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When a real estate investor identifies the perfect property to buy (replacement property) but
has not yet sold their current real property (relinquished property), standard tax-deferred
exchange rules can present a significant hurdle. The Internal Revenue Service (IRS) does not
allow taxpayers to own both the relinquished and replacement properties at the same time if
they wish to qualify for tax deferral treatment. Fortunately, the reverse 1031 exchange
provides a highly effective solution to this exact problem.

Legal, Tax and Financial Advice Critical

Reverse 1031 exchange transactions are complicated tax planning strategies that involve

. significant legal, tax and financial planning issues. Investors should always consult with
competent legal, tax and financial advisors prior to entering into and completing a reverse 1031 exchange
transaction. The Exeter Group of Companies does not provide any kind of legal, tax or financial advice. This guide
to reverse 1031 exchange transactions is intended to serve merely as a brief and concise overview and is not
intended to serve as specific or comprehensive legal, tax or financial advice.

This comprehensive guide explores the structural nuances, legal and regulatory requirements, and strategic
benefits of executing a reverse 1031 exchange. By understanding these exact parameters, investors can navigate
these complex real estate transactions with confidence.

Understanding the Reverse 1031 Exchange

A reverse exchange is a sophisticated variation of the tax-deferred exchange governed by Internal Revenue Code
Section 1031. Unlike a traditional (forward) tax-deferred exchange—in which the relinquished property is sold
before acquiring the replacement property—a reverse 1031 exchange allows an investor to close on the purchase
of their replacement property before closing on the sale or disposition of their relinquished property.

Because investors cannot own both the relinquished and replacement properties simultaneously, a specialized
legal structure is utilized to temporarily hold, or "park," legal title to one of the properties. This ensures investors
remain in full compliance with the tax code, IRS regulations, and IRS rulings while securing their new investment
real estate.

The reverse 1031 exchange is a sophisticated transaction requiring precise coordination. It relies heavily on
structured agreements to bridge the timeline gap between the acquisition of the replacement real estate and the
eventual sale of the relinquished property. When executed correctly, it offers unparalleled flexibility for real estate
investors.

Strategic Benefits for Real Estate Investors

Utilizing a reverse 1031 exchange strategy offers significant advantages that protect both the investors’ financial
interests and their real estate portfolio. The primary benefit is the ability to immediately secure an ideal
replacement property without waiting for their current property to sell. This is especially critical in highly
competitive real estate markets where premium properties move quickly.
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Securing the Right Property: By enabling the investor to acquire and lock in a high-value or strategically important
asset immediately, reverse exchanges help ensure the investor can complete their desired investment with
minimal risk of losing the property to another buyer.

Market Protection: Volatile or rapidly moving markets, tight inventory markets, and/or high-interest rate
environments, can undermine forward exchanges if relinquished properties do not sell in time. A reverse 1031
structure eliminates pressure to quickly accept lower offers or otherwise take losses.

Maximizing Value and Tax Deferral: The ability to time the sale of the relinquished property for optimal market
conditions allows investors to seek the best transaction terms, maintain strong bargaining power, and fully realize
the tax-deferral benefits under IRC Section 1031.

Flexible Transaction Solutions: Reverse exchanges are especially attractive in scenarios involving build-to-suit
construction, complex upgrade requirements, or portfolio realignments with inflexible timelines. Furthermore, this
strategy protects the value of their existing assets. By securing their new investment property first, investors gain
the time necessary to market their current property effectively and command the highest possible purchase price.

The "Parking Arrangement"” Component

To facilitate a safe and compliant transaction, the IRS established specific safe harbor guidelines under Revenue
Procedure 2000-37. This procedure outlines the creation of a "parking arrangement." The safe harbor guidelines
require strict adherence to the rules set forth in Rev. Proc. 2000-37.

Investors must use an exchange accommodation titleholder or EAT, such as Exeter Asset Services Corporation
(ExeterAsset™), to administer the parking arrangement. The EAT is a third-party entity that will acquire and hold
or “park” legal title to either the replacement property or the relinquished property during the interim exchange
period. This exchange accommodation titleholder ensures IRS safe harbor treatment and allows investors flexibility
in both the acquisition and disposition timing.

