Rules Around the

Identification & Replacement Property

The rules surrounding the identification and replacement property in 1031 Exchanges are critical to
understand when undertaking a like-kind exchange.

Identification Rules:

45-Day Identification Period: After selling the relinquished property, the
exchanger has 45 calendar days to identify potential replacement
properties in writing to a qualified intermediary (Ql). This period is strict
and starts on the day the relinquished property is sold.

Specific and Unambiguous Identification: The identification must be
specific and unambiguous. In other words, it must clearly describe the
replacement properties being considered. Ambiguity can lead to
disputes or disqualification of the exchange.

Three-Property Rule: The exchanger can identify up to three
replacement properties without regard to their combined fair market
value. This rule offers flexibility to explore multiple options.

200% Rule: Alternatively, the exchanger can identify any number of
replacement properties, but their total fair market value cannot exceed
200% of the fair market value of the relinquished property. This rule
provides greater flexibility but caps the total investment amount.

Replacement Property Rules:

Like-Kind Requirement: The replacement property must be
of like kind to the relinquished property. In real estate
exchanges, this is typically interpreted broadly, allowing for
exchanges of various types of real property, such as
residential for commercial or vacant land for rental property.

Value and Debt Requirements: The replacement property
should have a value equal to or greater than the relinquished
property, and the exchanger should acquire equal or greater
debt on the replacement property to what was relieved on
the relinquished property. Failing to meet these requirements
can result in the recognition of capital gains.

Same Taxpayer: The taxpayer who sold the relinquished property must be the same taxpayer acquiring
the replacement property. This ensures continuity in ownership.

Qualified Use: Both the relinquished and replacement properties must be held for qualified use in business
or investment purposes. Personal-use property does not qualify for a 1031 Exchange.

Understanding and following these rules is vital to the success of a 1031 Exchange, as non-compliance can
lead to the immediate recognition of capital gains taxes. Additionally, working with experienced
professionals, such as a qualified intermediary and tax advisors, can be invaluable in navigating the
complexities of the identification and replacement property requirements in a 1031 Exchange.
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