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What are REITs?

Real Estate Investment Trusts (REITs) are companies that own or finance income-producing real estate across a
range of property sectors. They enable individuals to invest in portfolios of real estate assets through the purchase
of publicly traded stock, offering a way to participate in the real estate market without direct property ownership.

Key Benefits of Investing in REITs

Regular Income Streams

REITs are known for their
dividend vyield, as they are
required to distribute at least
90% of their taxable income to
shareholders annually in the
form of dividends.

Liquidity
Shares of publicly-traded REITs
offer liquidity similar to stocks,
making it easier to buy and
sell investments compared to
physical real estate.

Portfolio Diversification

REITs provide access to a
range of property types and
sectors, such as commercial,
residential, healthcare, and
retail, diversifying investment
portfolios.

Types of REITs

Equity REITs: These own and manage real estate properties. Their revenue primarily comes from leasing space
and collecting rents on the properties they own.

Mortgage REITs (mREITs): These provide financing for income-producing real estate by purchasing or originating
mortgages and mortgage-backed securities.

Hybrid REITs: Combining the investment strategies of both equity and mortgage REITs, these trusts invest in both
physical properties and real estate debt.
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Considerations of REIT Investment Strategies

Market and Economic Sensitivities: REITs can be sensitive to changes in the broader economy, including interest
rate fluctuations and real estate market cycles.

Tax Implications: The structure of REITs affects how dividends are taxed. Most REIT dividends are taxed as
ordinary income, which may be higher than the capital gains tax rate.

Sector-Specific Trends: Different types of REITs (like those focusing on healthcare, retail, or residential properties)
can have different risk and return profiles, influenced by sector-specific trends.

Tax Considerations and Strategies for REIT Investors

Investing in Real Estate Investment Trusts (REITS) presents unique tax considerations. REIT dividends are typically
taxed as ordinary income, yet they may also encompass capital gains and returns of capital, each with distinct
tax implications. Understanding this breakdown is crucial, as it influences your overall tax liability and investment
strategy.

Tax-Advantaged Accounts: Holding REITs within IRAs or 401(k)s offers tax-deferred growth, a key to long-
term wealth accumulation. However, it's important to note that when REITs are held in these tax-advantaged
accounts, investors forego certain tax advantages available in taxable accounts. This includes the inability to
benefit from lower tax rates on qualified dividends and the inability to claim specific deductions, such as the
Qualified Business Income (QBI) deduction. This strategic consideration is crucial for planning the location of
your REIT investments to align with your overall tax strategy.

Qualified Business Income Deduction: For REITs held in taxable accounts, the QBI deduction emerges as
a significant tax advantage, permitting a deduction of up to 20% of qualified REIT dividends. This tax benefit
highlights the importance of assessing the placement of REITs within your portfolio to optimize tax efficiency
and overall returns.

International Considerations: Investing in international REITs involves navigating withholding taxes on
dividends, but the U.S. Foreign Tax Credit can help offset these, enhancing portfolio diversification and tax
efficiency.

By carefully navigating these tax considerations and employing strategic planning, investors can optimize the tax
efficiency of their REIT holdings, potentially enhancing after-tax returns and achieving broader investment objectives.

Conclusion: Maximizing Your Investment Potential with REITs

Through strategic tax planning and a deep understanding of REIT taxation nuances, investors can significantly enhance
the tax efficiency of their investments, reaping the benefits of both domestic and international real estate markets
without the complexities of direct property ownership.

At Reeder CPA Group, we're committed to guiding you through the intricacies of REIT investments, ensuring that
every decision aligns with your financial goals and tax strategy. Whether you're exploring the potential of equity or
mortgage REITs, or integrating REITs into your tax-advantaged accounts, our expertise is your advantage. Let us help
you navigate the opportunities and challenges presented by REIT investments.
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