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INTRODUCTION

Investment Property Exchange Services, Inc. (IPX1031) is a professional
Qualified Intermediary for IRC Section 1031 tax deferred exchange transactions.

IPX1031 has been assisting clients with their real and personal property tax deferred exchanges since 1988. Through our
national network of regional sales and processing offices and our experienced staff we have earned an outstanding reputation
throughout the industry as the leader in IRC §1031 Qualified Intermediary services. Our knowledgeable staff, combined with
our commitment to service with integrity, provides investors with an unparalleled professional team.

IPX1031 is able to offer the highest level of safety and security in the industry for our clients’ exchange proceeds.
IPX1031 is a subsidiary of Fidelity National Financial, Inc., which is listed on the prestigious NYSE as “FNF”. FNF, a
Fortune 500 provider of products and outsourced services and solutions to financial institutions and the real estate industry
and the nation's largest title insurance company, offers the size and financial strength necessary to ensure the security of
our clients” exchange proceeds. Exchange accounts are secured by a written third party guarantee and a $100 million dollar
fidelity bond. IPX1031 also maintains $30 million dollars in professional liability insurance.

Everyone at IPX1031 is committed to providing unsurpassed service to our clients. Our substantial expertise in facili-
tating exchanges, combined with the industry’s most experienced and specialized team of exchange specialists, brings mul-
tidimensional insights to structuring even the most challenging exchanges. We handle all types of real and personal property
exchange variations, including: simultaneous, delayed, safe harbor reverse and build-to-suit exchanges and foreclosure and
work-out exchanges.

IPX1031 facilitates thousands of tax deferred exchange transactions every year. An attorney who is experienced in
handling all phases of exchange transactions manages each of our regional processing offices. Although we do not replace
the role of the client’s legal and tax advisors, we do guide investors through the exchange process by discussing the specific
exchange requirements, generating the appropriate exchange documentation, managing the exchange process and safely
handling the client’s exchange proceeds.

In addition to being utilized as a valuable educational resource for many of the most respected real estate and related
associations and firms throughout the country, our staff of trained professionals regularly conducts accredited exchange courses
in most states. As a long-standing member of the Federation of Exchange Accommodators, the trade association representing
over 250 Qualified Intermediaries throughout the nation, we continually participate in the new developments and legislation
regarding tax deferred exchanges and tax related issues.

In our continuing effort to maintain the highest level of customer service, we have developed these Brief Exchange
Communications topics to highlight and explain some of the important requirements and issues concerning IRC §1031 tax
deferred exchanges. The Brief Exchanges Communications are an overview of the elements necessary for a successful tax
deferred exchange and are meant to provide the client with a better understanding of the advantages of utilizing an exchange
as an alternative investment strategy for acquiring and disposing of investment or business property. We have taken the lib-
erty in these Brief Exchanges of emphasizing real estate due to the more straightforward nature of real property exchanges.
While the general requirements of IRC §1031 apply equally to exchanges of real or personal property, there are additional
rules and regulations that are specific to personal property exchanges. We have outlined the differences between real prop-
erty and personal property exchanges in the applicable Personal Property Brief Exchange material contained in this booklet.
As with any tax deferred exchange, whether it is an exchange of real or personal property, clients are strongly encouraged
to contact their tax and legal advisors for professional and legal advice regarding their specific transaction prior to entering
into an exchange.
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THE Tax DEFERRED EXCHANGE

The tax deferred exchange, as defined in Section 1031 of the Internal Revenue Code of 1986, as amended, offers investors
one of the last great opportunities to build wealth and save taxes. By completing an exchange, the investor (Exchanger) can
dispose of their investment property, use all of the equity to acquire replacement investment property, defer the capital gain
tax that would ordinarily be paid, and leverage all of their equity into the replacement property. Two requirements must be
met to defer the capital gain tax: (a) the Exchanger must acquire “like kind” replacement property and (b) the Exchanger
cannot receive cash or other benefits (unless the Exchanger pays capital gain taxes on this money).

In any exchange the Exchanger must enter into the exchange transaction prior to the close of the relinquished property.
The Exchanger and the Qualified Intermediary enter into an Exchange Agreement, which essentially requires that (a) the
Qualified Intermediary acquires the relinquished property from the Exchanger and transfers it to the buyer by direct deed
from the Exchanger and (b) the Qualified Intermediary acquires the replacement property from the seller and transfersiit to
the Exchanger by direct deed from the seller. The cash or other proceeds from the relinquished property are assigned to the
Qualified Intermediary and are held by the Qualified Intermediary in a separate, secure account. The exchange funds are
used by the Qualified Intermediary to purchase the replacement property for the Exchanger.

Important Considerations for an Exchange

B Exchangesmust be completed within strict timelimits. The Exchanger has 45 daysfrom the date the relinquished
property closes to “ldentify” potential replacement properties. This involves a written notification to the
Qualified Intermediary listing the addresses or legal descriptions of the potential replacement properties. The
purchase of the replacement property must be completed within 180 days after of the close of the relinquished
property. After the 45 days has passed, the Exchanger may not change their Property Identification list and
must purchase one of the listed replacement properties or the exchange fails!

B To avoid the payment of capital gain taxes the Exchanger should follow three general rules: (@) purchase a
replacement property that is the same or greater value as the relinquished property, (b) reinvest all of the
exchange equity into the replacement property and (c) obtain the same or greater debt on the replacement
property as on the relinquished property. The Exchanger can offset the amount of debt obtained on the
replacement property by putting the equivalent amount of additional cash into the exchange.

B The Exchanger must sell property that is held for income or investment purposes and acquire replacement
property that will be held for income or investment purposes.

B |RC Section 1031 does not apply to exchanges of stock in trade, inventory, property held for sale, stocks,
bonds, notes, securities, evidences of indebtedness, certificates of trust or beneficial interests, or interestsin a
partnership.

Investment Property Exchange Services, Inc. is available to assst Exchangers and their advisors with their exchange
strategies. The Exchanger is always advised to discuss the intended exchange with their legal or tax advisor.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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NoN-Tax REASONS TO EXCHANGE

Generally, investors complete tax deferred exchanges to defer the capital gains tax on the disposition of their investment
properties. However, there are many additional underlying reasons an investor might want to exchange one property for
another. The motives often fall along standard risk—reward or cash flon—appreciation scales. These are some of thetypical
non-tax matives to exchange:

B Exchange from fully depreciated property to a higher value property that can be depreciated.
Bl Exchange from property that cannot be refinanced. For example, moving from vacant land to improved property,
which can support anew refinance loan, and will thereby givethe client the ability to obtain cash after the acquisition

of the replacement property.

B Exchange from non-income producing raw land to improved property to create a positive cash flow from the rental
income.

B Exchange from a property with maximized or minimal cash flow (an apartment building) to a higher cash flow
property (aretail shopping center) to generate alarger cash flow.

B Exchange from a stagnant or dowly appreciating property to a property in an area with faster appreciation.
B Exchange for aproperty or properties that may be easier to sell in the coming years.

Bl Exchangeto meet the client’slocation requirements. For example, the client movesto another state and wantsto have
their investment property nearby for management purposes.

B Exchange to fit the lifestyle of a client. For example, a retiree may exchange for a property requiring reduced
management responsibility so they can do more traveling.

B Exchange from several smaller propertiesto one larger property to consolidate the benefits of ownership and reduce
management responsibilities.

B Exchange from a larger property to several smaller properties. Exchanges can be used to divide an estate among
several children or for retirement reasons.

B Exchangeto aproperty the client can usein hisor her own profession. For example, adoctor may exchange from a
rental house to amedical building to use for his/her practice.

B Exchange from apartial interest in one property to afee interest in another property.

B Exchangefromamanagement intensivefeeinterest inreal estateto aprofessionally managed triple net leased property
where the lease, including options, has 30 or more years remaining.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.

3



Tax Deferred Exchange Solutions Nationwide

ID’(® Investment Property _
ﬁ Exchange Services, Inc. www.ipx1031.com

THE RoLE oF THE QUALIFIED INTERMEDIARY

Theuse of aQualified Intermediary is essential to completing asuccessful | RC 81031 tax deferred exchange. | nvestment
Property Exchange Services, Inc., (1PX1031) asaprofessional Qualified Intermediary, performs several vital functions
in an exchange.

Creates the Exchange of Properties

The IRS stipulates that areciprocal trade or actual exchange must take place in each exchange transaction. This means the
Exchanger must assign to the Qualified Intermediary (1) their interest as sdller of the relinguished property and (2) their interest
as buyer of the replacement property. Because the Qualified Intermediary becomes an actual principal in the transaction, a
reciprocal trade is created, even when there are three or more parties involved in the exchange (i.e. when the Exchanger is
purchasing the replacement property from someone other than the buyer of their relinquished property).

Holds Exchange Proceeds

If the Exchanger actually or constructively receives any of the proceeds from the sale of their relinquished property, those
proceeds will be taxable as boot. |PX1031, asthe Qualified Intermediary, will hold the proceeds from the sale in a separate
exchange account until the funds are used to purchase the Exchanger's replacement property. All exchange proceeds held by
IPX1031 are covered by awritten guarantee and $100 million in fidelity bond insurance coverage.

Prepares Legal Documentation

Several legal documents are necessary in order to properly complete an exchange. The Qualified Intermediary will prepare
an Exchange Agreement, Assignment Agreements and Exchange Closing Instructions for each settlement officer handling
the transaction.

Provides Quality Service

Although the process of completing an exchangeisrelatively smple, therulesare complicated and filled with potential pitfalls.
IPX1031 has developed a reputation as the industry leader due to our substantial exchange experience and our unyielding
commitment to our clients. We work closely with all partiesinvolved to ensure a smooth transaction.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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ASSURANCES

When selecting a Qualified Intermediary, the Exchanger must feel confident that their Qualified Intermediary is a
professional company with the requisite expertise, skill and commitment to provide quality service and security of the
exchange funds. Investment Property Exchange Services, Inc. (IPX1031) is sensitive to these concerns. Through
its national network of offices |PX1031 has developed a reputation throughout the industry as the leader in IRC §1031
Qualified Intermediary services.

SECURITY

Exchangers must feel confident that exchange fundswill be safe and available for the successful conclusion of their exchange.
IPX1031 is able to offer the highest level of safety and security of the exchange funds.

B [IPX103lisasubsidiary of Fidelity National Financial, Inc. (NY SE:FNF) the largest provider of title insurance and
diversified real estate-related services

A written guarantee for the exchange funds
$100 million in Fidelity Bond Coverage

$30 million in Professional Liability Insurance
Employee Theft and Dishonesty Coverage

SERVICE

Our innovative techniques in structuring exchanges, combined with the expertise of our professionals, allow us to provide
Exchangers with superior service.

B Asamember of the Federation of Exchange Accommodators, IPX1031 is informed of any new developmentsin
the field and participates in proposing new legislation for tax deferred exchanges and the Qualified Intermediary
industry.

B We have an unflagging commitment to the Exchanger to provide quality service and superior documentation.

EXPERTISE

We have exceptional technical expertise and practical experience gleaned from many years of helping Exchangers
defer capital gain taxes.

B Our regiona attorney managers and experienced processing staff have the expertise to structure and manage the
most challenging real and personal property exchange transactions, including delayed, simultaneous, improvement,
reverse, foreclosure and workout exchanges.

B 1PX1031 facilitates thousands of tax deferred exchange transactions each year.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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How 10 INITIATE AN EXCHANGE

STEP 1...

Find an experienced professional QUALIFIED INTERMEDIARY to assst you with the exchange as early in the sale
process as possible. Key pointsto consider in selecting a Qualified Intermediary are: the knowledgeable and experienced
staff; the local assistance for your real estate agent, CPA and attorney; and of especially critical importance: the safety
of your funds while held by the Qualified Intermediary. At a minimum, you should require the Qualified Intermediary to
provide fideity bond insurance coverage. Investment Property Exchange Services, Inc. has awritten guarantee and a $100
million fidelity bond to secure the exchange funds.

STEP 2...

Instruct your real estate agent to include an “Exchange Cooperation Clause” as an addendum to the purchase and sale
agreement on the relinquished property (the property the Exchanger is selling to the buyer).

An example Exchange Cooperation Clauseis:

“Buyer hereby acknowledges that it is the intent of the Seller to effect an IRC §1031 tax deferred exchange
which will not delay the closing or cause additional expense to the Buyer. The Seller’s rights under this
agreement may be assigned to Investment Property Exchange Services, Inc., a Qualified Intermediary, for
the purpose of completing such an exchange. Buyer agrees to cooperate with the Seller and Investment
Property Exchange Services, Inc. in a manner necessary to complete the exchange.”

STEP 3...

Contact your Qualified Intermediary as soon as possible after escrow is opened or after entering into the purchase and
sale agreement and advise them of your intent to do an exchange well in advance of the closing date. The Qualified
Intermediary will draft the appropriate Exchange Agreement, Assignments and Exchange Closing Instructions that must
be executed prior to closing on the property being sold.

STEP4...

Start searching for acceptable replacement property immediately to insure that you can meet the strict time frame for the
45-day Identification Period.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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TaAx DEFERRED EXCHANGE TERMINOLOGY

As with any other specific area of real estate law, tax deferred exchanges under IRC 81031 have their own language, which
may be confusing to those who are unfamiliar with these transactions. The following are some of the exchange terms and
phrases that are often used with their “plain-English” interpretations.

1. BOOt—Fair Market Value of non-qualified (not “like-kind") property received in an exchange. (Examples: cash,
notes, seller financing, furniture, supplies, reduction in debt obligations.) Receipt of boot will not disqualify an
exchange, but the boot will be taxed to the Exchanger to the extent of the recognized gain.

2. Constructive Receipt—A term referring to the control of proceeds by an Exchanger even though funds
may not be directly in their possession.

3. Exchanger—The property owner(s) seeking to defer capital gain tax by utilizing a |IRC 81031 exchange. (The
Internal Revenue Code uses the term “Taxpayer.”)

4. Like-Kind Pro perty—This term refers to the nature or character of the property, not its grade or quality.
Generally, real property is “like-kind” as to all other real property as long as the Exchanger’s intent is to hold
the properties as an investment or for productive use in atrade or business. With regards to personal property, the
definition of “like-kind” is much more restrictive. (See Brief Exchange, Like-Kind Property.)

5. Qualified Intermediary—The entity that facilitates the exchange for the Exchanger. Although
the Treasury Regulations use the term “Qualified Intermediary,” some companies use the term “facilitator”
or “accommodator”.

6. Relinquished Property—rhe property “sold” by the Exchanger. Thisisalso sometimesreferred to asthe
“exchange” property or the “downleg” property.

7. Replacement Propertv —The property acquired by the Exchanger. Thisis sometimes referred to as the
“acquisition” property or the “upleg” property.

8. ldentification Period—the period during which the Exchanger must identify Replacement Property in
the exchange. The Identification Period starts on the day the Exchanger transfers the first Relinquished Property
and ends at midnight on the 45th day thereafter.

9. Exchange Period—the period during which the Exchanger must acquire Replacement Property in the
exchange. The Exchange Period starts on the date the Exchanger transfers the first Relinquished Property and
ends on the earlier of the 180th day thereafter or the due date (including extensions) of the Exchanger’s tax return
for the year of the transfer of the Relinquished Property.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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WHAT PRoOPERTY QUALIFIES FOR IRC 81031 TREATMENT?

To qualify for atax deferred exchange under |RC §1031 both the relinquished and the replacement properties must be held by
the Exchanger for investment purposes or for “ productive usein their trade or business’. The Exchanger’s purpose and intent
in holding the property, rather than the type of property, isthe critical issue. The use of the property by the other partiesto
the exchange (buyer and/or sdller) isirrelevant. The following are examples of qualifying properties:

Bare land Farmer’sfarm

Commercial rental Residential rental

Industrial property Doctor’s own office

30-year leasehold interest Percentage interest in investment property

Under IRC 81031 the following properties do not qualify for exchange purposes:

B Stock in trade or other property held primarily for sale (Note: this includes property held by a developer or other
dealersin property);

Securities or other evidences of indebtedness or interest;

Stocks, bonds, or notes,

Certificates of trust or beneficial interests;

Interests in a partnership (Note: the partnership can elect out of partnership status under IRC 8761(a));

Chosesin action (thisisaright to receive money or other personal property by judicial proceeding).

It isimportant to note that the intent by the Exchanger to hold the property for personal use will prevent the property from
qualifying for exchange treatment. Therefore, second homes will not qualify for tax deferred exchange treatment unless
the taxpayer changes how they treat or use the second home. For example, a taxpayer could “convert” their second home
to avalid exchange property and establish this intent by properly renting the property and holding it as a legitimate rental
property. See Rev. Rul. 57-244, 1957-1 C.B. 247. However, the taxpayer cannot just s mply rent the taxpayer’s residence and
expect it to automatically qualify for exchange treatment. Bolarisv. C.I.R., 776 F.2d 1428 (9th Cir. 1985). Many taxpayers
own vacation homes, which are rented out during the time when the taxpayer is not using the home. Even though under IRC
§280A avacation home may have a portion of its deductions disallowed if it is used for personal purposes under the “14-day
rule”, an Exchanger can argue that if the vacation homeis partially used in atrade or business (renting it), the vacation home
should be digible for tax deferred exchange treatment upon it sale. However, there may need to be a bifurcation of uses as
isalso required for a home office usein a personal residence. Rev. Rul. 82-26, 1982-1 C.B. 115.

In many instances taxpayers use a part of their personal residence for a home office for business purposes. In this case when
the taxpayer sells the personal residence, the transaction must be split such that the portion used for business purposesis
treated separately for tax purposes from the portion used for a personal residence. Rev. Rul. 82-26, 1982-1 C.B. 115. The
taxpayer could then qualify the entire transfer for tax-free treatment; the business portion could qualify for a tax deferred
exchange under |RC §1031 and the personal residence portion could qualify for atax-free sale under IRC 8121 provided the
transaction otherwise met the exemption requirements of IRC 8121. Naturally, consultation with atax advisor is important
whenever ataxpayer changes how they intend to hold property.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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“Like-KIND” PROPERTY

To qualify for tax deferred exchange treatment under |RC 81031, the relinquished property must be exchanged for replacement
property that isof “like-kind”. For real property exchangesthe term “like-kind” refersto the nature or character of the property
and not to its grade or quality. For example, it does not matter whether the real property involved isimproved or unimproved
because that fact only relates to the grade or quality of the property and not to its kind or dass. See Treas. Reg. §1.1031(a)-1(b).
In essence, al real property is“like-kind” with al other real property. Generally, however, for personal property exchanges the
relinquished and replacement property must both bein either the same General Asset Class or the same Product Class. To qualify
for an exchange the Exchanger must have held the reinquished property for investment, or for “productive use in ther trade or
busness” and mugt intend to do the same with the replacement property. The following are examples of “like-kind” properties:

B Residentia for commercia m Bareland for rental property
m Feesimpleinterest for 30-year leasehold m Singlefamily rental for multi-family rental
m Non-income producing raw land for B Rental mountain cabin for adental officein which
income producing rental property the Exchanger intends to practice
m Corporate twin-engine aircraft for a corporate jet W Mitigation credits for restoring wetlands for
other mitigation credits
B Busesfor buses m Garbage routes for garbage routes

B Livestock of the same sex (Note: livestock of
different sexes are not of “like kind”)

EXCHANGES OF FOREIGN PROPERTY

Exchangers may exchange properties throughout the United States. When taxpayers relocate within the United States they
can essentially “take” their investment properties with them by completing an exchange. For example, the Exchanger whois
moving from Californiato Montana may relinquish in California and acquire near their new home in Montana.

