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SUBJECT 

Like-Kind Exchange Exception for Certain Single-Family Rentals 

SUMMARY 

Under the Personal Income Tax Law (PITL) and Corporation Tax Law (CTL), for 

exchanges completed on or after January 1, 2026, this bill would modify California’s 

conformity to the federal like-kind exchange rules to provide that gains from 

exchanges of single-family residential rental real properties by taxpayers, who own  

fifty or more single-family rental properties, would not qualify for gain deferral under 

the like-kind exchange rules. 

RECOMMENDATION 

No position—The three-member Franchise Tax Board has not formally voted or taken a 

position on this bill. 

SUMMARY OF AMENDMENTS 

The April 20, 2026, amendments defined a term and made a technical change. These 

amendments resolved the implementation consideration, but not the technical and 

policy considerations as discussed in the Franchise Tax Board’s (FTB) analysis of the bill 

as introduced on January 20, 2026. In addition, the amendments created new 

implementation, technical and policy considerations. 

REASON FOR THE BILL 

The reason for the bill is to prevent a taxpayer who owns fifty or more qualified 

properties from deferring gains from a single-family residential rental property under 

the like-kind exchange rules. 

ANALYSIS 

This bill would, under the PITL and CTL, for qualified property exchanges in this state 

completed on or after January 1, 2026, provide that if a taxpayer owns fifty or more 

qualified properties at the time the exchange is completed, the exchange would not 

qualify for gain deferral treatment under the like-kind exchange rules. This rule would 

apply for taxable years beginning on or after January 1, 2026. 
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The bill would define the following terms: 

“Owns” includes direct ownership as a named owner of the property or indirect 

ownership through any partial or full ownership interest in an entity that owns the 

property. 

“Qualified property” means a single-family residential rental real property. 

“Single-family residential rental real property" means any of the following: 

• Real property improved with one to four dwelling units, including any leasehold 

exceeding one year’s duration of such. 

• A unit in a residential stock cooperative, condominium, or planned unit 

development. 

• A mobilehome or manufactured home when offered for sale or sold through a 

real estate broker pursuant to Section 10131.6 of the Business and Professions 

Code. 

This bill would not apply in the case of an exchange, where the property to be 

disposed of by the taxpayer is disposed of, on or before January 1, 2026. In addition, 

like-kind exchange treatment would not apply if the property to be received by the 

taxpayer in the exchange is received on or before January 1, 2026. 

Effective/Operative Date 

As a tax levy, this bill would be effective immediately upon enactment, and 

specifically operative for exchanges completed on or after January 1, 2026, for 

taxable years beginning on or after January 1, 2026. 

Federal/State Law 

Federal Law 

Like-Kind Exchanges/Deferred Exchanges 

Under federal law, Internal Revenue Code (IRC) section 1031, generally allows the 

deferral of gain from the sale or disposition of property used in a trade or business or 

held for investment if replacement property of “like-kind” is acquired. There are 

specific requirements the taxpayer must meet to qualify for the gain deferral. 

For federal purposes, exchanges completed in 2018 and after are not allowed for 

personal or intangible property. 
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If the taxpayer transfers property but will not receive other property in exchange until a 

later date, the transaction must comply with the following statutory time periods: 

• The property to be received is identified within 45 days after the taxpayer 

transferred the property given up in the exchange. 

• The identified property is received by the earlier of: 

▪ The 180th day after the date on which the taxpayer transferred the 

property given up in the exchange. 

▪ The due date, including extension, of the taxpayer's tax return for the year 

in which the taxpayer transferred the property given up. 

To be treated as a deferred exchange, a transaction must be an exchange of 

property for property, not a transfer of property for money, even if the taxpayer buys 

replacement property of a like-kind at a later date. Thus, a sale of property followed 

by a purchase of property that is of a like-kind to the property sold does not qualify for 

no recognition of gain or loss even if the other requirements for a like-kind exchange 

are met. 

Additionally, a partially taxable exchange occurs when the taxpayer receives money 

or unlike property in addition to like-kind property in the exchange on which the 

taxpayer realizes a gain. The taxpayer recognizes the gain to the extent of the money 

and of the fair market value of the unlike property. 

State Law 

Like-Kind Exchanges/Deferred Exchanges 

For exchanges completed after January 10, 2019, California conforms to federal law, 

with modifications, including to the federal limitation that prohibits exchanges of 

personal or intangible property. 

However, the California modification does not apply to the exchange if: 

• The property disposed of by the taxpayer in the exchange is disposed of on or 

before January 10, 2019, or 

• The property received by the taxpayer in the exchange is received on or before 

January 10, 2019. 

California Information Return Filing Requirement for Like-Kind Exchange 

For taxable years beginning on or after January 1, 2014, taxpayers who defer gain or 

loss under IRC section 1031 when they exchange California real property for like-kind 

property located outside of California are required to file form FTB 3840, California 

Like-Kind Exchanges, with the FTB. This form must be filed in the year the exchange is 

completed and each subsequent year the deferred gain or loss from the exchange is 

not recognized. 
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The filing requirement applies to all individuals, estates, trusts, and all business entities 

regardless of their residency status or commercial domicile. 

Implementation Considerations 

The FTB has identified the following considerations and is available to work with the 

author’s office to resolve these and other considerations that may be identified. 

The author may wish to define the terms, “real property improved with one to four 

dwelling units,” “planned unit development,” and “residential stock cooperative” to 

avoid taxpayer confusion. 

Technical Considerations 

For technical consistency, the following change is recommended: 

• In sections 18031.6(c)(1) and 24941.6(c)(1), strike out “commencing” and insert 

“beginning”. 

