
In some cases, the replacement property requires 
new construction or significant improvements to be 
completed in order to make it viable for the specific 
purpose the Exchanger has intended for the property.
Such construction or improvements can be 
accomplished as part of the exchange process, with 
payments to contractors and other suppliers being 
made by the facilitator out of funds held in a trust 
account. Therefore, if the replacement property is of 
lesser value than the relinquished property at the 
time of the original transaction, the improvement or 
construction costs can bring the value of the 
replacement property up to an exchange level or 
value which would allow the transaction to remain 
completely tax deferred.  

One caveat to keep in mind is this, in order to avoid 
exchanging into property you already own, a violation 
in the eyes of the IRS, it is necessary for the Qualified 
Intermediary to hold title to the replacement 
property while the improvements are being made. 
This is done through the use of what the IRS terms an 
“Exchange Accommodation Titleholder”, which is 
generally a Limited Liability Company created by the 
Intermediary just for this purpose.

Once the improvements are complete and prior to the 
180th day of the exchange, the Qualified Intermediary 
either deeds the replacement property to the Exchanger, 
or assigns the ownership interest in the “Exchange 
Accommodation Titleholder” to the Exchanger.

IMPROVEMENT, 
CONSTRUCTION,
AND BUILD TO SUIT
EXCHANGES
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Replacement Property Improvement Exchange
(Forward Exchange)



Construction Exchange 
(Reverse Exchange)
In cases where the improvement requirement 
includes the complete constructions of the 
replacement property, in most cases the exchange is 
completed by using a reverse exchange structure 
where the replacement property is acquired via a loan 
from the Exchanger, with the title to the replacement 
property again being held by an “Exchange 
Accommodation Titleholder”, a Limited Liability 
Company created by the Qualified Intermediary, for 
the period while the construction is being completed. 
Generally, the ownership interest in the LLC is vested 
in the Qualified Intermediary while the management 
interest is vested in the Exchanger. Then when the 
ownership is subsequently assigned to the Exchanger, 
the Exchanger will own the LLC which already holds 
title to the improved replacement property. 

Prior to the 180th day, and in order to complete a 
successful exchange, it is expected that the Exchanger 
will be able to sell the relinquished property. When 
that property is sold, the exchange proceeds are 
wired to the Qualified Intermediary. Once the 
proceeds are received by the Qualified Intermediary, 
from those proceeds the loan made previously by the 
Exchanger for the purchase of the replacement 
property is repaid. Then, the deeding of the improved 
replacement property or the assignment of the 
“Exchange Accommodation Titleholder” is completed.

Build to Suit Exchange 
(Reverse Exchange)
In many cases, the timing required to complete an 
entire construction project will take the exchange far 
past the statute 180 day deadline available within 
the Internal Revenue Code Section 1031 safe harbor.

In these instances, the Exchanger has the option to 
structure an exchange outside of the Section 1031 
safe harbor, pursuant to successful case law which 
can allow up to 24 months for the completion of the 
replacement property construction.

These types of exchanges still require the use of an 
“Exchange Accommodation Titleholder” as well as 
extensive exchange planning and legal support.

If such an opportunity interests for a potential 
Exchanger they should only consider a non-safe 
harbor build to suit exchange with the assistance of 
an extremely experienced Qualified Intermediary who 
is properly trained and equipped to complete such a 
sophisticated exchange.

Reverse Exchange Fees 
Obviously, with the added planning, legal work, and 
“Exchange Accommodation Titleholder” logistics, the 
fees associated with reverse exchanges are 
considerably more than standard forward exchanges. 
For non-safe harbor build to suite exchanges, expect 
to pay a large exchange fee as well as engage an 
experienced tax attorney to ensure your 
documentation is complete and compliant.
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