Prior to 1989, however, Exchangers were able to perform an exchange of a United States property for a foreign investment
property, such asarental housein Los Angelesfor arental villain France. After the Revenue Reconciliation Act of 1989, IRC
§1031 was amended such that real property located in the United States and real property located outside the United States
are not like-kind. See Treas. Reg. 81.1031(h). Prior to April 2005, it was unclear by what “property located in the United
States’ meant, but there was someindication in Private L etter Ruling 9038030 (June 1990) that property located in the United
States Virgin Idands might qualify as* property located within the United States’ and therefore like-kind to property located
in one of the 50 states. In April 2005 the IRS issued final and temporary regulations regarding various aspects of residence
and source rules involving U.S. Possessions, which include American Samoa, Guam, the Northern Mariana |dands, Puerto
Rico and the United States Virgin Idands, such that property located within one of these U.S. Possessionsis like-kind with
property located within the United States for purposes of qualifying for atax deferred exchange. Moreover, ataxpayer who
sdlls foreign property and buys foreign property, and who is subject to capital gains tax on their U.S. tax return, may want
to consider an exchange since foreign property is considered to be of like-kind to other foreign property. For example, the
taxpayer who relinquishes arental property in Canada and acquires another like-kind property in Canada, or relinquishes a
rental apartment in Singapore and acquiresarental condominium in Hong Kong, may benefit from atax deferred exchange. It
isimportant to note that in exchangesinvolving personal property the determining factor asto whether the personal property
isforeign or domegtic is the location of the predominant use of the property because personal property used predominantly
within the United States and personal property used predominantly outside the United States are not of alike-kind. Thetax
code generally requires atwo year holding period for both the relinquished and replacement properties in determining the
predominant use for the “like-kind” requirement for personal property exchanges.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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DEeLAYED EXCHANGE DEADLINES AND IDENTIFICATION REQUIREMENTS

Themost common exchange variation isthe delayed exchangeformat. One ﬂ IP’V : E
of the central requirements in a delayed exchange is that the replacement ﬁ

property isproperly identified within theidentification period and acquired by

theend of the exchange period. The Treasury Department issued Regulations QUALIFIED INTERMEDIARY

in 1991 that clarified the acceptable methodsto properly identify replacement
property. See Treas. Regs. §1.1031(k)-1(b) through (€). It is essential in
a delayed exchange to adhere to these rules and deadlines established for BUYER %ﬁ‘;ﬁ;ﬁw SELLER
identifying and acquiring the replacement property. Failureto comply with ASSIGNMENTS

these rules may result in afailed exchange. 1
There are two key deadlines that the Exchanger must meet to have
a valid exchange:
B ExchangePeriod: The Exchanger must receivethe Replacement Property RELINQUISHED PROPERTY. | EXCHANGER |agmer oo PHOPERTY
withintheearlier of 180 days after the date on which the Exchanger DEED DEED
transferred the first Relinquished Property, or the due date (including

extensions) for the Exchanger’ stax return for thetax year in which the | I @ @ |
transfer of thefirst Relinquished Property occurs.

. . . . 0 wevtirication Periop 45 DAYS 180 Days
B Identification Period: The Exchanger must identify the Replacement . .~ oS OF Last
Property to be acquired by the end of the Exchange Period within 45 Reunquissen Exc GE PERIOD: 180 DAYS MUM REPLACEMENT
PROPERTY HAN . Nl AXT PROPERTY

days of the transfer of the first Relinquished Property.

B Thetime periods for the 45-day Identification Period and the 180-day Exchange Period are very strict and cannot be extended even if the 45th day
or 180th day falls on a Saturday, Sunday or legal holiday.

Replacement Property must be properly identified within the Identification Period by at least one of the following methods:

B Completing the purchase of the Replacement Property within the Identification Period; or
B |dentifiedinawritten document (“ Identification Notice”) signed by the Exchanger and hand delivered, mailed, telecopied, or otherwise sent by midnight
of the 45th day, which isthe end of the Identification Period.

The written Identification Notice should be made to:

B Theperson obligated to transfer the Replacement Property to the Exchanger, even if that personisadisqualified party. Examples of personsobligated
to transfer the Replacement Property to the Exchanger are the seller of the Replacement Property or the Exchanger’s Qualified Intermediary; or

B Toany other person involved in the exchange other than the Exchanger or adisqualified party. Examples of personswho areinvolved in the exchange
and who are not considered disqualified parties are an escrow, settlement or title officer or a person who is providing the Exchanger with services
solely relating to the exchange of property.

The Identification Notice must contai n an unambiguous description of the Replacement Property and must be signed by the Exchanger. A fully
executed purchase and sale agreement specifying the Replacement Property may satisfy these requirements. Otherwise, in the case of real
property, the ldentification Notice must include thelegal description, astreet address or adistinguishablename. Inaddition, when the Exchanger
intendsto i mprove the Replacement Property during the Exchange Period the Exchanger must include an adequate description of the underlying
land and a description in as much detail asis practicable at the time of the identification of the proposed construction or improvements. When
identifying Replacement Property in areal property exchange, any personal property included in the purchase that has a value of less than
15% of the total value of the Replacement Property is considered incidental and does not need to be separately identified. An identification
of Replacement Property may be revoked prior to the end of the Identification Period. The revocation must be done in awriting signed by the
Exchanger and made to the same person to whom the original identification notice was sent.

Exchangers have the flexibility of identifying more than one property as Replacement Property for their exchange. The options for
identification are:

B Three Property Rule: The Exchanger may identify as potential Replacement Property any three properties, without regard to their fair market value.

B 200% Rule: The Exchanger may identify as potential Replacement Property any number of properties provided the aggregate fair market value of al
of theidentified properties does not exceed 200% of the aggregate fair market value as of the date of the transfer of all of the Relinquished Properties.

B 95% Exception: If the Exchanger identifies more potential Replacement Properties than allowed under either the Three Property or the 200% Rules,
the Exchanger must receive Replacement Property by the end of the Exchange Period that has afair market value of at least 95% of the aggregate fair
market value of al of the identified Replacement Properties. The fair market value of property is determined as of the earlier of the date the property
is received by the Exchanger or the last day of the Exchange Period and without regard to any liabilities secured by the property.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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BooT

Having nothing at all to do with footwear, “Boot” is aterm which refers to the items of personal property and/or cash that
iS necessary to even out an exchange. Boot is property which is received in an exchange and that is not “like kind” asto
other property acquired in an exchange transaction. Boot is defined as the “fair market value’ of the non-qualified property
received in an exchange.

Whilethereceipt of boot will not disqualify the exchange, an Exchanger who receives boot in an exchange transaction generally
recognizes gain to the extent of the value of the boot received. Some common examples of Boot are:

B Cash proceeds an Exchanger receives from the Qualified Intermediary during or after the exchange;
B Nonqualified property, such as stocks, bonds, notes or partnership interests;

B Proceeds taken from the exchange in the form of a note or contract for sale of the property. An Exchanger can
utilize IRC 8453 to recognize the gain (boot) of a seller carry-back note received in an exchange transaction under
the installment sale rules;

B Rdief from debt on the Relinquished Property caused by the assumption of a mortgage, trust deed, contract, or an
agreement to pay other debt that is not replaced on the Replacement Property;

W Persona Property received in the exchange. Personal Property is never “like-kind” to real property; and

B Property that isintended for personal use and not for use by the Exchanger as either his/her investment or business
use property.

To avoid the receipt of Boot the Exchanger should:
W Purchase“like-kind” Replacement Property of equal or greater net sales price than the Relinquished Property;

B Reinvest al of the net equity (exchange funds) from the sale of the Relinquished Property in the purchase of the
Replacement Property; and

B Obtain equal or greater debt on the Replacement Property than was paid off, assumed, or taken subject to on the
Relinquished Property. Exception: A reduction in debt on the Replacement Property can be offset with additional
cash from the Exchanger, but increasing the debt on the Replacement Property cannot offset a reduction in the
exchange equity, thereby resulting in excess exchange funds upon the completion of the exchange. Any excess
exchange funds will be Boot and the capital gain tax will be recognized to the extent of the Boot received.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
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IRC §1031 Do’s AND DoON’TS

advanced planning for the exchange. Talk to your accountant, attorney, broker, lender and Qualified
DO Jiistitay

miss your identification and exchange deadlines. Failure to identify within the 45-day identification period
DO NOT or failure to acquire replacement property within the 180 day exchange period will disqualify the entire
exchange. Reputable Qualified Intermediaries will not act on backdated or late identifications.

m keep in mind these three basic rules to qualify for complete tax deferral:
B Useadl proceeds from the relinguished property for purchasing the replacement property.

B Make sure the debt on the replacement property is equal to or greater than the debt on the relinquished
property. (Exception: A reduction in debt can be offset with additional cash; however, areduction in
equity cannot be offset by increasing debt.)

B Receiveonly “like-kind” replacement property.

plan to sell and invest the proceeds in property you already own. Funds applied toward property already

DO NOT owned purchase “goods and services,” not “like-kind” property.

attempt to sell before you purchase. Occasionally Exchangers find the ideal replacement property
before a buyer is found for the relinquished property. If this situation occurs, a reverse exchange (buying
before selling) may be necessary. While the IRS has recently provided guidance for reverse exchanges in
Revenue Procedure 2000-37, Exchangers should be aware that reverse exchanges are considered amore
aggressive exchange variation because some other entity must hold title to either the Exchanger’srelinquished
or replacement property for up to 180 days pending the completion of the exchange transaction.

dissolve partnerships or change the manner of holding title during the exchange. A changein the Exchanger’s

DO NOT legal relationship with the property may jeopardize the exchange.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
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TAx SEASON IsSUES

Exchangers must report their exchange on the tax return for the year in which the exchange begins. The exchangeis reported
on Form 8824, “Like-Kind Exchanges.” This form requests the date of the exchange transaction, the date properties were
“identified” and financial information obtained from the closing/settlement statement. For the sale of depreciable rental or
business property the Exchanger will also need Form 4797, “Sale of Business Property.” For the sale of non-depreciable
investment property, the Exchanger will need Form 1041 Schedule D, “Capital Gains and Losses” Rev. Rul. 72-456 and
Treas. Reg. 81.1031(k)-1(g)(7)(ii) provide information on the tax treatment of closing costsin an exchange. Rev. Rul. 72-456
deals specifically with broker commissions but is considered a guideline for treatment of other closing costs. The basic rule
isthat closing costs reduce realized gain on the relinquished property, reduce boot received and are added to the basis of the
replacement property.

If the Exchanger relinquished property after October 18th, then they actually have less than 180 days in which to complete
their exchange unlessthey filefor an extension. The actual deadline for completing an exchange (*the Exchange Period”) isthe
earlier of either 180 days from the date on which the Exchanger transfers the relinquished property, or the due date, including
extensionsfiled by the Exchanger, for the Exchanger’stax return for the year of the transfer of the relinquished property. The
IRS generally hasthree yearsin which to audit atax return. However, this statute of limitationsis extended if ataxpayer fails
to report more than 25% of their grossincome. Often the tax savings generated by an exchange will be significant enough to
activate this extension of the three year audit period.

DisasTER RELIEF EXTENSIONS FOR EXCHANGE DEADLINES

In early 2004, the IRS issued Revenue Procedure 2004-13 that provided for the extension of certain tax deadlines, including
tax deferred exchange deadlines, in those regionsthat were declared disaster areas by the President, but only upon theissuance
of a“newsrelease’ for such disastersfrom the IRS. Rev. Proc. 2004-13 wasthen clarified by the IRSin Notice 2005-3 (issued
January 13, 2005), to provide additional guidance for the application of disaster extensions to exchanges. Notice 2005-3 is
applicable to acts that may be performed on or after January 26, 2005. The rules of Notice 2005-3 are highly technical and
anyone seeking to utilize it should obtain the counsedl of their tax or legal advisor. In general, Notice 2005-3 provides:

* The45-day Identification Period and the 180-day Exchange Period for delayed exchanges and the times deadlines for safe
harbor parking transactions specified in Rev. Proc. 2000-37 are “time senditive acts’ dligible for extension.

e A 120-day postponement (or the ending date announced in the Presidential disaster declaration if later) is allowed if
the Exchanger has difficulty meeting the deadlines for any of these “time sendtive acts’, but only if () the relinquished
property wastransferred to abuyer, or the qualified indiciaof ownership wastransferred to the Exchange Accommodation
Titleholder, on or before the disaster declaration date and (b) the Exchanger iseither an * affected taxpayer” or has“difficulty
meeting thetime deadlinesdueto thedisaster”. “Affected Taxpayers’ includerdief workersand individual s and bus nesses
who are located in the disaster area, or whose tax records are located in the disaster area. Reasons the taxpayer may have
“difficulty meeting the time deadlines due to the disaster” include (a) the relinquished or replacement property or the
principal place of business of one of the partiesinvolved in the exchangeis located in the disaster area (thisincludes the
QI, EAT, settlement agent/attorney, lender, title insurer), (b) any party to the transaction is killed, injured or missing, (c)
aland record document or a document prepared in connection with the exchange is destroyed, damaged or lost, and (d)
title insurance, loans, or flood, hazard or other such insurance is unavailable for property located in the disaster area.

e A 120-day postponement is allowed for the 180-day Exchange Deadline if, after the end of the 45-day Identification
Period, the identified replacement property in adelayed exchange, or the identified relinquished property in a safe harbor
parking transaction is “substantially damaged”.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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VESTING ISSUES

To qualify as an exchange under IRC Section 1031 title to the replacement property must be held in the same manner as
title to the relinquished property. Therefore, the entity beginning the exchange must be the entity concluding the exchange.
The Qualified Intermediary will prepare the exchange documents to reflect the vesting information as shown on the title
commitment or preliminary report for the Exchanger’s relinquished property. For example:

W Husband relinquishes, then Husband must acquire

Husband and Wife, as Trustees relinquish, then Husband and Wife, as Trustees must acquire
ACME Corporation relinquishes, then ACME Corporation must acquire

Johnson LLC relinquishes, then Johnson LLC must acquire

Les Mis Partnership relinquishes, then Les Mis Partnership must acquire

Exchangers must anticipate these vesting issues aspart of their advanced planning for the exchange. Thesevestingissuesareeasier
to resolve before loan documents are stting on the closing table. However, business considerations, liability issues and lender
requirements may make it difficult for the Exchanger to keep the same vesting on the replacement property. For example:

B If ahushand asthe only Exchanger isrelying on the wife’'sincome to qualify for replacement property financing, then
the lender will require the wife to appear on the deed, which may violate the husband’s exchange requirements.

B Lendersseldom loan to trustees; they loan to individuals, thereby creating difficulties for atrust as an Exchanger to
acquire the replacement property in the sametrust entity that started the exchange.

B Exchanger’swho dispose of relinquished property in one entity, such as a corporation, partnership or multi-member
LLC and who want to acquire the replacement property in a different corporation or multi-member LLC for each
replacement property may not do so within the exchange format.

The following changesin vesting usually do not destroy the integrity of the exchange:

B The Exchanger’srevocable living trust may acquire the replacement property in the Exchanger as an individual, as
long as thetrust entity is disregarded for Federal tax purposes.

B The Exchanger's estate may complete the exchange after the Exchanger dies following the close of the sale of
relinquished property.

B The Exchanger may transfer relinquished property held as an individual and acquire replacement property titledina
single-member LLC or acquire multiple replacement properties in different single-member LLC's. Single-member
LLC saredisregarded for Federal tax purposes under the “check-the-box” rules.

H In community property states, a husband and wife may exchange relinquished property held by them individually
as community property, for replacement property titled in atwo-member LLC in which the husband and wife own
100% of the membership as community property, but only if they treat the business entity as a disregarded entity.
(Rev.Proc.2002-69)

W A corporation that merges out of existence in a tax-free reorganization after the disposition of the relinquished
property may complete the exchange and acquire the replacement property as the new corporate entity.

B Anlllinoislandtrustisadisregarded entity for IRC 81031 purposes, so an lllinoisland trust beneficiary may exchangehis
beneficia interest in relinquished property held by thetrust for replacement property titled in the name of the beneficiary,
individually, or in adifferent Illinoisland trust, aslong as the Exchanger isthe beneficiary. (Rev.Rul.92-105)

To avoid what the IRS may consider as a “step transaction,” thereby disqualifying the exchange, the Exchanger should not
make any changes in the vesting of the relinquished or replacement properties prior to, or during the exchange. Exchangers
are cautioned to consult with their tax or legal advisors regarding how their vesting issues will impact the structure of their
exchange before they transfer the relinquished property. Proper planning and negotiation can make the difference between a
successful exchange and a taxable problem.

BRrIEF ExcHANGE COMMUNICATIONS
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EXCHANGING WITH A RELATED PARTY

Exchanges between related parties are allowed but the Exchanger must follow specific rules before the exchange will qualify
for tax deferral. Related parties are defined in |RC 8267(b) and 8§707(b)(1) as any person or entity bearing arelationship to the
Exchanger, such as members of afamily (brothers, sisters, spouse, ancestors and lineal descendants); agrantor or fiduciary of
any trust; two corporationswhich are members of the same controlled group or individuals, and corporations and partnerships
with more than 50% direct or indirect ownership of the stock, capital or profitsin these entities. Under IRC 81031(f) it isclear
that two related parties, owning separate properties, may “swap” those properties with one another and defer the recognition
of gain as long as both parties hold onto their replacement properties for two years following the exchange. This rule was
imposed to prevent taxpayers from using exchanges to shift the tax basis between the properties with the intended purpose
of avoiding paying taxes.

Themoretypical related party exchange scenarios have the Exchanger using a Qualified Intermediary to create the exchange
with either arelated party buyer who purchases the Exchanger’s relinquished property or arelated party seller from whom
the Exchanger acquires the replacement property. Most tax advisors agree that exchanges in which the Exchanger sdlls
relinquished property to a related party buyer will have better success in qualifying for tax deferral, but only if both the
buyer and the Exchanger hold onto the properties they receive in the exchange for the two-year holding period. Exchangesin
which the seller of replacement property isthe related party are lesslikely to qualify for tax deferral unlessthe related party
sdller also does an exchange. Under Rev. Rul. 2002-83, exchange treatment will be denied to an Exchanger who, through a
Qualified Intermediary, acquires replacement property from arelated party sdller, if the related party seller receives cash or
other non-like-kind property, regardless of whether the Exchanger holds the replacement property for the requisite two years.
The IRSwill generally view thislatter transaction as yielding the same result asif the Exchanger swapped properties with a
related party, and then the related party immediately sold the property acquired, violating the two-year holding requirement.
Exceptionsto the two-year holding period are allowed only if the subsequent disposition of the property isdueto (a) the death
of the Exchanger or related person, (b) the compulsory or involuntary conversion of one of the properties under |RC 81033 (if
the exchange occurred before the threat of conversion), or (¢) the Exchanger can establish that neither the exchange nor the
disposition of the property was designed to avoid the payment of federal income tax as one of its principal purposes. In fact,
under IRC 81031(f)(4) ardated party exchange will be disallowed if it “is a part of a transaction (or series of transactions)
structured to avoid the purposes of the related party provisons.” It isalso important to note that under | RC §1031(g) the two-
year holding period is*“tolled” for the period of timethat (a) either party’srisk of losswith respect to their respective property
is substantially diminished because either party holds aput right to sdll their property, (b) either property is subject to acall
right to be purchased by another party, or (C) either party engages in ashort sale or any other transaction.

