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Wealth  outcomes  are  increas ingly determined by af ter- tax ,
af ter-fee ,  r i sk-adjusted  resul t s ,  not  jus t  headl ine  returns .
Cl ients  a l so  want  durable  income,  d ivers i f ica t ion that  holds  up
in  drawdowns ,  and planning tools  that  integrate  wi th  tax and
esta te  s t ra tegy.

Al ternat ive  direct  investments ,  par t icular ly DSTs ,  Qual i f ied
Opportuni ty Zone (QOZ)  s tra tegies ,  pr ivate  credi t ,  and
development  rea l  es ta te  can improve  port fo l io  funct ional i ty
when used intent ional ly and governed proper ly.

Income
Asset-backed and contractual cash-flow streams can
supplement public-market yield and reduce forced selling
during volatility.

Growth

Value creation may come from rent growth, amortization,
development spread, cap-rate normalization, and operational
execution; drivers that can differ from public equities and
duration-heavy bonds.

Diversification
Alternatives can introduce distinct economic exposures (rents,
creditspreads, occupancy, construction timelines), potentially
reducing single-factordependence on public market beta.

Strategy

Depreciation/cost recovery (deal-dependent), deferral
frameworks, andgain-management tools can improve after-
tax outcomes for clients with high ordinaryincome and/or
large capital gains.

Implementation
Discipline

Success depends on suitability, position sizing,
managerselection, leverage control, and clear liquidity
planning.

B o t t o m  l i n e :  A l t e r n a t ive s  a re  n o t  a  re p l a c e m e n t  fo r p l a n n i n g
f u n d a m e n t a l s .  T h ey a re  a p o r t fo l i o  a n d  t a x- p l a n n i ng t o o l .
W h e n  p a i re d  w i t h  re p e a t a b l e  d u e  d i l i ge n c e ,
c o n s e r va t ive s i z i n g,  a n d  C PA c o o rd i n a t io n ,  t h ey c a n  he l p
a dv i s o r s  d e l ive r b e t t e r c l i e n t  o u t c o m e s .

Executive Summary



1 .The  Modern Portfol io  Problem

Many tradi t ional  port fo l ios  face  a  fami l iar se t  of  c l ient-fac ing
pressures :  h igher cross-asset  corre la t ions  dur ing s tress  per iods ,
greater sens i t iv i ty to  ra te  regimes ,  and increased demand for
re l iable  income.  Meanwhi le ,  the  most  re levant  benchmark for
many high-net-worth  households  i s  not  pre- tax return ,  i t  i s  net
spendable  weal th  over t ime.

C o m m o n p la n n i n g fr i c t i ons  advis o rs  are  try ing to  s olve :
Meet ing spending needs  wi thout  se l l ing equi t ies  a t  the  wrong
t ime (sequence-of-returns  r i sk ) .
Reducing concentrat ion in  a  s ingle  re turn engine  (publ ic  equi ty
beta)  or a  s ingle  macro  factor (durat ion) .
Improving af ter- tax resul t s  for c l ients  wi th  high ordinary
income,  capi ta l  ga ins ,  or both .
Providing divers i f ica t ion that  i s  unders tandable  to  c l ients  and
defens ib le  under a  f iduciary process .

Al ternat ive  d irect  investments  can  help  address  these  fr ic t ions
because  they of ten  l ink returns  to  ident i f iab le  cash  f lows  and asset
va lues  (rents ,  interes t ,  co l la tera l  coverage ,  pro ject  margins)  ra ther
than so le ly to  market  sent iment .

2.W hy Al ternat ive  Direct  Investments  Can Improve
Portfol io  Eff ic iency

2.1  Divers i f icat ion through different  return drivers
In  pract ice ,  d ivers i f ica t ion works  bes t  when the  under ly ing dr ivers
of  re turn are  d i f ferent .Al ternat ives  can  introduce  dr ivers  such as
occupancy and rent  esca la t ions  (rea l  es ta te) , credi t  spreads  and
underwri t ing qual i ty (pr ivate  credi t ) ,  and project  execut ion
t imel ines  and development  spreads  (development  rea l  es ta te) .
These  dr ivers  do  not  a lways  move in lockstep  wi th  publ ic  markets .



