
TAX-ADVANTAGED STRATEGIES IN INVESTMENT PORTFOLIOS

Explore a selection of tax-advantaged alternative investment strategies for 
portfolio optimization.

EXCHANGE FUNDS
An equity exchange fund is an investment vehicle that allows an investor to 
contribute highly appreciated, low cost-basis equity shares in “exchange” for shares 
of a fund containing a more diverse portfolio of securities. The primary benefit is 
diversification while delaying the payment of capital gains taxes. 

1031 EXCHANGES
An investment in real estate can provide unique investment portfolio benefits. Property 
owners may enjoy a steady stream of income, capital appreciation and property-related 
tax advantages. Yet some property owners may no longer be interested in actively 
owning and managing property, but still want an allocation to real estate. 

Under the Internal Revenue Code Sections 1031 (IRC Section 1031) and 721 (IRC 
Section 721), an owner of appreciated real estate can exchange investment property 
for an alternative real estate investment (or in the case of IRC Section 721, an interest 
in a real estate partnership) and defer the capital gains taxes normally associated 
with divestiture. 

These tax-deferred exchanges allow investors to maintain 100% of their pre-tax 
exposure to the real estate sector, rather than paying a portion of the proceeds from 
a sale to the government in taxes.

KEY POINTS

Exchange funds, 1031 funds  
and private placement life 

insurance/variable annuity provide 
tax-advantaged solutions.

Tax-advantaged strategies 
can simultaneously deliver 

diversification and tax-efficiencies 
within your investment portfolio.

Tax-advantaged alternative 
investments vary in complexity 

and risk compared to traditional 
investments.

Tax-advantaged strategies 
An array of tax-efficient alternative investment strategies to help 
enhance your portfolio’s diversification and performance.
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ALTERNATIVE INVESTMENT STRATEGIES

PRIVATE PLACEMENT LIFE INSURANCE (PPLI) AND PRIVATE 
PLACEMENT VARIABLE ANNUITY (PPVA)
A sophisticated investment solution suited for high-net-worth 
investors, PPLI combines the tax benefits of life insurance 
while providing qualified purchasers access to non-traditional 
investments, such as alternative investments, SMA strategies and 
exchange-traded funds (ETFs).

PPLI is a type of variable universal life (VUL) insurance that 
involves allocating the premium to various investment 

strategies to ultimately grow the cash value while deferring 
gains and providing a death benefit. Sophisticated investors 
can potentially take advantage of tax-deferred compounding 
growth within the insurance policy, tax-free withdrawals1 and 
estate tax benefits. 

PPVA provides a tax-deferred vehicle for investing only until 
distributions are received, in which the income becomes taxable. 
PPVAs may be a viable option if insurability is a concern or for 
investors that want to designate a charity as a beneficiary. 

TAX-ADVANTAGED STRATEGY COMPARISON

Exchange Funds 1031 Exchanges PPLI PVA

Core 
characteristics

Pooled investment 
structure, involving 
increased portfolio 

diversification with cost 
basis spread across 

a diverse portfolio of 
securities

Typically real estate 
focused, involving like-

kind property exchanges 
to access tax deferrals

Life insurance with access  
to non-traditional 

investments, providing 
tax-deferred investment 

growth on cash value and 
a tax-free death benefit 

Variable annuity  
chassis with access to  

non-traditional investments 
with the ability to accrue 

investment earnings  
tax-deferred

Comparative  
risk

Moderate risk influenced 
primarily by the exchange 

fund’s assets

Moderate risk influenced 
primarily by market and 
property-specific risks

Moderate risk influenced 
by investor control, 

insurance guidelines, 
diversification, and market 

performance risk

Moderate risk influenced 
by investor control, 

diversification, and market 
performance risk with no 

guarantee of return  
of principal

Comparative 
liquidity

Typically less liquid than 
publicly traded assets and 

impacted by the fund’s 
redemption policies

Susceptible to common  
real estate liquidity chal-
lenges and involve time 
sensitive transactions

