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Simulating a Section 1031 tax-deferred exchange of real estate 
property 
If a taxpayer disposes of "property held for productive use in a trade or business or for 
investment," and acquires replacement property held for use in a trade or business or held 
for investment, Section 1031 applies, and any capital gain on the transfer is not 
recognized.  

Where the Section 1031 tax-deferred exchange relates to real estate assets in NaviPlan, 
you can simulate the exchange using buy and sell records along with an expense record 
to offset the effect on cash flow.  

• Note: This simulation assumes that properties are being traded with equal value. 

Match the source asset’s cost basis to its projected market value 
To avoid the exposure of unrealized gains or losses on the sale of the source asset, 
simply reset its cost basis to match the asset’s projected market value as of the sale 
date. (In this case, the sale date is December 31, 2005.) 

• To identify the market value of the asset as of the intended sale date, generate 
the Single Asset Detailed report by going to the Reports menu, and then 
selecting Net Worth – Single Asset Detailed. 
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Source asset with cost basis reset from original $500,000 to $1,020,000  

Sell the source asset  
With the cost basis now reset to match the asset’s market value as of the projected 
sale date, go to the Sale Information tab, and then enter the sale date. The selling 
cost should be set to 0%. 

 



 

© 2005 EISI NaviPlan Extended Windows-based USA 3   

Purchase the new asset with an amount equal to the source asset’s original 
cost basis 
Go to the Assets category – Real Estate tab. Click Edit to open the Real Estate 
dialog box. Insert a new asset record with the purchase date and purchase amount 
reflecting the source asset’s sale date and original cost basis. 

 
Note: In a like-kind exchange, the carryover holding period for the new asset is 
based on the holding date of the asset sold This is not accounted for in this 
simulation, so the proper capital gains treatment will not be applied should the new 
asset be sold within one year of its purchase date.  
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Reset the new asset’s market value 
The new asset’s market value can now be readjusted using the fields under Current 
Value (optional). Set the As of date to the month following the new asset’s purchase 
date. The Market value is field becomes editable. 

 

Expense from cash flow surplus sale proceeds 
Because the sale proceeds of the source asset exceed the purchase amount of the 
new asset (entered at the source asset’s original cost basis amount), a surplus of 
cash results. This surplus cash can be eliminated by using an expense to cancel the 
effect on the plan’s cash flow. 

1. Go to the Expenses category – Standard tab. Click Insert and then select 
Lump Sum – Other Lifestyle Expense. The Lump Sum Expense dialog box 
opens. In the Source field, give the expense a descriptive name. 

2. Enter the amount to be taken out of cash flow in the Amount field, and then 
synchronize the date with the sale date of the source asset. 
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3. Under Index from 2005 clear the Inflation Rate check box and field. 

4. Clear the Include in Targeted Deficit Coverage check box, and then click OK. 
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