Inan October 2004 Private L etter Ruling (PL R 200440002) the I RS ruled that 81031(f) would not trigger gain recognitionina
series of exchangesinvolving two related partnershipsthat used an unrelated Qualified | ntermediary since neither related party
was cashing out of their investment in real estate and each related party represented that they would hold their replacement
property for the required two yearsfollowing their exchange. Inthetransaction, Partnership A sold their relinquished property
to an unrelated third party buyer and purchased their replacement property from Partnership B, ardated party. Partnership
B then completed their exchange by purchasing replacement property from an unrelated third party seller. Upon completion
of the two exchanges each party owned like-kind property and neither party received cash or other non-like kind property
(other than boot received in the exchange) in return for the relinquished property. In the IRS analysis §1031(f)(1) did not
apply because the Qualified Intermediary was an unrelated party, and 81031(f)(4) and Rev. Rul. 2002-83 also did not apply
because the series of transactions were not set up to avoid the purposes of 81031(f). In contrast to this PLR, the Tax Court
confirmed the IRS position in Rev. Rul. 2002-83 that the related party rules of §1031(f) cannot be avoided by interposing an
unrelated Qualified Intermediary. The Tax Court also confirmed that these types of related party transactions are within the
re-characterization rule of 81031(f)(4) and that sincethe principal purpose of the transaction was the avoidance of income taxes
the parties failed to meet the “no tax avoidance’ exception of §1031(f)(2)(C). Teruya Brothers, Ltd., 124 T.C. No. 4 (2005).

BRrIEF ExcHANGE COMMUNICATIONS
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CLosING CosTs AND THE TAX DEFERRED EXCHANGE

Exchangers, closing agents, escrow officers and tax advisors have struggled with the many issues presented by the variety
of expenses and cash payments associated with closing the properties in an exchange transaction. To make matters less
certain, thereislittle authority in the Internal Revenue Code or Treasury Regulations asto how to treat the closing cost items
commonly seen on settlement statements. The following are answers based on existing authority to typical issues seen on
settlement statements.

Given the general rule that an Exchanger must transfer all equity in the relinquished property to the replacement property,
the issue is whether the Exchanger will be taxed on the amount of the sale proceeds used to pay typical sale and purchase
settlement expenses.

B Revenue Ruling 72-456 that specifiesthat real estate sale commissions paid are offset against the sal e proceeds
received provides some guidance. The purchase commissions paid are added to the basis of the replacement
property. Therefore, payment of brokerage commissions from exchange proceeds does not create taxabl e boot.

B Based on this rationale, the same favorable treatment may be accorded other sale and purchase expenses.
Payment of the following “non-recurring” costs of sale or purchase from the exchange proceeds should not

create taxable boot:
Real estate commissions Recording fees Direct legal fees
Title insurance premiums Qualified Intermediary fees Agreed property inspections
Escrow or closing agent fees Documentary transfer taxes

B However, certain costs may create taxable boot because they are seen as expenditures for benefits other than
acquiring the replacement property. Loan fees, points and prorated mortgage insurance are really costs to
obtain anew loan. Prorated property taxes, insurance payments and rents are usually considered deductible
ongoing operating expenses and not part of the exchange, but the payment of these itemswill not interfere with the
safe harbor.

B Payment of appraisal fees, inspections, surveys and environmental studies are also typically considered taxable boot if
they are used to obtain anew loan for the replacement property. If, however, the Purchase and Sale Agreement for the
replacement property was specifically made contingent upon the satisfactory completion of these items, the Exchanger
could argue that these expenditures were really for the purchase of the property and not to obtain a new loan.

B The Exchanger may wish to consider prorated property tax payments or security deposits paid to the buyer of the
relinquished property as the equivalent of non-recourse debt from which the Exchanger was relieved. While this
treatment initially creates mortgage boot received, this payment can be netted against liabilities assumed (mortgage
boot paid) on the purchase of the replacement property. See TAM 8328011 regarding prorated rent payments.

B Thereisan openissue asto whether the Qualified Intermediary’ s use of exchange funds to pay for the costs and
expenses to close on the replacement property affect the safe harbor restrictions of Treas. Reg. §1.1031(k)-
1(9)(6). The Treasury Regulations provide that the payment of normal costsof sale or purchase, including prorations,
commissions, transfer taxes, property taxes and title company fees may be paid from the exchange proceeds and
will be disregarded and will not be construed as constructive receipt of funds by the Exchanger. See Treas. Reg.
81.1031(k)-1(g)(7). Even though these types of prorations and closing costs will not interfere with the use of the
Qualified Intermediary safe harbor, they may still constitute boot to the Exchanger. However, using exchange proceeds
for closing expenses unrelated to the direct purchase of the replacement property must only be made at the time of
closing on the replacement property when the Qualified Intermediary paysout all of the exchange fundsit isholding
in accordance with the restrictions for completing the exchange set forth in Treas. Reg. §1.1031 (k)-1(g)(6).

BRrIEF ExcHANGE COMMUNICATIONS
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LiMITATIONS ON THE SAFE HARBORS: THE (G)(6) PRovisiONs

The 1991 Treasury Regulations for tax deferred exchanges under |RC 81031 establishes four “safe harbors,” the use of which
allow ataxpayer (Exchanger) to avoid actual or constructive receipt of money or other property for purposes of completing
a 81031 exchange. Although an Exchanger will not automatically be deemed to have constructive receipt of relinquished
property sale proceeds if the safe harbor requirements are not met, compliance with the safe harbors should satisfy even
a conservative tax advisor. The four safe harbors include (1) qualified intermediaries, (2) interest and growth factors, (3)
qualified escrow accounts and qualified trusts and (4) security or guaranty arrangements. These safe harbors may be used
singularly or in any combination as long as the terms and conditions of each can be separately satisfied.

Thefirst three of the safe harbors require the exchange agreement between the Exchanger and the Qualified Intermediary to
expresdy limit the Exchanger’sright to “receive, pledge, borrow, or otherwise obtain the benefits of money or other property”
before the end of the 180-day exchange period, except as permitted by Treasury Regulation §1.1031(k)-1(g)(6)(ii)-(iii). and
Treas. Reg. 8§1.1031(k)-1(g)(6)(i). The safe harbors are not satisfied if these restrictions are not placed upon the Exchanger,
even if the Exchanger never actually receivesthe exchange proceeds. Treas. Reg. 81.1031(K)-1(g)(8), Example 2(ii). The“cash
out” provisionsfound in the Regulations allow the exchange agreement to remove these restrictions and grant the Exchanger
access to the exchange proceeds before the end of the exchange period, but only under the following circumstances:

(A) If the Exchanger has not identified replacement property by the end of the 45-day identification period, then the
exchange can be terminated and the Exchanger has the right to the exchange proceeds at any time. For example:
On April 1, Exchanger “E” transfers the relinquished property to a buyer. If the Exchanger fails to identify any
replacement property on or before May 16, then E may have access to the fundsin the exchange account at any time
after May 16.

(B) If, after the end of the identification period, the Exchanger has identified replacement property and receives al
of the identified replacement property to which the Exchanger is entitled under the exchange agreement, then the
Exchanger has the right to receive any remaining exchange proceeds even if it is prior to the end of the 180-day
exchange period.

For example, if E identified asingle replacement property on May 15 and acquired that replacement property on May 25, then
E could demand the balance of the remaining exchange proceeds at any time after that date since E had acquired all of the
identified replacement property to which it is entitled under the exchange agreement. This provisionis more problematic
when the Exchanger identifies multiple replacement properties. For example: On April 1, E transfersthe relinquished property
to a buyer and the Qualified Intermediary “QI” receives $500,000 in exchange proceeds. On or before May 16, E properly
identifies a ranch and two vacant lots as replacement property although E only intends to acquire the ranch. The 180-day
period expires on September 28. On August 28, QI uses $300,000 to acquire the ranch for E as replacement property. The
answer isunclear asto whether E hasanimmediateright to the $200,000 balance of the exchange proceeds. Some commentators
believe that the QI should be allowed to pay any excess exchange funds to the Exchanger without having to wait for the
expiration of the 180-day period. Other commentators arguethat since the Exchanger has properly identified other properties,
which he/she has not acquired, the Exchanger has not acquired all of the properties to which it is entitled. Therefore, the
receipt of the remaining exchange funds prior to the expiration of the 180-day period could congtitute constructive receipt of
the exchange funds and possibly jeopardize the tax-deferred nature of the entire transaction.

(C) If, after the end of the identification period amaterial and substantial contingency occursthat: relatesto the deferred
exchange, is provided for in writing; and is beyond the control of the Exchanger and of any “disqualified person”
other than the person obligated to transfer the replacement property to the Exchanger, then the Exchanger has the
right to the exchange proceeds. Although the Treasury Regulations provide very few examples, zoning problems or
unsatisfactory structural inspections may riseto the level of a“material and substantial contingency.” To avoid the
possibility of constructive receipt of the exchange funds, the Exchanger should always consult with their tax advisor
as to whether the occurrence of a particular contingency in their purchase contract could be considered a“material
and substantial contingency” to qualify under this provision.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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THE SIMULTANEOUS EXCHANGE

In a simultaneous (also called concurrent) exchange, the SIMULTANEOUS EXCHANGE WITH INTERMEDIARY
old (“relinquished”) property and the new (“replacement”)

property aretransferred concurrently. I nvestors performing
such an exchange without the benefit of a Qualified » EXCHANGER &y,
Intermediary may risk losing thetax deferred status of the @Q\sii«« "#é;%,,%
transaction, especially if there are three parties involved. ) o N
The Tax Court in Keith K. Klein v. Commissioner, 66 AE
T.C.M. 1115 (1993), has determined one smultanepus BUYER % E SELLER
three party exchange as a fully taxable sale. Mr. Klein's g8
closing escrow instructionssimply assigned hisrightsto the “|5

-

proceedsfrom the sale of hisproperty directly to the second
closing for the purchase of his replacement property. The G, %

Tax Court stated that Mr. Klein had unrestricted control o

over, and thus the receipt of the funds in his transaction.

Klein argued that the provision in his earnest money

agreement stated that the buyer would cooperatein structuring atax deferred exchange. He felt that the fundsin escrow were
aready assigned to the seller of the replacement property and thus he had no control over thefunds. The Court indicated that
the cooperation clause would not control the constructive receipt issue.  Unwary investors who do not utilize a Qualified
Intermediary may be surprised to discover their transaction does not qualify for tax deferral.

<
=

The use of a Qualified Intermediary involves the insertion of a fourth party who transfers ownership to the proper entities
and insulates the exchanger from constructive receipt issues on the proceeds. The Qualified Intermediary becomes the
accommodating party, thus protecting the Exchanger, buyer and seller. Although the Qualified Intermediary does not hold
any proceeds in a simultaneous exchange, they function in the important capacity of creating areciprocal trade; since they
receive the rdinquished property and acquire the replacement property for the exchange. The Qualified Intermediary also
controls the flow of the exchange funds.

The Qualified Intermediary provides the following important services:

B Shields parties (Exchanger, buyer and seller) from certain liabilities;

B Ensuresthe preservation of safe harbor treatment under the 1991 Treasury Regulations,
B Provides apaper trail validating the flow and structure of the transaction; and
|

Reduces the agent and closing officer’s liability for the exchange structure.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
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THE DELAYED EXCHANGE

There is a common misconception that all tax deferred exchanges -
are complicated and require all properties, relinquished and —E—'IP{&( ——
replacement, to close concurrently. Fortunately, the most common
exchange variation, the delayed exchange (also referred to as a

QUALIFIED INTERMEDIARY

deferred or ““Starker” exchange, Starker v. U.S., 602 F.2d 1341),
provides Exchangerswith moreflexibility and optionsin acquiring the BUYER PR SELLER
replacement property than the smultaneous exchange. The delayed ASSIGNMENTS

exchange begins when the Exchanger’s first relinquished property is

sold and is completed when the last replacement property isacquired

withinthe prescribed exchange period. To providetherequired notice R e

to the relinquished property buyer(s) and the replacement property

sdller(s) the Purchase and Sale Contract for each property should | I — .

i nCI Ude an ‘ eXChange Cooperati On” ) 0 1oevrirication Prrion 45 DAYs 180 Davs

CLOSE OF FIRST CLOSE OF LasT
REPLACEMENT

Theuseof aQualified Intermediary (alsoknownasan“Accommodator” o EXCHANGE PERIOD: 180 DAYS MAXIMUM  Provsry

or “Facilitator”) isthe most common method used to completeavalid

delayed exchange quickly and easily. The Qualified Intermediary is an independent party to the exchange transaction, who
performs the function of creating the reciprocal trade of properties for the exchange, holds the exchange funds and supplies
the necessary exchange documents, such asthe Exchange Agreement, Assignments and Closing I nstructions. The Exchanger
assigns the rights in the Sale Contract for the relinquished property and in the Purchase Contract for the replacement
property to the Qualified Intermediary, who essentially becomes the “sdller” of the relinquished property and the “buyer”
of the replacement property. To avoid actual or constructive receipt of the exchange funds by the Exchanger the proceeds
from the sale of the relinquished property are held by the Qualified Intermediary until they are needed for the acquisition of
the replacement property. In both simultaneous and delayed exchanges in which a Qualified Intermediary is used to create
the reciprocal exchange of properties the IRS allows “direct deeding” of the relinquished property from the Exchanger to
the buyer and of the replacement property from the seller to the Exchanger, thereby avoiding the necessity of the Qualified
Intermediary holding title to any property. Revenue Procedure 90-34, 1990-16 C.B. 552 Treas. Reg.81.1031(K)-1(g)(4)(v).
Direct deeding avoids the assessment of double state, county, or local documentary transfer taxes and any liability on the part
of the Qualified Intermediary for environmental hazards that may exist on the property.

The Treasury Department issued Regulationsin 1991 that clarified the acceptable methods to properly identify replacement
property. See Treas. Regs. 81.1031(k)-1(b)-(e). First, the Exchanger must receive all replacement property within the earlier
of 180 days after the date on which the Exchanger transferred the first relinquished property, or the due date (including
extensions) for the Exchanger’s tax return for the tax year in which the transfer of the first relinquished property occurs.
Second, the Exchanger must identify the replacement property to be acquired by the end of the Exchange Period within 45
days of the transfer of the first relinquished property. These time periods are very strict and cannot be extended even if the
45th day or 180th day falls on a Saturday, Sunday or legal holiday. The proper identification of replacement property iscritical
and if not made in atimely manner the exchange fails and the entire transaction istaxable. Therulesare asfollows: (a) the
replacement property identification must be in writing and signed by the Exchanger, (b) it must be delivered by mail, fax or
hand delivery to a party to the exchange transaction (usually the Qualified Intermediary) by midnight of the 45th day, (c)
the replacement properties must be unambiguoudy described, such as by a street address, tax lot number, legal description
or the like, and (d) the Exchanger may list up to three properties of unlimited value, but if more than three properties are
listed, their total aggregate fair market value may not exceed 200% of the aggregate fair market value of the relinquished
property. Itisessential in adelayed exchange to adhere to these rules and deadlines established for identifying and acquiring
the replacement property. Failure to comply with these rules may result in a failed exchange.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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THE BuiLD-To-Suit EXcCHANGE

The build-to-suit exchange, also referred to as a construction or improvement exchange, gives the Exchanger the opportunity
to use all or part of the exchange funds for construction of the replacement property and still accomplish a tax deferred
exchange. Thisisavariation of the delayed or reverse exchange that allows the Exchanger more flexibility and provides the
Exchanger with the opportunity to either renovate an existing improved property or even construct a new improvement on
raw land. In the most common type of build-to-suit exchange the Exchanger sells the relinquished property in a delayed
exchange and then acquiresthe replacement property after it has been improved with the exchange funds from the relinquished
property. Itisimportant to note that any improvements made to the replacement property after the Exchanger takestitle are
considered to be “goods and services’. These goods and services are not considered “like-kind” property and are taxable
as boot as are any remaining exchange funds. Treasury Regulations 81.1031(k)-1(e). Consequently, to be included in the
exchange any improvements to the property must occur before the Exchanger takestitle. Bloomington Coca Cola Bottling
Co. v. Commissioner, 189 F.2d 14 (CA7 1951).

If the Exchanger wishesto include construction on the replacement property as part of the exchange, one option isto contract
with the sdller to have the construction completed by the seller or acontractor before the transaction closes and the Exchanger
takes title to the property. Escrow holdback accounts do not work for build-to-suit exchanges. Another option for the
Exchanger isto negotiate with abuilder to purchase the replacement property for the purpose of completing the construction,
and then when the replacement property is finished the Exchanger can sell the relinquished property in an exchange and
buy the improved property from the builder to complete the exchange. If neither of these options will work, or when the
Exchanger desiresto structure the transaction under the “safe harbor” guidelines of Revenue Procedure 2000-37 (“ Rev. Proc.
2000-37") asdiscussed below, the build-to-suit exchange is accomplished by using an Exchange Accommodation Titleholder
to holdtitle to the Exchanger’s replacement property pending the completion of theimprovements. Inall casesit isimportant
to remember that all applicable rules of IRC 81031 apply equally to build-to-suit exchanges, such that the Exchanger has 45
daysto properly identify the replacement property, and no more than 180 daysto acquire the identified improved replacement
property. Also, to have atotally tax deferred exchange, the Exchanger must ultimately acquire replacement property that is
of the same or greater value as the relinquished property, and use all of the exchange equity in the acquisition price of the
replacement property and the construction of the improvements.

Until recently it had been unclear whether the validity and nonrecognition status of the build-to-suit exchange would be
upheld by the IRS if the replacement property that was to be improved was acquired by either the Qualified Intermediary or
an entity created by the Qualified Intermediary to park the property pending the construction of theimprovements. However,
on September 15, 2000, that question was answered by the IRS in the form of Rev. Proc. 2000-37, which provides that
nonrecognition treatment on exchanges in which either the replacement property or relinquished property is parked with an
exchange accommaodation titleholder pursuant to the terms of the Revenue Procedure will be recognized if the transaction
falls within the scope of this announced IRC § 1031 “safe harbor.”

THE “SaFe HARBOR” BuILD-To-SuiT EXCHANGE

In an exchange structured as a build-to-suit exchange under the safe harbor protection of Rev. Proc. 2000-37 the entity used
to facilitate abuild-to-suit exchangeisreferred to asthe Exchange Accommodation Titleholder (“EAT”), and the replacement
property held by the EAT is commonly called the “parked property”. The EAT will generally form a disregarded special
purpose entity (the “Holding Entity”) to take title to the parked property. The document governing the relationship between
the Exchanger, EAT and the Holding Entity is termed the “ Qualified Exchange Accommodation Agreement” (“QEAA”").

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
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THE BuiLD-To-SuiT EXCHANGE (Continued)

Under Rev. Proc. 2000-37, just asin the delayed exchange requirements, abuild-to-suit exchange must be completed within 180
days after either the day the Exchanger closes on the sale of the Relinquished Property or the day the Holding Entity acquires
the parked property whichever first occurs. The durational limit on delayed build-to-suit exchanges is taken from those of
addayed exchange, which by statute must be completed within the lesser of 180 days or the due date of the Exchanger’s tax
return for the year in which the relinquished property istransferred. Although the Holding Entity is on title, the Exchanger
must still properly identify the replacement property and any improvements to be completed on the property within 45 days
following the sale of therelinquished property. Theidentification rulesrequire written identification of the replacement property,
including any improvements to be made to the replacement property, to be delivered to another party to the exchange, such as
the Qualified Intermediary or the Holding Entity, and limitsthe number of alternative and multiple replacement propertiesthat
can beidentified. If the built-to-suit exchange is conducted as a reverse build-to-suit, the relinquished property identification
rules of Rev. Proc. 2000-37 will also apply.

