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Holding Requirements in a 1031 Exchange

Internal Revenue Code Section 1031 allows deferment of capital gains taxes on real property used in trade or business or held for investment

How Long Must | Own My Relinquished and Replacement Properties to Qualify for a 1031 Exchange?
The simple answer? The longer, the better.

Unfortunately, there is no "safe harbor" holding period that automatically qualifies property for a 1031 exchange.
The Internal Revenue Code requires only that both the relinquished property and the replacement property be
held for investment or for productive use in a trade or business. The length of time you own the property is just
one of many factors the IRS considers when determining whether the required investment intent existed.

In one Private Letter Ruling (PLR 8429039), the IRS indicated that a two-year holding period would be sufficient
under the specific facts presented. While a Private Letter Ruling applies only to the taxpayer who requested it
and does not establish legal precedent for other taxpayers, many tax advisors consider two years to be a con-
servative holding period, provided no other significant facts contradict the property's investment purpose.

Other advisors believe a holding period of at least 12 months may be sufficient in many circumstances. This rec-
ommendation is generally based on two considerations:

1. Holding the property for 12 months or longer typically allows it to be reported as investment property on
two separate tax returns, supporting the taxpayer's investment intent.

2. In 1989, Congress proposed a one-year minimum holding period for both relinquished and replacement
properties. Although the proposal was never enacted into law, some tax professionals view it as a reasonable
guideline.

Ultimately, there is no definitive answer to how long a property must be held before it qualifies for a 1031 ex-
change. What matters most is the taxpayer's intent at the time the property was acquired. If the property was
purchased with the intention of holding it for investment or business purposes, and the surrounding facts sup-
port that intent, the exchange is more likely to qualify.

When in doubt, maintain clear evidence of your investment intent and hold the property for as long as your in-
vestment objectives reasonably allow.
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