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Exchange timeline begins when the relinquished
property sale closes. Exchangor has 45 days to

identify potential replacement property (and
improvements to be done), and 180 days to

substantially complete identified improvements
and take title to improved property

The taxpayer is not allowed to be in title to the
replacement property while improvements are
being done. Cascade Exchange Services form

a special purpose entity (an Exchange
Accomodation Titleholder, or "EAT") to hold

title to replacement property during the 1031

Step 2
Upon escrow closing, sales proceeds are
deposited into 1031 exchange account

Step 3

Step 5

Step 7
Improvements commence, and invoices are

paid using exchange funds

Step 4
Exchangor enters into contract to purchase
replacement property

Step 6
EAT uses exchange funds to purchase
replacement property

Step 8
Upon completion of improvements or 180th day
(whichever occurs first), EAT transfers title of
improved property to exchangor to complete
improvement exchange

Step 1
Taxpayer enters into contract to sell

relinquished property

Road Map of an
Improvement Exchange

An Improvement Exchange (also known as a "Build to Suit" Exchange) is a powerful strategy that allows
the Exchangor to make improvements to a replacement property, and utilize the value of those

improvements as part of a 1031 exchange. These improvements can be as simple as repairs to existing
structures or as complex as ground-up new construction. 
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IMPROVEMENT EXCHANGES 
 

“Real property still under construction may qualify as like-kind exchange property.” 
 

In some instances, the exchangor may identify a replacement property that 
requires renovation, or they may find a replacement property that has a value that 
is too low to meet the requirements of a tax-deferred exchange. As a result, an 
improvement exchange may best suit the needs of the exchangor. By performing an 
improvement exchange, the exchangor can purchase bare land and build new 
improvements, or they can remodel the existing improvements of the property that is 
being acquired. 
 

When identifying the replacement property for the exchange, the exchangor must 
identify the land as well as all contemplated improvements that will be completed during 
the 180-day time period. Only those improvements that are actually constructed during 
the 180-day exchange period quality as replacement property. The “value” of the 
replacement property will be the value of the replacement property plus all 
improvements that took place during the exchange period. 
 

During the 180-day improvement period, the Exchange Facilitator comes into title to the 
replacement property (as a special purpose LLC) and pays the contractor for 
improvements performed. Therefore, the exchange facilitator should enter into the 
construction contract with the contractor. As construction is commenced, the exchangor 
will request draws from the Exchange Value Account to pay for invoices produced by 
the contractor. At the end of the construction period, or the 180th day, the property is 
deeded from the Exchange Facilitator’s special purpose LLC to the exchangor. Planning 
is very important when structuring this type of exchange, as poor weather, construction 
delays and the time needed to acquire the necessary permits can cause delays. 
Financing can also be difficult when structuring this type of exchange, as the 
replacement property is deeded to the Exchange Facilitator’s LLC and not the 
exchangor. 
 

Improvement Exchange Concerns: There are only 180 days from date of sale to 
complete an exchange, and this same timeline applies to an improvement 
exchange! Remember that the taxpayer must be able to identify the replacement 
property and improvements within 45 days and build and acquire the property 
within 180 days. 
 

Are there any options to avoid an improvement exchange? 
Improve replacement property before the property is acquired through the exchange: 
Seller makes the improvements before closing. Taxpayer pays more for the 
replacement property because of the improvements added prior to closing. 
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Are there additional concerns or requirements with an improvement exchange? 
 

Financing 
Financing for the purchase of replacement property can be difficult, as the Exchange 
Facilitator’s LLC is acquiring title and not the exchangor. If the exchangor intends to 
acquire a loan with an institutional lender, they should make the lender aware of the 
improvement exchange, as many lenders will not provide financing for this type of 
transaction. Oftentimes private loans or cash work best with this type of structure. 
 

Environmental Issues 
If the replacement property has any known environmental defects, the LLC will not take 
title to the replacement property for liability purposes. Given this potential liability, CES 
may request a copy of environmental reports before proceeding with the exchange 
transaction. Additionally, the exchange documents contain an environmental indemnity 
and release agreement for both exchangor and seller to execute. 
 

Insurance 
During the time that the LLC is in title to the replacement property, CES will request that 
the exchangor add the LLC as an additional insured to the insurance policy. An all risk 
liability policy insuring not less than $1,000,000.00 must be furnished to CES before the 
purchase transaction is closed. 
 

Title Insurance 
If a title insurance policy is issued at closing, it will insure the LLC that acquires title at 
the time of closing. As a result, in most improvement exchanges the exchangor opts to 
hold the policy until the LLC deeds to the exchangor. However, the exchangor needs to 
be aware that they will have no title insurance during the exchange period. 
 

Additional Exchange Fee 
Improvement exchanges require much more oversight that a typical forward exchange. 
Depending on the specifics of each transaction, fees will vary. CES will be happy to 
consult with you regarding your contemplated exchange to discuss what fees you can 
expect to incur. 
 

Attorney/Accountant 
CES’ role is to provide efficient documentation for your exchange. CES cannot and 
does not give legal or accounting advice. Every exchange and every exchangor’s 
circumstances are unique. Therefore, when performing an improvement exchange it is 
very important to have an attorney and/or accountant to review your documentation and 
to help structure the exchange correctly. 
 

Note: If the replacement property is improved after property is acquired by taxpayer, the 
value of the improvements are not part of the exchange reinvestment value. This is not 
an improvement exchange. If remaining funds in the exchange account are used to 
improve property after the exchangor has acquired it, they are considered boot! 