Asset Type Primary Return Drivers Common Client Outcomes Sought

DST / Stabilized
RealEstate

Lease terms, occupancy,
rent escalators,cap rates,
debt structure

Current income, diversification,
potential inflation-resilience, tax
attributes (deal-dependent)

Private Credit

Borrower quality,
covenants, collateral,
floating vs fixed rates,
default cycle

Contractual income, potential lower
volatility than equities,
diversification from public 

Development
RealEstate

Project execution,
supply/demand,
construction costs, exit
liquidity, cap rates

Growth potential, diversification,
opportunistic returns (higher risk)

Qualified
OpportunityZone
Strategies

Underlying business/real
asset executionplus
statutory tax framework

Long-horizon growth with
potential taxbenefits (requires strict
compliance)

2.2 Income as a planning tool,  not just a yield target

For many households, income is a behavioral stabilizer and a risk-
management lever.Predictable distributions can reduce pressure to
sell growth assets during drawdowns andcan support required
spending, gifting, and insurance or tax payments. The goal is
notyield at all  costs; it  is building a portfolio that can fund the
plan across market regimes.

2.3 Sequence-of-returns risk and cash-flow buffers

Clients who are withdrawing from a portfolio face sequence-of-
returns risk: weak marketsearly in the distribution phase can
permanently damage outcomes. A thoughtfullydesigned
alternatives sleeve may provide a partial cash-flow buffer,
potentially improvingplan durability when public markets are
temporarily impaired.



3. Alternatives as Tax Strategy: After-Tax Alpha

For high earners and clients with liquidity events, the primary
performance question is often: How much of the return does the
client keep? Alternative direct investments can sometimes improve
outcomes through tax timing, tax character, and gain management.
These benefits are deal-specific and investor-specific and should
be coordinated with the client's CPA.

3.1 Ordinary income strategies (deal- and investor-
dependent)

Real estate partnerships and DST structures may generate
depreciation and other deductions that can offset a portion of
distributed cash flow, potentially resulting in tax-deferred
distributions (often reported on a K-1).  The extent and usability of
these attributes depends on the asset,  f inancing, cost segregation
(if any),  the investor's passive activity profile,  and applicable
limitations.

Advisor framing: Treat tax benefits as a potential enhancer, not the
sole reason to invest.  Underwrite the asset and cash flow first;  then
evaluate the tax impact as part of the total return and planning
profile.

3.2 Capital gains planning: deferral and controlled
recognition

For clients with large capital gains exposure (sale of real estate,
concentrated stock diversification, business exits) ,  alternative
strategies may support deferral or controlled
recognition frameworks where appropriate and compliant.
Examples include real estate exchange structures, and long-
horizon strategies designed to align gain recognition with
future planning needs.



3.3  Qual i f ied  Opportunity Zone s trategies :  p lanning
prof i le

QOZ stra tegies  are  d is t inct  because  the  tax framework i s
s ta tutory and requires  s t r ic t  compl iance .  Proper ly s t ructured
QOZ investments  are  typica l ly long-horizon,  execut ion-
dependent ,  and best  su i ted  for c l ients  who can commit  to
i l l iquidi ty and who have  meaningful  capi ta l  ga ins  to  deploy.
The ro le  in  a  port fo l io  i s  of ten  growth-or iented ,  wi th  tax
benef i t s  as  a  meaningful  p lanning dimension rather than a
guarantee  of  super ior re turns .

3.4  The value  of  deferral :  the  tax t iming premium

Even when taxes  are  not  e l iminated ,  deferra l  can  increase  long-
term weal th  by keeping more  capi ta l  invested  for longer.  This
' tax t iming premium' can be  especia l ly va luable  for c l ients  who
ant ic ipate  lower brackets  la ter,  who can harvest  losses  in  future
years ,  or who want  f lex ibi l i ty to  coordinate  recogni t ion wi th
char i table  or es ta te  s t ra tegies .



4.  Core  Al locat ions  Used in  Weal th  Portfol ios

4.1  DSTs :  s tabi l ized  real  es ta te  exposure  with  planning
ut i l i ty
Delaware  Sta tutory Trust  s t ructures  are  commonly used to
access  ins t i tut ional-qual i ty rea l  es ta te  wi th  profess ional
management .  For many c l ients ,  the  DST va lue  proposi t ion
centers  on:  ( 1 )  access  to  s tabi l ized  assets ,  (2 )  potent ia l  income,
(3)  d ivers i f ica t ion across  property types  and geographies ,  and
(4)  p lanning and tax a t t r ibutes  that  may be  re levant  in  e l ig ib le
scenar ios .
•  Best-f i t  use  cases :  c l ients  seeking pass ive  rea l  es ta te
exposure ,  d ivers i f ica t ion from equi t ies ,  and potent ia l  cash
f low.
•  Key di l igence  i tems:  sponsor t rack record ,  lease  qual i ty,
tenant  concentrat ion ,  debt  terms,  reserves ,  and exi t
assumptions .
•  Key r i sks :  i l l iquidi ty,  leverage ,  cap-rate  expans ion,  tenant
rol lover,  and sponsor execut ion .

