
CHICAGO DEFERRED EXCHANGE 
CORPORATION 

REVENUE RULING 72-456, 1972-2 C.B. 468: 
EXPENSES AND FEES IN A MULTI-PARTY EXCHANGE: 
BROKER’S COMMISSIONS 

The full text of the ruling follows: 

Advice has been requested concerning the proper treatment to be 
accorded brokerage commissions paid in connection with exchanges of 
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properties that result in nontaxable or partially nontaxable exchanges 
under Section 1031 of the Internal Revenue Code of 1954 in the situations 
described below. 

SITUATION 1.  A Taxpayer exchanges his property, land held for 
productive use in trade or business or for investment, with an adjusted 
basis of $12,000, for property of a like-kind, to be held for productive use 
in trade or business or for investment, with a fair market value of $20,000 
and $10,000 in cash.  He pays a commission of $2,000 to a real estate 
broker. 

SITUATION 2.  A Taxpayer exchanges his property, land held for 
productive use in trade or business or for investment, with an adjusted 
basis of $29,500, for property of a like-kind, to be held for productive use 
in trade or business or for investment, with a fair market value of $20,000 
and $10,000 in cash. He pays a commission of $2,000 to a real estate 
broker. 

SITUATION 3.  A Taxpayer exchanges his property, land held for 
productive use in trade or business or for investment, with an adjusted 
basis of $10,000, for property of a like-kind, to be held for productive use 
in trade or business or for investment, with a fair market value of $20,000. 
He pays a commission of $2,000 to a real estate broker. 

Section 1031(a) of the Code provides, in part, that no gain or loss shall be 
recognized if property held for productive use in trade or business or for 
investment is exchanged solely for property of a like-kind to be held either 
for productive use in a trade or business or for investment. 

Section 1031(b) of the Code provides, in part, that if an exchange would 
be within the provisions of Section 1031(a) if it were not for the fact that 
the property received in exchange consists not only of property permitted 
by such provisions to be received without the recognition of gain, but also 
of other property or money, then the gain, if any, to the recipient shall be 
recognized, but in an amount not in excess of the sum of such money and 
the fair market value of such other property. 

Section 1031(c) of the Code provides, in part, that if an exchange would 
be within the provisions of Section 1031(a) if it were not for the fact that 
the property received in exchange consists not only of property permitted 
by such provisions to be received without the recognition of gain or loss, 
but also of other property or money, then no loss from the exchange shall 
be recognized. 



Section 1.1031(d)-1(c) of the Income Tax Regulations provides, in part, 
that if, upon an exchange of properties of the type described in Section 
1031 of the Code, the Taxpayer received other property (not permitted to 
be received without the recognition of gain) and gain from the transaction 
was recognized as required under Section 1031(b) of the Code, the basis 
of the property transferred by the Taxpayer, decreased by the amount of 
any money received and increased by the amount of gain recognized, 
must be allocated to and is the basis of the properties (other than money) 
received on the exchange.  Accordingly, it is held that the three fact 
situations presented result in the following: 

SITUATIONS 
Received: 1 2 3 

Land – FMV $ 20,000 $ 20,000 $ 20,000 
Cash $ 10,000 $ 10,000 $ 0 

Total $ 30,000 $ 30,000 $ 20,000 

Less: 
Brokerage Commission $   2,000 $   2,000 $   2,000 

Amount Realized: $ 28,000 $ 28,000 $ 18,000 

Given Up: 
Land – Basis $ 12,000 $ 29,500 $ 10,000 

Realized Gain (Loss) $ 16,000 $ (1,500) $ 8,000 

Recognized Gain: 
(Lesser of realized gain 
or net cash received) $ 8,000 $ 0 $ 0 

Basis: 
Land Given Up – Basis $ 12,000 $ 29,500 $ 10,000 
Less Cash Received $(10,000) $(10,000) $ 0 

Plus Recognized Gain $   8,000 $ 0 $  0 
Plus Brokerage Commission $   2,000 $   2,000 $   2,000 

Basis of Land Received: $ 12,000 $ 21,500 $ 12,000 

Chicago Deferred Exchange Corporation is a 
wholly owned subsidiary of LaSalle Bank N.A. 

© 2006 LaSalle Bank Corporation 


