
Rev Proc 2008-16  Section 4.01 states “The Service 
will not challenge whether a dwelling unit as de�ned in 
section 3.02 of this revenue procedure quali�es under 
Section 1031 as property held for productive use in a 
trade or business or for investment if the qualifying 
use standards in section 4.02 of this revenue 
procedure are met for the dwelling unit. (I have added 
the underlining and italicized emphasis.)  Section 4.02 
clari�es that the property must be rented at fair market 
value for a period of time in each of two 12-month 
periods before the property is sold – and that personal 
use cannot exceed the greater of 14 days or 10% of 
the time the unit was rented at fair market value.



A client recently presented me with a situation that is very 
similar to our example couple mentioned above.  He and his 
wife are planning to downsize from their current long-term 
residence, and – faced with a potentially large tax bill – was 
wondering if there was a way to defer his taxes.  I was able 
to tell him Yes – there is!  Not only is it possible to use both 
the Section 121 Exemption AND the IRS 1031 Exchange in 
the same sale, the IRS has issued publications that in black 
and white explicitly say that it is allowed. 

Could using both the Section 121 Exclusion and a 1031 
Exchange help you to save and defer (potentially forever) 
taxes on the sale of your personal residence?  Call my o῿�ce 
at (877) 313-1868 if you’d like to discuss.


