaSection 1031 of the Internal Revenue
Code and Section 1.1031 of the Treasury Regulationsder to defer Federal, and in most cases
state, capital gain and depreciation recapturestaxe

Delayed Exchange
A tax-deferred, like-kind exchange where there delay or period of time between the close
and transfer of the Exchangers relinquished prgertl replacement property.

Depreciable Property

Property with a useful life of more than one ydweattis held for investment or used in your trade
or business. You spread the cost of the assetitsvestimated useful life rather than deducting
the entire cost in the year that you placed thetassservice. (See Depreciation Recapture for
more information regarding the sale or disposibbassets that have been depreciated.)

Depreciation

Periodic wearing away of property over the propsrégonomic life. The I.R.S. requires
investors and business owners to take a tax dedueti the amount of a property’s depreciation.
The practice of amortizing or spreading the costegreciable property over a specified period
of time, usually its estimated depreciable life.pild it another way, you are allowed a deduction
on your income tax return for the wearing away axggensing over time of property or assets,
such as aircraft, vehicles, livestock and buildirgslepreciable asset is a capital expenditure in
depreciable property; used in a trade or businebgld for the production of income and has a
definite useful life of more than one year. Non4@gmble property includes vacant land. For
assets that have an expected useful life of mame dime year, you spread the cost of the asset
over its estimated useful life rather than deduygtive entire cost in the year you place the asset
in service. The tax code (law) specifies the dapten period for specific types of assets.

Depreciation Recapture

The amount of gain resulting from the dispositidpmperty that represents the recovery of
depreciation expense that has been previously dedlon the Taxpayers (Exchangers) income
tax returns.

Direct Deeding

A practice authorized by Treasury Revenue Rulin@9@vhereby either the relinquished
property or the replacement property can be dedutedtly from seller to buyer without deeding
the property to the Qualified Intermediary. (Segqu@mtial Deeding for industry practices prior
to Treasury Revenue Ruling 90-34.) Disposition: $ake or other disposal of property that
causes a gain or a loss including like-kind exclearand involuntary conversions.

EAT
Acronym for Exchange Accommodation Titleholder.€&&change Accommodation
Titleholder)



Equity
The value of a person’s ownership in real propertgecurities; the market value of a property
or business, less any claims or liens on it.

Exchange

The sale or disposition of real estate or perspraerty (relinquished property) and the
acquisition of like-kind real estate or personaarty (replacement property) structured as a
tax-deferred, like-kind exchange transaction pumstaSection 1031 of the Internal Revenue
Code and Section 1.1031 of the Treasury Regulationsder to defer Federal, and in most cases
state, capital gain and depreciation recapturestaxe

Exchange Accommodation Titleholder (" EAT")

An unrelated party (1031x.com) that holds the Qealilndicia of Ownership (customarily the
title) of either the replacement or relinquishedgarty in order to facilitate a reverse and/or
build-to-suit tax-deferred, like-kind exchange saation pursuant to Revenue Procedure 2000-
37.

Exchange Agreement

A written agreement between the Qualified Interragdand Exchanger setting forth the
Exchangers intent to exchange relinquished progertseplacement property, as well as the
terms, conditions and responsibilities of eachyppursuant to the tax-deferred transaction, like-
kind exchange transaction.

Exchange Funds Account
The account established by the qualified intermgdimhold the exchange funds.

Exchange Period

The period of time during which the Exchanger naashplete the acquisition of the replacement
propert(ies)y in his or her tax-deferred, like-kiextthange transaction. The exchange period is
180 calendar days from the transfer of the Exchanfyst relinquished property, or the due date
(including extensions) of the Exchangers incomerétxrn for the year in which the tax-
deferred, like-kind exchange transaction took pladechever is earlier, and is not extended due
to holidays or weekends.

Exchanger
The Taxpayer who is completing the tax-deferrdat-kind exchange transaction. An Exchanger
may be an individual, partnership, LLC, corporafimstitution or business.

Excluded Property

The rules for like-kind exchanges do not applyroperty held for personal use (such as homes,
boats or cars); cash; stock in trade or other ptppeld primarily for sale (such as inventories,
raw materials and real estate held by dealersjkstdonds, notes or other securities or
evidences of indebtedness (such as accounts ret®ivpartnership interests; certificates of
trust or beneficial interest; chooses in action.



Fair Market Value
The price at which property would change hands eetwa buyer and a seller, neither having to
buy or sell, and both having reasonable knowledggl mecessary facts.

Forward Delayed Exchange

A type of exchange which occurs when a propergpld (Relinquished Property) and another
property is purchased (Replacement Property) witBit days following the sale of the
Relinquished Property.

