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Investors who choose to retain a note on the sale of 
their investment property while simultaneously 
undergoing a 1031 Exchange have a range of op ons 
available to them. The decisions they make regarding 
the inclusion of the note in the exchange can 
significantly impact their tax obliga ons and overall 
financial strategy. There are two primary op ons to 
consider: 

The first op on involves not including the note in the 
exchange. In this case, taxes will be calculated using 
the installment method of accoun ng. This means that 
taxes will be payable over me as payments are 
received from the note. 

The second op on is to include the note in the 
exchange, thereby deferring the taxes owed. Op ng 
for this route opens up several alterna ves for 
investors to leverage the note within the exchange 
process. To navigate this successfully, it's crucial to 
designate Asset Exchange Company as the beneficiary 
of the note. This measure is taken to prevent any 
poten al construc ve receipt issues that might arise. 

Among the alterna ves available, investors can: 

1. Use the Note as Considera on for the 
Replacement Property: When a suitable 
replacement property is iden fied, the investor, 
known as the exchangor, can propose using the 
note as payment towards the purchase price. This 
involves assigning the note to the seller through 
Asset Exchange Company and transferring it to 
the seller upon the closing of the transac on. 
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2. Replace the Note with Cash: In this scenario, if the 
note's face value is, say, $100,000, the investor would 
need to deposit an equivalent amount of cash into the 
exchange account. Subsequently, Asset Exchange 
Company would assign the note to the exchanger, and 
it would be delivered upon the closing of the replace-
ment property. The cash requirement mirrors the 
note's value – $100,000 in this instance. 

3. Sell the Note on the Secondary Market: Should an in-
vestor lack the necessary cash, an alterna ve is to sell 
the note on the secondary market. The funds obtained 
from this sale are added to the exchange account. It's 
important to note that if the note is sold at a discount, 
there could be addi onal financial implica ons re-
sul ng from the discounted amount. 

4. Pay off the Note Before Closing: If the note has a 
shorter term, it can be se led prior to the closing of 
the replacement property. The individual responsible 
for the note's payments would directly pay Asset Ex-
change Company. The amount paid is then directly 
added to the exchange account. 

It's essen al for investors to carefully assess their unique 
circumstances and consult financial or tax professionals 
when making these decisions. 
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