Abstract: The notion of bartering may conjure an image of a crowded, bustling medieval
bazaar. But these types of transactions continue to occur in today’s high-tech modern world. This
brief article discusses whether and when bartering is taxable.

When is bartering taxable?

The notion of bartering may conjure an image of a crowded, bustling medieval bazaar. Dusty
travelers, farmers perchance, haggle with merchants over textiles or metal tools. Live chickens
are exchanged for handspun cloth and, eventually, everyone goes home happy.

Although usually less dusty, these types of transactions continue to occur in today’s high-tech
modern world. In fact, it’s not unusual for small businesses — especially start-ups that are short
on capital — to exchange goods or services instead of cash.

For example, a microbrewery might ask the graphic designer across the street to design its logo
in exchange for several cases of beer. Contrary to popular belief, these bartering transactions are
taxable. In this case, the graphic design company would be required to include the fair market
value of the beer in its gross income.

Granted, an informal transaction like this may fly under the IRS’s radar. But business owners
who engage in bartering should know that the value of products or services involved in these
kinds of deals is generally considered taxable income. (And this is true even if you’re not a
business.)

Companies involved in bartering may be required to file Form 1099-MISC. The penalties for
failure to file can be harsh. Also, if you use a barter exchange to broker trades with other
businesses, the exchange is required to report the proceeds on Form 1099-B. Contact our firm for
further details.
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