4.2  Private  credi t :  contractual  income and underwri t ing
dispers ion

Private  credi t  i s  of ten  used to  target  contractua l  income wi th
underwri t ing-dr iven returns .  In  many port fo l ios  i t  i s
pos i t ioned as  a  complement  to  t radi t ional  f ixed income,  wi th
the  potent ia l  to  reduce  vola t i l i ty re la t ive  to  equi t ies  whi le  s t i l l
producing meaningful  y ie ld .  However,  manager d ispers ion i s
rea l :  underwri t ing qual i ty matters  more  than macro  narrat ives .
•  Best-f i t  use  cases :  income-focused c l ients ,  c l ients  seeking
f loat ing-rate  exposure ,  or those  reducing re l iance  on publ ic
high-yie ld  markets .
•  Key di l igence  i tems:  credi t  pol icy,  co l la tera l  and covenant
protect ions ,  d ivers i f ica t ion ,  workout  h is tory,  and
valuat ion/report ing r igor.
•  Key r i sks :  defaul t s  in  downturns ,  l iquidi ty constra ints ,
manager concentrat ion ,  and leverage  a t  the  fund or borrower
level .



4 .3  D eve lo p m e n t  re a l  e s t a te :  h ighe r r i sk ,  po ten t ia l ly hi gher
rewa rd
Development  can add a  d i f ferent ia ted  growth engine ,  but  i t  i s
inherent ly execut ion-  and cyc le-sens i t ive .  Advisors  should
treat  development  exposure  as  opportunis t ic  and s ize  i t
accordingly.  The underwri t ing conversat ion must  focus  on
capi ta l  s tack safety,  sponsor capabi l i ty,  construct ion r i sk
controls ,  and rea l i s t ic  ex i t  l iquidi ty assumptions .
•  Best-f i t  use  cases :  c l ients  wi th  higher r i sk to lerance ,  longer
horizons ,  and a  port fo l io  that  can  absorb  i l l iquidi ty and
volat i l i ty.
•  Key di l igence  i tems:  budget  cont ingencies ,  contract ing
approach,  permit t ing s ta tus ,  absorpt ion assumptions ,  and
sponsor capi ta l izat ion .
•  Key r i sks :  cos t  overruns ,  de lays ,  f inancing r i sk ,  demand
shocks ,  and forced sa les  into  weak markets .

4 .4  Q u a l i f i ed  O p p o r t u nity Zone s trat egi es :  lo ng-horizon
g row th  w i t h  s t r i c t  r u l e s

QOZ stra tegies  are  typica l ly appropria te  only when the  c l ient
has :  ( 1 )  meaningful  capi ta l
ga ins ,  (2 )  the  abi l i ty to  commit  for a  long holding per iod ,  and
(3)  the  pat ience  to  to lerate
project  execut ion r i sk .  Because  QOZ outcomes  depend both  on
the  s ta tutory framework
and the  under ly ing asset/bus iness  performance ,  advisor due
di l igence  should  be  s t r ic ter,
not  looser.
•  Best-f i t  use  cases :  c l ients  wi th  s igni f icant  ga ins ,  long t ime
horizons ,  and a  des ire  for
growth-or iented exposure  in  a  tax-aware  framework .
•  Key di l igence  i tems:  compl iance  infras tructure ,  pro ject
feas ib i l i ty,  sponsor report ing ,
and downside-case  capi ta l  preservat ion .
•  Key r i sks :  regulatory/compl iance  r i sk ,  execut ion r i sk ,
i l l iquidi ty,  and concentrat ion .



5. A Repeatable Due Diligence Framework for Advisors

Advisors do not need to be full-time underwriters, but they do need a defensible
process.
Below is a practical diligence framework used by many wealth platforms to
evaluate
alternative direct investments.

5.1 Sponsor and manager quality
• Track record through multiple cycles; realized outcomes vs. marketing pro
formas.
• Team stability, key-person risk, and alignment (GP co-invest).
• Operational infrastructure: reporting, audits, valuation policy, investor
communications.
• Conflicts of interest and related-party arrangements disclosed and controlled.