• In sections 18031.6(c)(2) and 24941.6(c)(2), replace “…the exchange is disposed 

of by that taxpayer on or before January 1, 2026, or where the property to be 

received by the taxpayer in the exchange is received by that taxpayer on or 

before January 1, 2026.” with “…the exchange is disposed of by that taxpayer 

before January 1, 2026, or where the property to be received by the taxpayer in 

the exchange is received by that taxpayer before January 1, 2026.” 

Policy Considerations 

This bill would provide disparate treatment for similarly situated taxpayers who have 

completed exchanges on or after January 1, 2026, but have different taxable year 

periods, such as entities who are fiscal year filers. The bill would be operative for 

exchanges completed on or after January 1, 2026, for taxable years beginning on or 

after January 1, 2026, but would not apply to exchanges completed on or after 

January 1, 2026, for taxable years beginning before January 1, 2026. If this is not the 

intent, the author may wish to amend the bill. 

The phrase “exchange of qualified property in this state” is unclear as to whether both 

properties – the original property exchanged and the new property exchanged –need 

to be located in California for the qualified property to disqualify for gain deferral 

under the like-kind exchange rules. For clarity, the author may want to amend the bill. 

This bill would create differences between federal and California tax law; thereby 

increasing the complexity of California tax return preparation. If this is contrary to the 

author’s intent, the author may wish to amend the bill. 
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LEGISLATIVE HISTORY 

SB 711 (McNerney, Chapter 231, Statutes of 2025), amongst various provisions, added 

a sunset date for California’s modified conformity on like-kind exchanges, relating to 

the adjusted gross income limitation for specified filing statuses. 

PROGRAM BACKGROUND 

None noted. 

OTHER STATES’ INFORMATION 

None noted. 

FISCAL IMPACT 

FTB’s costs to implement this bill have yet to be determined. As the bill moves through 

the legislative process, costs will be determined. 

ECONOMIC IMPACT 

Revenue Estimate 

This bill would result in the following revenue gain: 

Estimated Revenue Impact of AB 1611 as Amended April 20, 2026 

Assumed Enactment after June 30, 2026 

($ in Millions) 

Fiscal Year Revenue 

2026-2027 $30 

2027-2028 $19 

2028-2029 $19 

This analysis does not account for changes in employment, personal income, or gross 

state product that could result from this bill or for the net final payment method of 

accrual. 
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Revenue Discussion 

This estimate is based on a modified proration of the Joint Committee on Taxation’s 

federal expenditure for the deferral of gain on like-kind exchanges. The proration rate 

was modified to account for deferred capital gains in California relative to the nation 

and the ratio of California’s tax rate to the federal tax rate. The estimate was further 

adjusted to determine how many properties entered into like-kind exchanges that are 

single-family residential rental real property and how many of those properties are 

owned by taxpayers who own 50 or more single-family residential rental real properties 

at the time the exchange is completed. After applying an average tax rate of 

7.5 percent, this would result in an estimated revenue gain of $19 million for taxable 

year 2026. 

The tax year estimates are converted to fiscal year estimates and then rounded to 

arrive at the amounts reflected in the above table. 

LEGAL IMPACT 

None noted. 

EQUITY IMPACT 

None noted. 

APPOINTMENTS 

None noted. 

SUPPORT/OPPOSITION 

Assembly Revenue and Taxation Committee Report, dated April 24, 2026 

Support 

Rise Economy (Sponsor) 

AIDS Healthcare Foundation 

Alliance of Californians for Community Empowerment Action 

American Federation of State, County and Municipal Employees, AFL-CIO 

California Coalition for Rural Housing 

California Faculty Association 

California Federation of Labor Unions, AFL-CIO 

California Immigrant Policy Center 

California Nurses Association 

California Rural Legal Assistance Foundation, Inc. 

California School Employees Association, AFL-CIO 

California State Council of Service Employees International Union 
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California Tax Reform Association 

California Teachers Association 

CFT – A Union of Educators & Classified Professionals, AFT, AFL-CIO 

End Poverty In California 

Engineers and Scientists of California, IFPTE Local 20 

GLIDE 

Housing California 

Indivisible California Statestrong 

Los Angeles Unified School District 

National Housing Law Project 

PowerCA Action 

Santa Monica Democratic Club 

UDW/AFSCME Local 3930 

Opposition 

California Apartment Association 

California Association of Realtors 

California Building Industry Association 

California Business Properties Association 

California Chamber of Commerce 

California Mortgage Bankers Association 

National Rental Home Council 

Southern California Rental Housing Association 

ARGUMENTS 

Assembly Revenue and Taxation Committee Report, dated April 24, 2026 

Proponents 

Glide submitted the following in support, which reads in part: 

AB 1611 would end the current tax break for capital gains on sale of 

single-family houses for corporations that own more than 50 single-family 

homes. Instead, when a home is sold by a Wall Street landlord, they would 

pay taxes on the gain, like everyone else. The goal is simple: stop 

subsidizing the biggest portfolio builders and reduce the incentives that 

help them keep buying homes that could have gone to California 

families. 
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Opponents 

Southern California Rental Housing Association, submitted the following which reads in 

part: 

Like-kind exchanges are not a tax loophole – they are a long-standing 

tool that allows property owners to reinvest in housing, upgrade aging 

units, and reallocate capital into more productive uses. By removing this 

tool for larger operators, AB 1611 creates a strong "lock-in effect," 

incentivizing owners to hold properties longer rather than sell or reposition 

them. This will reduce the number of homes available for purchase – 

whether by prospective homeowners or smaller landlords – and slow the 

natural turnover that supports a healthy housing market. 

LEGISLATIVE CONTACT 

FTBLegislativeServices@ftb.ca.gov 

mailto:FTBLegislativeServices@ftb.ca.gov



