A 1031 exchange, or like-kind exchange under Section 1031 of the Internal
Revenue Code, allows investors to sell investment or business property
and reinvest the proceeds into a new "like-kind" property while deferring
capital gains and depreciation recapture taxes. To qualify, the exchange
must follow strict IRS timelines—45 days to identify a new property and 180
days to close—and utilize a qualified intermediary to hold funds.
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Key Aspects of 1031 Exchanges

Like-Kind Requirement: The properties must be held for investment or
business use. "Like-kind" is broad, allowing for the exchange of one type of
investment real estate for another (e.g., selling an apartment building to
buy industrial space). It does not apply to personal residences or vacation
homes.

Tax Deferral (Not Tax-Free): Taxes are deferred, not forgiven, allowing
investors to leverage more capital for growth. If cash or non-like-kind
property is received, some tax (known as "boot") may become payable.

Rules for Full Deferral: To fully defer taxes, the investor must:

Reinvest all net proceeds from the sale. Purchase a property of equal or
greater value than the one sold. Use a qualified intermediary to manage the
transaction.
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Strict Timelines (Calendar Days)

45-Day ldentification Period: The new property must be identified in writing
within 45 days of the closing of the old property.

180-Day Closing Period: The new property must be acquired within 180
days of the sale of the old property.
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Common ldentification Rules

Three-Property Rule: Up to three properties can be identified, regardless of
their market value.

200% Rule: Any number of properties can be identified, provided their total
value does not exceed 200% of the sold property's value.
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