THE PROCEDURE

Asin atypical delayed exchange, the delayed build-to-suit exchange begins when the Exchanger sdlls the relinquished
property. Prior to closing on the purchase of the replacement property, the Exchanger will enter into the QEAA with the
Holding Entity and will assign the rights in the purchase contract to the Holding Entity. The Qualified Intermediary and
the Holding Entity will enter into an agreement that will allow the Holding Entity to use the exchange funds to acquire a
fee or fee-equivalent interest in the replacement property and to complete the identified improvements. On behalf of the
Holding Entity, the Exchanger arranges for the construction to be completed on the replacement property. The Exchanger,
or its designated representative, is retained by the Holding Entity to act as its project manager overseeing all aspects of the
construction on behalf of the Holding Entity. During the 180-day exchange period, the Exchanger, as Project Manager, sends
construction invoices to the Holding Entity for payment. Build-to-suit exchanges are less complicated when the Exchanger
can pay all cash for the improvements that are to be made to the replacement property. If a construction loan from an
ingtitutional lender is required, the Exchanger should seek lender approval for thistype of exchange prior to beginning the
exchange since the Holding Entity may be required to be the borrower on the loan asthetitleholder of the property. To protect
the Holding Entity from liability in the event of a default by the Exchanger, the Holding Entity will only be the borrower
on a non-recourse loan and deed of trust or mortgage. On the earlier of the end of the 180-day exchange period or the
completion of the construction on the replacement property the terms of the QEAA are satisfied and the Holding Entity will
then transfer title to the replacement property to the Exchanger to complete the exchange. If athird party lender isinvolved
the Exchanger will assume the construction loan upon the conclusion of the exchange. Any construction to beincluded inthe
exchange must be built and paid for prior to the Holding Entity’s transfer of the replacement property to the Exchanger.

Inthelight of Rev. Proc. 2000-37, it is not necessary that the Exchanger close on the sale of the relinquished property prior
to the closing of the replacement property. In a reverse build-to-suit exchange the relinquished property does not close
until sometime after the Holding Entity has acquired the replacement property and improvements are either underway or
are completed. In reverse build-to-suit exchanges since the relinquished property has not yet sold the Exchanger or athird-
party lender must make funds available to the Holding Entity to acquire and improve the replacement property, otherwise
the procedure is the same as discussed in this Brief Exchange.

BRrIEF ExcHANGE COMMUNICATIONS
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THE BuiLD-To-SuiT EXCHANGE (Continued)
IMPORTANT ISSUES

To have a valid exchange the Exchanger must properly identify the replacement property to be acquired within the 45-day
identification period. In adelayed build-to-suit exchange the replacement property does not exist in the form that it isto be
later acquired and so the property identification rulesfor property “to be constructed” are satisfied by the Exchanger “if alegal
description is provided for the underlying land and as much detail is provided regarding the construction of the improvements
asis practicable at the time identification is made.” Treasury Regulations §1.1031(k)-1(e)(2).

B For new construction on bare land the identification requires a specific description of the land (legal description or
tax lot) and a drawing or detailed summary of the new construction to be done to the land.

B Where the replacement property is an existing structure in need of remodeling, an address of the building and a
summary of the remodeling project will probably suffice.

B For purposes of the 200% rule, the fair market value of the identified property isthe estimated fair market value of
the improved property at the time the Exchanger expectsto receiveit.

The exchange requirement that the Exchanger take title to the replacement property within the 180-day exchange period
appliesto delayed build-to-suit exchanges. If theimprovement exchangeis structured asa“reverse’ exchange, the Exchanger
must acquire the replacement property within 180-days following the date the Holding Entity took title. After the Exchanger
takes title to the replacement property construction may continue but the value of the additional construction will not be
considered as part of the exchange. The improved replacement property eventually received by the Exchanger to complete
the exchange must be “substantially the same property as identified.” Normal *course of construction” changes may meet
this test, however, “substantial changes’ to the construction of the improvements probably do not meet this test. Treasury
Regulations §1.1031(k)-1(e)(3). The Exchanger should keep in mind the following:

W For real property thereisno requirement that construction be completed within 180 dayswhen the Exchanger receives
the replacement property, which means often that the improvement does not need to be suitable for occupancy or
use. The Exchanger will be credited with receiving replacement property valued as of the date it is deeded to the
Exchanger provided the improvements in place on that date are considered real property in the state in which the
replacement property is located. For most exchanges, that value of the replacement property is comprised of the
amount of the completed construction contract and the value of the land.

B Thetax rules specifically prohibit the inclusion in the exchange value of a prepaid, but not completed, construction
contract for delivered, but not constructed, materials since these delivered materials are considered prepaid services,
which are not “like-kind” to real property.

PrRACTICAL CONSIDERATIONS

Build-to-suit exchanges are definitely more complex than the more typical delayed exchange and require that the Exchanger
plan the exchange carefully before either (1) selling the relinquished property or (2) having the Holding Entity acquire the
replacement property and starting the strict delayed or “safe harbor” exchange deadlines. The Exchanger should always
consider the following issues:

B In delayed build-to-suit exchanges, since the exchange period is limited to 180 days, which is often too short for
many types of construction, it is critical that the build-to-suit exchange be well planned so that the purchase of the
replacement property and the construction can begin shortly after the close of the relinquished property.

BRrIEF ExcHANGE COMMUNICATIONS
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THE BuiLD-To-SuiT EXCHANGE (Continued)

If aconstruction loan is required for the build-to-suit exchange, the Exchanger should consult with the lender prior
to beginning the exchange to resolve and eliminate any problems the lender may have in making the construction
loan to the Holding Entity. The lender will usually require the Holding Entity to sign the promissory note and the
Deed of Trust or Mortgage to protect the lender’s security interest while the Holding Entity holds title. All loan
documents to which the Holding Entity is a party must be non-recourse to the Holding Entity.

During thetimethe Holding Entity isontitleto the parked property and while the contractor compl etesthe construction
the Holding Entity will require hazard and commercial general liability insurance, an acceptable recent Phase |
Environmental Assessment Report and an indemnity from the Exchanger from any liability .

The construction contract should be in the name of the Holding Entity with a construction management agreement
with the Exchanger, or the Exchanger’s designated representative, to provide the Exchanger with control of the
construction while the Holding Entity is on title. If the construction contract was executed prior to the Holding
Entity acquiring title, the construction contract should be transferred to the Holding Entity by an assignment.

Despite the provisions of Rev. Proc. 2000-37, there may be additional state, county, or local transfer taxes that may
be assessed twice: (1) when the replacement property is deeded from the seller to the Holding Entity to hold whilethe
construction is completed and (2) when the improved replacement property is deeded to the Exchanger to complete
theexchange. Inarecent Private Letter Ruling (PLR 200148042), the IRS held that the use of languageinthe QEAA
stating that the Holding Entity is the agent of the Exchanger for the purpose of avoiding transfer taxes would not
invalidate the safe harbor. Unfortunately, not all states and municipalities recognize an agent/principal transfer tax
exemption and, therefore, the Exchanger should be aware that doubl e transfer taxes may be an additional cost of the
transaction in those jurisdictions. Also, the accounting, legal and Qualified Intermediary and/or Holding Entity fees
will almost certainly be significantly higher than on simultaneous or delayed exchanges where the deeding is direct
and the Qualified Intermediary is not required to hold title to property.

Based on current legal authority, an Exchanger may not do abuild-to-suit exchange where the constructionto take place
ison land owned by the Exchanger. DeCleene v. Commissioner, 115 T.C. No. 34 (2000) and Bloomington Coca Cola
Bottling Co. v. Commissioner, 189 F.2nd 14 (CA7 1951). Creative practitioners had attempted to avoid this negative
authority by structuring the build-to-suit exchange as construction on anewly created, long-term leasehold interest
granted to the Holding Entity. The Holding Entity would construct improvements on the leasehold interest and then
transfer theimproved leasehold to the Exchanger to complete the exchange. Recently, however, Rev. Proc. 2000-37
was modified by Revenue Procedure 2004-51 to providethat the* safe harbor” of Rev. Proc. 2000-37 “ does not apply
to replacement property held in a QEAA if the property is owned by the taxpayer within the 180-day period ending
on the date of transfer of qualified indicia of ownership of the property to an exchange accommodation titlehol der”
(Revenue Procedure 2004-51 Section 4). Although opinions are split as to whether the technical language of Rev.
Proc. 2004-51 directly impacts the newly created leasehold structure, verbal indications from the IRS indicate that
this new modification was intended to take transaction structures in which the improvements are made on newly
created |leasehold interests outside of the safe harbor when the Exchanger isthe lessor under the newly created |ease.

Thereare, however, severa Private Letter Rulings (200251008 and 200329021) that appear to reach adifferent conclusion
when an affiliate or related party, as opposed to the Exchanger itself, owns the land on which the improvements are to be
constructed. Taxpayersshould be cautioned that in Rev. Proc. 2004-51 the | RS announced that “[t]he Service and Treasury
Department are continuing to study parking transactions, including transactions in which a person related to the taxpayer
transfers aleasehold in land to an accommodation party and the accommodation party makes improvements to the land
and transfers the leasehold with the improvements to the taxpayer in exchange for other red estate.”

Build-to-suit exchanges can be a creative way to structure an exchange to best fit the Exchanger’sinvestment goals. However,
it is essential that Exchangers seek adequate legal and tax counsd in planning a build-to-suit exchange prior to entering into
the exchange.

BRrIEF ExcHANGE COMMUNICATIONS
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“DELAYED BulLD-To-Suit” EXCHANGE

Phase I: Qualified Intermediary Facilitates Disposition of Relinquished Property
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How 10 INITIATE A BUiLD-To-Suit ExcHANGE

STEP1 ...

Select a QUALIFIED INTERMEDIARY to assist you with the build-to-suit exchange as early in the process as
possible. Key pointsto consider in sdlecting a Qualified Intermediary are: the knowledge and experience of the staff; the
professional assistance provided by the Qualified Intermediary to your real estate agent, CPA and attorney; the security
of the property whileit is being held by the Qualified Intermediary, and the security of the exchange funds held by the
Qualified Intermediary, which are of especially critical importance. Investment Property Exchange Services, Inc. (IPX1031)
isasubsdiary of Fidelity National Financial, Inc., the largest provider of title insurance and real estate related services and
the parent company of Fidelity National Title Insurance Company, Chicago Title Insurance Company, Ticor Title Insurance
Company, Alamo Title Insurance Company and Security Union Title Insurance Company.

STEP 2 ...

In all types of exchange transactions always instruct your real estate agent to include an “Exchange Cooperation Clause’ as
an addendum to the purchase and sale agreement on both the relinquished property(ies) and the replacement property(ies)
used in the exchange. 1PX1031 has sample exchange cooperation addendums available for this purpose.

STEP 3 ...

Contact your tax and/or legal advisor as early in the build-to-suit exchange process as possible to consult with them to
determinethe advisability and feasibility of completing abuild-to-suit exchange and whether the build-to-suit exchange should
be structured asa“delayed” or “reverse” exchange. Build-to-suit exchanges are significantly more expensive than delayed or
s multaneous exchanges because they are more complex and require additional time and effort by the Qualified Intermediary
to set up and administer. In addition, since the Qualified Intermediary or its affiliated Holding Entity must hold title to the
replacement property to complete the exchange, the Qualified I ntermediary hasincreased risk and liability that is not present
in delayed or simultaneous exchanges, which significantly adds to the cost of the exchange.

STEP 4 ...

Contact your Qualified Intermediary as soon as possible after entering into the purchase and sale agreements for the
sale of the relinquished property and purchase of the replacement property and advise the Qualified Intermediary of the
timing and close of these transactions. 1PX1031 must have two weeks prior notice to review the details of the build-to-
suit exchange and to prepare the applicable exchange documents. Both your attorney or accountant and 1PX1031 must
approve the transaction before IPX1031 will finalize the exchange documents. 1PX1031 will work closdly with your tax and
legal advisors during every step of the transaction. IPX1031 has a National Reverse and |mprovement Exchange Division
located in Phoenix, Arizonathat specializes exclusively in these types of transactions. 1PX1031 will draft the appropriate
Exchange Agreement (if the relinquished property has already closed under a delayed Exchange Agreement the appropriate
Exchange Agreement Amendment will be prepared), Assignment, Qualified Exchange Accommodation Agreement, Project
Management Agreement, Exchange Closing I nstructions and other documents for execution prior to the close of the property
being acquired as replacement property. 1PX1031 will also assign into the Congtruction Contract as the owner. In either
a delayed or “safe harbor” reverse build-to-suit exchange the construction work must be completed prior to the end of the
180 day exchange period. Also, in any build-to-suit exchange the replacement property must be identified to the Qualified
Intermediary with a description of the underlying land plus a description, in as much detail as practicable at the time of the
identification, of theimprovementsto be completed by the end of the exchange. REMEMBER, DO NOT CLOSE ON THE
RELINQUISHED PROPERTY WITHOUT AQUALIFIED INTERMEDIARY IN PLACE, AND DEFINITELY DO
NOT CLOSE ON THE REPLACEMENT PROPERTY WITHOUT ALL OF THE APPROPRIATE BUILD-TO-
SUIT EXCHANGE DOCUMENTS IN PLACE!
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How To INITIATE A BuiLD-T0O-SuIT EXCHANGE (Continued)
STEP5 ...

Prior to IPX1031 or a subsidiary of 1PX1031that is used as the Holding Entity taking title to the replacement property in
the build-to-suit exchange, you must have hazard and commercial general liability insurance coverage naming the Holding
Entity as an insured or additional insured for the amount of liability coverage specified by 1PX1031. In addition, prior to
taking title to commercial, industrial or raw land 1PX1031 must be provided with a copy of the Phase 1 Environmental Site
Assessment report or other comparable environmental evaluation that isno more than six months old for review and approval.
IPX1031 will require that the Phase | be certified to the Holding Entity and the Phase | must state that the property is free
of contamination. Finally, each contractor or subcontractor that will work on the construction project must be licensed and
have the appropriate insurance and a bond satisfactory to | PX1031.

STEP G ...

If IPX1031 or its Holding Entity is taking title to the replacement property and if there is a third party lender, you must
contact your lender, whether it isafinancial ingtitution or the seller of the replacement property, and instruct your lender that
you will be completing a build-to-suit exchange and that 1 PX1031 or its Holding Entity will be the borrower on the loan until
such time as the replacement property is deeded to you. The loan will need to be non-recourse to IPX1031 and its Holding
Entity. For both delayed build-to-suit exchanges and “safe harbor” build-to-suit exchanges your lender can require that you
be a guarantor on the loan and that you offer other collateral (other than the relinquished property), if necessary, to meet the
lender’s underwriting guidelines. 1PX1031 will work closely with your lender to assist them in understanding the build-to-
suit exchange process.

BRrIEF ExcHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific tax consequences. Investors considering an IRC 81031 tax deferred exchange
should seek the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.
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THE REVERSE EXCHANGE

A reverse exchange is the “flip side’ of a deferred (delayed) exchange. In a reverse exchange the Exchanger for various
reasons must acquire their like-kind replacement property before disposing of arelinquished property. Until recently it was
unclear whether reverse exchanges would be given nonrecognition treatment by the IRS. However, on September 15, 2000,
that question was answered by the IRS in the form of Revenue Procedure 2000-37 (“Rev. Proc. 2000-37"). This Revenue
Procedure provides that tax deferral on reverse exchanges will be recognized if the transactions fall within the scope of an
announced |RC 81031 “safe harbor.” The new reverse exchange rules can be expected to lead to two categories of reverse
exchanges, those that fit neatly within the safe harbor guidelines and those that do not fit within the safe harbor rules.

THE “SAFE HARBOR” REVERSE EXCHANGE

In areverse exchange structured under the safe harbor protection of Rev. Proc. 2000-37 the entity used to facilitate areverse
exchangeisreferred to asthe Exchange Accommodation Titleholder (*EAT”), and the property held by the EAT iscommonly
called the “parked property”. The EAT will usually form a special purpose entity (the “Holding Entity”) to take title to the
parked property. To complete areverse exchange the Holding Entity can take title to either the relinquished property or the
replacement property under a“Qualified Exchange Accommodation Arrangement”. The document between the Exchanger,
EAT and the Holding Entity is termed the “ Qualified Exchange Accommodation Agreement” (“QEAA”").

Under Rev. Proc. 2000-37, a safe harbor reverse exchange must be completed within 180 days after the Holding Entity acquires
the parked property. The durational limit on safe harbor transactions is taken from those of a delayed exchange, which by
statute must be completed within the lesser of 180 days or the due date of the Exchanger’'s tax return for the year in which
the relinquished property is transferred. Additionally, under a safe harbor reverse exchange the Exchanger must identify
one or more relinquished properties within 45 days after the Holding Entity acquires the replacement property. Rev. Proc.
2000-37 adoptsthe sameidentification rulesthat apply in delayed exchanges, which require written identification be delivered
to another party to the exchange, such as the Holding Entity, EAT or the Qualified Intermediary, and limits the number of
alternative and multiple properties that can be identified.

THE “NoN-SAFE HARBOR” REVERSE EXCHANGE

Under Section 3.02 of Rev. Proc. 2000-37 which specifically states, “the Service recognizesthat “parking” transactions can be
accomplished outside of the safe harbor provided in thisrevenue procedure’, Rev. Proc. 2000-37 |eaves open the option for some
aggressive Exchangersto structure areverse exchange that does not comply with all of the provisions of the Revenue Procedure
and, therefore, Exchangers may e ect to pursue reverse exchange structuresthat will take longer than 180 days or which will not
have identified relinquished property. Sincethere isno regulatory authority to assist in structuring a reverse exchange outside
the parameters of the safe harbor there is a much higher risk associated with such exchanges and, therefore, non-safe harbor
reverse exchanges should be attempted only if there is an absolute need to proceed outside of Rev. Proc. 2000-37.

Expertsin the field agree that unlike under Rev. Proc. 2000-37, a valid non-safe harbor exchange will require the Holding
Entity to undertake more responsihility for ownership of the parked property than just bare tax ownership. Most tax experts
believethat Holding Entities operating outside of the safe harbor of Rev. Proc. 2000-37 will need to bethe owner of the parked
property for both tax and financial reporting purposes, thus showing the assets and liabilities associated with the parked
property on its books for GAAP purposes. As aresult of this potentially adverse impact on the financial statements of the
publicly traded parent corporation of most large Qualified Intermediaries, these Qualified I ntermediaries, including 1PX1031,
will not be allowed to participate in non-safe reverse exchanges. While |PX1031 cannot assist clients with non-safe harbor
reverse exchanges by acting asthe Holding Entity, | PX1031 can still participatein the exchange asthe Qualified Intermediary
working in conjunction with the Exchanger’s tax counsel and non-safe harbor Holding Entity.

BRrIEF ExcHANGE COMMUNICATIONS
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THE PROCEDURE - PARKING THE REPLACEMENT PROPERTY

In the most common type of reverse exchange the Exchanger contracts with the Holding Entity to have it purchase and retain
title to the replacement property. Inthefirst phase of the reverse exchange the Exchanger |oans the necessary down payment
funds to the Holding Entity, who in turn uses these funds along with funds provided by athird-party lender, if any, to close
on the replacement property and take title in the Holding Entity’s name. Under the terms of the parking agreement or the
QEAA, the Holding Entity leases the property to the Exchanger under atriple net lease. Inthisway the Exchanger can begin
to use the property or sublet the property while the Holding Entity ison title. On the rare occasion that alease agreement is
not possible the Holding Entity may be willing to retain the Exchanger or athird party designated by the Exchanger as the
property manager. The use of a property management agreement instead of atriple net lease adds substantial tax reporting
obligations to the reverse exchange structure and, therefore, this type of arrangement should not be used unless other more
suitable options are unavailable.