A reverse exchange actually consists of two distinct components operating together: the parking arrangement
itself, and a concurrent standard 1031 exchange executed at either the front end or the back end of the
transaction.

This creates two primary structural options for investors:

Exchange Last (Replacement Property Parked): In this structure, the titleholder acquires and parks legal title to the
new replacement property. Once the investor sells their current relinquished property, the transaction concludes
with investors acquiring the parked replacement property from the titleholder. The parking arrangement occurs at
the beginning of the transaction, and the actual exchange happens at the end of the entire transaction. This is by
far the most common and preferred structure for real property investors.

Exchange First (Relinquished Property Parked): Here, the titleholder acquires and holds or parks legal title to the
investor’s relinquished property to be sold. Investors acquire the new replacement property immediately (the
exchange happens at the front end of the transaction). The titleholder then concurrently acquires and holds or
“parks” legal title to their current property until it is eventually sold to a third-party buyer. The actual exchange
occurs at the very beginning of the entire transaction. This structure is used primary when the lender will not allow
the exchange accommodation title holder to hold title to the replacement property.

Strict Observance: Compliance with IRS documentation and reporting rules is imperative at each step of the
process to ensure safe harbor protection and successful tax deferral.
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Defining Crucial Roles: The Q|, EAT and Legal Titleholder

Central to the reverse 1031 exchange is the use of third-party entities to serve as the qualified intermediary,
exchange accommodation titleholder, and legal title holder during the parking arrangement. The roles of these
third-party entities are defined as follows:

Qualified Intermediary (Ql): The qualified intermediary, Exeter 1031 Exchange Services, LLC (Exeter1031™), is an
independent third party who facilitates the 1031 exchange transaction, holds and safeguards the net proceeds
from the sale of the investor’s relinquished property to prevent "constructive receipt" or “actual receipt” of the
1031 funds, ensuring tax-deferred exchange treatment. The QI prepares the documentation, works with the
investor’s closing agents, holds funds in a qualified trust account (through Exeter Trust Company (ExeterTrust™)),
and manages the exchange process according to IRS regulations and rulings. The qualified intermediary will work
closely with the exchange accommodation titleholder in a reverse exchange. The exchange accommodation
titleholder is often an affiliate of the Ql.

Exchange Accommodation Titleholder (EAT): The exchange accommodation titleholder, Exeter Asset Services
Corporation (ExeterAsset™), is an independent third-party that administers the parking arrangement when legal
title to real estate is required to be acquired and held or “parked” as part of a reverse, improvement or leasehold
improvement 1031 exchange. The EAT is responsible for acquiring, holding, and later conveying legal title of, the
parked property during the exchange period. The EAT must have the financial wherewithal, regulatory oversight,
and operational integrity to fulfill its duties without exposing the investor’s assets to unnecessary risks.

Legal Title Holder: The best practice in structuring a parking arrangement is for the exchange accommodation
titleholder to form a brand-new special purpose entity (SPE) that will serve as the actual legal title holder of the
parked property on behalf of the EAT. The SPE is generally a single-member limited liability company (SMLLC) and
disregarded entity that is owned solely by the exchange accommodation titleholder.

Investor: The investor or true property owner retains the economic benefits from the parked asset, including
collecting any revenues generated by the property, paying any expenses related to the parked property, and
reaping the benefits of any capital appreciation of the property, during the parking arrangement. This is
accomplished with the legal title holder entering into an absolute net lease with the investor.

The Necessity of Separate Special Purpose Entities

A reliable and reputable qualified intermediary (Exeter1031™) and exchange accommodation titleholder
(ExeterAsset™) will always establish a new and separate special purpose entity (SPE) to be used exclusively for the
investor’s specific transaction. This SPE acts as the legal title holder, ensuring the parked property is completely
isolated from outside liabilities. The legal title holder should be used one time and only one time; it should never
be reused on any other client transaction. This structure assures the parked property is held separate from the
EAT’s corporate assets and other clients’ parked properties.

