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The Tax-Advantaged Benefits of Residential Real Estate

A Strategic Overview for Accredited Investors

Quick Summary
Structural Tax Efficiency Flexible Access Points Portfolio Integration Potential
Residential real estate offers Accredited investors may When evaluated within a broader
distinct tax participate through direct ownership financial plan, residential real estate
characteristics—including or passive Limited Partner may serve as a complementary
depreciation, deductible expenses, structures, allowing portfolios to be allocation for investors seeking
and potential tax deferral aligned with individual preferences income durability, long-term
mechanisms—that may enhance for control, time commitment, appreciation, and tax-aware
after-tax outcomes relative to many liquidity, and diversification. diversification, subject to risk and
traditional income-producing individual circumstances.
investments.

Executive Summary

Residential real estate occupies a unique position within the alternative investment landscape, offering
accredited investors a rare combination of durable cash flow, long-term appreciation, and powerful tax
efficiency. Unlike traditional equities or fixed-income investments—where income is generally taxed annually
at ordinary rates and tax-mitigation tools are limited—residential real estate provides multiple structural
mechanisms to enhance after-tax returns and accelerate long-term wealth creation.

Key advantages include annual depreciation, accelerated depreciation through cost segregation, favorable
long-term capital gains treatment, extensive deductible expenses, and the ability to defer taxation indefinitely
through Section 1031 exchanges. When executed strategically, these features allow investors to generate
income that may be partially or fully sheltered from current taxation while preserving capital for reinvestment
and long-term compounding.

For accredited investors seeking tax-efficient income, diversification, and inflation-resilient assets, residential
real estate remains one of the most compelling investment categories available.
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Core Tax Advantages of Residential Real Estate

° Tax-Efficient Income Through o Accelerated Deductions via Cost

Depreciation

Residential investment property is depreciated
on a straight-line basis over 27.5 years. This
non-cash expense allows investors to deduct a
portion of a property’s value annually, frequently
offsetting a significant share—or in some cases
all—of taxable rental income. As a result,
investors may realize positive cash flow while
reporting little to no taxable income from the
property itself.

Depreciation remains a foundational driver of
real estate’s after-tax efficiency, enhancing yield
without reducing actual cash returns.

Favorable Capital Gains Treatment on
Appreciation

When held for more than one year, appreciation
on residential investment property is taxed at
long-term capital gains rates, which are generally
lower than ordinary income tax rates. Taxable
gains may be further reduced through capital
improvement basis adjustments and deductible
transaction expenses.

While depreciation recapture is generally taxed
at a higher rate, it may often be deferred or
mitigated through strategic reinvestment
planning, including the use of Section 1031
exchanges.

Segregation and Bonus Depreciation

Through cost segregation studies, specific
components of a residential property—such as
electrical systems, flooring, cabinetry, and
certain exterior improvements—may be
reclassified and depreciated over shorter
recovery periods (typically 5, 7, or 15 years).
Historically, many of these components have
also qualified for bonus depreciation, allowing
investors to accelerate deductions into earlier
years of ownership.

This front-loading of depreciation can materially
improve early cash-on-cash returns and is
particularly valuable for high-income accredited
investors, active acquirers, and those seeking to
offset income from other sources.

Extensive Deductible Expenses and
Ongoing Tax Shields

Residential real estate investors may deduct a
wide range of operating and administrative
expenses, including property management fees,
repairs and maintenance, insurance,
professional services, utilities, marketing, travel,
and certain overhead costs. These deductions
directly reduce taxable income and enhance net
operating returns.

Capital improvements increase cost basis,
potentially reducing future capital gains exposure
while also creating additional depreciation
opportunities over time.

Section 1031 Exchanges and Long-Term Tax Deferral

Section 1031 of the Internal Revenue Code allows investors to defer capital gains taxes by reinvesting proceeds
from the sale of an investment property into a like-kind replacement property. For accredited investors, this
mechanism preserves full equity for reinvestment, enabling portfolio scaling, geographic diversification, or
migration into more passive assets without triggering an immediate tax event.

When utilized repeatedly, 1031 exchanges can support multi-decade compounding and, in many cases,
eliminate deferred capital gains entirely through a step-up in basis at death.
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Investment Structures: Direct Ownership vs. Limited Partner Participation

Accredited investors typically access residential real estate through either direct ownership or Limited Partner (LP)
participation in syndicated or fund-based investments. Each structure presents distinct advantages and trade-offs.

Direct Ownership Limited Partner (LP) Investing
Direct ownership provides maximum control over asset LP investing offers a passive alternative, allowing
selection, financing, renovation strategy, and exit accredited investors to participate in professionally
timing. Investors retain full access to tax managed, institutional-quality assets. Investors benefit
benefits—including depreciation, accelerated from sponsor-led underwriting, asset management, and
depreciation, expense deductions, and 1031 reporting while gaining exposure to diversified portfolios
exchanges—while capturing the full upside from and markets that may be difficult to access
value-add initiatives and operational improvements. independently.
This approach, however, requires greater capital Trade-offs include reduced control, sponsor and
commitments, active involvement, and operational management fees, limited liquidity, longer hold periods,
oversight, and may result in higher concentration and and potential limitations on individual tax strategies
execution risk. depending on the investment structure.
Strategic Allocation Considerations Comparative Overview
Many sophisticated investors adopt a hybrid allocation
approach, combining direct ownership for control and Control Very High LG
tax optimization with LP investments for diversification, Time Requirement | High Minimal
§ca|e, and passivity. This bl.ende.d strategy alloyvs Tax Benefits Maximum High, but shared
investors to balance operational involvement, risk
5 . . 5 N Diversification Limited unless scaled Broad across markets

exposure, and income objectives while optimizing

Liquidity Moderate Low

long-term after-tax outcomes.
Return Potential Higher, with higher risk Moderate to high

Lower (fractional

Capital Required High participation)

Operational

Burden Full responsibility None

Conclusion

Residential real estate offers accredited investors a compelling blend of income durability, appreciation potential, and
layered tax efficiency that is difficult to replicate in traditional asset classes. Through depreciation, accelerated
deductions, deductible expenses, favorable capital gains treatment, and long-term tax deferral strategies, real estate
enables investors to materially enhance after-tax returns and compound wealth over time.

When thoughtfully integrated—whether through direct ownership, LP participation, or a blended strategy—residential
real estate remains a cornerstone allocation for tax-aware, long-term investors.

Combined Disclosures

Nothing in this communication should be construed as a solicitation to buy or sell any investment or security. The analysis here and above has been
prepared for informational purposes only, and is not intended to provide, and should not be relied on for tax, legal, investment or accounting advice.
Any review, retransmission, disclosure, saving, copying, printing, modification or other use of this communication or attachments other than by the
person or entity to which it is addressed is forbidden. Panorama Financial Group, LLC does not provide tax, legal or accounting advice. You should
consult your own tax, legal and accounting advisors before engaging in any transaction. Any proposals, offers or other potential terms described or
referred to in this message are "subject to contract” and shall not be binding on any member of Panorama Financial Group, LLC or any affiliate thereof,
unless otherwise expressed and intended or until documented in a written agreement executed by all necessary parties by their duly authorized
representative(s). Past performance is not indicative of future results.
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