Hanging

on to

Deduction

Using the like-kind exchange @~
to keep deductions in place

by Phil Crowther

he income tax laws allow aircraft owners to

claim generous depreciation deductions on an

aircraft used in a trade or business. The tax laws
also allow the aircraft owner to hang on to those
deductions where the owner engages in a “like-kind
exchange” of the old aircraft for a new aircraft. These
special rules are not necessarily limited to dealer
trades, but can also apply to multi-asset and multi-
party exchanges.

In the absence of the like-kind exchange rules, an
aircraft owner would have to pay income tax on the
sale of the old aircraft. To illustrate the income tax
consequences, assume that the aircraft owner is sell-
ing his old aircraft for $980,000 and buying a new air-
craft for $1.2 million. The owner paid $1 million for
the old aircraft in 2005 and claimed £620,000 in
depreciation deductions, leaving an undepreciated tax
basis of $480,000.
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