When the Exchanger sdlls the relinquished property identified in the exchange it is transferred directly to the buyer through
a s multaneous exchange with the Qualified Intermediary and the use of direct deeding. The cash proceeds of the sale go to
the Qualified Intermediary, who uses the proceeds to acqui re the replacement property from the Holding Entity. The Holding
Entity usesthese proceeds from the saleto first repay the loan from the Exchanger and then any additional proceeds are used
to pay down the third-party loan on the replacement property prior to deeding the replacement property to the Exchanger. If
there are more proceeds from the relinquished property sale than the Qualified | ntermediary needsto acquire the replacement
property, the Qualified Intermediary can use the excess proceedsto purchase additional replacement property within 180 days
of the transfer of the relinquished property, provided that such additional replacement property can be properly identified by
the Exchanger within 45 days of the close of the relinquished property.

This type of reverse exchange works well when the Exchanger can pay all cash for the replacement property, when the
sdller is providing the financing, or when an Exchanger is working with a sophisticated third-party lender. If aloan from an
ingtitutional lender is required, the Exchanger should seek lender approval for this type of exchange prior to beginning the
exchange because the Holding Entity (not the Exchanger) may be required to be the borrower on the loan as the titleholder
of the property. Exchangers should be aware that despite Rev. Proc. 2000-37 many lenders are not familiar with reverse
exchanges, many types of loans are not available when pursuing a reverse exchange and the loan costs may be increased to
cover the lender’s document preparation and legal fees. 1n asafe harbor exchange to protect the lender’s security interest and
to protect the Holding Entity from liability in the event of a default by the Exchanger, the Exchanger will guarantee the loan
and the Holding Entity will only be the borrower on a non-recourse loan and deed of trust or mortgage.

THE PROCEDURE - PARKING THE RELINQUISHED PROPERTY

An alternative to parking the replacement property isto have the Holding Entity park the Exchanger’s relinquished property.
This type of reverse exchange begins with a simultaneous exchange involving the Exchanger, the Holding Entity, the sdller
of the replacement property and the Qualified Intermediary. Here, with the assistance of the Qualified Intermediary, the
Exchanger transfersthe relinquished property to the Holding Entity and then simultaneoudly receivesthe replacement property
fromthesdler. Bothtransfersoccur through the Qualified Intermediary and the use of direct deeding. Sincethereinguished
property has not yet been sold to a true buyer to provide exchange funds for the acquisition of the replacement property,
the Exchanger must loan the funds to the Holding Entity. The funds are then put into the exchange through the Qualified
Intermediary to be used to acquire the replacement property from the seller. Thisloan should equal the equity the Exchanger

BRrIEF ExcHANGE COMMUNICATIONS
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hasin the Relinquished Property. Asin the replacement-parking alternative, the Holding Entity |leasesthe relinquished property
to the Exchanger under atriple net lease agreement. In the second half of the transaction when the Exchanger has located
a suitable buyer for the relinquished property, the relinquished property is sold and deeded from the Holding Entity to the
buyer. The cash proceeds from the sale go to the Holding Entity and are used first to retire any existing third-party debt the
Holding Entity took subject to, and then to repay the Exchanger for the original loan to the Holding Entity. If the price paid
by the Holding Entity for the parked property differsfrom the actual price paid by the ultimate buyer, the Exchanger and the
Holding Entity will enter into a purchase price adjustment agreement to increase or decrease the original purchase price and
loan amount from the Exchanger as necessary to reflect the final purchase price.

PARKING REPLACEMENT VERSUS RELINQUISHED PROPERTY

B When dealing with replacement property of aresidential nature quite often institutional lenders will not make the
acquisition loan to the Holding Entity even if guaranteed by the Exchanger so the only aternative is to have the
Holding Entity take title to the relinquished property so that the Exchanger can take direct title to the replacement
property with a new loan from the institutional lender.

B To prevent a boot issue and the payment of capital gain taxes on excess proceeds from the sale of the relinquished
property the equity from the relinquished property must be reinvested in the replacement property prior to the
Exchanger taking title. If the estimated proceeds from the relinquished property are greater than the funds available
for the down payment on the replacement property, the Exchanger may wish to have the Holding Entity taketitle to
the replacement property so that the Holding Entity has an opportunity to use the excess funds from the sale of the
relinguished property to pay down the debt on the replacement property prior to transferring title to the Exchanger,
or the Exchanger can try to acquire additional replacement property at the time the relinquished property is sold and
the 45-day identification period and 180-day exchange period start to run. If the Holding Entity istaking title to the
relinquished property the down payment on the replacement property should equal or exceed the estimated equity
in the relinquished property to avoid boot.

B Parking therelinquished property can berisky since the Exchanger must be careful not to trigger adue-on sale clause
in the relinquished property loan when the relinquished property is deeded to the Holding Entity.

B Often the Exchanger does not know which relinquished property will be used in the exchange, or which relinquished
property will sell first. In thissituation, it is advisable for the replacement property to be parked with the Holding
Entity to allow the Exchanger the opportunity to tie up the replacement property until the Exchanger knows which
relinquished property to use in the exchange or which one will sell first.

PrACTICAL CONSIDERATIONS

W Tofall withinthe safe harbor protection of Rev. Proc. 2000-37, the Exchanger must identify the relinquished property
to be exchanged within 45 days of the Holding Entity taking title to the parked replacement property, and the Holding
Entity cannot remain on title for longer than 180 days.

B During thetime the Holding Entity is on title to the property the Holding Entity will require hazard and commercial
general liability insurance, an acceptable recent Phase | Environmental Site Assessment Report and an indemnity
from any liability from the Exchanger.

BRrIEF ExcHANGE COMMUNICATIONS
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THE REVERSE EXCHANGE (Continued)

B Additional costs incurred by the Exchanger for a reverse exchange may be substantial. Additional title insurance
may be required when the Holding Entity deeds the replacement property to the Exchanger; additional state, county,
or local documentary transfer taxes may be assessed when property is deeded first to the Holding Entity and then to
the Exchanger or the buyer; and the accounting, legal and Holding Entity’s feeswill almost certainly be significantly
higher than the costs of a s multaneous or delayed exchange.

W If the Exchanger'stransaction requiresimprovements be completed on the replacement property prior to the Exchanger
acquiring title, the replacement property can be parked with the Holding Entity. The Holding Entity will enter into a
construction agreement with the general contractor and will borrow funds from the Exchanger or athird-party lender
to finance the construction.

B Inthelight of the practical difficulties and associated costs for all types of reverse exchanges, the Exchanger may
wish to consider other available alternatives to delay the close of the purchase of the replacement property until
the relinquished property sells to allow the Exchanger to complete a regular simultaneous or delayed exchange.
For example, the Exchanger could apply an additional or non-refundable earnest money deposit for the benefit of
the seller as consideration for the seller delaying the close of the replacement property, or the Exchanger could
enter into an option to purchase the replacement property at alater date thereby providing enough timeto sdll the
relinquished property.

B Recently Rev. Proc. 2000-37 was modified by Revenue Procedure 2004-51 to providethat the “ safe harbor” of Rev.
Proc. 2000-37 “does not apply to replacement property held in a QEAA if the property is owned by the taxpayer
within the 180-day period ending on the date of transfer of qualified indicia of ownership of the property to an
exchange accommodation titleholder” (Revenue Procedure 2004-51 Section 4). This new ruling has a potential
impact on reverseimprovement exchanges where the Exchanger is attempting to construct i mprovements on property
it currently owns and provides a “warning” for reverse improvement exchange structures where the replacement
property is currently owned by an affiliate or related party.

Reverse and reverse build-to-suit exchanges can be acreative way to structure an exchange to best fit the Exchanger’sinvestment
goals. However, it is essential that Exchangers seek adequate legal and tax counsd in planning areverse or reverse build-to-
suit exchange prior to entering into the exchange.

BRrIEF ExcHANGE COMMUNICATIONS
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How 10 INITIATE A REVERSE EXCHANGE

STEP 1—selecta QUALIFIED INTERMEDIARY to assist you with the reverse exchange as early in the process as possible.
Key pointsto consider in selecting aQualified Intermediary are: the knowledge and experience of the staff; the professional assistance
provided by the Qualified Intermediary to your real estate agent, CPA and attorney; and the security of the property whileit is being
held by the Qualified Intermediary, which is of especially critical importance. It ishighly recommended that you work with a Qualified
Intermediary with significant financial strength and stability to insure that the Qualified Intermediary will be in business and able to
transfer your property to you when you are ready to complete your exchange. Investment Property Exchange Services, Inc. (1PX1031)
isasubsidiary of Fidelity National Financial, Inc., the largest provider of title insurance and real estate related services and the parent
company of Fidelity National Title Insurance Company, Chicago Title I nsurance Company, Ticor Title Insurance Company, Alamo Title
Insurance Company and Security Union Title nsurance Company.

STEP 2—inal types of exchange transactions always instruct your real estate agent to include an “ Exchange Cooperation Clause’
as an addendum to the purchase and sale agreement on both the relinquished property(ies) and the replacement property(ies) used in the
exchange. 1PX1031 has sample exchange cooperation addendums available for this purpose.

STEP 3— Contact your tax and/or legal advisor asearly in the reverse exchange process as possible to consult with them to determine
the advisability and feasibility of completing a reverse exchange. Your Qualified Intermediary will consult with your tax and/or legal
advisor to determine which property, the replacement or the relinquished, will be used in the reverse exchange. This determination will
depend upon such variables as the type of property in the exchange, the lender on the property to be purchased, environmental issues,
tenant i ssues, construction plans, vesting and entity titleissues and numeroustax considerations. Reverse exchangesare significantly more
expensive than delayed or s multaneous exchanges because they are more complex and require additional time and effort by the Qualified
Intermediary to set up and administer. In addition, since the Qualified Intermediary or its affiliated Holding Entity must hold title to
either the relinquished or replacement propertiesto complete the exchange, the Qualified Intermediary hasincreased risk and liability in
reverse exchanges that is not present in delayed or simultaneous exchanges, which significantly adds to the cost of the exchange.

STEP 4 — contact your Qualified Intermediary as soon as possible after entering into the purchase and sale agreement for the
purchase of the replacement property and advise the Qualified Intermediary of thetiming and close of the transaction. 1PX1031 should
have two weeks prior notice to review the details of the reverse exchange and to prepare the applicable exchange documents.
Both your attorney or accountant and 1PX1031 must approve the transaction before IPX1031 will finalize the exchange documents.
IPX1031 will work closely with your tax and legal advisors during every step of the transaction. 1PX1031 has a National Reverse and
Improvement Exchange Division located in Phoenix, Arizonathat specializesexclusively inthesetypesof transactions. |PX1031 will draft
the appropriate Qualified Exchange Accommodation Agreement (or Parking Agreement), Assignment, Project Management Agreement
(for reverse build-to-suit exchange), Exchange Agreement, Exchange Closing Instructions and other documents for execution prior to
the close of the property being acquired in the reverse exchange. In areverse build-to-suit exchange |PX1031 will also assign into the
Congtruction Contract as the owner, and may require athird party inspector to determine the progress of the work and the disbursement
of the funds from the exchange account. In a“safe harbor” reverse build-to-suit exchange the construction must be completed prior to
the end of the 180 day exchange period. REMEMBER, DO NOT CLOSE ON THE REPLACEMENT PROPERTY WITHOUT
A QUALIFIED INTERMEDIARY AND ALL OF THE REVERSE EXCHANGE DOCUMENTS IN PLACE!

STEP 5—Prior to IPX1031 or asubsidiary of IPX1031 that is the Holding Entity used to take title in the reverse exchange to either
the replacement or relinguished property, you must have hazard and liability insurance coverage naming the Holding Entity asan insured
or additional insured for the amount of liability coverage specified by IPX1031. In reverse build-to-suit exchanges each contractor or
subcontractor that will work on the construction project must be licensed and have the appropriate insurance and a bond satisfactory to
IPX1031. Inaddition, prior to IPX1031 or its Holding Entity taking title to commercial, industrial or non-residential raw land 1PX1031
must be provided with a copy of the Phase 1 Environmental Site Assessment report or other comparable environmental evaluation that
isno more than six months old for review and approval. 1PX1031 will require that the Phase | be certified to the Holding Entity and the
Phase | must state that the property is free of contamination.

BRrIEF ExcHANGE COMMUNICATIONS
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How 10 INITIATE A REVERSE EXCHANGE (Continued)

STEP 6—1f 1PX1031 or its Holding Entity is taking title to the replacement property and if there is a third party lender, you must
contact your lender, whether it isafinancial institution or the seller of the replacement property, and instruct your lender that you will be
completing areverse exchange and that | PX1031 or its Holding Entity will be the borrower on the loan until such time as the replacement
property is deeded to you. Theloan will need to be non-recourse to |PX1031 and its Holding Entity. Your lender may also require that
you be aguarantor on the loan and that you offer other collateral (other than the relinquished property), if necessary, to meet the lender’s
underwriting guidelines. 1PX1031 will work closely with your lender to assist them in understanding the reverse exchange process.

“REPLACEMENT PROPERTY PARKED”
REVERSE EXCHANGE

Phase I: Holding Entity* Acquires Title to Replacement Property

Deed HOLDING Loan Proceeds THIRD PARTY
SELLER > | ENTITY - _ LEIO\IFIQDER
Funds Promissory Note & EXCHANGER
Repl t Assignment of Security Instrument
§ rg;:;?;n Purchase Agreement QEAA
EXCHANGER

Phase Il: Simultaneous or Delayed Exchange
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Relinquished Replacement

ProFiV Werfy
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Cash Cash THIRD PARTY

197 LENDER
o oR

EXCHANGER

*The Holding Entity is also known as the Exchange Accommodation Titleholder
(the "EAT™) under the "safe harbor" provisions of Revenue Procedure 2000-37.
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“RELINQUISHED PROPERTY PARKED”
REVERSE EXCHANGE

Phase I: Holding Entity* Agrees to Purchase Relinquished Property
Deed Loan Proceeds THIRD PARTY
EXCHANGER » | HOLDING | LENDER
- - ENTITY . OR
Purchase Agreement Promissory Note & EXCHANGER
Relinquished and QEAA Security Instrument
Property
Phase Il: Simultaneous Exchange
EXCHANGER
Relinquished Replacement
Property roperty
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OLDING QEAA & Exchange
ENTITY Purchase and Agreement SELLER
Sale Agreements
IB’( Cash
Phase I11: Holding Entity* Sells Relinquished Property
THIRD PARTY Repayment of Loan Purchase Price
LENDER | s HOLDING | BUYER
OR ENTITY -
EXCHANGER Deed
Relinquished
Property
*The Holding Entity is also known as the Exchange Accommodation Titleholder
(the "EAT™) under the "safe harbor" provisions of Revenue Procedure 2000-37.
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“Reverse BuiLp-To-Suit”

EXCHANGE

Phase I: Holding Entity* Acquires Title to Replacement Property
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Phase Il: Construction of Improvements
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Phase I11: Simultaneous or Delayed Exchange
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*The Holding Entity is also known as the Exchange Accommodation Titleholder
(the "EAT™) under the "safe harbor" provisions of Revenue Procedure 2000-37.
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PROPERTY HELD FOR RESALE PURPOSES

The intent by the taxpayer to hold property "primarily for sale”" will prevent the property from qualifying for IRC 81031 treatment. Over
the years the courts have struggled with this exclusion from tax deferred exchange treatment. The courts have attempted to define the
term "primarily” to mean "principally” or "of first importance' and to differentiate the holding of the property as a "capital asset” as
compared to one that is held as "stock in trade primarily for sale to customersin the ordinary course of the taxpayer's trade or business'
as provided in IRC 81221. George M. Bernard, 36 T.C.M. (1967) and Guardian Industries v. Commissioner, 97 T.C. 308, 317 n.2
(1991), aff'd, 1994 U.S. App. (6th Cir.). In contrast to IRC 81221, IRC 81031 appearsto be stricter in its application of the stock in trade
exclusion since there is no requirement under |RC 81031 that the taxpayer must have held the property “for sale in the course of the
taxpayer's trade or business'. While, in general, most properties owned by devel opers, builders and people who perform rehabilitation
work will probably be considered to be held primarily for sale and may not be allowed exchange treatment, the courts look to the intent
of the taxpayer in determining whether the property qualifies for exchange treatment. The courts measure the taxpayer's intent at the
point of the date of the sale or exchange of the property and not necessarily to the pre-exchange or post-exchange use of the property. In
determining the Exchanger's intent at the time of the exchange the courts can look to the Exchanger's prior use of the property. At the
time of the disposition of the property the Exchanger must be determined to have intended to hold the property for investment or usein
the Exchanger'strade or business. David B. Downing, 58 T.C.M. (1989). The courts, however, have held that the Exchanger can change
itsintent and still qualify for tax deferred exchange treatment. Guardian Industries v. Commissioner, 97 T.C. 308, 317 n.2 (1991), aff'd,
1994 U.S. App. (6th Cir.), Rev. Rul. 57-244, 1957-1 C.B. 247.

Over the years the courts have listed many factors to be considered in determining whether the taxpayer's property is "held for sale' and
does not qualify for exchange treatment. All of these factors can usually be categorized into three important factors that when weighed
together assist the court in determining whether aproperty is"held for sal€". Biedenharn Realty Co., Inc. v. United States, 526 F.2d 409
(5th Cir.), cert. denied, 429 U.S. 819 (1976) and Suburban Realty Co. v. United States, 615 F.2d 171 (5th Cir.), cert. denied, 449 U.S. 920
(1980). Thesethreefactorsare:

B The frequency, number and extent of the real estate transactions entered into by the taxpayer;
B The development activity of the taxpayer, which includes subdividing, grading and improving the property; and
B The nature and extent of the efforts by the taxpayer to sell the property.

The most important factor used by the courts in determining whether a specific property owned by the Exchanger is held for sale and does
not qualify for exchange treatment is the nature, extent and sales history of the Exchanger with respect to other properties owned by the
Exchanger. While the courts do not agree as to how many properties an Exchanger must sell over a specified period of time, the courts
do seem to agree that the more property sales by the Exchanger, the more likely the court will find that the property is "held for sale”" and
does not qualify for exchange treatment. For cases approving tax deferred exchange treatment: See Byram v.United States, 705 F.2d
1418 (5th Cir. 1983), Bramblett v. C.I.R., 960 F.2d 526 (5th Cir. 1992) and Loren F. Paullus v. Commissioner, 1996 T.C.M. (1996). For
cases disapproving tax deferred exchange treatment: See S&H, Inc. v. Commissioner, 78 T.C. 234 (1982), Biedenharn Realty Co., Inc. v.
United States, 526 F.2d 409 (5th Cir.), cert. denied, 429 U.S. 819 (1976) and William D. Little, 63 T.C.M. (1993). Itisimportant to note
that even if ataxpayer is a dealer/developer with respect to other properties that the taxpayer owns that this does not necessarily mean
that the other taxpayer owned propertieswill not qualify for exchange treatment. Margolis v. C.1.R., 337 F.2d 1001 (9th Cir. 1964). The
next factor the courts consider is the extent of the taxpayer's development activities, such as subdividing the property, adding streets,
roads, sewers and utility services, obtaining arezoning of the property and renovating the property. Ultimately, the court islooking at
the extent that the gain on the sale of the property was attributable to the taxpayer's own efforts on the property as opposed to again due
to external factors. The courts have, however, also held that the fact that a taxpayer has subdivided the property does not necessarily
prevent the taxpayer from receiving exchange treatment on the disposition of the property. Buono v. Commissioner, 74 T.C. 187 (1980)
and IRC §1237. Substantial improvements by the taxpayer to a property, however, make it very difficult for the taxpayer to claim that the
property was not held "primarily for sale' and, therefore, not qualified for exchange treatment. Sanders v. United States, 740 F.2d 886
(1ath Cir. 1984). The same istrue for taxpayers who purchase property, renovate it and then sell it. Most likely, this transaction will be
disallowed for exchange treatment. Ethel Black, 35 T.C. 90 (1960). The last main factor that the courts use in determining whether the
sale of ataxpayer’s property qualifies for exchange treatment is the sales efforts of the taxpayer. Thisincludes the taxpayer's advertising
efforts, the use of sales personnd, the use of abusi ness office to handlethe sales effortsfor the property, the proportion of the Exchanger’s
income that is derived from the sale of the property and the extent of the taxpayer’s involvement, time, effort, supervision and control
over the sales activities regarding the property. Victor Harder, 59 T.C.M. (1990). Exchangers are always advised to consult with their tax
and legal advisors regarding the exchange status of a property before attempting an exchange.
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OTHER INTERESTS IN REAL PROPERTY
AND MixeDp Use EXCHANGES

In addition to afee interest in real property, certain other interestsin real property may be exchangeable as replacement property. The
IRS will look to state law to determine whether the interest in the property istreated as real property or as personal property. Aquilino
v. United States, 363 U.S. 509 (1960). The following are examples of other interests in real property that are considered to be of like
kind to afeeinterest in real property:

B Mineral rights, water (riparian) rights, scenic easements, agricultural conservation easements, and possibly air rights, development
rights and zoning rights (which must be considered real estate under state or local law to be an interest in real property);

B A remainder interest in realty; and
B Cooperative apartments provided they are considered equivalent to real estate under state law, such asin California.

