BROKER & HOME DESIGN

M Fix & Flip Exit Strategies

SELL IMMEDIATELY VS. RENT FOR 12 OR 24 MONTHS

After renovating a property, an investor can sell immediately, operate it as a short-term or long-term rental, or hold it before selling. Each strategy creates
a different combination of sale price, rental income, appreciation, expenses, and taxes.

Option 1 - Renovate & Sell Inmediately

The property is purchased, renovated, and sold as soon as construction is
complete.
Advantages

Receive the profit and invested capital quickly.

Avoid additional mortgage interest, taxes, insurance, maintenance, and tenant
expenses.

* Sell while the renovation is completely new.

* Reinvest the capital into another project sooner.

Tax Consideration

If the property was purchased primarily to renovate and resell, the profit is
generally treated as ordinary business income rather than long-term capital
gain.

Selling Price

The investor captures the property's current renovated market value. If the
finished property is worth $500,000 today, selling immediately eliminates the risk
of waiting for future appreciation but also gives up the opportunity to benefit from
it.

—— Option 2 - Renovate, Rent for 12+ Months &

Sell

Instead of immediately selling, the investor places the property into service
as a legitimate rental investment.
Potential benefits include:

Monthly rental income

Property appreciation

Depreciation deductions

Deductions for qualifying rental expenses
A potentially higher future selling price

. e

Residential rental buildings are generally depreciated over 27.5 years, while
certain qualifying assets may be depreciated more quickly.

Important: Holding a property for exactly 12 months does not
automatically create long-term capital-gain treatment. Generally, it must be
held for more than one year, and the facts must support that it was
genuinely held as an investment rather than temporarily rented before
resale

B Short-Term Rental Opportunity - Airbnb / VRBO

A renovated property can also operate as a short-term rental (STR) during the

holding period.

A successful STR may generate higher gross income than a traditional rental because

the property is rented by the night rather than for one fixed monthly amount.
STR expenses can include:

Utilities and internet

Furniture and supplies

Cleaning and turnover

Platform or management fees
Maintenance

Vacancy and seasonal fluctuations
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STRs may also offer an additional tax-planning opportunity. Under IRS passive-activity
rules, an activity generally is not treated as a rental activity when the average guest
stay is 7 days or less. If the investor also materially participates, qualifying losses may
potentially be treated as nonpassive, subject to other tax limitations.

This can make an STR an attractive way to generate income and
potentially receive tax benefits while waiting for the property's future
sale.
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HOLDING PERIODS, TAX DEFERRAL & AFTER-TAX RETURN

Option 3 - Renovate, Rent for 24 Months &
Sell

Holding for approximately two years gives the investor more time to generate
income and potentially benefit from appreciation.
Potential Benefits

* Approximately two years of rental or STR income
* Additional depreciation deductions

* More time for property appreciation

* Rental income helping offset carrying costs

* A longer documented investment period

If the property is genuinely held as an investment and sold after more than one year,
eligible gain may receive long-term tax treatment rather than the ordinary-income
treatment commaonly associated with a traditional flip.

Depreciation taken during ownership reduces the property's tax basis and can affect the
taxes owed when the property is eventually sold.

ﬁ Why Selling Price Matters

Consider a renovated property worth $500,000 today.

Sell around $500,000 and receive the profit now.
SELL NOW $500,000
Collect rental income and, if the market
12+ MONTHS $525,000 appreciates, the property might later sell for
$525,000.
Collect additional rental income and. if appreciation
24 MONTHS $550’000+ continues, it might later sell for $550,000 or more.

Future prices are examples only. The property could appreciate, stay at the same value,
or decline.

An STR may potentially increase the return during the holding period if nightly rental
revenue exceeds the property's operating and carrying costs.

The Goal

The highest selling price does not always mean the highest profit.
Investors should compare:

Sale Price + Rental Income + Appreciation + Tax Benefits

against

Purchase + Renovation + Financing + Operating Costs + Selling Costs + Taxes

—3y 1031 Exchange Opportunity
=

If a property has been genuinely held for investment or business use, the
investor may also consider a 1031 like-kind exchange instead of simply selling
and paying the capital-gain tax immediately.

A 1031 exchange allows the investor to sell one gualifying investment property

and reinvest the proceeds into another qualifying real estate investment while
deferring the tax on the gain. The tax is postponed rather than permanently
eliminated.

For a typical delayed exchange, the investor generally must:

* |dentify replacement property within 45 days of selling the original property.
* Acquire the replacement property within 180 days. or by the applicable tax-return
deadline if earlier.

A property held primarily for resale, such as a traditional fix-and-flip inventory property,
does not qualify simply because the investor wants to use a 1031 exchange. The
property must actually qualify as investment or business real estate.

The Main Difference

Sell Immediately

Fastest access to capital + lowest
holding risk + typically ordinary
business-income treatment for a
true flip.

Hold & Short-Term Rent

Potentially higher rental revenue +
depreciation + appreciation +
possible additional tax advantages
when STR and material-participation
reauirements are satisfied.

Hold & Long-Term Rent

Rental income + depreciation +
polential appreciation + potential
long-term tax treatment

Hold for 24 Months

More time for rental income and
appreciation + longer documented
investment history, but greater
exposure to carrying costs and
market changes.

1031 Exchange

Potentially defer taxes from the sale
of a qualifying investment property
by reinvesting into another qualifying
real eslate investment.

SALE PRICE + RENTAL INCOME + APPRECIATION + TAX BENEFITS
vs.
PURCHASE + RENOVATION + FINANCING + OPERATING + SELLING + TAXES

The strongest strategy is generally the one that creates the best after-tax return on invested
capital, rather than simply the largest future selling price.

Tax treatment varies based on the investor's circumsiances, property use, participation, entily sfructure, and
applicable federal state rules. A CPA or qualified tax professional should review the specific strategy
before implement. 1





