
 

 

 

 

 

Robert W. Baird & Co. Incorporated Page 1 of 2 

WEALTH SOLUTIONS GROUP 

 

 

 

 

While investing in real estate within an IRA is 

possible and may serve as a means to diversify your 

retirement portfolio, it is not necessarily suitable for 

everyone. 

 

In addition to being an experienced real estate investor, having a thorough understanding of the tax laws and 

regulations of growing an IRA through real estate investments is important too. Therefore, before considering the 

purchase of real estate within your IRA, it is very important to consult with your tax and legal advisor to determine if this 

investment strategy fits within your overall financial plan. 

THE BASIC GUIDELINES 

The most direct way of investing in real estate within your IRA is having the IRA purchase real estate from an unrelated 

party and paying cash for it. The IRA can buy raw land, a house, a condo, commercial property, residential (rental) 

property, or any other type of investment real estate. An IRA could possibly become a member of a limited liability 

corporation (LLC) that buys and sells property or, you could invest in real estate indirectly through a Real Estate 

Investment Trust (REIT). 

Before you can purchase real estate in an IRA, you must find an IRA custodian who specializes in administering self-

directed IRAs with real estate. Most custodians, including Robert W Baird & Company, do not offer these services; 

however, your Baird Financial Advisor may be able to refer you to a custodian that will. Once you have found the 

custodian, there are several other rules to follow: 

• The property must strictly be for investment purposes only and cannot be for personal use.  The IRA owner, their 

spouse, parents or children cannot benefit personally from the use of the real estate property (either now or in the 

future). 

• The property may be rented to an unrelated third party as long as the rental income flows back to the IRA account. 

However, you can’t personally collect the rent and perform repairs. The custodian typically requires a third-party 

manager and, even though it’s in an IRA, there may be taxes on the rental income such as unrelated business 

taxable income (UBTI). 

• Any expenses associated with the real estate investment such as property taxes, insurance, appraisals (required at 

least annually), improvements, and repairs, must be paid from within the IRA account. This means there must be 

enough liquid cash in the account to cover these expenses.   

• Distributions from Traditional IRAs are taxed at ordinary income tax rates so you cannot take advantage of lower 

long-term capital gains rates like you could if the real estate were held outside of an IRA. If you pass away, the 

property does not receive a step-up in basis like it would if it were held outside of the IRA. 

• Using a Roth IRA or converting to a Roth IRA to purchase real estate may make more sense. Please discuss this 

thoroughly with your tax advisor. 
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While purchasing real estate within an IRA may offer you the potential for income and/or capital gains, there are several 

downsides to be aware of as well: 

• Risk of loss. There is risk associated with the investment you make. While you may assume the real estate property 

will always appreciate in value, investments can lose value and holding it within your IRA won’t protect it from loss. 

Real estate losses tend to occur if vacancies rise, rents fall, the property requires extensive repairs, the 

neighborhood changes, or there is a general decline in the real estate market. 

• Lack of liquidity. Real estate is a relatively illiquid investment. As stated earlier, any expenses associated with the 

real estate investment must be paid out of the IRA, meaning that some cash must be kept in the account.   

• Lack of flexibility. For individuals age 70-½ and over, the IRS mandates that you take required minimum distributions 

(RMD) from your Traditional IRA. Unless you have other assets in the IRA to draw from to satisfy your RMD, you 

may have to sell the real estate to provide the necessary cash. 

• Additional annual fees. In addition to the annual service fee that IRA custodians may charge additional fees when 

real estate investments are involved. You will also need to have the real estate appraised at least annually. 

• Diversification. When investing in real estate, consider how it will fit into your overall asset allocation. Most 

individual’s largest investment is their home, so purchasing additional real estate in your IRA may lead to being 

over-weighted in one asset class. 

• Other options. If you have determined that real estate is an appropriate investment, Real Estate Investment Trusts 

(REITs) may be an option. REITs usually require a smaller initial investment, can provide significant cash flow, and 

may offer better liquidity than actual real estate.   

PROHIBITED TRANSACTIONS 

Outside of the issues regarding holding real estate in an IRA, there are some general guidelines to remember when it 

comes to IRA investing. Although there is nothing in the Internal Revenue Code that prohibits real estate as an 

investment in the IRA, the IRS is very specific in what they deem to be prohibited transactions. These include: 

• Borrowing money from the IRA 

• Selling property to the IRA 

• Receiving unreasonable compensation for managing an IRA 

• Pledging an IRA as security for a loan 

• Buying property for personal use (present or future) with IRA funds 

In addition to some of the above-mentioned prohibited transactions, the IRA cannot directly or indirectly buy real estate, 

or any other asset, from a “disqualified person”. The IRS defines this person as an IRA owner, the IRA owner’s spouse, 

descendent (children) or ascendant (parents), spouse of the descendent, IRA Trustee or Custodian, and so forth.  

As you can see, using real estate investments within an IRA to reach your retirement goals is a very complex strategy. 

In order to make an informed decision, you should be aware of the issues related to growing an IRA with real estate 

investments. By working with an experienced tax and/or legal advisor, you can determine if investing in real estate 

within your IRA is appropriate for your situation. 

 

 

Robert W Baird & Co. does not offer this service nor does Baird provide tax advice.  This information is provided strictly for informational purposes only.  Your clients are 

strongly advised to seek advice from competent legal and tax counsel to determine the applicability of this information to their estate and financial planning decisions. 


