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John called to tell me that he had just sold his farmland, and asked how long he had to invest the 
money to avoid paying income taxes. I asked him if he had received a check at the closing and if 
he had the money in the bank.  
 
“Yep,” John replied, “is that a problem?” 
 
It was. 
 
What John wanted to accomplish was to trade his farm for another piece of real estate, a 
transaction commonly known as a Section 1031 exchange. Under Section 1031 of the IRS code, 
when property is exchanged for like-kind property, the income tax due on the sale of the original 
property is postponed until the property acquired in the trade is sold. Trading cars or machinery 
is an example of a like-kind or Section 1031 exchange. Most people in the farming community 
are aware that real estate can be exchanged for real estate under these rules; it is, in fact, a 
procedure often used to acquire farmland,  and often to the dismay of active farmers bidding 
against an exchanger for a neighboring farm. 
 
In the case of a car or machinery trade, the transaction is straightforward. One piece of 
equipment is exchanged for another, and normally there is some cash or “boot” that changes 
hands in the transaction as well, to make the trade fair to both parties. The trade and the payment 
of the boot occur at one point in time. In the case of real estate, however, the exchange often 
occurs over a longer period of time, and often there are more than two parties involved. When 
these types of exchanges occur, there are a set of rules that must be strictly adhered to. 
 
Follow Proper Procedures 
First, all real estate held for income or investment qualifies as like-kind property. Thus, for 
example, John could have exchanged his farmland for other farmland, or an apartment building 
or an office building. A personal residence does not qualify for Section 1031 under most 
circumstances. 
 
Second, the exchanger must identify within 45 days of giving up the old property, the property to 
be received in the exchange.  
 
Third, the exchanger normally has 180 days after the sale of his old property to receive the new 
like-kind property. During this time, the proceeds from the sale of the old property must be held 
by a third party, called a “qualified intermediary,” who eventually disburses the funds to the 
seller of the acquired property. If the exchanger takes possession of the proceeds from the sale of 
the old property, as John did in our example above, he is no longer eligible for Section 1031.  
 



The 180 day time frame does not apply if the due date for the tax return of the year in which the 
transfer of the property given up occurs is within 180 days. Thus, folks making Section1031 
exchanges late in the year need to be careful to complete the exchange before the due date of that 
year’s tax return, normally April 15th of the following year.  
 
Other tax considerations 
If the exchange is an even exchange with no boot changing hands, the exchanger substitutes his 
basis in the property given up for that of the property acquired.  For example, had John 
exchanged his 80 acres of farmland, which had a basis of $200 per acre, and acquired a $240,000 
office building, his basis in the office building would have been $16,000. If the exchanger gives 
boot in the exchange, he will increase his basis by that amount. If he receives boot in the 
exchange, the boot portion of the transaction is taxable to him. 
 
Whenever attempting to make a Section 1031 exchange where real estate is involved, be sure to 
consult your tax advisor and/or your attorney, to make sure you understand the rules and follow 
proper procedure. Don’t make the mistake that John did and disqualify yourself.   
 
 


