
By SCOTT SHOWERS

HAVE you thought about selling 
the farm, but the thought of 
capital gains taxes scares you? 

Are you looking for more income to fund 
retirement, travel or pay health-care-re-
lated expenses? If so, you may want to 
consider putting your farmland to work 
by utilizing a 1031 exchange.

You do not have to become involved 
with the day-to-day duties of property 

1031 exchange can help in selling farm
Key Points
■ If selling the farm, consider a 1031 

Tenant-In-Common fractional exchange.
■ Landowners have 180 days to close on 

the replacement property.
■ Put your assets to work for you and keep 

taxes from taking a bite out of estate.

management if you choose to exchange 
your property. It’s important for farmers 

to identify and consider the potential 
drawbacks, as well as the nuts and 
bolts, of how a 1031 Tenant-In-Common 
fractional exchange works.

Nothing is perfect in the world and 
this also is true of many TIC fractional-
ownership arrangements. 

Key factors to consider
Liquidity is important. Most spon-
sors have a four- to seven-year lockup 
window. After the lockup period, the 

sponsor will sell the property outright 
or offer it for sale in the public market 
as a public real estate investment trust. 
There are a number of sponsors that 
allow you to cash out early provided 
certain provisions are met. 

Another key concern is to pay at-
tention to the return being quoted by 
the sponsor. If sponsors are shouting 
anything more than an 8% dividend 
return from their rooftops, you should 
dig deeper. Some sponsors are paying 
this high dividend through borrowed 
money, not directly from the property’s 
cash fl ow.

How it works
Let’s run through an example of how 
a TIC fractional exchange works: Bill 
and Sue are going to sell their 215-acre 
farm for $500,000. Bill and Sue will 
need exchange language in their selling 
contract and must use a qualifi ed in-
termediary to process the sale. They 
have 45 days from the date of closing 
to identify their new piece of exchange 
property.

Bill and Sue now have 180 days from 
closing date of relinquished property to 
close the sale on the replacement prop-
erty. They still owe $100,000 on their 
property, so this is a 20% debt-to-equity 
ratio. 

They must also maintain this ratio 
on the replacement property and ar-
range fi nancing if they decide not to 
go the fractional-ownership route. The 
sponsor of a fractional 1031 exchange 
will take care of all these issues for the 
couple.

The bottom line
Here is what Bill and Sue end up with 
using a fractional TIC-sponsored prop-
erty: They have $28,000 in annual income 
(a 7% dividend), a portion of which is 
sheltered from taxes. They have put 
all of their equity to work ($400,000), 
providing them future capital apprecia-
tion. They have been relieved of daily 
property-management duties. They also 
have ownership in a high-quality prop-
erty.

What potentially happens if they just 
pay the capital gains taxes? They pay 
$58,000 in capital gains taxes, assuming 
their cost basis was $500 per acre. So, 
they take the leftover $342,000 and fi nd 
an investment paying 7%. Their income 
is now $24,000, all of which is taxable 
at their normal income tax rate. They 
have permanently lost $4,000 dollars 
per year for the remainder of their lives, 
assuming both investments performed 
equally. We are not even considering 
the income taxes in the previous ex-
ample, which compounds the situation. 
Remember the old saying, “It’s not how 
much you make but how much you 
keep”? 

A qualifi ed commercial real estate 
broker, certifi ed public accountant and 
fi nancial adviser can help you deter-
mine if a 1031 is a solution that could 
work for you.

Showers is an investment adviser 
representative with ProEquities Inc. and 
president of Beacon Wealth Management 
LLC. His wealth-management specialties 
include legacy and retirement planning. 
You can contact him by sending e-mail 
to scottshowers@beaconwealthmanage
ment.net.

One thing hasn’t changed in 90 years!

Service…it’s what GreenStone Farm Credit Services has built its reputation on since its first customer loan
in 1916.  Over all of these years, the look of the farm may be different…but the commitment from those who
finance it is the same.
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1916

GreenStone FCS specializes in
• Operating & Equipment Loans • Real Estate Loans
• Crop & Life Insurance • Tax & Accounting Services

800-444-FARM • www.greenstonefcs.com

To help celebrate our 90th Anniversary, current
customers referring new customers to GreenStone FCS between 
now and September 30, 2006, will receive a $90 VISA Gift
Card…and all new customers will be entered into a drawing 
for exciting prizes!*

*Existing customers will receive one $90 VISA Gift Card only when a prospective customer establishes a new business relationship with GreenStone FCS (new
loan, tax or accounting service, crop or life insurance policy) by Sept. 30, 2006.  Drawing for prizes amongst all new customers establishing new relationship
with GreenStone FCS between July 1 and Sept. 30, 2006 will be conducted by Oct. 10, 2006.

Visit your local office for a referral form.
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