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Real estate investors who rely on Section 1031 of the Internal Revenue Code to defer their
capital gain and depreciation recapture taxes understand that timing is everything. The 45-day
identification period and 180-day exchange period are unforgiving, calendar-day deadlines
with no flexibility for weekends, holidays, or unforeseen circumstances. But there's an added
layer of complexity that catches many investors off guard: what happens when a 1031
exchange begins in one calendar year and doesn't conclude until the next year?

When a relinquished property closes late in the year, the standard 180 calendar day exchange
period can run headlong into the April 15 tax filing deadline for individuals, creating a

“ collision between two independent sets of rules. Investors who aren't prepared for this
overlap risk forfeiting valuable time in their exchange period, or worse, facing unexpected tax consequences on a
failed 1031 exchange. This guide walks through exactly what every real property investor needs to know about
these 1031 deadlines, how they interact with the tax filing deadlines for your federal income tax return, and the
planning steps that protect your tax-deferred status.

The 45 Calendar Day Identification Period

Forward 1031 exchange transactions begin with the closing of the sale of the relinquished property, which the IRS
treats as "Day Zero." From the day after closing, investors have exactly 45 calendar days to formally identify
potential replacement properties. This is not a flexible guideline; it's a hard deadline enforced without exception.

To satisfy the identification requirement, investors must submit a written notice that is signed by the investor and
delivered to their qualified intermediary, sometimes referred to as accommodator or facilitator or just Ql, no later
than midnight on the 45th calendar day. The identification must specifically describe each property
(unambiguous), using a common street address, legal description, assessor's parcel number (APN) or a metes and
bounds description. Notice to an attorney, real estate agent, or accountant acting purely as your representative
does not satisfy this requirement.

Investors must comply with one of three identification rules listed below:

o Three-Property Rule: Identify up to, but not more than, three (3) potential replacement properties,
regardless of their combined fair market value. The limit is on the number of identified properties and not
the total fair market value (FMV).

e 200% FMV Rule: Identify as many replacement properties as you like, provided their combined fair
market value doesn't exceed 200% of the relinquished property's sale price. The limit is on the total
identified fair market value and not the number of properties.

e 95% Reinvestment Rule: Identify any number of properties of any value, provided you ultimately acquire
at least 95% of the total fair market value identified.

Because the identification deadline falls on calendar days and includes weekends and holidays, a due date that
lands on a Saturday or federal holiday does not shift. Investors working with an experienced qualified intermediary
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benefit from 1031 specialists who track these dates precisely and can offer guidance around the clock, since delays
caused by uncooperative sellers, financing issues, or simple market scarcity can quickly consume the identification
window.

The 180 Calendar Day Exchange Period

Running concurrently with the 45-day identification period is the 180-day exchange period. Investors must close on
one or more of their identified replacement properties within 180 calendar days after the sale of the relinquished
property closes. It's important to understand that these two deadlines don't stack; the 45-day period is contained
within the broader 180-day window. Investors have 135 additional calendar days after the 45-day identification
deadline to complete the acquisition, giving the investor a total of 180 calendar days.

There is a critical nuance here that trips up many investors. The 180-day period is capped by whichever comes first,
either the 180th calendar day or the due date of the investor's federal income tax return (including extensions) for
the year in which the relinquished property was sold. This interplay between the exchange timeline and the tax
filing deadline is where straddling two tax years becomes a genuine planning concern.

Issues Surrounding Deadlines When the Relinquished Property Closes Between October 17
and December 31

When a relinquished property sale closes between October 17 and December 31, the standard 180-calendar-day
exchange period extends into the following tax year. For most individual taxpayers, the standard tax return filing
due date of April 15 will land before the end of the 180-day exchange period.

This creates a potential trap. Without further action, the exchange period could be cut short by the tax return filing
deadline rather than running its full 180 days. For example, an investor closing on a relinquished property on
October 31 would ordinarily have 180 calendar days to complete the exchange, which would land in late April of
the following year. However, if that investor files a standard tax return by April 15, the exchange period is
effectively truncated, potentially eliminating days the investor was counting on to close on the replacement
property purchase.

