
A 1031 exchange is a simple transaction that allows taxpayers to 
defer paying capital gains tax on the sale of investment property by 
purchasing like-kind investment property in a specific timeframe.  
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WHAT IS A 1031 EXCHANGE? 

DO I PERMANENTLY ESCAPE TAX?  

AND WHAT IF I DIE?  
The good news  is that your death is when the deferral turns into 
permanent tax savings.  Upon death, the basis of property gets 
"stepped-up" to fair market value and the capital gain is never taxed. 
Those who inherit the property can sell it at fair market value at date 
of death and would not suffer tax on that gain.  Thus the tax strategy 
"swap 'till you drop." 

No.  The like-kind exchange rule is a tax-deferral technique.  The new 
property purchased with the proceeds from the sale of old property 
has the same low tax basis as the old property.  When the new 
property is later sold, the original deferred gain, plus any additional 
gain realized since the purchase of the new property, is subject to 
tax.  Of course, one can sell the new property as part of another 
like-kind exchange and continue to roll over.  

WHAT IS LIKE-KIND PROPERTY?  
Any investment real estate is like-kind to any other investment real 
estate (such as vacant land for a strip shopping center, apartment 
building for a commercial building).  Personal residences cannot be 
exchanged, and foreign property cannot be exchanged for U.S. 
property. 
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1.) The taxpayer should purchase property that is equal or more in 
value to the property that was sold.  2.) The taxpayer should reinvest 
all the proceeds from the sale into the purchase of the new property.  
Taking this altogether, the transaction is taxable to the extent that the 
purchase price of the new property is less than the selling price of the 
old property.  And the transaction is taxable to the extent that there is 
cash left over with the qualified intermediary after the purchase of 
the new property.  

HOW DO I ENSURE THAT I DEFER ALL THE CAPITAL GAINS 
TAX ASSOCIATED WITH MY SALE? 

WHAT ARE THE 1031 TIME PERIODS I SHOULD BE AWARE 
OF?  

The taxpayer typically has 45 days from the sale to identify new 
property to purchase. The identification must be specific.  If the 
taxpayer is identifying a fractional interest in a property, the 
identification should include the percentage interest.  

WHEN DO I HAVE TO CLOSE?  

The taxpayer must close on one or more of the identified properties 
within 180 days of the date of closing on the old property.  This is 
not  45 days plus 180 days.  The 45 and 180 day periods run 
concurrently.  The 180 day period is cut short if the tax return filing 
deadline comes up before the end of that period; one can get the full 
180 days, however, by extending the time for filing the tax return.  

CAN I PROVIDE SELLER FINANCING TO MY BUYER AND 
STILL IMPLEMENT A 1031 EXCHANGE? 

Yes!  However, it is important to note that the exchange must be 
started before the initial closing takes place, not when the last 
payment is received from the buyer.  The taxpayer should include the 
seller financing note as part of the exchange by specifying 
the Qualified Intermediary as the payee of the note.  This way any 
payments that are made during exchange period will go directly into 
taxpayer’s 1031 account.  In order for the taxpayer to receive 100% 
tax deferral on the profits from the sale, before the closing of the new 
property, the Qualified Intermediary ”sells"  the note for cash to the 
taxpayer and uses the cash, along with the rest of the proceeds, to 
purchase the new property.   The taxpayer will then be in possession 
of the note and continue to receive monthly payments from the 
buyer.   

WHAT IS A QUALIFIED INTERMEDIARY?  
The IRS requires that in most cases taxpayers use a qualified 
intermediary.   A qualified intermediary is an independent agent that 
only facilitates 1031 exchanges.  The taxpayer's attorney or 
accountant cannot be a qualified intermediary.  The roles of a 
qualified intermediary are to provide guidance to the taxpayer, 
attorney and financial advisor throughout the exchange and generate 
the necessary 1031 documentation. Its most important role is to safe 
guard the proceeds form the sale until the taxpayer is ready to 
purchase the new property. The Internal Revenue Service takes the 
position that if the taxpayer receives (or has direct or indirect use of 
or control over) the proceeds of sale, there should be taxable event.  
By arranging for the qualified intermediary to hold the money, the 
taxpayer never receives the cash, and, therefore, the transaction can 
be viewed as an exchange.  

WHAT IS A REVERSE EXCHANGE?  

Taxpayers use reverse exchanges when they are in a position that 
they have to purchase the new property before the old property is 
sold.  Typically in a reverse exchange, the Qualified Intermediary acts 
as a special "parking intermediary" to purchase and hold the new 
property until the old property is sold.  The old property sale can be 
structured as a normal "forward" exchange where the proceeds are 
rolled over into the new property being "warehoused" or 
"parked" with the parking intermediary.  The parking intermediary 
can hold the new property for up to 180 days.  

WHO DO I CONTACT FOR MORE INFORMATION ABOUT 
1031 EXCHANGES? 

Anna Barsky at Investment Property Exchange Services, Inc.   Her 
phone number is  312.223.2169  and her email address is 
anna.barsky@ipx1031.com.  


