
Tax Benefits of Real Estate Income are Compelling
REAL ESTATE INCOME HAS OUTPACED BOND INCOME*

Income generated by publicly traded real estate investment trusts (Public REITs) and private real estate has  
outpaced equities, taxable corporate bonds, and municipal bonds over the last 10 years.1,7 Real estate has 
the potential to provide a steady source of income based on the rent paid by tenants’ which can be used 
to pay distributions to investors. For investors seeking income, real estate may be an option to consider, 
especially after tax benefits are factored in.

AVERAGE DIVIDEND/DISTRIBUTION INCOME RATES OVER 10 YEARS1
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20% OF REIT INCOME ISN’T TAXED

The Tax Cuts and Jobs Act signed into law in December 2017 created a 20% deduction for REIT dividend 
income available to non-corporate taxpayers, regardless of itemization or adjusted gross income. The tax 
treatment of the income produced by different asset classes is shown below.

Asset Class Income Dividend/Distribution Income Tax Treatment

Equities Ordinary income taxed at individual’s tax rate, qualified distributions/
capital gains taxed up to 20%

Taxable Corporate Bonds Taxed at individual’s tax rate

Municipal Bonds Generally tax exempt at state and federal level

Public REITs Up to 20% not taxed,3 remaining 80% taxed at individual’s tax rate

Private Real Estate Up to 20% not taxed,3 remaining 80% taxed at individual’s tax rate
* While real estate and bonds are both income-producing investments they have significant differences. Real estate investments generally have 

more risks, and are less liquid than bonds.
1 Source: Bloomberg, NCREIF. 10 years ended 12/31/2019.
2 Tax Equivalent Yield calculation is hypothetical based on 37% assumed tax rate, 12.5% return of capital for real estate investments, and is 

based on 2019 tax law. It does not account for historical tax treatments of income. Black Creek Group, LLC (“Black Creek Group”) and  
its affiliates do not give tax advice and you should speak with your tax advisor regarding your specific situation. Tax equivalent yield 
does not take into account other taxes that may be owed by the investor upon redemption on sale of the investments. At that time, the investor 
may be subject to higher capital gains taxes as a result of depreciating cost basis due to the return of capital portion of distributions.
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TAX EQUIVALENT YIELD TABLE4 — HOW RETURN OF CAPITAL CAN AFFECT  
REIT YIELDS (Hypothetical based on 10-year average dividend/distribution income rates)

Asset Class

Average 
Dividend/
Distribution 
Rate (10 Years)

Effective  
Tax Rate5

Return  
of Capital6

After Tax 
Distribution/ 
Dividend Rate5

Tax Equivalent 
Yield

Equities  2.03% 20.00% 0.00% 1.63% 2.58%
Taxable 
Corporate 
Bonds

 3.50% 37.00% 0.00% 2.20% 3.50%

Municipal 
Bonds  2.63% 0.00% 0.00% 2.63% 4.18%

Public REITs

 3.85% 29.60% 12.50% 2.85% 4.52%
 3.85% 29.60% 25.00% 2.99% 4.75%
 3.85% 29.60% 50.00% 3.28% 5.20%
 3.85% 29.60% 75.00% 3.56% 5.65%

Private  
Real Estate

 5.20% 29.60% 12.50% 3.85% 6.11%
 5.20% 29.60% 25.00% 4.04% 6.42%
 5.20% 29.60% 50.00% 4.43% 7.03%
 5.20% 29.60% 75.00% 4.81% 7.64%

3 Subject to limitations on W-2 wages paid and/or unadjusted basis of property.
4 Source: Bloomberg, NCREIF and NAREIT. 10 years ended 12/31/2019.
5 Effective tax rate is hypothetical and assumes individual ordinary income is taxed at a rate of 37%, equity income is taxed at 20%, municipal 

bond income is not taxed, and real estate income receives full entitlement to 20% tax deduction. Actual tax rate will vary based on an individual’s 
specific situation.

6 Return of Capital (ROC) is a distribution paid to fund stockholders in excess of a fund’s current and accumulated earnings and profits. 
An ROC distribution is generally nontaxable and reduces a stockholders cost basis in the investment in the year the ROC distribution is 
received. The example does not include state taxes, which could lower after-tax yield. Example table shown above is designed to show 
yields at different hypothetical ROC rates.