Fractional Interest
An undivided fractional interest or partial interesproperty. See also Tenancy-In-Common
Interests.

I dentification Period

The period of time during which the Exchanger mdshtify potential replacement properties in
his or her tax-deferred, like-kind exchange. Theqokis 45 calendar days from the transfer of
the Exchangers relinquished property and is naredéd due to holidays or weekends.

I dentification Statement
An Identification Statement form is used to idgnpbtential replacement propert(ies)y.

I mprovement Exchange

A tax-deferred, like-kind exchange whereby the @deal Intermediary and/or Exchange
Accommodation Titleholder acquires title and hditle to the replacement property on behalf
of Exchanger, during which time new or additiortalistures or improvements are constructed
or installed on or within the replacement propefiso known as a Build-To-Suit exchange.

I mprovements

For land or buildings, improvements (also knowrcagital improvements) are the expenses of
permanently upgrading your property rather thamia@ing or repairing it. Instead of taking a
deduction for the cost of improvements in the y&ad, you add the cost of the improvements to
the basis of the property. If the property you ioy&d is a building that is being depreciated, you
must depreciate the improvements over the samelugefas the building.

Intermediary

An unrelated party (1031x.com) who participatethmtax-deferred, like-kind exchange to
facilitate the disposition of the Exchangers rdliished property and the acquisition of the
Exchangers replacement property. The Intermediasyno economic interest except for any
compensation (exchange fee) it may receive fongas an Intermediary in facilitating the
exchange as defined in Section 1031 of the IntdReakenue Code. The Intermediary is
technically referred to as the Qualified Intermeglidut is also known as the Accommodator,
Facilitator or Intermediary.

INTERNAL REVENUE CODE 1031



Section 1031 of the Internal Revenue Code allowxahanger to defer his or her capital gain
tax and depreciation recapture tax when he or stigamges relinquished property for like-kind
or like-class replacement property.

I dentification Removal
An Identification Removal form is used to removepously identified Replacement
Propert(ies)y within the Identification Period & days.

IRS 81031
Internal revenue code section 1031.

Like-Kind Property

Property that is exchangeable with another prop&&jers to the nature or character of the
property and not to its grade or quality. The props involved in a tax deferred exchange must
be similar in nature or characteristics. Like-knedl estate property is basically any real estate
that isn't your personal residence or a second home

Like-Kind Personal Property

Personal Property is any property belonging tagkehanger that is not real estate. The "Like
Kind" Rules are more restrictive on personal propekchanges. For example: You can
exchange a 4 engine airplane for a 4 engine aegdbam not for a 2 engine airplane. You can
exchange a painting for a painting, but not forex@ of sculpture, even though both are
considered pieces of art.

Like-Kind Exchange

The sale or disposition of real estate or perspragerty (relinquished property) and the
acquisition of like-kind real estate or personalgarty (replacement property) structured as a
tax-deferred, like-kind exchange transaction pumstaSection 1031 of the Internal Revenue
Code and Section 1.1031 of the Treasury Regulatiroosder to defer Federal, and in most cases
state, capital gain and depreciation recapturestaxe

Limited Liability Company (LLC)

Members of Limited Liability companies enjoy thmited liability offered by corporations and
the minimum requirements of an S corporation. Léahitiability Companies typically contain
two or more members and must file articles of oizgtion with the secretary of state, although
single member LLCs are allowed in certain states.

Mixed Property (Multi-Asset) Exchange

An exchange that contains different types of pripgrsuch as depreciable tangible personal
property, real property, and intangible personapprty. In a Mixed Property Exchange,
relinquished properties are segmented in like-graips and matched with corresponding like-
kind groups of replacement properties.

M ortgage Boot/Relief
When you assume debt on your replacement progeatyd less than the debt on your
relinquished property, you receive mortgage boahortgage relief. Generally speaking,



mortgage boot received triggers the recognitiogaoh and is taxable, unless offset by cash boot
added or given up in the exchange. (See Boot)

Multiple Property Exchange
Disposition and/or acquisition of more than oneperty in a Section 1031 Exchange.

Napkin Rule

An Exchanger must buy a Replacement Property adleapugreater value to the Relinquished
Property in order to completely defer the applieatdpital gains tax. If you purchase a property
of lesser value, you will be responsible for anyda the difference. You must also use all the
cash proceeds from the sale on your purchase ar toccompletely defer the applicable capital
gains tax. If you do not use all your proceedshenpurchase, you will be responsible for any
tax on the difference.

Ordinary Income Tax

Tax levied by Federal and State governments orpmyeer’'s adjusted gross income. Investments
that are held for less than one year are taxetatary income tax rates. (See Capital Gain
Tax).