5.2 Deal structure and investor protections
• Fee layers and total cost: acquisition, asset management, disposition, financing,
and incentive promote.
• Reasonable waterfall structure and hurdles; clarity on catch-up provisions.
• Leverage policy and covenant protections; refinancing assumptions stress-
tested.
• Liquidity terms: redemption (if any), gates, and secondary market realism.

5.3 Risk underwriting: focus on the downside case
• What breaks first? (occupancy drop, cap-rate expansion, defaults, cost
overruns).
• Sensitivity analysis: interest rates, rent growth, NOI margin, exit cap rate,
construction timeline.
• Concentration: tenants/borrowers, geography, industry, and counterparties.
• Exit plan: time horizon, buyer universe, and realistic pricing in a down market.

5.4 Tax and reporting practicalities
• K-1 timing and quality; history of amended K-1s.
• State filing exposure and expected complexity for the client.
• Depreciation assumptions and potential recapture awareness (where
applicable).
• Clear guidance for CPA coordination and client record keeping.



6. Portfolio Construction and Allocation Discipline

Alternatives should be sized based on the client's plan, liquidity needs, and risk
tolerance -
not based on headlines or recent performance. A clean approach is to define the
'job' of
the allocation, match liquidity to liabilities, diversify managers and strategies,
and monitor
with a clear review cadence.

6.1 Define the job of the allocation
• Income sleeve: private credit and stabilized real estate oriented toward
distributions.
• Growth sleeve: development and select QOZ strategies oriented toward long-
horizon
appreciation.
• Tax-aware sleeve: strategies where tax timing/character is a meaningful
planning
component, coordinated with the CPA.

6.2 Liquidity planning is non-negotiable
Illiquidity is a feature and a risk. Advisors should model liquidity needs (tax
payments,
lifestyle withdrawals, capital calls, emergency reserves) and cap alternative
exposure
accordingly. A common failure mode is over-allocating to illiquid strategies and
then
becoming a forced seller.

6.3 Monitoring and governance
• Establish a review cadence for reporting and risk flags (occupancy, DSCR,
delinquency,
construction milestones).
• Track distribution coverage and reserve adequacy, not just distributions paid.
• Document rationale for position sizing and any re-allocation decisions.
• Maintain a client communication playbook for periods of stress (delays,
valuation
marks, distribution changes).



7. How to Communicate Alternatives to Clients Without Hype

Most client dissatisfaction with alternatives comes from mismatched
expectations. Advisors can reduce this risk by positioning alternatives as a
planning tool with explicit constraints: illiquidity, complexity, manager
dispersion, and time horizon.

Client-ready language (examples):

• “This sleeve is designed to help fund your plan with contractual or asset-
backed cash flow, so we are less dependent on selling equities at the wrong
time.”
• “We are underwriting the asset and the manager first. Any tax benefit is a
potential enhancer, not the sole reason we invest.”
• “Because these are illiquid, we are sizing them so you still have ample liquid
reserves for taxes, lifestyle needs, and flexibility.”

Advisors should also clearly explain that valuations may be less frequent, exits
may occur on a sponsor timeline, and distributions can change based on
performance and reserve policy.



Conclusion

Alternat ive  d irect  investments  can  improve  weal th  port fo l ios
by adding income-oriented cash-f low sources ,  d ivers i fy ing
return dr ivers ,  and expanding tax-planning f lex ibi l i ty.  For
many high-net-worth  households ,  th i s  can  t rans la te  into
improved plan  durabi l i ty and bet ter a f ter- tax outcomes  -
provided the  s t ra tegies  are  implemented wi th  disc ip l ine :
sui tabi l i ty screening ,  conservat ive  s iz ing ,  s t rong manager
se lect ion ,  and CPA coordinat ion .

This material is for informational and educational purposes only and does not constitute investment,
legal, tax, or accounting advice. It is not an offer to sell or a solicitation to buy any security. Investing
involves risk, including the possible loss of principal. Alternative investments may be speculative,
illiquid, complex, and not suitable for all investors. Past performance is not indicative of future results.
Tax outcomes depend on individual circumstances and may be affected by changes in laws or
regulations. Investors should consult their financial professional, attorney, and tax advisor prior to
making investment decisions. Any references to potential tax benefits are generalized and may not
apply to every investor or structure.
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