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Delaware Statutory Trust
A Strategic Tax & Wealth Management Tool 
for Real Estate Investors

For real estate investors and high-net-worth individuals, finding tax-efficient 
strategies is key to building and preserving wealth. One of the most powerful 
but often overlooked tools is the Delaware Statutory Trust (DST).

DSTs combine real estate ownership with IRS-approved tax benefits, making 
them a preferred vehicle for investors seeking 1031 exchange opportunities, 
diversification, and passive income.

This eBook explains the fundamentals of a Delaware Statutory Trust (DST), inclu-
ding its function, tax benefits, and key advantages and disadvantages for 
investors
 

What is DST?

A Delaware Statutory Trust (DST) is a legal entity created under Delaware law 
that allows multiple investors to pool money together to own fractional interests 
in real estate.

 • Ownership Structure: Investors own “beneficial interests” in the trust,    
  not  direct titles.
 • Property Type: DSTs often hold high-value institutional properties such  
  as apartment complexes, office buildings, medical centers, or industrial  
  warehouses.
 • IRS Approval: DSTs qualify as “like-kind” property for Section 1031    
  exchanges, making them highly attractive for tax deferral.

A Delaware statutory trust (DST) is a legal entity that holds assets, such as real 
estate. Think of it like a corporation but specifically designed for holding and 
managing property.

Here’s a simple breakdown of the key phrases:

• Statutory Trust: This means the trust is created and governed by a specific 
law—in this case, the Delaware Statutory Trust Act. This law provides a clear fra-
mework for how the trust must be operated and managed.

• Delaware Law: Forming the trust in Delaware offers several benefits. The 
state has a reputation for having business-friendly laws and a well-established 
court system that specializes in corporate law. This can provide a sense of secu-
rity and predictability for investors.
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• Flexibility: A DST is highly flexible, allowing it to be structured in a way that 
meets the specific goals of the investors. This includes how it manages assets, 
distributes income, and handles liabilities.

• Legal Protection: Delaware's laws provide strong legal protection for the 
trust and its investors. This can help shield the trust's assets from certain types of 
lawsuits and provide a clear legal process for dispute resolution.

In short, a Delaware statutory trust is a legally recognized and flexible way to 
hold assets, particularly real estate, that offers legal protections under a we-
ll-defined state law. It's a structure commonly used by real estate investors to 
manage properties efficiently and securely.

Key Features

• Trust Structure: Formed as a statutory trust under Delaware law, giving it 
flexibility and legal protection.

• Fractional Ownership: Investors own a “beneficial interest” in the trust 
rather than directly owning the real estate.

• Passive Investment: Investors don’t manage the property; a sponsor or 
trustee handles operations.
• Limited Liability: Investors’ liability is generally limited to their investment.
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Tax Benefits of DSTs

The biggest advantage of DSTs lies in tax planning and wealth management.

1. 1031 Exchange Qualification

 • Investors can sell an appreciated property, reinvest proceeds into a   
  DST, and defer capital gains taxes.
 • This allows portfolio growth without immediate tax erosion.

2. Depreciation Pass-Through

 • Investors can claim a share of depreciation deductions, reducing           
  taxable income.

3. Estate Planning

 • Beneficial interests can be divided among heirs without needing to split  
  physical property.
 • The basis of the DST interest “steps up” upon death, potentially     
  eliminating deferred taxes for heirs.

4. Passive Income with Tax Efficiency

 • Rental income is distributed to investors. With depreciation, much of this  
  income may be sheltered from current taxation.
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✅ Pros of a DST

 1. Tax Deferral: Leverage Section 1031 to avoid immediate capital gains   
 taxes.

 2. Diversification: Access multi-million-dollar properties with fractional   
 investment.

 3. Passive Investment: No landlord responsibilities — sponsor handles   
 management.

 4. Professional Management: Assets are managed by experienced real   
 estate firms.

 5. Estate Planning Tool: Easy transfer of beneficial interests to heirs.

 6. Accessibility to Institutional Real Estate: Investors gain exposure to   
  properties they couldn’t buy individually.
 
❌ Cons of DST

 1. Illiquidity: Interests are typically locked in for 5–10 years until property is  
 sold.

 2. Lack of Control: Investors cannot participate in decision-making    
 (financing, selling, or leasing).

 3. Fees & Costs: Sponsors charge management and acquisition fees,   
 reducing overall returns.

 4. Market Risk: Property values and rental income depend on real estate  
 market conditions.

 5. Accredited Investor Requirement: Many DST offerings are only open to  
 high-net-worth investors.
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Who Should Consider DST?

DSTs are ideal for:

 • Real estate investors selling properties with large capital gains.
 • Retiring landlords seeking passive income instead of management   
  duties.
 • High-net-worth individuals looking to diversify and defer taxes.
 • Families seek estate planning solutions with step-up in basis.

Not ideal for:

 • Investors who need liquidity.
 • Those who prefer hands-on control of real estate assets.
 
Example Scenario

Imagine you sell a commercial building with a $1.000.000 gain.

 • If sold outright You might pay $250.000+ in taxes.
 • If exchanged into a DST You defer those taxes, reinvest full proceeds,   
 and earn passive rental income.

This strategy lets wealth continue to grow tax-deferred while simplifying   
ownership.
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Conclusion

The Delaware Statutory Trust is more than just a real estate structure — it’s a 
strategic tax and wealth management tool. By offering 1031 exchange   
benefits, passive income, and estate planning advantages, DSTs have 
become a go-to solution for investors who want to grow and protect wealth 
without active management burdens.

Like any strategy, DSTs are not perfect — they come with fees, illiquidity, and 
lack of control. But for the right investor, the tax benefits far outweigh the  
limitations, making them a cornerstone in modern tax planning.
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