Original Basis
The purchase price of a property. It is used toutate capital gains or losses for tax purposes.

Partial Exchange

When an exchange entails receiving cash, excludgaepy and/or non-like-kind property
and/or any net reduction in debt (mortgage rebefthe replacement property as well as an
exchange of qualified, like-kind property. In theese of a partial exchange, tax liability would be
incurred on the non-qualifying portion and capgain deferred on the qualifying portion under
INTERNAL REVENUE CODE Section 1031.

Personal Property
Any property belonging to the exchanger that is-real estate related.

Personal Property Exchange
A tax-deferred transfer of personal property (epliished property) for other personal property
(replacement property) that are of like-kind oeli&lass to each other.

Phase 1

The process in which the relinquished propertyld and all respective paper work for that
process is completed. This process is also knowhea&lown-leg” of the tax deferred exchange
process.

Phase 2

The process in which the replacement property igghband all the respective paperwork for
that process is completed. This process is alswhkras the “up-leg” of the tax deferred
exchange process.



Principal Residence Exemption

Exclusion from capital gain tax on the sale of pipal residence of $250,000 for individual
taxpayers and $500,000 for couples, filing jointipder INTERNAL REVENUE CODE Section
121. Property must have been the principal resielefthe taxpayer(s) 24 months out of the last
60 months. In the case of a dual use property, aschnch, retail store, duplex or triplex, the
taxpayer can defer taxes on the portion of the gntgpused for business or investment under
INTERNAL REVENUE CODE Section 1031 and exclude tapjain on the portion used as the
primary residence under Section 121.

Qualified Escrow Account

An escrow account, wherein the Escrow Agent (1081R) is not the Exchanger or a
disqualified person and that limits the Exchangigfists to receive, pledge, borrow or otherwise
obtain the benefits of the tax-deferred, like-kenathange cash balance and/or other assets from
the sale of the relinquished property in compliawié the Treasury Regulations. The Qualified
Escrow Account also ensures that the Exchangetsmeage funds and/or assets are held as
fiduciary funds and are therefore protected agailastns from potential creditors of the

Qualified Intermediary.

Qualified Exchange Accommodation Arrangement
The contractual arrangement between the Exchamgethe Exchange Accommodator
Titleholder whereby the EAT holds a parked propetysuant to Revenue Procedure 2000-37.

Qualified Intermediary

An unrelated party (1031x.com) who participatethmtax-deferred, like-kind exchange to
facilitate the disposition of the Exchanger’s rglilshed property and the acquisition of the
Exchangers replacement property. The Qualifiedhméeliary has no economic interest except
for any compensation (exchange fee) it may receivécilitating the exchange as defined in
Section 1031 of the Internal Revenue Code. Theifjréhlntermediary is the correct technical
reference pursuant to the Treasury RegulationsghieuQualified Intermediary is also known as
the Accommodator, Facilitator or Intermediary.

Qualified Use

An Exchanger must intend to use the property iir thede or business, to hold the property for
investment or to hold the property for income pratchn in order to satisfy the qualified use test.
Real Property: Land and buildings (improvementsjluding but not limited to homes,
apartment buildings, shopping centers, commerciddlings, factories, condominiums, leases of
30-years or more, quarries and oil fields. All tyé real property are exchangeable for all other
types of real property. In general, state law detees what constitutes Real Property.

Real Estate Exchange
Exchange of real property for real property. Appég of real property are like-kind for other real
property, including vacant land, residential, cormmeiad, and even long term leases.

Real Estate Investment Trust (REIT)



A trust that invests primarily in real estate anortgages and passes income, losses, and other
tax items to its investors. REITS are typicallyssidied as a security and are therefore not
exchangeable.

Real Estate Exchange

The sale or disposition of real estate (relinquispeperty) and the acquisition of like-kind real
estate (replacement property) structured as aeéered, like-kind exchange transaction
pursuant to Section 1031 of the Internal RevenudeGmd Section 1.1031 of the Treasury
Regulations in order to defer Federal, and in roases state, capital gain and depreciation
recapture taxes. Related Person: Any person beaniakationship to the Exchanger as described
in Section 267(b) of the Internal Revenue Codeatedl parties include family members
(spouses, children, siblings, parents or grandpsutmuit not aunts, uncles, cousins or ex-spouses)
and a corporation in which you have more than a 6@#tership; or a partnership or two
partnerships in which you directly or indirectly mwnore a 50% share of the capital or profits.

Relinquished Property
The original property being sold by the taxpayeewimaking an exchange. AKA, the property
to be sold or disposed of by the Exchanger indlxedeferred, like-kind exchange transaction.