Typically, more liquid  
than traditional insurance 

due to no surrender 
schedule but liquidity is 

subject to the terms of the 
underlying investments

Typically, more liquid than 
traditional insurance due 
to no surrender schedule, 
but liquidity is subject to 

the terms of the underlying 
investments. 10% penalty 
on gains if withdrawn prior 

to 59 ½ years old

Investment  
benefits

Portfolio diversification

Tax-sensitive investment 
management

Achieve returns primarily  
in the form of unrealized 

capital gains 

Capital gains  
tax deferral

Potential passive  
rental income

Access to institutional-
quality real estate

Tax benefits of traditional 
investment real estate 

ownership

Access to non-traditional 
investments with the 

ability to reallocate without 
adverse tax consequences2

 
Tax-advantaged 

compounding of wealth

Income tax free death  
benefit to heirs

Elimination of K-1s

Access to policy cash value 
with non-MEC structure

Tax-deferred estate and 
multi-generational  

wealth planning

Access to non-traditional 
investments with the 
ability to reallocate 
without adverse tax 

consequences2

No underwriting 
 required

No surrender schedule

No limits on amount or 
timing of contributions

Elimination of K-1s

Passes income tax-free  
to family foundation or  

tax-exempt entity 

1PPLI withdrawals or loans are generally tax-free, provided your policy is not a modified endowment contract (MEC).



RISK FACTORS
Each type of investment strategy can present specific risks and 
considerations:

•	� In exchange funds: market fluctuations and concentration 
risks if assets are sector- or class-weighted

•	� In 1031 exchanges: market fluctuations, identifying 
replacement properties in time, and physical property-
specific risks

•	� In PPLI and PPVA: lack of investor control, policy expenses 
and fees, and market fluctuation can impact the structure 
and goal for the policy

Alternative tax-advantaged strategies can offer an attractive 
means to invest in complex investments while minimizing 
income taxes and may be a better fit depending on your 
individual goals and financial plan.

INTERNATIONAL HEADQUARTERS: THE RAYMOND JAMES FINANCIAL CENTER
880 CARILLON PARKWAY   //   ST. PETERSBURG, FL 33716   //   800.248.8863   //   RAYMONDJAMES.COM

2Re-allocations are subject to the underlying investments’ lock-up provisions.

Strategies and investments mentioned herein may not be suitable for all investors. The contents should not be considered or relied upon as investment, legal, tax 
or accounting advice, or as a recommendation for any specific strategy or investment. Investors should review all available information and have a thorough 
understanding of the risks, as well as the potential benefits, prior to investing. Past performance does not guarantee future results and there is no assurance that 
any strategy or investment will meet its objectives or that losses will be avoided.

Raymond James and its advisors do not offer tax advice. You should discuss any tax matters with the appropriate professional.

Private Placement Life Insurance policies are unregistered securities products and are not subject to the same regulatory requirements as registered securities 
products. As such, Private Placement products should only be presented to accredited investors or qualified purchasers as described by the Securities Act of 1933. 
The information presented here is not an offer to purchase or the solicitation of an offer to purchase an investment product.

Alternative Investments involve substantial risks that may be greater than those associated with traditional investments and may be offered only to clients who 
meet specific suitability requirements, including minimum net worth tests. These risks include but are not limited to: limited or no liquidity, tax considerations, 
incentive fee structures, speculative investment strategies, and different regulatory and reporting requirements. There is no assurance that any investment will meet 
its investment objectives or that substantial losses will be avoided.

Real estate investments can be subject to different and greater risks than more diversified investments. Declines in the value of real estate, economic conditions, 
property taxes, tax laws and interest rates all present potential risks to real estate investments.

Asset allocation and diversification does not ensure a profit or protect against a loss.

Insurance products offered through Raymond James Insurance Group, an affiliate of Raymond James & Associates, Inc., and Raymond James Financial Services, Inc.
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ALTERNATIVE INVESTMENT STRATEGIES

Talk to your financial advisor for personalized investment advice  
that’s based on your individual goals and financial picture. 


