Colorado QI Law
Provides Consumer Protection for Investors
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Colorado provides protections for real estate investors who utilize a qualified intermediary (“QI”) to complete a 1031 exchange
involving property located in the State. The QI Act establishes regulations governing QIs who participate in 1031 exchanges
involving investment property located in Colorado.
In enacting these rules, the Legislature responded to several recent cases involving QIs located in or doing business in Colorado that
resulted in significant financial losses for Colorado real estate investors. The first case involved a Breckenridge attorney who
sometimes served as a QI for real estate investors. “Royal” Scoop Daniel went missing in April of 2007 and absconded with
exchange proceeds estimated at over $500,000. The second case involved Investment Exchange Group (“IXG”) based in Denver.
IXG was one of several independently owned and operated QIs acquired by 1031 Tax Group, LLC, a holding company based in
Virginia controlled by Ed Okun, a Florida based real estate entrepreneur. Following 1031 Tax Group’s acquisition of IXG, the
holding company sought exchange funds from IXG to complete exchanges for clients of its other subsidiary QIs. When IXG
refused to cooperate and deposited its exchange funds with a Colorado court, 1031 Tax Group filed a petition for bankruptcy
protection. Losses to Colorado investors resulting from the 1031 Tax Group bankruptcy are estimated at $14 million dollars, but
total losses generated by 1031 Tax Group exceeded $132 million dollars. Finally, in November of 2008, a large national
QI, LandAmerica Exchange Services, Inc. (LandAm), a subsidiary of LandAmerica Financial Group, Inc., became unable to advance
cash to close transactions for its clients and filed for bankruptcy protection in New York. The funding difficulty appears to have
resulted from LandAm’s investment of exchange proceeds in certain investments that became illiquid in the recent financial
meltdown. Losses from LandAm’s failure are estimated at $420 million.
HIGHLIGHTS OF COLORADO’S 1031 EXCHANGE CONSUMER PROTECTION
The rules apply to QIs: (i) who maintain an office in Colorado, or (ii) located outside Colorado who teach classes or who participate
in exchange transactions involving the transfer of investment property located in the State. A QI subject to the QI Act must:
Change in Control: Notify all current clients of any change in control within two (2) business days after the date of the change.
Financial Insurance and Errors and Omission Insurance or Deposits: The QI must maintain adequate insurance specifically, a
Fidelity bond of at least $1 million and Errors and Omission (“E & O”) insurance of at least $250,000 or deposit cash or irrevocable
letters of credit in at least the amounts specified above.
Withdrawal Authorization: Requires both the QI and taxpayer’s authorization for the withdrawal of exchange proceeds on deposits
over $250,000.
Investment of Exchange Funds: Requires written notification from the QI to the taxpayer of the manner in which exchange
proceeds held on behalf of the taxpayer will be deposited and invested. These provisions also prohibit the commingling of
exchange proceeds among multiple taxpayers.
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Asset Preservation, Inc. (API) is a qualified intermediary as defined in the regulations under Internal Revenue Code §1031. Neither API, it’s officers or employees are authorized or permitted under applicable laws to provide tax or
legal advice to any client or prospective client of API. The tax related information contained herein or in any other communication that you may have with a representative of API should not be construed as tax or legal advice
specific to your situation and should not be relied upon in making any business, legal or tax related decision. A proper evaluation of the benefits and risks associated with a particular transaction or tax return position often
requires advice from a competent tax and/or legal advisor familiar with your specific transaction, objectives and the relevant facts. We strongly urge you to involve your tax and/or legal advisor (or to seek such advice) in any
significant real estate or business related transaction. © 2019 Asset Preservation, Inc. All rights reserved.