The solution is straightforward but easy to overlook. Investors initiating exchanges after October 17 must file
Form 4868 to request an automatic six-month extension of their tax return filing deadline. This extension does not
change the 180-day exchange deadline itself, but it removes the earlier tax-filing cutoff as a limiting factor,
preserving the investor's full 180-calendar-day 1031 exchange period.

Investors should coordinate closely with their tax preparer, CPA, or other advisors well in advance of year-end to
confirm whether an extension is necessary. Overlooking this step is one of the most common and most costly
mistakes in exchanges that cross tax years, since a truncated exchange period can mean the difference between a
successful deferral and a disqualified, fully taxable transaction.

Year-End Planning Issues When a 1031 Exchange Fails (Including Which Year the Failed
Exchange Is Taxable)

Not every exchange is completed successfully. An exchange may fail for a variety of reasons. The investor might be
unable to find and identify suitable replacement property within 45 days, or their identified properties may fall
through due to financing or inspection issues, or the acquisition simply isn't completed before the 180-day
deadline. When this happens, the qualified intermediary releases the exchange funds to the investor, and the
transaction becomes a taxable sale.

For exchanges that span two tax years, determining which year the resulting gain is taxable requires careful
attention. Generally, when an exchange fails and funds are returned to the investor, the gain is taxable in the year
the funds are actually received (or when they have the right to receive the funds), and not necessarily the year the
relinquished property was sold. For instance, an investor who sells a relinquished property in December, properly
identifies replacement property in the following January, but ultimately fails to close by the 180-day deadline in
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the subsequent year, will typically recognize the gain in the year the funds are released to them, which may be in
the following tax year.

This timing detail creates both a challenge and an opportunity. Investors facing a failed exchange that straddles
two tax years should discuss the following possibilities with their tax advisor:

e Confirming the exact date that the investor has the right to receive the exchange funds, since this
generally determines the applicable tax year.

e Evaluating whether an election is available to report the taxable gain in the year of sale rather than the
year funds are received, which may better align with the investor's overall tax position.

e Reviewing whether depreciation recapture tax is properly accounted for separately.

Because the funds held by a 1031 QI cannot be returned to the investor before January 1 of the following year
under the terms contained in the exchange agreement, investors nearing a year-end failure should plan proactively
for the tax implications rather than being caught by surprise months later during tax preparation.

How Section 1031 of the IRC Works in Conjunction with Section 453 of the IRC

When a 1031 exchange fails and funds are returned to the investor in a subsequent tax year, Section 453 of the
Internal Revenue Code (the installment sale rules) can offer meaningful flexibility. Rather than being forced to
recognize gain in the year of the original sale, an investor may qualify to report that gain using installment sale
treatment, recognizing the gain in the following tax year when the funds are actually received instead.

This interaction between Section 1031 and Section 453 becomes particularly relevant for exchanges that straddle
two tax years. If a relinquished property sale closes in one year but the exchange isn't resolved (successfully or
unsuccessfully) until the following year, installment sale treatment allows the investor to defer recognition of the
resulting gain to match the year the proceeds are actually received, rather than the year the original sale occurred.

There is an added layer of flexibility here as well. If an exchange results in "boot," meaning the investor receives
some taxable proceeds because not all exchange funds were reinvested into the replacement property, installment
sale rules may allow taxes on that boot to be paid in the year following the exchange rather than entirely in the
year of the original sale.

Investors can also elect to recognize the gain in the year of the original sale rather than deferring it under Section
453, which may be advantageous if the investor has offsetting losses or other tax considerations in that earlier
year. Given the technical nature of this election and its interaction with exchange timing, this is an area where
professional tax guidance is essential.

Other Issues That May Occur When a 1031 Exchange Straddles Two Tax Years

Beyond the core identification period, exchange period, and income tax return filing deadline interplay, investors
navigating an exchange across two tax years should be aware of several additional considerations:

Reporting on Form 8824: Regardless of when the replacement property is ultimately acquired, a successfully
completed 1031 exchange is reported on the tax return for the year in which the relinquished property was sold,
not the year the replacement property closes. Investors must ensure Form 8824 is filed with the correct year's tax
return and includes accurate depreciation schedules, timeline records, and transaction details.

