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Direct-Owned Real Estate in an IRA

By lamas M. Philbin, CPA, FES, MST, CFF parmer, karcum LLP

fasets m indediml  retirement accounts
(BAs) totaled Frpo trilbon at the ond of 200
s of soon, there were oeer aHO00 reivad
1k with A 2coounts exceading Bs, millon
P are penemlly mected i inanoal resets,
nchading, stocks, bonds, muiual funds, and
muchangr traded funds (k18S). Another o
vestment option 1= o hold directy owned
reml estabe. Direct ownedd real sane refiers o
proportics i whech an imvestor {or suhsdiary
company) has a fee or terancy in coemmion
(1) owwmeership of the propermy:

Keal pstabe ek in BUAs can ol oresde unigue
planming chalienges nat normally aesocabed
with tracibonal imvestmeent s Direct osned real
rstabe murst be hekd ma sof drecied IHA& 25 an
albrmabier imveestment acrepred or offomd by
a qualified cushodian, an enbiy specialrng in
woff direrted accownts that may mamege the
imeestment andd compliete mgared firencizl
and moe reporting, mduding IRS borm Gae8,
1A Contritnmon Information 1he rmil estate
proporty mist be solely for emestment 2nd
niod used a5 avacation or second home, o as
an office for a related siness. These nies
apply to the owmer of the A 25 woll 25 o
redated peopie decmed dispabfied by the in
tesmal Revenue Serans, inchading the ownoer's
spouse, garents, chikden, prandchildren, ser
wor prowiders of the IRA and amy ontity that
ovarts more tham s of the: real property:

Punchasing real edabn nsde of an A 1S o)
st when dong soowith 100% ceh. Hinancng
the imnsachon & posshle et adds 2 kyer of
compieary. Hranong, the proporny coukd b

ject any rental revenue from the property to
be consdenced unrebited bosiness oabie o
come (LET[ LB s 2 @ on ncome from a
e or baraness that s not sapnificansly rebned
o dharkabie, educanional, or other desgrated
purposes of an caempt orpanrabon. UET ap
pes when the camed income s over oo

I the seff directed IHA uses 2 non Pecourse
loan to by the mal cstate, the deb Ainanooed
part of the profits & subjeos to LEIL The prof
s penerted from the non reoourse ban's
poroentags of swnership would be tmeed. Ths
wenud be considened Unnedated Debt Hnanood
Income (U], or moome demved from the
use af “aoquistion ndebtedness™ n the soff o
recied A “Acquistion indebiednes" & n
come from a property whene debt 5 acquned
dunng the purchase of the property

Thers are cortan mstances whone LRI does
not appky, moluding when imsesting ina sub
sdairy entity ted a5 a O Compomtion. The O
Lorp (o an LLC electing o be teed 25 such)
will pay any income B assonated with the
net rental real estabe income Since the cob
iy wall hawve already pad amy requied e be
o payang out any dsedends bo the A, the
derrituton would be e defered or e free
depending an the iype of IR LB would not
apply i instead of the IHA imesting dircotly
mnto the property, & makes a loan b anoth
or el estate imeeshon 1The loan cin then be
soored by a lien on the property. Alsn, when
property & not kesemped and was aoqured wia
diect purchase, U woukd not apply to 1=
reneal I

Despuie the myriad ndes and  requeremenis
imwoiberd with holding eal cstabe moan 1BA
ancount, thern are benefits. Heal estare helps
dsscrsify & poetfioln, often moving counter 1o
financal markrt= Keal caate has histoncally
approcmted ower bime, sdeal for an RA's lonp
berm ireestment horaon. Heal esabe can po
wide o steady neome steam from: renes, and
amy rental income collected prows s free
wathin the IHA

The dewhacks are that a scif drecied 1RA
reeds to be st up with 2 oustodian, and de
ductions for property Gmes, mortgRpe inter
est, depreciabon and other propesty elated
expenses cannat be chimed unkess o O Comp
enbity i wsed. In addibon, all exponses, ropars
and mainterance oosts and thind party man
apement fecs must be pad wath 128 funds,
hopefullg, and a net of rents o oover:

I8 owners sutyert b anmeal required min
imum distribebons (Bd05) and holding
rec craned real estate need o be mindful of
the el Bquidiny of appregate 8 holdings.
e real estate: portion may not hase mailabic
funds for distmbubion and the mestor will
need bo dirre from ather IRA sources.

It 5 akso smpostant bo emphasee that the own
er of the A and thar relattees cnt e inor
i a business oub of the property.
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