Timber rights: In some states standing timber is considered an interest in real property and can be exchanged for any other interest in
real property, such asan apartment complex or aretail mall. Anderson v. Moothart, 198 Or. 354, 256 P.2d 257 (1953) and Cary A. Everett,
T.C.M. 1978-53. If the timber is being sold subject to a cutting contract, however, which requires that the timber be removed from the
land within a reasonable time, this may be considered a personal property interest under applicable state law and not be of like kind to
real property for purposes of an exchange. A personal property exchange is still possible, but the “like-kind” requirement for personal
property exchanges limits the replacement property to cut timber. Oregon Lumber Company v. Commissioner, 20 T.C. 192 (1958).

Leasehold interests: A lease with 30 years or more remaining to run, including renewal options, is considered to be of like kind to afee
interest in real estate, whereas alease with aterm of less than 30 yearsis not of like kind to real estate for exchange purposes. Century
Electric Co. v. C.1.R., 192 F.2d 155 (8th Cir. 1951); Treas. Reg. §1.1031(g)-1(c) and Rev. Rul. 78-72, 1978-1 C.B. 258. A “carve out” of a
leaseinterest doesnot qualify for exchange treatment. Therefore, afee owner of real property cannot exchange a“carve out” 30-year lease
in that property for afee interest in areplacement real property. Rev. Rul. 66-209, 1966-2 C.B. 299. Thisisin contrast to an exchange
of real property that is “subject to” along-term lease, which is still treated as real property for purposes of qualifying for an exchange
sincethisis equivalent to the lessor's reversionary interest. Rev. Rul. 76-301, 1976-2 C.B. 241.

Undivided interests: Another issue arises when there is a partition of property between co-owners, or when co-owners of the same
property desire to exchange their undivided interest in the whole property for an exclusive fee interest in a portion of the same property.
These transactions have been allowed and accorded favorable exchange treatment. Rev. Rul. 79-44, 1979-1 C.B. 265; Rev. Rul. 73-476,
1973-2 C.B. 301. The Internal Revenue Service hasissued guidance for reviewing the viability of using an exchange to acquire atenancy
in common (or fractional ownership) interest in a replacement property where there are a large number of co-tenants in a co-tenancy
arrangement. Rev. Proc. 2002-22. The main issue for the IRS is that the large number of co-tenants in the replacement property may
cause the ownership structure to be recharacterized as a partnership, which would be disallowed as replacement property for exchange
purposes because an interest in a partnership is excluded from exchange treatment.

Mixed uses: Exchangers hold properties for various reasons, such asfor investment, personal use, primarily for sale, or usein their trade
or business. In these situations, tax and legal advice is necessary to allocate sale and purchase prices to the appropriate qualified and
non-qualified property portions of the exchange. In Sayre v. U.S., 163 F. Supp. 495, the court ruled that any reasonable allocation would
be acceptable. Thereis no requirement that the property be surveyed or partitioned to achieve this dual tax purpose. An allocation could
be determined, for example, by an appraisal based upon the number of units or the relative square footage of the units. It isimportant to
note that the proceeds from the sale of the qualified exchange portion of the relinquished property must be used to purchase qualified
replacement property and not be used toward the purchase of that portion of the replacement property that will be used for personal
purposes, otherwiseit will be considered taxable asboot. For example, an Exchanger relinquishesthe family homestead and the surrounding
ranch, amix of personal use and business use. The Exchanger can take advantage of the principal residence capital gainstax exclusion
(subject to specific limitations) under IRC §121, while simultaneously pursuing an exchange of the ranch portion of the property under
IRC 81031. The Exchanger’s replacement property could be a single replacement property consisting of both another personal residence
and ranch or two separate replacement properties consisting of a separate home and an apartment complex.
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PERSONAL PROPERTY EXCHANGES

Deferring capital gain and other taxes through an IRC 81031 tax deferred exchange is also available for personal property
held for investment or for productive usein atrade or business. Despiteits name, personal property does not necessarily mean
property that is used by an individual in a personal capacity. Rather, personal property refersto all property, both tangible
and intangible, that is not considered real property. If the sale of such personal property will result in a gain, the taxpayer
may want to consider an exchange.

Generally speaking, both tangible depreciable personal property, such as cars, trucks and planes and intangible personal
property, such as franchise rights, copyrights or broadcast spectrums, are acquired for a certain value known as atax or cost
basis. For example, if atruck is purchased for $10,000 cash and $30,000 in aloan, the tax basis for the truck is $40,000.
The tax basis can decline over time because of use, wear, or obsolescence. This concept, known as depreciation, can affect
the tax basis of property at different rates depending on the type of property and when it was acquired. For example, an
automobileis currently considered afive year property under the Modified Accderated Cost Recovery System (MACRS) of
IRC 8168, meaning that five years after its acquisition itstax basis will be zero.

Although an asset starts out with a tax bass, it is the amount that is known as the adjusted basis, which will determine
the taxable gain, if any, upon the sale of the asset. An asset’s adjusted basis is determined by subtracting the amount of
depreciation taken, if any, from its tax basis and adding capital improvements made to the asset, if any. For example, an
airplane is acquired for $120,000, which isitstax basis. Over aperiod of timeit is depreciated in the amount of $36,000 to
account for normal wear and tear, but it has had a capital improvement in the form of an avionics upgrade in the amount of
$20,000. Therefore, the tax basis of $120,000, minus the depreciation of $36,000, plus the capital improvement of $20,000
resultsin an adjusted basis of $104,000.

In order to calculate if thereisacapital gain tax liability from the sale of an asset, you must subtract the adjusted basis from
the net sale price of the property. If the resulting amount is positive, there is a gain, and in most cases, a determination
must be made as to what portion of the gain is due to the depreciation of the asset, and what portion of the gain is due to
the appreciation (rise in market value) of the asset, as they may be taxed at different rates. For example an automobile is
purchased for use by a business for $38,000, and is sold for $24,000 after three years. Although its cost basis was $38,000,
it has been depreciated in the amount of $28,500, leaving an adjusted basis of $9,500. Accordingly, since the automobileis
sdlling for $14,500 more than its adjusted basis, there is atax liability. Assuming a 35% tax rate for depreciation recapture,
thetaxpayer in thisexamplewould owe approximately $5,075. For leasing companiesand companieswith large privately held
fleets that dispose of and acquire thousands of vehicles per year, the tax liability can be staggering. As aresult, companies
that utilize tax deferred exchanges as part of their tax planning strategy can benefit from significant tax savings.

Although atax deferred exchangeis created by Federal statute, Exchangers must look to state law to determineif the property
to be exchanged isreal or personal. The following are examples of types of personal property that can be exchanged:

Broadcast Spectrums Airplanes Franchise Licenses Coain Collections
Trailers and Containers Trucks Construction Equipment Copyrights
Restaurant Equipment Barges Artwork Office Furniture
Fleet of Automobiles Helicopters Agricultural Equipment Buses
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PERSONAL PROPERTY EXCHANGES (Continued)

The “like-kind” requirement is more challenging for personal property exchanges than it is for real property exchanges.
An asset may be either “like-kind” or “like-class’. To be of “like-class,” the relinquished and replacement depreciable
tangible personal property must be in either the same General Asset Class or Product Class. For example, the exchange
of ahotel may require a separate exchange for each different asset class: delivery trucks, restaurant equipment, furniture,
and computer equipment.

The General Asset Classes are as follows:

W Office furniture, fixtures and equipment;
Data handling equipment, except computers,
Information systems (computers, etc.);
Airplanes (except commercial passenger or freight carriers) and all helicopters;
Automobiles, including taxis;

Buses;

Light general purpose trucks;
Heavy general purpose trucks;
Railroad cars and locomotives;
Tractor units;

Trailers and trailer-mounted containers;

Vessels, barges, tugs, except those used in marine construction;

Industrial steam and electric generation and/or distribution systems

The Product Classes are from Sectors 31 through 33 of the North American Industry Classification System (NAICS),
which was adopted in 2002 but not utilized for tax deferred exchanges until August, 2004 under the new regulations
adopted by the IRS. If the depreciable tangible personal property does not fall within either a General Asset Class or a
Product Class the exchange can still be completed as long as the relinquished and replacement properties are considered
to be of a*“like-kind.”

An exchange of intangible personal property and non-depreciable personal property qualifies for tax deferral only if the
exchanged propertiesare of a“like-kind” sincetherearenolike classes provided for these types of propertiesasin depreciable
tangible personal property. The test as to whether intangible personal property is of a“like-kind” depends upon the “nature
or character of the rights involved” and also on the “nature or character of the underlying property to which the intangible
personal property relates’. For example, a copyright on a novel can be exchanged for a copyright on another novel but a
copyright on a novel cannot be exchanged for a copyright on a song because they are not considered “like-kind” property.
The goodwill of one business, however, isnot considered “like-kind” with the goodwill of another business and is, therefore,
not eligible for exchange treatment. Also, livestock of different sexesis not considered “like-kind” property.

Tax advisors are essential for a successful personal property exchange since, among other necessary elements, they will
help the Exchanger determine the respective property values and allocate sales price and purchase price to each element
of the transaction.
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MuLTIPLE ASSET EXCHANGES

Many times Exchangers own property that consists of both real and personal property, such as a hotel or restaurant. An
exchange of such amultiple asset property creates issueswhen trying to allocate the various assetsinto their proper like-kind
categories using a property-by-property comparison. Another issueisthe allocation of the deferred gain and basis among the
various exchanged assets. However, by utilizing a multiple asset exchange structure Exchangers can realize a greater benefit
than if they had structured the transaction as separate exchanges for each various type of asset.

Tax deferred exchanges fall into two distinct types: real property and personal property. Both types of property must be
held for productive use in a trade or business, or for investment purposes, and be exchanged for property that is to be held
for productive use in atrade or business, or for investment purposes. |RC §1031 (a)(1). However, real property can only be
exchanged for other real property and personal property assets can only be exchanged for other personal property assetssince
real property and personal property are not like kind to each other. And, although tax deferred exchanges are regulated by
Federal statute, it is state law that determines if property isreal or personal. Treas. Reg. 81.1031(a)-1(b) & (c), Aquilino v.
United States, 363 US 509 (1960).

Initially, the Internal Revenue Service issued Rev. Rul. 57-365 wherein it stated that an exchange of identical business assets,
including real and personal property, of two telephone companies would be considered “property of like kind” within the
meaning of IRC § 1031. In 1989, Rev. Rul. 89-121 sought to clarify the “identical business asset” rule set forth in Rev. Rul.
57-365 by stating that the mere fact that multiple assets comprise a business or an integrated economic investment does not
mean that they may be treated as the disposition of a single property. The IRS stated that areview of the underlying assets
pursuant to Rev. Rul. 55-79 was required to determine whether the property was to be considered of like kind. Accordingly,
pure “business swaps’ are no longer allowed.

The current system under the Treasury Regulations for tax deferred exchanges, which became effective for all transactions
occurring onor after April 11, 1991, requiresall exchangers contempl ating amultiple asset exchange to group the properties, both
real and personal, into like-kind or like-classgroups. Treas. Reg. §1.1031(j)-1. Thevalueto structuring an exchangeasamultiple
property exchange, as opposed to a separate exchange for each unit, isthat a multiple property exchange provides an exception
to the general rule that requires a property-by-property comparison when computing the gain and basis. Thus, although the
assets are segregated into exchange groups consisting of like-kind properties, the aggregate value and liahilities of the units are
computed in aggregate with again being recogni zed for the exchange group only to the extent of a difference in these aggregate
values. Treas. Reg. 81.1031(j)-1(b). Thisdoes not, however, change the computation of the resulting basis, which is determined
separately for each exchange group. Treas. Reg. 81.1031(j)-1(c). The end result is an exchange of multiple propertieswherein a
greater proportion of the gain can be deferred than if the transaction were structured as several separate exchanges.

An important distinction when considering an exchange of a business and al its various assets is the value of the business
goodwill or “going concern” value. Treas. Reg. §1.1031(8)-2(c)(2) provides that “[t]he goodwill or going concern value of a
businessis ot of alike kind to the goodwill or going concern value of another business” The stated reason for thisexclusion
isthat dueto theinherent uniqueness of any single business, the good will or going concern value of two busi nesses could not
possibly havethe same nature or quality. Thus, an exchange of “ Tony'sPizzaof NY” for “Joe's Pizzaof SF” can only consist
of the real property and the equipment. The value of Tony's goodwill, which, excluding the real property, may represent the
bulk of the business value, is excluded from like kind exchange treatment.

A careful review of most commercial real property transactions will often reveal a large amount of depreciated personal
property being sold in addition to the real property. By taking the time to review the impact of these additional assets, and
contemplating a multiple property exchange, an Exchanger can defer much more of the taxable gain than the Exchanger
originally thought possible or feasible. Due to the complexities of multiple asset exchanges, Exchangers are strongly advised
to obtain competent tax and legal counsel prior to the exchange.
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COMBINING SELLER FINANCING WITH
Tax DEFERRED EXCHANGES

In most cases, it is preferable for the seller (Exchanger) to receive all cash for the sale of the relinquished property.
However, many real estate sale transactions require the seller to *‘carry back™ a part of the purchase price as financing
to assist the buyer in purchasing the property. In this situation the Exchanger may elect to:

1. Sdl instead of exchange. Treat the buyer's promissory note as an installment sale (IRC §453) and pay any capital
gain taxes on the principal payments on the note when these payments are received by the Exchanger; or

2. Providethe fundsrequired for the sdller-financing from the Exchanger's own funds at the closing of the relinquished
property, thereby acting as a "third-party lender” for the buyer; or

3. Combine the seller-financing portion of the sale with a tax-deferred exchange for the balance of the relinquished
property (Treas. Reg. 81.1031(k)-1(j)(2)). The capital gain attributable to the portion of the relinquished property
that was exchanged will be deferred into the replacement property and the capital gain that is attributable to the
installment note will be deferred over the life of the note and recognized upon receipt of the principal. Generally,
all of the basison the sale property will be alocated to the replacement property and the installment note will have
no basis; which means, al payments received will be fully taxable; or

4. Include the seller-financing note as part of the exchange by specifying the Qualified Intermediary as the payee of
the note and beneficiary of any trust deed or mortgage at the close of the relinquished property. The value of the
note must be converted to "down-payment equity" to be used by the Qualified Intermediary for the purchase of the
replacement property (Treas. Reg. 81.1031 (j)(2)). The Exchanger can then have the Qualified Intermediary usethe
note in several ways to defer the taxable gain into the replacement property:

(A) Assignthenotetothesdller of thereplacement property. Theresultisacompletetax deferral into the replacement
property. However, the seller of the replacement property does not get installment sale treatment on the receipt
of the Exchanger's note.

(B) Sell thenoteto athird party for cash and then use the cash to purchase the replacement property. The Exchanger
must consider whether a discount charged by the buyer of the note, if applicable, exceeds or is offset by the
capital gain tax that would have been paid under the normal installment sale rules.

(C) el the note for cash to the Exchanger or to a friendly party and use the cash to purchase the replacement
property.

While there is no legal authority as to whether the Exchanger can successfully use this option to defer the note
proceeds into the replacement property, the approach is reasonable and if done properly should result in favorable
treatment. However, the Exchanger should only use this method upon the advice of their tax or legal counsel. Also,
the Exchanger or the friendly party should not purchase the note at a discount.

If the Qualified Intermediary is unable to utilize any of the above options, the note will be reassigned to the Exchanger at
the termination of the exchange. The Exchanger will receive the same installment sale trestment under IRC 8453 asiif the
Exchanger had not attempted to defer the note through the exchange. Moreover, the date for commencement for theinstallment
saletreatment is the date the note is reassigned to the Exchanger from the Qualified Intermediary and not the date of sale of
the relinquished property.
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REFINANCING BEFORE AND AFTER EXCHANGES

Refinancing to pull equity out of a property prior to or after completing a tax deferred exchange can result in a taxable
transaction under the "step transaction doctrine" The IRS can argue that a "cash-back" refinancing, immediately before or
after the exchange is completed, is just one step in the many steps of an exchange transaction and, therefore, the refinance
loan proceeds should be taxable as boot in the exchange. This "step transaction” doctrine allows the | RS to recharacterize
seemingly separate transactionsinto onetransaction for tax purposes. Theresult isan unfortunate outcomefor the Exchanger
if the IRS believes that there was no independent business purpose for the refinance loan. In other words, the threshold
guestion is "was the purpose of the loan nothing more than the Exchanger's desire to take cash out of the equity of either the
relinguished or replacement properties without paying the capital gain tax?" Prior to the enactment of the current Treasury
Regulations for IRC 81031, the proposed Regulations in 1990 prohibited “refinancing in anticipation of an exchange.” The
final Regulations in 1991, however, omitted any reference to this refinancing prohibition because the IRS believed that it
would create “ substantial uncertainty inthetax results of an exchange transactioninvolving liabilities” Preamble to TD 8343,
56 Fed Reg 14851 (April 12, 1991).

Although there is a mixed case law history on refinancing in conjunction with an exchange, current case law favors the
position that the Exchanger can obtain cash by increasing debt on the property prior to or after completing an exchange. In
Fred L. Fredericks v. Commissioner, TC Memo 1994-27, 67 TCM 2005 (1994), the Exchanger refinanced the relinquished
property two weeks after executing a contract to sell the property less than a month prior to the resulting exchange. Using
the step transaction doctrine, the IRS argued that the refinance proceeds should be considered taxable boot. The Exchanger
prevailed by showing that he had attempted to refinance the property over a two-year period. In this instance the Court
concluded that the refinance transaction: (a) had an independent business purpose; (b) was not entered into soldly for the
purpose of tax avoidance; and (c) had its own economic substance which was not i nterdependent with the sale and exchange
of the relinquished property.

In Phillip Garcia v. Commissioner, 80 TC 491 (1983), aff’d. 1984-2 CB 1, the seller of a replacement property increased the
debt on the property just prior to exchanging with the Exchanger. The increased debt was incurred to equalize the liabilities
on the replacement property with the liabilities on the Exchanger’s relinquished property. I n this case the RS took the position
that the increase in the mortgage by the sdler should be deemed as boot to the Exchanger because it artificially reallocated
theliabilities for the purpose of avoiding taxes. The Court regjected the IRS s position finding that the increasein the debt had
“independent economic substance.”