Replacement Property

The new property being acquired by the taxpayemwhaking an exchange. AKA, the like-
kind property to be acquired or received by thetaxger in the tax-deferred, like-kind
exchange transaction.

Rever se Exchange
A tax-deferred, like-kind exchange transaction vebgrthe replacement property is acquired
first and the disposition of the relinquished pmbp@ccurs at a later date.

Rules of Identification
Guidelines that must be followed when making a 1&83hange, such as the Three Property
Rule, 200% Percent Rule, and 95% Percent Rule.

Safe Harbors

The Treasury Regulations provide certain Safe Harthat assist Qualified Intermediaries and
Exchangers in structuring tax-deferred, like-kixdleange transactions so they can be assured
that no constructive receipt issues will be encexgtt during the exchange cycle.

Seller Carry-Back Financing

When the buyer of a property gives the seller efgtoperty a note, secured by a deed of trust or
mortgage. In a Section 1031 Exchange, seller daack financing is treated as boot, unless it is
sold at a discount on the secondary market or regitp the seller as a down payment on the
replacement property.

Settlement Agent
Title agent, closing officer, escrow officer, settlent officer, closing agent, closing attorney,
settlement attorney.



Simultaneous Exchange

A tax-deferred, like-kind exchange transaction webgrthe disposition of the relinquished
property and the acquisition of the replacemenperty close or transfer at the same time. A
Simultaneous Exchange is also referred to as auWnt Exchange.

Starker Exchange

Another common name for the tax-deferred, like-lkéxdhange transaction based on a court
decision that was handed down (Starker vs. Comamiss) in 1979. The Ninth Circuit Court of
Appeals eventually agreed with Starker that itewgedl tax-deferred, like-kind exchange
transaction did in fact constitute a valid exchapgesuant to Section 1031 of the Internal
Revenue Code. This ruling set the precedent focorwrent day delayed exchange structures.

Straight-line Depreciation M ethod

A depreciation method that spreads the cost or té&s of property evenly over its estimated
useful life. Tangible Personal Property: Propetteothan real estate that physically exists.
Aircraft, business equipment and vehicles are eXxesrgf tangible personal property. Assets
such as trademarks, patents and franchises onysemt value and are therefore intangible

property.

Tax Advisor
Accountant, CPA, financial advisor, tax attorney.

Taxpayer
Client, investor, exchanger.

Tax-Deferral

The postponement of taxes to a later year, usbglhgcognizing income or a gain at a later
time. Tax-deferred, like-kind exchange transactiammesa common method of deferring capital
gain and depreciation recapture taxes.

Tax Deferred Exchange

The procedure outlined under Internal Revenue Gation 1031 involving a series of rules
and regulations that must be met in order to takeflvantage of deferring capital gains tax on
the sale of investment real estate. 81031 tax-mifezxchanges are also commonly known as:
Starker exchanges, delayed exchanges, like-kindagyges, 1031 exchanges, section 1031
exchanges, tax-free exchanges, nontaxable exchaegégsstate exchanges, real property
exchanges. Though all of these terms refer todheegshing, the most typical term used today is
tax deferred exchange.

Taxpayer
The person or entity that is completing the taxedefd, like-kind exchange transaction,
commonly referred to as Exchanger.

Tenancy-In-Common Interest (Co-Tenancy)



A separate, undivided fractional interest in préypeh tenancy-in-common interest is made up
of two or more individuals, who have equal rightpossession. Co-tenants interests may be
equal or unequal and may be created at differem@giand through the use of different
conveyances. Each co-tenant has the right to despiosr encumber his or her interest without
the agreement of the other co-tenants. He or s@otahowever, encumber the entire property
without the consent of all of the co-tenants. INMMERNAL REVENUE CODE Section 1031
Exchange, an exchanger may acquire a tenancy-imooninterest with one or more other
investors, as his or her like-kind replacement prop For purposes of INTERNAL REVENUE
CODE Section 1031 Exchanges, a co-tenancy mustemggge in investment activities,
including supporting services that would typicalycompany the investment. Co-tenants that are
engaging in separate business activities are treat@artnerships by the 1.R.S. Titleholder: The
entity that owns/holds title to property. In an IKKNAL REVENUE CODE Section 1031
Exchange, the titleholder of the relinquished propmust generally be the same as the
titleholder of the replacement property. If a taygradies prior to the acquisition of the
replacement property, his or her estate may comfihet exchange. When the acquisition and
disposition entities bear the same taxpayer ideatibn numbers, such as disregarded entities
(single-member LLCs and Revocable Living Trustsg, éxchange usually qualifies.

Three Property Rule
The Exchanger may identify up to three propertgtjout regard to their value.



