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There's a great deal of
misunderstanding regarding 1031
exchanges and related parties.
When completing a standard
delayed exchange, the taxpayer sells
a "relinquished" property and then buys a "replacement" property
to complete the exchange.  Although the taxpayer can sell their
relinquished property to anyone, there are rules that restrict them
from buying the replacement property from a related party.  Much
of the confusion regarding this area comes first from the definition
of "related party" and secondly from which side of the exchange-
the relinquished or replacement- that the related party factors in.
 
What is meant by "related parties"?  For purposes of the like-kind
exchange rules, the comprehensive definition is found by combining
related parties as defined under IRC section 267(b) and section
707(b). Putting these two sections together, related parties include
the following:
 

 Family members (siblings, spouses, ancestors, and lineal
 descendants);
 An individual and an entity (corporation or partnership)
 where the individual owns either directly or indirectly more
than 50% of the value of the entity;
 Two entities in which the same individual owns directly or
 indirectly more than 50% of each;
An estate in which the taxpayer is either the executor or
beneficiary of the estate; and
A trust in which the taxpayer is the fiduciary and the related
party is a beneficiary either of that same trust or a related
trust or a fiduciary of a related trust.

Falling under the definition of a "related party" doesn't necessarily
mean that you cannot be a party to an exchange.  It ultimately
depends upon the role you play in the whole transaction.  On the
selling side or relinquished part of the transaction, it is allowable to
sell to a related party.  There is a common misunderstanding 
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Is it advisable to have exchange language in my purchase
and sale agreements?
 

Yes, we highly recommend it.
Though the 1031 regulations do
not make this a requirement, it is
wise to put the other party on
notice that this transaction may be
part of a 1031 exchange. In this

way, you can head off any objections to any necessary 1031
paperwork that could involve them.  Visit our blog post for
more information on this topic.

 

ADE - Our mission is to help clients maximize the benefits of
1031 exchange transactions .  The innovative techniques
and proprietary process we have developed set us apart.
 
A key element in a successful exchange is locating and
acquiring the right replacement property.  Our affiliate
company,  Strategic Real Estate Investment Solutions
(SREIS), provides NNN, opportunistic and customized
replacement property choices.
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