In Behrens v. Commissioner, TC Memo 1985-195, 49 TMC 1284 (1984), the Exchanger was held to have received taxable
boot when he received cash at the closing of his replacement property because he had increased the amount of the purchase
money financing to the sdler of the replacement property, thereby reducing the amount of down payment required from the
Exchanger. Inthe Court’sdictathe Court opined that this adverse result could have been avoided if the Exchanger had borrowed
the cash from athird party lender secured by the property either before or after the exchange occurred. For further discussion
on the factors used by Courtsin determining whether there was an “independent economic substance of the refinancing, see
Letter Rulings 8248039, 8434015 and 200131014.

Exchangers should carefully consider the following issues to avoid the pitfalls of the "step transaction doctring':

B Therefinanceloan should not appear to be solely for the purpose of "pulling out equity," thereby avoiding the capital
gain tax that is otherwise attributable to non-exchange transactions.

B Asarule of thumb, the refinance transaction should be separated from the exchange sale or purchase transaction
to help separate the exchange from the refinance.

B Ataminimum, the Exchanger should attempt to complete the refinancing transaction prior to listing the relinquished
property for sale.

B Therefinance loan and the sale or purchase in the exchange should be documented as separate transactions to avoid
any "interdependence’ of the transactions.
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PARTNERSHIP, LLC AND REIT IssuUEs

In general, exchanges of partnership interests are excluded from non-recognition treatment under IRC 81031(a)(2)(D), as
enacted in the Tax Reform Act of 1984. The Code specifically states that Section 1031(a)(1) does not apply to an exchange
of interests in a partnership regardless of whether the interests exchanged are general or limited partnership interests or are
interests in the same partnership or in different partnerships. As a result, a taxpayer cannot exchange an interest in ABC
Partnership for an interest in XYZ Partnership . It isalso important to note that a partnership interest is personal property,
which is not like-kind to real property owned by a partnership.

A partnership, however, may exchange real property with any other entity in atransaction qualifying under IRC 81031, aslong
as the partnership meets the requirements that apply to all exchange transactions (i.e. both the relinquished and replacement
properties will be held for investment or busi ness purposes).

A key issue when addressing exchangesinvolving partnershipsisto first determine the investment objectives of theindividual
partners in the partnership. When the entire partnership wants to structure a tax deferred exchange, it is clear that the
transaction can qualify under |RC §1031. Problems arise, however, when one or more of theindividual partners have different
investment objectives.

The most commonly asked question is “Can a valid exchange still be structured if one of the partners drops out of the
partnership?” Often one or more of the partners desire to withdraw from the partnership and receive cash or other property
in return for their partnership interest.

Although there are many structures, conservative practitioners believe that there islessrisk of an exchange being disallowed
on audit if the parties desiring to receive cash on the sale of the relinquished property receive adistribution of their partnership
interest in the form of an undivided interest in the relinquished property prior to the closing of the sale. Then, as long as
there are still at least two remaining partners, this leaves the partnership alive to accomplish the exchange. At the closing,
the surviving partnership and each of the former partners convey their respective interestsin the relinquished property, with
the former partners receiving cash, and the Qualified Intermediary receiving the net proceeds due the partnership to enable
the partnership to complete their exchange when they locate replacement property.

Other possible solutions are to liquidate the partnership either prior to or after the exchange and distribute to each “partner”
a tenancy-in-common interest in the real property with the other former partners. While there are no recent cases directly
on point, it is advisable to transfer ownership to the individual Exchangers as far in advance of the exchange as possible. |If
a digribution or dissolution occurs shortly prior to the sale, the key issue is whether the relingquished property was “held
for productive use in atrade or business or for investment purposes.” This “qualified use” requirement must be met for any
exchange. The strategy of distributing to the “cash out” partners prior to sale, thus allowing the partnership to accomplish
the exchange avoids the qualified use issue altogether.

The Tax Court seemsto utilize the substance-over-form doctrine in situationslike these. In Bolker v. Commissioner, 81 TC 782
(1983), aff’d 760 F2d 1039 (CA9 1985), theindividual taxpayer entered into an exchange agreement for hisrelinquished property
on the same day that he received aliquidating distribution of the property from hiswholly-owned corporation. He then acquired
areplacement property three months later to complete his exchange. The Tax Court held that the qualified use requirement is
met as long as the taxpayer does not intend to liquidate the relinquished property or use it for personal pursits.

In Maloney v. Commissioner, 93 TC 89 (1989), a corporation exchanged real property and, at the time of the exchange, had
the specific intent to liquidate and distribute the replacement property to its shareholders. One month after completing the
exchange, the corporation liquidated under the former IRC 8333, distributing the replacement property to its shareholders.
The Court held that even though there was a change in ownership, the continuity of investment satisfied the qualified use
reguirement and upheld the validity of the exchange.
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PARTNERSHIP, LLC AND REIT IssSUES (Continued)

Although Bolker and Maloney both involve corporations, the argument that the taxpayer is merely continuing itsinvestment
in another form is equally logical in the partnership context given the aggregate nature of a partnership.

Seeaso Magnesonv. C.I.R., 753 F.2d 1490 (9th Cir.1985) where the courts allowed tax deferred exchange treatment based on
the holding that contribution to or from aPartnership isan allowable changein theform of ownership rather than adisposition
that would disqualify the property from exchange treatment. Also, see Chase v. C.1.R., 92 T.C.53 (1989), which isinstructive
on the elements to avoid when attempting to dissolve a Partnership prior to an exchange, such as the Exchanger’s failure to
negotiate on behalf of themsalves asindividuals, their failure to pay their respective portion of the broker’s fees, and the fact
that in apportioning the net sales proceeds, the Exchangers were treated as partners, rather than as direct owners.

As aresult, if properly structured, it appears that a valid tax deferred exchange can occur as long as the taxpayer does not
“cash-out” their investment. However, a prudent taxpayer must plan carefully. Failing to properly liguidate a partnership
interest prior to an exchange can lead to ataxable event. Transactions of thistype can be complicated and should be carefully
reviewed by qualified tax and legal counsd to determine whether the facts and circumstances are strong enough to support
adefensible tax deferred exchange.

LLC IssuEs

Alternate forms of ownership on the purchase side of atax deferred exchange that may be required when a lender wishesto
shield its security interest in the replacement property in a bankruptcy remote entity, are now generally less problematic than
the above Partnership scenario. The most common form of ownership in anew entity is the single member limited liability
company (“LLC”"). Inadditionto asinglemember LL C, there are other so called “ pass-through” entitieswhich are disregarded
by the IRS asaentity separate from the taxpayer, such asaDelawvare busi nesstrust, aMassachusetts nomineetrust, an Ilinois
land trust, and grantor trusts. Other examples, such as subsidiaries of corporations, or new corporations formed by mergers
or acquisitions of other corporations, can also provide for different parties on each side of an exchange.

In the case of single member limited liability companies, theinitial question has always been whether taking titlein the name
of the new LLC would be characterized as a Partnership or beneficial interest, therefore falling under one of the exclusions
enumerated in IRC 81031(a)(2). One exception to the general rule that the same taxpayer entity that sells the relinquished
property hasto purchase the replacement property isfound in Treas. Regs. 8301.7701-(3)(b)(1) which allows “single-member
LLC'S’ that acquire property to be ignored for tax purposes and to be treated as the direct owners of the property. Not all
states allow single member LLC's so the taxpayer should consult with legal counsel to determine if the taxpayer’s state will
allow the use of asinglemember LLC. The use of single member LLC'sallow an individual or entity to sell property to start
an exchange and complete the exchange by purchasing the replacement property in the name of the LLC.

In general, an entity with only one owner will be classified either as a disregarded entity, or a corporation, whereas an entity
with two or more memberswill be classified as a Partnership or a corporation. Accordingly, an entity with only one member,
which does not dlect to be treated as a corporation, will be treated as a disregarded entity. This allows ataxpayer to take title
in anew entity, fulfilling a lender’s requirement, without jeopardizing the viability of the exchange. Treas.Reg. §301.7701-
2(c). A clasdfication change can be accomplished by an digible entity by filing Form 8832 — Entity Classification Election.
Treas. Reg. 8301.7701-3(c)(2)(i). A classification change can be effective up to 75 days prior to, or 12 months after the date
upon which the election is filed. However, the entity may not make any additional classification eections within 60 months
after the effective date of the previous classification election. Treas. Reg.8301.7701-3(c)(iv).
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PARTNERSHIP, LLC aNnD REIT Issues (Continued)

Private L etter Rulings are instructive regarding the flexibility afforded by single member LLC's. The IRS has approved of
replacement property acquired by a2 member LL C inwhich thetaxpayer and the taxpayer’swholly-owned corporation were
the members of the LLC. At the behest of the lender, the lender’s representative sat on the Board of taxpayer’s corporation,
which was formed, and made a member of the LLC, solely to prevent the taxpayer from placing the LLC into bankruptcy.
The IRS acknowledged that the taxpayer’s corporation had no rights or risk regarding profits, losses or management of the
LLC, and agreed to disregard the 2 member LLC as an entity separate from the taxpayer smilar to the treatment of asingle
member LLC. LTR 199911033. An Exchanger was permitted to acquire replacement real property by assgnment of the sole
membership interest in the Seller's single member LLC, rather than by deed. LTR 200118023. A taxpayer, who acquired
the replacement property in its own name, was allowed to deed it into a single member LLC in which the taxpayer was the
sole member, without violating the “held for” requirement. LTR 200131014

As LLC's become increasingly popular as a means for investors to own real estate the same questions arise for LLC's and
their members as with Partnerships. Thereislittle authority regarding LL C's and exchanges, but most tax analysts agree that
assuming the LLC istreated as an association, the same principles apply. If the LL C were going to do an exchange, it would
be prudent for the same members to sign the Replacement Property Identification Notice as would be necessary to bind the
LLC in any other matter. See Example 5 in Treas. Reg. §1.1031(k)-1(j)(3) which shows that liabilities on the Relinquished
Property may be netted againgt liabilities on the Replacement Property. Therefore, it seems likely that the “liability gap”
issues under IRC 8752 will not cause recognized gain for LLC members, or Partnership partners, because of an exchange.
The“at risk” rules of IRC 8465 may apply to the LLC's members, or partners, detriment if the Replacement Property is not
considered an “aggregation” of the Relinquished Property.

REIT Issues

Another type of problem ariseswhen ataxpayer exchangesinto or out of aninterestin aReal Estate Investment Trust (“REIT”).
Generally aninterest inaREIT will be considered a security, and thusfall into the exclusions enumerated in |RC 81031(3)(2).
However, if structured properly, there are alternatives for taxpayers wishing to do these types of exchanges. An owner of real
property can contribute real property to an “UPREIT “ or “DOWNREIT” pursuant to IRC 8§721. However, many times a
REIT is not interested in property currently owned by the taxpayer, but wishes the taxpayer to exchange into new property,
which the REIT identifies, and then has the taxpayer contribute that new property into the REIT. Theissuewith thisstructure
is whether that taxpayer will have been deemed to have held the property for business or investment purposes, or held the
property only for resale to the REIT. See IRC 81031(a).

Asan alternativeto contributing newly acquired replacement property to an UPREI T, thetaxpayer may be given aright to place
the property with the UPREIT after ayear or more as a“put”, and the UPREIT will have the option, after ayear or more to
acquire the property, asa“call”, in exchange for UPREIT units. Problematic to this structure is whether these options will run
afoul of therulesexpressed in Magneson v. C.1.R., 753 F.2d 1490 (1985). In Magneson, a taxpayer exchanged into replacement
real property, and thereafter immediately contributed that property to aPartnership, in exchangefor ageneral Partnership interest.
The Court ruled that Magneson did not hold the property for business or investment purposes pursuant to | RC §1031(a). In the
instant case, the structure of the“put” and “call” givethetaxpayer and the UPREIT theright, but not the obligation to complete
the placement of the real property into the UPREIT. By structuring the transaction in this way, taxpayers can attempt to avoid
the problems of Magneson by not contributing the real property immediately post-exchange. The IRS could view these steps
asan integrated whole under the so called “ step transaction doctring’, in which case the IRS would characterize the transaction
complete upon the mutual “put” and “call” agreement, in violation of Magneson. However, since neither party is obligated to
complete the transaction, it would seem to be difficult for the IRS to characterize the transaction in thisway. Although thisis
avery general overview of structuring an exchange of property into an UPREIT, it would appear that atransaction of thistype
isaviable alternative to realizing a capital gain tax for investors wishing to “exchangeinto” aREIT.
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INSTALLMENT LAND SALES CONTRACTS

Aninstallment land sales contract (also known asacontract for deed or acontract of sal€) isan agreement between the Seller
and the Buyer for the purchase of real property in which the payment of all or a portion of the purchase price is deferred.
The purchase price may be paid in installments over the period of the contract, with the balance due at maturity. When
the Buyer completes the required payments, the Seller must deliver good legal title by a deed. During the period of the
contract in which the Buyer is making the installment payments on the purchase price, the Buyer is entitled to possession
of the property and equitable title to the property while the Seller holds legal title and continuesto be liable for payment of
any underlying mortgage.

Theissueiswhether either the Sdller or Buyer in aningtallment land sale contract can exchangetheir interest under |RC §1031
and defer the capital gain taxes. Exchanges of “beneficial interests’ are expressy disqualified under IRC 81031. However,
no published case has considered whether a party who has an interest under an installment land sale contract constitutes a
“beneficial interest.” Under the doctrine of equitable conversion, the Buyer istreated as the equitable owner of the property.
Furthermore, the Buyer is entitled to possession of the property. Therefore, an argument can be made that the Buyer should
be considered the “owner” of the property for purposes of IRC 81031 and not merely the holder of an excluded “ beneficial
interest.” If the Buyer adopted this theory of equitable conversion, then the Buyer could exchange his/her interest in the
property under | RC 81031 for like-kind replacement property. See Starker v. United States, 602 F2d1341 (9th Cir 1979); Biggs
v. C.L.R., 632 F2d1171 (5th Cir 1980). For purposes of tax deferred exchanges the issue of determining the rights created in
the property, and thereby the character of the property that is owned, turns on when the benefits and burdens of ownership
of the property have shifted.

Conversdly, under the doctrine of equitable conversion, the Seller under aninstallment land sale contract isviewed asretaining
only alimitedinterestinthe property. The Seller in essence ownsthe purchase price with an equitablelien on the property for
the unpaid balance. Although the Seller retainslegal title, the Seller isviewed asholding it in trust for the Buyer. The Sdller’s
interest in the property is similar to that of a beneficiary under a promissory note secured by a deed of trust or a mortgage,
which is specifically excluded under IRC 81031. Therefore, an argument could be made that the Seller under an installment
land sale contract should be excluded from exchanging his or her interest under |RC 81031. Consequently, it is unlikely that
the Sdller under an installment land sale contract would be able to successfully defend the tax deferred exchange treatment
for their transaction if challenged by the IRS.
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DISQUALIFIED PARTIES AND YOUR ATTORNEY AS ACCOMMODATOR
Why This Can Jeopardize The Exchange

AnIRC 81031 tax deferred exchange canfail if the Exchanger has"actual or congtructive receipt” of exchange proceeds or other
property. Therefore, itisessential for the Exchanger to retain a Qualified Intermediary to satisfy the necessary "safe harbor"
reguirements under Treas. Reg. §1.1031(k)-1(g)(4). A "disqualified person" is defined in Treasury Regulation 81.1031(K)-1(k).
A disgualified person is someone who is the agent of the Exchanger (taxpayer) at the time of the exchange. If adisgualified
person performsthe exchange and holds the exchange proceeds the exchange may fail if the |RS determinesthat asaresult of
the disqualified party'sinvolvement the Exchanger had "actual or constructive' receipt of the exchangefunds. For purposes of
this Regulation, a person who has acted as the taxpayer's employee, attorney, accountant, i nvestment banker or broker, or real
estate agent or broker within the two year period preceding the date of the transfer of the first relinquished property by the
Exchanger istreated as an agent of the Exchanger at the time of the exchange and, therefore, adisqualified person. Solely for
purposes of this Regulation, thereis an exception for the performance by a person of services for the Exchanger with respect
to only exchanges of property under | RC 81031 and the performance by aperson of routinefinancial, titleinsurance, escrow, or
trust servicesfor the Exchanger by afinancial ingtitution, titleinsurance company or escrow company. Thesetypes of services
shall not be taken into account as performances of services by a disqualified person. See Treasury Regulations §1.1031(K)-
1(k)(2). Other disqualified persons are any parties that are considered "related parties' to the Exchanger, or partiesthat are
related to the Exchanger in that the Exchanger and the related party have more than a 10% interest in the respective related
partnership, corporation or trust. See Treasury Regulations §1.1031(k)-1(k)(3), (k)(4). To insure the safety of the exchange
it isimportant to have a "safe harbor", such as the use of a Qualified Intermediary, against the actual or constructive receipt
of the exchange proceeds or property that would otherwise occur by using a disqualified person who will be considered the
agent of the Exchanger. If aQualified Intermediary isretained, the determination asto whether the Exchanger isin actual or
congtructive receipt of the exchange proceeds or other property ismade asif the Qualified Intermediary isnot the Exchanger's
agent. See Treasury Regulations §1.1031(k)-1(g)(4)(i).

Toqualify asa"safe harbor" the Qualified Intermediary must be someone other than the Exchanger (taxpayer) or a"disqualified
person.” See Treasury Regulations 81.1031(k)-1(g)(4)(iii). Agents of the Exchanger at the time of the transaction are
disqualified persons. Examplesof agentsinclude the Exchanger'sattorney if they have acted asthe Exchanger's agent within
the two-year period ending on the date of the transfer of the Exchanger's first relinquished property. If an attorney has
provided tax or legal services to the Exchanger within the two-year prescribed period, the attorney is a disqualified
person. Attorneys performing services solely in connection with exchanges are excepted from the disqualified person rule.
However, this exception is extremely limited and an attorney proceeding under this exception should do so with extreme
caution since the Exchanger could suffer severe adverse tax consequences if the attorney is determined to be a disqualified
person with respect to the Exchanger's exchange. If an attorney is a disqualified person, the following are also disqualified:
the attorney's law firm, a partner in the law firm who owns more than a 10% interest in the firm, any entity in which such
partner owns more than a 10% interest and any entity in which the law firm owns more than a 10% interest. Thisis because
the regulations provide that a separate corporation or other entity in which the Exchanger or adisqualified person has a 10%
or more interest also constitute a disqualified party. Treasury Regulations §1.1031(k)-1(k)(2)-(k)(4). While the Exchanger's
attorney should not act as the Qualified Intermediary, they are invaluable to the Exchanger for tax and legal advice during
the exchange.
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HeLrING THE CLIENT PLAN FOR THE EXCHANGE

A successful IRC 81031 exchange transaction requires additional preparation, expertise and support. Investment Property
Exchange Services, Inc. (IPX1031), asyour Qualified Intermediary, will handle the exchange details and documentation, and
safeguard the exchange equity. Laying the proper groundwork before you or your clients enter into atax deferred exchange
for an investment property is essential to making the sale/s run smoothly. Although the following will provide some of the
fundamental exchange questions to review, a more comprehensive checklist is available on request or through our website.

By gathering the following key information you will avoid unnecessary obstacles once you or your clients have accepted an
offer and have started their search for replacement property:

I. Determine the following:

B Confirm that the property being sold (Relinquished Property) was held as arental or investment property and that
you or your clientsintend to do the same with the Replacement Property.

B Make surethetitle to the Replacement Property will be held in the same manner astitleis held on the Relinquished
Property.

B Confirm that the lender for the Replacement Property has no specific requirements for holding title that would cause
problems with the exchange.