Risks of Commingling: Some qualified intermediaries aggregate multiple clients’ properties into the same shared
entity for convenience and cost savings. This practice greatly increases legal exposure; if one client’s property
inside the shared entity becomes subject to litigation, environmental action, liens, judgments, or foreclosure, every
property within the commingled entity can be affected. Comprehensive security for the parked assets demands a
Ql and EAT who always use separate SPEs for every client’s reverse 1031. Investors must absolutely avoid working
with any intermediary or exchange accommodation titleholder that holds all parked properties in a single,
commingled entity. A dedicated SPE provides the essential firewall to protect investors’ properties.

Critical Documentation and Absolute Net Lease Agreement

Executing a safe harbor reverse 1031 exchange requires highly specific, legally binding documentation to establish
the relationship between the investor, qualified intermediary, exchange accommodation titleholder and legal title
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holder. The core document is the Qualified Exchange Accommodation Agreement (QEAA). The QEAA clearly
outlines the terms, conditions, and intent of the parking arrangement, proving to the IRS that the transaction is a
valid reverse exchange rather than just a standard purchase of real estate.

Coupled with the Qualified Exchange Accommodation Agreement is an absolute net lease agreement. The title
holding entity enters into an absolute net lease to lease the parked property to the investor for the duration of the
parking arrangement. This vital document allows the investor to retain practical control of the asset, ensuring that
the investor can operate the property seamlessly while the EAT merely holds legal title through the special
purpose entity.

Strict Deadlines and Due Dates

Reverse 1031 exchanges are bound by the exact same stringent statutory deadlines as standard delayed
exchanges. There are no exceptions or extensions granted for these timeframes. From the day the parked property
is transferred to the legal title holder, the clock begins ticking on their transaction.

First, investors are subject to the same 45-calendar day identification rule. Investors have exactly 45 calendar days
to formally identify the property to be relinquished (in an exchange last structure). Second, investors must meet
the 180-calendar day exchange period. The entire transaction, including the sale of their old property and the final
transfer of the parked property, must be completely finalized within 180 calendar days from the date that the
parked property was acquired and parked by the exchange accommodation titleholder.

Navigating Structure Considerations and Lender Concerns

Choosing between an exchange last and an exchange first structure is rarely a simple preference; it is almost
always dictated by the lender's underwriting requirements. Navigating these lender issues early in the process is
vital for a smooth, successful closing. Traditional lenders, often referred to as conduit lenders, will rarely
cooperate with an exchange last structure.

In an exchange last structure, the EAT holds legal title to the new replacement property through the legal title
holder. The lender must be willing to either make a loan directly to the EAT or make the loan to the investor while
allowing the EAT to hold legal title. Many traditional lenders struggle with this concept, making specialized
financing coordination necessary, such as the use of hard money, private money, asset-based, credit union or life
insurance lenders.

Conversely, in an exchange first structure, the EAT takes legal title to the investor’s relinquished property to be
sold. This allows the lender to make a loan directly to the investor for the new property. However, transferring
their old property to the EAT may trigger a "due on sale" clause with their existing lender.

Permitted Interim Activity During Parking Arrangement

While the EAT officially holds legal title to the parked property, investors are not disconnected from their
investment. Through the provisions of the absolute net lease, investors maintain practical control over the real
estate. Investors essentially operate the property as if investors already owned the property.

During this interim period, investors are fully permitted and expected to manage all daily operations. This includes
collecting rental income, paying property taxes, covering maintenance expenses, and managing tenant relations.
Investors can even oversee major construction or capital improvements on the parked property (replacement
property only) while it awaits the final exchange.

Tax Reporting Requirements

Understanding how to report the reverse 1031 exchange to the IRS is crucial for maintaining the tax-deferred
exchange status. The timeline for reporting is driven entirely by the closing date of the sale of the relinquished
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property. Investors must report the reverse exchange in the specific tax year in which the sale of the relinquished
property closed.

This means that even if the EAT acquires the parked property and the parking arrangement begins in one calendar
year, the reporting of the 1031 exchange transaction is reportable in the following tax year if the sale of the
relinquished property does not close until the following tax year. The tax reporting for the reverse 1031 strictly
relies on the completion date of the relinquished property's sale.