State-level reporting requirements: Some states impose their own reporting obligations independent of federal
rules. California, for example, requires investors to file CA FTB Form 3840 to track gains deferred on an exchange
involving an out-of-state replacement property, since California does not conform to federal deferral treatment in
all circumstances. Investors conducting exchanges that straddle tax years should review the specific requirements
of every state involved in the transaction.
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Net Investment Income Tax (NIIT) considerations: While a successful 1031 exchange avoids the 3.8% Net

Investment Income Tax along with deferring capital gains and depreciation recapture tax, investors whose
exchange fails (or a partial exchange) and results in a taxable sale should factor NIIT into their year-end tax
planning, since it will apply to recognized gain based on the investor's income level.

Federally declared disaster extensions: In rare cases, the IRS grants extensions to the 45-day or 180-day deadlines
when the investor, the relinquished property, the replacement property, or the investor's tax advisor is located
within a federally declared disaster area. These extensions are governed by specific IRS revenue procedures and
should only be relied upon with confirmation from a qualified tax advisor.

Documentation discipline: Exchanges spanning two tax years require especially diligent recordkeeping. Investors
should maintain closing statements for both properties, the exchange agreement from their qualified
intermediary, depreciation schedules, and a detailed timeline log of every key date, since these documents are
essential not only for completing IRS Form 8824 accurately but for substantiating the exchange if ever audited or
examined by the IRS or state taxing authority.

Summary

A 1031 exchange that spans two tax years introduces timing considerations that go well beyond the standard 45-
day and 180-day deadlines. Investors closing a relinquished property sale after mid-October must pay close
attention to the interaction between their exchange period and their tax filing deadline and should file Form 4868
when necessary to preserve the full 180 days available to them. Those facing a failed exchange need to understand
which tax year the resulting gain belongs to, and how Section 453 installment sale rules may offer flexibility in
timing that recognition. Additional considerations, from state-specific reporting requirements to proper Form 8824
documentation, add further complexity to an already rigorous process.

Given the strict, uncompromising nature of these deadlines and the significant tax consequences of a misstep,
investors are well served by partnering with an experienced Qualified Intermediary and tax advisor from the outset
of their transaction. Careful planning, early engagement with professionals, and a clear understanding of how
these rules intersect can mean the difference between a successful tax deferral and an unexpected tax bill. If your
exchange is approaching a year-end closing or you have questions about how these deadlines apply to your
specific transaction, reach out to a qualified 1031 exchange advisory team for guidance tailored to your situation.

Frequently Asked Questions: 1031 Exchange Deadlines Across Two Tax Years

Which year's tax return do | file Form 8824 on when my 1031 exchange straddles two calendar years, and are
there additional state reporting requirements | need to know about?

A completed 1031 exchange is always reported on the federal tax return for the year in which the sale of the
relinquished property closed and not the year the purchase of the replacement property closes. File IRS Form 8824
with that year's return, even if the acquisition of the replacement property occurs in the following calendar year.

Some states, notably California, impose separate reporting obligations regardless of where the replacement
property is located.

Federal Form 8824 filing year — key rules:
e Report the exchange on the tax return for the year the relinquished property transferred to the buyer
e The replacement property closing date does not shift the reporting year

e IRS Form 8824 must include accurate timeline records, exchange agreement details, and information from
the closing and identification of replacement property notices

e If the exchange straddles two years, the income tax return for the year the sale of the relinquished
property closed may be due before the replacement property closes. In these cases, file IRS Form 4868 to
extend the tax return filing deadline and preserve your full 180-day exchange period
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California Form 3840 — state-level requirements:

e California does not fully conform to federal 1031 exchange deferral rules when the replacement property
is located outside California

e Investors who relinquish California property and acquire replacement property in another state must file
California Franchise Tax Board Form 3840 annually to track the deferred gain

e (California retains the right to tax that deferred gain if the out-of-state replacement property is eventually
sold without a qualifying new exchange

e  Failure to file CA FTB Form 3840 as required can result in penalties

Investors conducting cross-year exchanges should review the specific reporting requirements of every state
involved in the transaction. State conformity to federal Section 1031 rules varies, and obligations can persist for
years after the exchange closes. Consult a qualified tax advisor to confirm compliance with all applicable state and
federal filing requirements before submitting any return.

