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1031 Exchange Section Outline1031 Exchange Section Outline
Overview of Overview of IRC Section 1031IRC Section 1031
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IRC Section 1031IRC Section 1031
Nonrecognition of Gain or LossNonrecognition of Gain or Loss
From Exchange Solely of KindFrom Exchange Solely of KindFrom Exchange Solely of KindFrom Exchange Solely of Kind

NN ii ll h llh ll bb i di d hhNoNo gaingain oror lossloss shallshall bebe recognizedrecognized onon thethe
exchangeexchange ofof propertyproperty heldheld forfor productiveproductive

ii dd b ib i ffuseuse inin aa tradetrade oror businessbusiness oror forfor
investmentinvestment ifif suchsuch propertyproperty isis exchangedexchanged

l ll l ff ff liklik ki dki d hi hhi h iisolelysolely forfor propertyproperty ofof likelike--kindkind whichwhich isis toto
bebe heldheld eithereither forfor productiveproductive useuse inin aa

dd b ib i ff ii A
P
I

tradetrade oror businessbusiness oror forfor investmentinvestment..



IRC Section 1031: ExceptionsIRC Section 1031: Exceptionspp

Stock in trade or other property held Stock in trade or other property held 
primarily for saleprimarily for saleprimarily for saleprimarily for sale

Stocks, bonds, or notesStocks, bonds, or notes

Other securities or evidences of Other securities or evidences of 
indebtedness or interestindebtedness or interest

Interests in a partnershipInterests in a partnership

Certificates of trust or beneficial interestCertificates of trust or beneficial interest

Choses in actionChoses in action
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LikeLike--Kind RequirementsKind Requirementsqq

Real Property for Real PropertyReal Property for Real Property

Picture of Different 
Types of propertiesyp p p
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LikeLike--Kind RequirementsKind Requirementsqq

LikeLike--kind refers to the nature or kind refers to the nature or 
character of the property, not its grade or character of the property, not its grade or 

liliquality.quality.

Th  ’  i   b   h ld h  Th  ’  i   b   h ld h  The taxpayer’s intent must be to hold the The taxpayer’s intent must be to hold the 
relinquished and the replacement relinquished and the replacement 
property for investment  or for productive property for investment  or for productive property for investment, or for productive property for investment, or for productive 
use in a trade or business.use in a trade or business.

Foreign real property is not likeForeign real property is not like--kind to kind to 
U.S. real property.U.S. real property.
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“Like“Like--Kind” Property IssuesKind” Property Issuesp yp y

H ldi  P i d IH ldi  P i d IHolding Period Issues:Holding Period Issues:

There is no safe holding periodThere is no safe holding period.

Time is only one of many factors that IRS can look at to 
determine an intent to hold for investment  determine an intent to hold for investment. 

Guidelines:

A) PLR 8429039 – a holding period of two years 
was considered sufficient.

B) Minimum of one year – taxpayer will reflect in 
two tax years. Also, in 1989, Congress had 
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The Delayed ExchangeThe Delayed Exchangey gy g

SALE PURCHASE

TAXPAYER

BUYER QUALIFIED 
INTERMEDIARY$

SELLER
$$

0 45 180Identification 
Period

Total Exchange Period
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180 days or day tax return is due            Calendar days         No extensions available



Time RequirementsTime Requirementsqq

4545--Day Identification Period:Day Identification Period:
The taxpayer must identify potential replacement The taxpayer must identify potential replacement 

hh
p y y p pp y y p p

property(s) by midnight of the 45property(s) by midnight of the 45thth day from the day from the 
date of sale.date of sale.

180180--Day Exchange Period:Day Exchange Period:
The taxpayer must acquire the replacement The taxpayer must acquire the replacement The taxpayer must acquire the replacement The taxpayer must acquire the replacement 
property by midnight of the 180property by midnight of the 180thth day, or the date day, or the date 
the taxpayer must file its tax return (including the taxpayer must file its tax return (including 

t i ) f  th   f th  t f  f th  t i ) f  th   f th  t f  f th  extensions) for the year of the transfer of the extensions) for the year of the transfer of the 
relinquished property, whichever is earlier.relinquished property, whichever is earlier.
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Identification RulesIdentification Rules

ThreeThree PropertyProperty RuleRule:: TheThe taxpayertaxpayer maymay identifyidentify upupThreeThree PropertyProperty RuleRule:: TheThe taxpayertaxpayer maymay identifyidentify upup
toto threethree propertiesproperties ofof anyany fairfair marketmarket valuevalue..

200200%% RuleRule:: TheThe taxpayertaxpayer maymay identifyidentify anan unlimitedunlimited
numbernumber ofof propertiesproperties providedprovided thethe totaltotal fairfair marketmarket

ll ff llll titi id tifi did tifi d dd tt ddvaluevalue ofof allall propertiesproperties identifiedidentified doesdoes notnot exceedexceed
200200%% ofof thethe fairfair marketmarket valuevalue ofof thethe relinquishedrelinquished
propertypropertypropertyproperty..

9595%% RuleRule:: IfIf thethe taxpayertaxpayer identifiesidentifies propertiesproperties inin9595%% RuleRule:: IfIf thethe taxpayertaxpayer identifiesidentifies propertiesproperties inin
excessexcess ofof bothboth ofof thethe aboveabove rules,rules, thenthen thethe taxpayertaxpayer
mustmust acquireacquire 9595%% ofof thethe valuevalue ofof allall propertiesproperties
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Identification RequirementsIdentification Requirementsqq

Identification must be:Identification must be:

Delivered to the Qualified Intermediary or a Delivered to the Qualified Intermediary or a Delivered to the Qualified Intermediary or a Delivered to the Qualified Intermediary or a 
party related to the exchange who is not a party related to the exchange who is not a 
disqualified persondisqualified persondisqualified persondisqualified person

Made in writingMade in writing

Signed and dated by the taxpayerSigned and dated by the taxpayer

Unambiguously describe the propertyUnambiguously describe the propertyUnambiguously describe the propertyUnambiguously describe the property

Received by midnight of the 45Received by midnight of the 45thth dayday
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The Exchange EquationThe Exchange Equationg qg q

Two Requirements for Full Tax Deferral:

Reinvest all net equity

Acquire property with equal or greater debt 

Exception: A reduction in debt can be offset p
by the taxpayer adding additional cash
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For more For more informationinformation::

San Diego San Diego –– Orange :877Orange :877--264264--36333633

Nationwide TollNationwide Toll--Free:Free: 800800--282282--10311031

www.www.apiapiexchange.comexchange.com
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