
What Is a Exchange?

1031 exchanges are specifically structured transactions that
join together the sale of an old property and the purchase of a
new property for the purpose of deferring taxes.  

Exchanges are primarily used for buying and selling invest-
ment real estate, but they can also be used for personal prop-
erty that is used in a business.  Examples of qualifying prop-
erty include mineral interests, bare land, rental property, com-
mercial buildings and homes other than your primary resi-
dence.

Can You Do 
a Exchange with

Mineral Interests?   

Yes, an exchange of your
working or royalty interest for
another working or royalty interest qualifies for a 1031
exchange.  For example: if you sell a working interest you
could replace it with either another working interest, or with a
royalty interest.

But be careful: if you sell a working interest and retain royalty
interests or surface rights, the IRS may disallow your
exchange. 

You don’t have to exchange your interest for another interest,
however. You can exchange your interest for other real estate.
You could sell your mineral interest for example and buy hard
real estate such as an office building or an apartment
building. 

In the above examples we’ve assumed that you sold a mineral
interest.   It is also possible to sell hard real estate, such as an
office building or an apartment building and buy mineral
interests as your replacement property.

Production payments do not qualify for a 1031 exchange
because production payments are for services you perform in
connection with extracting oil or gas from the ground.  These
payments are ordinary income to you.

What if I Sell Equipment with 
my Mineral Interest?   

The sales of working interests often involve the sale of the
related equipment.  While the IRS allows you to transfer a
minimal amount of equipment tax free, transfers of
substantial equipment, usually exceeding 15% of the sale
price, require the equipment to be treated as a separate
exchange.  Equipment exchanges have different rules in a
1031 exchange. 

What Happens to Intangible Drilling
Costs in a Exchange?

The costs you incurred to drill and develop the well site
must be recaptured to the extent that you do not acquire quali-
fied natural resource property.  In other words, if you sell a
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working interest and buy an office building, you would have
to “recapture” the IDC costs you have previously deducted.

What Makes 
a  ExpertExchange Different?

What many QIs don’t want you to know is that their indus-
try is largely unregulated.  Without standards, they can offer
you little assurance of their training and qualifications.  In
fact, they will do little more in an exchange than fill in the
blanks on generic forms.  

But The 1031 Exchange Experts
are different: we do
ExpertExchanges.  All of our
exchanges are handled by a team of
CPAs and real estate attorneys.
Choosing our licensed professionals
ensures that the education,
knowledge and ethical standards of
our team have passed rigorous
testing.

You can trust our experience as
well.  We’ve completed thousands
of qualified 1031 exchanges.  

Don’t just take our word for it.  Our
experts are published in trade jour-
nals across the country and cited in
national publications like Forbes

and Bloomberg’s Wealth Advisor.  So that’s why we say The
1031 Exchange Experts are writing the book on 1031
exchanges.

What Can I Expect 
with a ExpertExchange?

When you choose The 1031 Exchange Experts, you’ll have
reliable service before, during and even after your exchange.
Our expert consultants are available seven days a week, virtu-
ally around the clock, to answer your questions as they arise.  

The IRS Rules for Exchanges...
You will need to follow six primary rules for your 

exchange to meet stringent IRS regulations:

Real Property Use. Both your old and new
properties must qualify as investment or business
use.  If both properties pass this test, you can

exchange nearly any type of real estate.

1
45 Day Identification Period. You have 45
days from the closing of your sale to list the
properties you may want to buy.  There are no

exceptions to the deadline.

2
180 Day Exchange Period. From the sale
closing date, you have 180 days to close on the
purchase of one or more properties from the 45-

day list.  Again, there are no exceptions to this deadline.

3
Qualified Intermediary (QI). The IRS
mandates that you use a QI to prepare the legal
documents for your exchange.  Because the QI

must be independent, it cannot be your friend,
employee, broker, or even your accountant or attorney.
The QI also holds your money, so that you do not have
access to it.

4

Proper title holding. You must purchase and
take title to your new property exactly as you
held title to your old property.5
Reinvestment Requirement. To defer all of
your capital gain tax, you must buy a property
equal or higher in value than the one you sold.

Also, you must reinvest all of the cash proceeds from
your sale.

6
The regulations, court cases, and IRS rulings that apply to

your exchange are ever-changing.  It is important to choose a
QI like The 1031 Exchange Experts that understands these

laws, and carefully monitors new legal developments.

6Things
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