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Estate of Alexander S. Bowers, Deceased, Robert M. Musselman, Executor,
Petitioner v. Commissioner of Internal Revenue, Respondent, 94 T. C. 582
(1990)

Substantial implementation of a property purchase precludes later restructuring as
a tax-free exchange under Section 1031(a).

Summary

In  Estate  of  Bowers  v.  Commissioner,  the  Tax  Court  ruled  that  the  attempted
restructuring of two separate transactions into a like-kind exchange under Section
1031(a)  failed  because  the  taxpayer  had already  substantially  implemented the
purchase of the replacement property. Alexander Bowers sold an oil and gas lease
for  cash  and later  purchased a  farm,  but  then  attempted  to  restructure  these
transactions as an exchange to avoid tax liability. The court found that Bowers had
already assumed the benefits and burdens of farm ownership in 1982, evidenced by
his  tax  return  reporting  farm  income  and  expenses.  Therefore,  the  1983
restructuring did not qualify as a tax-free exchange, and Bowers was liable for the
tax on the sale of the lease.

Facts

In 1982, Alexander Bowers agreed to sell a Federal oil and gas lease to American
Quasar  Petroleum  Co.  for  $2  million,  receiving  $400,000  as  earnest  money.
Separately,  Bowers agreed to purchase Hickory Ridge Farm from Browne Land
Trust for $1,077,000. Bowers provided funds for the trust to purchase the farm, and
he reported farm income and expenses on his 1982 tax return. In 1983, Bowers
attempted to restructure these transactions to create a like-kind exchange under
Section 1031(a), with American Quasar acting as an intermediary to purchase the
farm and exchange it for the lease.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Bowers’ income
tax for 1982 and 1983. Bowers’ estate challenged this determination in the U. S. Tax
Court. The Commissioner later sought to amend the deficiency for 1982 due to a
computational error in the alternative minimum tax. The Tax Court granted the
motion to amend and ultimately ruled against the estate on the Section 1031(a)
issue.

Issue(s)

1. Whether the restructuring of Bowers’ sale of an oil and gas lease and purchase of
a farm in 1983 qualified as a tax-free exchange under Section 1031(a) of the Internal
Revenue Code.

Holding
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1. No, because there had been substantial implementation of Bowers’ purchase of
the  farm  in  1982,  precluding  the  application  of  Section  1031(a)  to  the  1983
restructuring.

Court’s Reasoning

The Tax Court relied on the principle established in Coupe v. Commissioner that an
exchange is not recognized under Section 1031(a) if  there has been substantial
implementation of the underlying transactions. The court found that Bowers’ 1982
tax return, reporting farm income and expenses, demonstrated that he had already
assumed the benefits  and burdens of  farm ownership in  1982.  This  substantial
implementation meant that the 1983 restructuring was not a true exchange but
rather an attempt to create the illusion of one. The court also noted the lack of
interdependence between the original agreements and the contrived nature of the
restructuring, reinforcing its conclusion that Section 1031(a) did not apply. The
court dismissed the argument that improvements made after the trust’s purchase of
the farm indicated a lack of substantial implementation, as the evidence suggested
Bowers had control over these improvements.

Practical Implications

This decision clarifies that for a transaction to qualify as a tax-free exchange under
Section 1031(a),  there must be no substantial implementation of the underlying
transactions before restructuring. Taxpayers cannot use intermediaries to create
artificial exchanges after the fact. Practitioners must advise clients to ensure that all
elements of a potential exchange are in place before any substantial steps are taken
toward implementation. The case also underscores the importance of timely and
accurate tax reporting, as Bowers’ 1982 return was critical evidence of substantial
implementation. Subsequent cases, such as Peoples Federal Savings & Loan Ass’n of
Sidney v. Commissioner, have cited Estate of Bowers to support the principle that
substantial implementation precludes later restructuring as an exchange.