Strict Insurance Requirements

Protecting the parked asset through proper insurance coverage is a non-negotiable requirement of the QEAA and
the parking arrangement. Because the title holder holds legal title to the property, they carry the primary liability
risk if an incident occurs on the premises.

To safely execute the transaction, investors must obtain comprehensive property and liability insurance for the
parked real estate. This policy must specifically name the legal title holder as the primary insured party. The
investor should be named as the additional insured since they also have an insurable interest. This precise
insurance structure protects all parties involved and ensures full compliance with the exchange agreements.

The Critical Need for Proven Expertise and Experience

Reverse 1031 exchanges are incredibly complex, highly structured legal transactions that leave absolutely no room
for error. A minor oversight in documentation, a flaw in entity structure, or a missed deadline can result in a
disqualified exchange and a taxable transaction. This failure instantly triggers severe, immediate tax liabilities that
investors were attempting to avoid.

Working with a highly experienced qualified intermediary and exchange accommodation titleholder is critical to
their success. Investors need an advisory team with significant expertise and experience, a proven track record in
safe harbor reverse exchanges, and strong regulatory oversight. By partnering with dedicated professionals who
prioritize precision and factual compliance, investors ensure their transaction is secure, reliable, and executed
flawlessly from start to finish.

Frequently Asked Questions (FAQs) on Reverse 1031 Exchanges

What is a reverse 1031 exchange?

A reverse 1031 exchange allows investors to acquire and close on the purchase of one or more replacement
properties before they close on the sale of their current real estate (relinquished property). The Internal Revenue
Service (IRS) strictly prohibits taxpayers from owning both the relinquished and replacement properties at the
exact same time if they want to defer taxes. To solve this problem, there is an IRS-approved legal structure called a
"parking arrangement." An independent third-party known as an exchange accommodation titleholder temporarily
holds legal title to one of the properties until the sale of the relinquished property has been completed.

What are the main benefits of a reverse 1031 exchange?

This tax strategy allows real property investors to secure the perfect replacement property immediately. Investors
do not have to wait for their current property to sell first, which protects the investors in a highly competitive real
estate market. Furthermore, this approach prevents investors from having to sell their existing property at a steep
discount just to meet standard exchange deadlines. Investors gain the necessary time to market their current asset
properly and command the highest possible purchase price.

How do the exchange last and exchange first structures differ?
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To facilitate the parking arrangement, an exchange accommodation titleholder (EAT) must hold acquire and hold
legal title to either the replacement property or the relinquished property. The structure investors choose typically
depends on the underwriting requirements of lender:

Exchange Last: The EAT holds legal title to the investor’s new replacement property. Once the investor sells their
current property, the investor completes the reverse 1031 by acquiring the new property from the EAT.

Exchange First: The investor acquires his or her new replacement property immediately. The EAT takes and holds
legal title to investors old property and parks it until a third-party buyer purchases it.

What are the strict deadlines for a reverse 1031 exchange?

Reverse 1031 exchanges follow the exact same statutory deadlines as standard delayed exchanges. The IRS grants
no extensions for these timeframes. From the specific day the EAT takes title to the parked property, two rules

apply:

45-Day ID Rule: Investors have exactly 45 calendar days to formally identify the relinquished property to be sold in
the exchange (only needed in an exchange last structure).

180-Day Exchange Rule: Investors must complete the entire exchange transaction, including the final sale of
investors’ old property and the transfer of the parked property, within 180 calendar days.

Why is working with an experienced qualified intermediary critical?

Reverse 1031 exchanges are complex legal transactions that leave no room for error. A minor mistake in investors
documentation, a flaw in the entity structure, or a missed statutory deadline can disqualify the investors’ exchange
and trigger immediate, severe tax liabilities. Investors need a trusted and qualified intermediary with extensive
expertise and experience, strict regulatory oversight, and a proven track record in safe harbor transactions. Our
dedicated 1031 Exchange advisory team ensures investors’ transaction remain in full compliance with IRS
guidelines, providing investors with complete security and peace of mind.
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