7 An investment in a public, non-traded net asset value (“NAV”) REIT is not a direct investment in commercial real estate, but rather an 
investment in a REIT that owns commercial real estate. An investment in a public, non-traded NAV REIT is subject to certain fees and 
expenses, as well as certain risks specifically applicable to an investment in the securities of a REIT, which may adversely impact the value 
of the investment. The investment classes presented represent investments that have material differences from an investment in a public, 
non-traded NAV REIT, including those related to investment objectives, risks, fees and expenses, liquidity and tax treatment. The following is a 
description of each of the asset classes presented:
• Private real estate is represented by the NCREIF Open-End Diversified Core (ODCE) Index, an equal weighted, time weighted index 

representing a blended portfolio of institutional-quality real estate reported net of management and advisory fees. The term core typically 
reflects lower risk investment strategies, utilizing low leverage and generally represented by equity ownership positions in stable U.S. 
operating properties. Funds are weighted equally, regardless of size. While funds used in this benchmark have characteristics that differ 
from a public, non-traded NAV REIT (including differing management fees), we believe that the NCREIF ODCE Index is an appropriate and 
accepted index for the purpose of evaluating returns on investments in NAV REITs. Public, non-traded NAV REITs have the ability to utilize 
higher leverage than is allowed for the funds in the NCREIF ODCE Index, which could increase their volatility relative to the index. 

• Equities are represented by the S&P 500 Index, an unmanaged index of the 500 largest stocks (in terms of market value), weighted by 
market capitalization and considered representative of the broad stock market. 

• Taxable Corporate Bonds are represented by the Bloomberg Barclays US Corporate Bond Index, which covers the investment grade,  
fixed-rate, taxable corporate bond market. It includes U.S. dollar-denominated securities publicly issued by U.S. and non-U.S. industrial, 
utility and financial issuers.

• Municipal Bonds are represented by the Bloomberg Barclays Municipal Index, which covers the U.S. dollar-denominated long-term, fixed-rate, 
tax exempt bond market. The index has four main sectors: state and local general obligation bonds, revenue bonds, insured bonds, and 
pre-refunded bonds.

• Public REITs are represented by the FTSE NAREIT All Equity REITs Index, which is a free-float adjusted, market capitalization-weighted 
index of publicly traded U.S. equity REITs. Constituents of the index include all tax-qualified publicly traded REITs with more than 50% of 
total assets in qualifying real estate assets other than mortgages secured by real property. 
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Public real estate, bonds and equities provide ready liquidity and are easily traded. Comparisons shown are for illustrative purposes only and 
do not represent specific investments. These indices are used in comparison to the NCREIF ODCE Index in order to illustrate the differences in 
historical average dividend/distribution rates generated by direct investments in private real estate, stocks, taxable corporate bonds, municipal 
bonds and public REITs. The prices of securities represented by these indices may change in response to factors including: the historical and 
prospective earnings of the issuer, the value of its assets, general economic conditions, interest rates and investor perceptions. All indices 
are unmanaged and do not include the impact of fees and expenses. An investment cannot be made directly in any index. The dividend/
distribution rates presented are not indicative of actual rates to be attained by any particular public, non-traded NAV REIT. Diversification does 
not guarantee against the risk of loss.
An investment in private real estate is represented by the NCREIF ODCE Index differs from the S&P 500 in that private real estate investments 
are not large-cap stocks, differs from the Bloomberg Barclays US Corporate Bond Index and Bloomberg Barclays Municipal Index in that 
private real estate investments are not fixed-rate debt instruments, and differs from the FTSE NAREIT All Equity REITs Index in that direct 
commercial real estate investments are not publicly traded U.S. equity REITs. Public, non-traded NAV REITs differ from publicly traded U.S. 
equity REITs in that they do not trade on a national securities exchange, and therefore, are generally illiquid. Early redemption of public,  
non-traded NAV REIT shares is often very limited, and fees associated with the sale of these products can be higher than other asset classes. 
In some cases, periodic distributions may be subsidized by borrowed funds and include a return of investor principal. This is in contrast to the 
distributions investors receive from large corporate stocks that trade on national exchanges, which are typically derived solely from earnings. 
Investors typically seek income from public, non-traded NAV REIT distributions over a period of years. Upon liquidation, return of capital may be 
more or less than the original investment depending on the value of assets.
Past performance is no guarantee of future results. This information is not intended as tax advice. You should consult a tax professional about 
your personal situation and regarding whether an investment in real estate may be appropriate.
The sole purpose of this material is to inform, and it in no way is intended to be an offer or the solicitation of an offer to purchase or sell any 
security, other investment or service, or to attract any funds or deposits. Such offers may only be made by means of a prospectus. Investments 
mentioned may not be suitable for all investors.
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