W Will you or your clients need to use sale proceeds to make cosmetic or structural improvements on the Relinquished
or Replacement Property.

I1. Ask the following questions:
B Will part of the proceeds be used to pay personal debt?
Will additional parties be added to the title on the Replacement Property?
Will all members on title to the Relinquished Property be participating in the exchange?
Areyou or your clients selling any of their property to or intending to buy property from arelated party?
Do you or your clients plan to offer seller financing on the sale of the Relinquished Property?

Are you or your clients aware of the various types of exchanges that may meet their exchange objectives?
(e.g. simultaneous, delayed, build-to-suit, and reverse exchanges)

Investment Property Exchange Services, Inc., asyour Qualified Intermediary, can bevery helpful inthe early stages, advising
on how the "answers' to these questions will determine the best means of planning the exchange. Our expert staff, including
afull-time managing attorney, can explain the various exchange types and assist all partiesin selecting the most appropriate
structure for the exchange. Of course, exchangers should always seek tax and/or legal advice prior to starting the exchange.

BRrIEF ExcHANGE COMMUNICATIONS
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THE IMmPACT OF DEPRECIATION RECAPTURE ON EXCHANGES

Depreciationisanintegral part of calculating the adjusted basis of property and, thus, is an important component of the non-
recognition provisions of IRC §1031. The calculation of gain from the sale or exchange of an asset is based in part on the
depreciation calculation associated with that particular asset.

Depreciation in the Internal Revenue Code (“Code’) is a means of allowing the taxpayer a reasonable deduction for the
exhaustion, wear and tear of business use property (not property held for personal use). When business use property is sold
or exchanged the Code requires the depreciation previoudy taken by the taxpayer to be “recaptured”. Upon the disposition of
the taxpayer's property depreciation recapture isthat portion of the gain subject to taxation to the extent the taxpayer recovers
the depreciation deducted in prior tax years. All business use property is subject to depreciation recapture. The recapture
provisions, however, are different depending on whether the asset being sold or exchanged isreal or personal property.

IRC 81250 property is generally defined as improved commercial real estate and is real property subject to a depreciation
deduction on the taxpayer’s return. The recapture provisions applicable to 81250 property are fairly complex but essentially
make a distinction between property placed in service by the taxpayer before 12/31/86 (“Pre '87 property”) and property
placed in service after that date (* Post *86 property”). Pre’87 property is 81250 property that generally used an accelerated
cost recovery method of depreciation.l For 81250 property any depreciation taken under ACRS in excess of the depreciation
that would be allowed under a straight-line cost recovery method is taxed as ordinary income and any gain attributable to
unrecaptured depreciation under straight-line depreciation (“unrecaptured 81250 gain”) is currently taxed at a 25% federal
tax rate.

The Tax Reform Act of 1986 €liminated accel erated depreciation and required all real property to use straight-line depreciation
under the modified accelerated cost recovery system (“MACRS’). Accordingly, most §1250 property is Post '86 property
and, thus, when it is sold or exchanged it is not subject to excess depreciation recapture (at ordinary income tax rates). As
with Pre’ 87 81250 property, unrecaptured §1250 gain on Post ' 86 property istaxed at a 25% federal tax rateand any gainin
excess of the depreciation taken is taxed at the current 15% federal capital gain tax rate.

Example:

Facts: Taxpayer transfers aPost 86 office building with an adjusted basis of $100,000 for afair market value of $1,000,000.
Over the years the Taxpayer has taken $500,000 in depreciation deductions.

i) Inanoutright sale the Taxpayer will recognize atotal gain of $900,000 ($1,000,000 - $100,000). $500,000 will be
unrecaptured 81250 gain taxed at 25%. $400,000 will be considered capital gain taxed at 15%.

i) Assume the Taxpayer’s building was a Pre ' 87 property and $200,000 of the depreciation was subject to recapture
as“excessdepreciation”. The Taxpayer will recognize $200,000 of depreciation recapture taxed as ordinary income
at the Taxpayer’'s margina tax rate. The remaining $300,000 of depreciation will be unrecaptured 81250 gain taxed
at 25% and the remaining $400,000 of gain will be considered capital gain taxed at 15%.

iii) 1f, however, the Taxpayer exchanges the building into another commercial real estate asset valued at $1,000,000 in
a 81031 exchange transaction he will defer al of the gain arising from the disposition of his office building.

IRC 81245 property isgenerally depreciable personal property, although the Code does classify certain typesof real property
placed in service prior to 1987 as §1245 property. Currently, 81245 property is only personal property used in atrade or
business. Dispositions of 81245 property that result in a gain are subject to depreciation recapture. Unlike 81250 property,
however, recaptured depreciation on 81245 property isnot entitled to apreferential lower tax rate. Under 81245 all depreciation
that has been taken on the subject property must be recaptured and taxed as ordinary income but only to the extent that gain
is recognized on the sale or exchange transaction. In a 81031 exchange transaction any recaptured depreciation will only be
taxed to the extent that 81031 requires taxable boot to be recognized. Any gain recognized in excess of the recaptured 81245
depreciation is considered a capital gain and is currently taxed at 15%.

BRrIEF ExcHANGE COMMUNICATIONS
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THE IMmPACT OF DEPRECIATION RECAPTURE ON EXCHANGES
(Continued)

Example:

Facts: Taxpayer disposes of a construction crane (81245 property) with an adjusted basis of $5,000 for afair market value of
$75,000. Sinceitsacquisition the Taxpayer has taken $45,000 in depreciation deductions as allowed under MACRS.

i) Inan outright sale the Taxpayer will recognize atotal gain of $70,000 ($75,000 - $5,000). Of that gain, $45,000
will be taxed as ordinary income to the taxpayer; the remaining $25,000 will be taxed as a capital gain at 15%.

ii) If the Taxpayer were to dispose of the crane in a 81031 exchange transaction for another crane with a value of at
least $75,000 no gain will be recognized.

iii) If, however, the Taxpayer were to dispose of the crane in a 81031 exchange transaction for another crane with a
value of only $60,000 then a $15,000 gain will be recognized as taxable boot in this exchange. It will be considered
depreciation recapture under 81245 and taxed as ordinary income at the Taxpayer’'s marginal tax rate.

Another important depreciation concept relatesto the correct method of depreciating property acquired in a§1031 exchange. In
January 2000 the | RSissued guidance on thistopic by requiring the exchanged bas s of replacement property to be depreciated
over the remaining recovery period by using the same depreciation method and convention asthat of therelinquished MACRS
property. Any excess basisin the replacement property isto betreated asanew asset and depreciated accordingly. Thismethod
—commonly referred to as “step in the shoes’ depreciation — remained in effect for four years.

In March 2004 the IRS revised the rules for step in the shoes depreciation to eliminate any tax advantage of acquiring
replacement property with alonger recovery period or dower accel erated depreciation method than the relinquished property
it replaced. Treas. Reg. 81.168(i)-6T requires exchanged basis to be recovered over the remaining life of the relinguished
property using the same method that was used for the relinquished property if the replacement property hasthe same or shorter
recovery period or the same or more accel erated depreciation method. Alternatively, the regulation requires exchanged basis
to be recovered over the remaining life of the replacement property utilizing the depreciation method of that replacement
property if it has alonger recovery period or a less accelerated depreciation method. In summary the IRS wins both ways.
Property acquired in an exchange must now be depreciated using the recovery period and method applicable to either the
relinguished or replacement property, whichever is less advantageous to the taxpayer.

Depreciation issuesare complex and arean integral part of calculating taxablegain. Itisimportant to understand the different
tax consequences of depreciation recapture and capital gain associated with real and personal property. For amore complete
understanding of the depreciation issues associated with the sale or exchange of an investment or business use property
Exchangers should consult with their legal and tax advisors.

1 An accelerated cost recovery system (“ACRS’) alows ataxpayer to deduct the largest portion of the property’s cost in the initial
years of its service. This depreciation method was intended to more accurately reflect the actual rate of diminution in value of the asset.

2 Exchange basisis equal to the adjusted depreciable basis of the relinguished property.
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MasTER LIKE-KIND EXCHANGE PROGRAMS

A traditional like-kind exchange transaction allows an Exchanger to defer the tax on the gain arising from the sale of busi-
ness use or investment property. Some assets, such as an off-lease automobile, when sold generate relatively low gain and
thus are not economically feasible to place in a single exchange transaction. If, however, the Exchanger disposes of many
of the same assets on a continual basis, a “master” like-kind exchange (“Master LKE”) program can be beneficial. A Mas-
ter LKE program is designed to extend the benefits of IRC §1031 to the ongoing exchange of a high volume of like-kind
personal property assets. Auto, truck, and equipment lessors as well as construction, trucking, and rental companies are
typical of the types of companies that can benefit from the implementation of a Master LKE program.

A Master LKE program offers several benefits to companies with regular and repetitive turnover of business assets. A
well designed program provides an efficient and affordable way for a company to reap tax benefits with minimal changes
to their business processes. The program provides significant tax deferral on aggregate annual gains. Capital available
for reinvestment can be maximized since the company’s tax liability is paid later rather than sooner. The Master LKE
program can also enhance competitiveness by allowing the tax savings benefits to be passed through to the customer thus
lowering pricing.

A Master LKE program is subject to and follows the provisions of IRC §1031. The program, however, is customized to
integrate into the Exchanger’s existing disposition and acquisition process while still meeting the §1031 requirements.
The following is a typical exchange process for a Master LKE program':

B Exchanger enters into a Master Exchange Agreement with a Qualified Intermediary (QI) to set up the program and
establish the necessary exchange funds, investment, and disbursement accounts.

B Exchanger enters into a contract to sell personal property (e.g. off-lease autos or trucks) to Buyer and assigns its
rights (but not its obligations) under the Sales Contract to the QI.

B To complete the sale, QI directs Exchanger to transfer (relinquished) property to Buyer and directs the Buyer to
transfer proceeds to the QI’s controlled exchange funds account.

B Exchanger enters into an agreement to purchase new (replacement) property from Seller and assigns its rights (but
not its obligations) under the Purchase Contract to the QI.

B Exchanger transfers any additional funds necessary to complete the purchase to the QI’s controlled disbursement account.

B To complete the acquisition, QI disburses funds to Seller and directs Seller to transfer (replacement) property to
Exchanger.

The following chart illustrates the benefits of a Master LKE program for an automobile leasing company that sells 1,000
partially depreciated off-lease vehicles per year. The cars are sold randomly throughout the year for $18,000 each. The
sale proceeds, when received, are used to acquire newly leased automobiles:

Exchange Sale
Fair Market Value $18,000,000 $18,000,000
Tax Basis (Assumed 38.4%) $ 6,912,000 $ 6.912,000
Recognized Gain -0- $11,088,000
Annual Tax Liability @35% -0- $ 3,880,800
Funds Available for Reinvestment $18,000,000 $14,119,200

A Master LKE program provides a significant opportunity for companies with a high volume of dispositions and acquisi-
tions to enjoy the benefits of tax deferral on their portfolio of sold assets. By deferring current taxes more cash is avail-
able to fund additional purchases. When structured correctly, a Master LKE program will minimally intrude upon the
company’s operations. Due to its complexity it is important for any Exchanger to consult with competent tax and legal
advisors before establishing and engaging in a Master LKE program.

! For a detailed listing of the requirements for a qualified Master LKE program see Rev. Proc. 2003-39 (2003-22 IRB 1).
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TENANCY IN COMMON INTERESTS - A REPLACEMENT
PROPERTY SOLUTION FOR EXCHANGES

Exchangers engaged in a like-kind exchange of real estate often face difficulty in finding replacement property to complete
their exchange. IRC §1031 allows the Exchanger only 45 days to identify replacement property. In addition §1031 requires the
replacement property to be located in the United States (assuming the relinquished property is in the U.S); have a value equal
to or in excess of the relinquished property for full tax deferral; and, must be acquired within 180 days of the closing of the
relinquished property. Although the definition of real estate in §1031 is expansive — all U.S. real estate is like-kind to all other
U.S. real estate - many Exchangers have a tough time complying with the time deadlines and other exchange requirements in
finding a satisfactory parcel to complete their exchange transaction. Corporate taxpayers are often in a position of not being
able to easily find real estate that meets the needs of §1031 as well as their other business considerations, such as location,
size, zoning, and cost. Similarly, individual taxpayers must consider geography, management issues, and investment value
when choosing a replacement parcel. These considerations, in addition to §1031°s strict requirements, are an ever-present
factor in real estate like-kind exchanges.

One possible satisfactory solution when an Exchanger cannot find an acceptable parcel for use as replacement property is
for the Exchanger to acquire a tenancy in common ownership interest in real property (“TIC property”) to satisfy the like-
kind requirement of §1031. In today’s marketplace, a TIC property is generally commercial real estate whose ownership
has been split into fractional shares. Exchangers, who are typically unaffiliated with each other, then own their respective
fractional shares, much like stock ownership. Each Exchanger as a tenant in common owns an undivided fee interest in the
property equal to his/her proportionate share of the real estate. In addition to his equity interest the Exchanger also acquires
a proportionate share of any non-recourse debt secured by the property. As a result, by acquiring an undivided fee interest
in real property the Exchanger complies with the like-kind replacement property requirement of §1031.

TIC ownership can be used for any type of real estate but most of these types of properties are shopping centers, strip malls,
office buildings, or other types of larger commercial real estate. Acquisition of a TIC property gives the Exchanger considerable
flexibility. Along with providing a means for a desperate Exchanger to complete his exchange, the TIC structure affords the
Exchanger the opportunity to acquire investment grade property, obtain a consistent monthly cash flow, and participate in any
appreciation without the necessity of purchasing the entire parcel. A TIC investment is passive and the property is professionally
managed. Financing, negotiating leases, payment of taxes and other responsibilities of ownership are all performed by the
property manager. The Exchanger need not even be located in the same geographic region as the TIC property.

TIC ownership is not for the casual investor. As with any real estate transaction it is important to “do your homework”.
Exchangers interested in acquiring a TIC property should consult their real estate advisor for a listing of TIC providers
(“sponsors”). The Exchanger should discuss their specific needs with the sponsor and obtain information about available
TIC properties. Before proceeding with the purchase, the Exchanger should feel comfortable with the sponsor’s advice and
thoroughly review the materials and information on the TIC property provided by the sponsor. Once the Exchanger has
decided upon his investment level and selected the appropriate TIC property, the TIC sponsor should then guide him through
the transaction, providing all necessary documentation and disclosures.

TIC ownership has been around for many years, but its use as a replacement property solution is relatively recent. Many real
estate brokers, syndicators, and investment companies offer some form of the TIC product. In recognition of the increased
interest in TIC’s, the IRS issued 15 guidelines to assist taxpayers in determining if their TIC ownership will qualify as
replacement property in an exchange. Revenue Procedure 2002-22 (2002-14 IRB 733). These guidelines address items such
as: the allowable number of co-owners; the right to transfer or encumber the interest; the proportionate sharing of profits,
losses, and debt; and, the ability of the co-owners to enter into a management or brokerage agreement for the property.

Most TIC sponsors have attempted to craft their TIC programs to substantially comply with the guidelines set forth in Rev.
Proc. 2002-22. An Exchanger considering the acquisition of a TIC interest to complete a tax deferred exchange should research
the various TIC sponsors to select a sponsor whose TIC program either complies with these guidelines or, in the alternative,
the sponsor for the TIC program can provide the Exchanger with an opinion of competent legal and tax counsel that the
structure of the TIC arrangement complies with the requirements of §1031. In addition, the Exchanger should consult with
their own competent legal and tax counsel to assure that the acquisition of a particular TIC interest as replacement property
satisfies the requirements for their exchange.

BRrIEF EXCHANGE COMMUNICATIONS
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EstiMATING THE CariTaL GAIN TAX
ON THE SALE OF INVESTMENT PROPERTY

An Exchanger/taxpayer should always consult with competent independent legal and/or tax advisors to determine the
applicability of any IRC §1031 tax deferred exchange benefits. The gain, not the profit or equity, from the transfer of
investment property is subject to the combination of federal and state capital gain taxes and federal taxes on the gain
due to the depreciation taken on the property. Remember, it is possible to have little or no equity in the investment
property being transferred and still owe taxes!

This formula is a guide to estimate the potential capital gain tax owed on the transfer of property:

1. First, calculate the Adjusted Basis:

Original Purchase Price $
Plus Non-expensed Improvements + $
Equals = $
Minus Depreciation Taken - $
Equals Adjusted Basis = $
2. Second, use the Adjusted Basis to determine the Capital Gain Tax:
Sales Price $
Minus Adjusted Basis - $
Equals = $
Minus Transaction Costs - $
Equals Total Gain on Sale = $
Times State Capital Gain Tax Rate X $
Equals State Capital Gain Tax = $ (A)
Times Federal Capital Gain Tax on
Gain Due to Appreciation X $
Equals Tax on Appreciation = $ (B)
Times Federal 25% Tax Rate on
Gain Due to Depreciation X $
Equals Tax on Depreciation Taken = $ ©)
Total of Taxes A + B + C Equals The
Capital Gain Tax Exposure = $ (*)

* This is the approximate amount of tax that is deferred by doing an IRC §1031 tax deferred exchange.
NOTE: The federal deduction for state taxes is not included in this calculation.
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EXCHANGE ADDENDUM

The following terms and conditions are hereby incorporated in and made a part of the agreement
dated

on property known as
executed by , Buyer [ | Seller [ |Other [ ]
and , Buyer [ | Seller [ |Other [ ]

By executing this Addendum the parties intend to modify their existing Agreement as below. All other provisions of

the existing Agreement shall remain in full force and effect.

1. INTENT TO EXCHANGE: IT IS THE INTENT OF
(“EXCHANGER”) TO UTILIZE THIS TRANSACTION AS PART OF A TAX DEFERRED EXCHANGE AS PROVIDED IN
INTERNAL REVENUE CODE SECTION 1031, AS AMENDED AND THE TREASURY REGULATIONS PROMULGATED
THEREUNDER.

2. EXCHANGE COOPERATION CILAUSE: SELECT THE APPROPRIATE COOPERATION CLAUSE.

(1 Buyer hereby acknowledges it is the intent of the Seller to effect an IRC Section 1031 tax deferred exchange which will not
delay the closing or cause additional expense to the Buyer. The Seller’s rights under this Agreement may be assigned to
Investment Property Exchange Services, Inc., a Qualified Intermediary, for the purpose of completing such an exchange.
Buyer agrees to cooperate with the Seller and Investment Property Exchange Services, Inc. in a manner necessary to complete
the exchange.

(d  Seller hereby acknowledges it is the intent of the Buyer to effect an IRC Section 1031 tax deferred exchange which will not
delay the closing or cause additional expense to the Seller. The Buyer’s rights under this Agreement may be assigned to
Investment Property Exchange Services, Inc., a Qualified Intermediary, for the purpose of completing such an exchange.
Seller agrees to cooperate with the Buyer and Investment Property Exchange Services, Inc. in a manner necessary to complete

the exchange.

3. ADDITIONAL TERMS:

4. TAXAND LEGAL ADVICE: The manner in which an exchange is structured will have significant tax and legal consequences.
The parties hereto should always consult with their tax and/or legal advisor regarding the structure and specific requirements of
an exchange. By signing below the parties hereto acknowledge a copy of this Addendum.

Signature Date Signature Date

Signature Date Signature Date

BRrIEF EXCHANGE COMMUNICATIONS

Investment Property Exchange Services, Inc. cannot provide advice regarding specific rax consequences. Investors considering an IRC §1031 tax deferred exchange
should seck the counsel of their accountant and attorney to obtain professional and legal advice. © 2006 Investment Property Exchange Services, Inc.

53