Can the 45-day or 180-day 1031 exchange deadlines be extended if a federally declared
disaster is declared?

Yes. A federally declared disaster is the only circumstance under which the IRS may extend the 45-day
identification period or the 180-day exchange period. If the President declares a federal disaster area, the IRS may
issue a relief notice granting additional time to investors whose exchanges are directly affected by the disaster.

To qualify for relief, the investor, their relinquished property, their replacement property, or their tax advisor must
be located within the federally declared disaster area. Extensions are not automatic. They are governed by specific
IRS revenue procedures, including Rev. Proc. 2018-58 (as amended or supplemented), and must be applied
correctly.

Key points investors should understand:

o Disaster extensions are narrow in scope: Personal hardship, financing delays, market conditions, or
health challenges do not qualify. Only a formal federal disaster declaration triggers potential relief.

e Confirmation is required: Investors should never assume they qualify for a disaster extension without
obtaining confirmation from a qualified tax advisor and verifying the applicable IRS revenue procedure.

e The standard rule remains absolute: Outside of a federally declared disaster, neither 1031 exchange
deadline can be altered, amended, or extended under any circumstances. Any attempt to backdate or
modify identification documents after the 45-day deadline constitutes tax fraud.

e Documentation matters: Investors seeking disaster relief should maintain records confirming their
connection to the affected area and the specific IRS guidance authorizing the extension

Why do documentation discipline and an experienced qualified intermediary matter more
when a 1031 exchange straddles two tax years?

When a 1031 exchange crosses two tax years, the margin for error shrinks considerably. Precise records and a
seasoned qualified intermediary protect your tax-deferred status by ensuring every deadline is tracked, every form
is filed correctly, and every cross-year complication, including Form 4868 and Form 8824, is handled without gaps.

e Form 8824 accuracy depends on your records: The exchange is reported on the tax return for the year
the relinquished property was sold (closed) and not the year the replacement property was purchased
(closed). Closing statements, the exchange agreement, the identification of replacement property form,
and a verified timeline log are all required to complete IRS Form 8824 accurately and substantiate the
exchange if the IRS ever questions it.

o Tax extension coordination requires advance action: Investors closing a relinquished property after
October 17 must file Form 4868 before the April 15 filing deadline to preserve the full 180-calendar-day
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exchange period (if needed). An experienced qualified intermediary identifies this requirement
proactively, not after the deadline passes.

Failed exchange timing is documented, not assumed: If an exchange fails across two tax years, the date
the investor has the right to receive the exchange funds determines when gain is recognized. Precise,
dated documentation of that requirement is essential for accurate reporting and for evaluating any
Section 453 installment sale election.

State-specific obligations add another documentation layer: States such as California require separate
filings, such as California Franchise Tax Form 3840, independent of federal reporting. An experienced
qualified intermediary familiar with multi-state exchanges ensures these obligations are identified and
met on time.



	The 45 Calendar Day Identification Period
	The 180 Calendar Day Exchange Period
	Issues Surrounding Deadlines When the Relinquished Property Closes Between October 17 and December 31
	Year-End Planning Issues When a 1031 Exchange Fails (Including Which Year the Failed Exchange Is Taxable)
	How Section 1031 of the IRC Works in Conjunction with Section 453 of the IRC
	Other Issues That May Occur When a 1031 Exchange Straddles Two Tax Years
	Summary
	Frequently Asked Questions: 1031 Exchange Deadlines Across Two Tax Years
	Which year's tax return do I file Form 8824 on when my 1031 exchange straddles two calendar years, and are there additional state reporting requirements I need to know about?

	Federal Form 8824 filing year — key rules:
	California Form 3840 — state-level requirements:
	Can the 45-day or 180-day 1031 exchange deadlines be extended if a federally declared disaster is declared?
	Why do documentation discipline and an experienced qualified intermediary matter more when a 1031 exchange straddles two tax years?

