
 
 

 
 

 
 
 

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.  
 
Option 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.    
 
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!   
 


