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In brief

What happened?

In Private Letter Ruling 202506007 (PLR), the IRS ruled that certain intercompany payments between a REIT and
its subsidiaries and the associated underlying agreements should be disregarded for purposes of the REIT income
and asset tests.

Why is it relevant?

This ruling provides renewed insight into how certain intercompany transactions within a REIT structure may be
treated for purposes of the REIT income and asset tests when the REIT receives a payment from a partnership in
which the REIT has a capital interest.

Action items to consider

Given the IRS ruled on this issue using its discretionary authority, REITs that have or may engage in similar
intercompany transactions may want to consider the analysis in the ruling with respect to their own income and
asset tests and consider whether they should obtain their own ruling addressing those transactions.
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Technical background

A REIT must meet certain requirements regarding the income it receives and the assets it holds. The income
requirements dictate that on an annual basis, at least 75% of a REIT’s total gross income must be derived from
certain real estate related sources and at least 95% of a REIT’s total gross income must be derived from a broader
set of real estate related sources and certain types of passive income (REIT income tests). The asset requirements
dictate that at the close of each quarter, at least 75% of the value of a REIT’s total assets, determined in
accordance with GAAP principles, must consist of certain real estate assets, cash and cash items, and government
securities (REIT asset tests).

The IRS is authorized under its discretionary authority to determine whether any item of income or gain which does
not otherwise qualify for purposes of the REIT income tests may be considered as not constituting gross income for
purposes of the REIT income tests or treated as qualifying income for purposes of the REIT income tests.

For purposes of the REIT income and asset tests, a REIT that is a partner in a partnership is deemed to own its
proportionate share of the assets of the partnership and is deemed to be entitled to the income of the partnership
attributable to that share.

Factual background

The taxpayer in the PLR, a corporation that elected to be taxed as a REIT, owned telecommunication assets in the
US and in foreign countries through a partnership and disregarded entities of the REIT (DRES). The taxpayer held
an interest in the partnership directly, with the remainder of the partnership interest held indirectly through a taxable
REIT subsidiary (TRS). The partnership and DREs leased space on such assets to third parties. The rental income
received for the telecommunication assets was represented to qualify as rents from real property for purposes of
the REIT income tests.

Pursuant to an intercompany payment agreement with the partnership (partnership payment agreement), the
taxpayer provided operational support services to the partnership in exchange for payments from the partnership.
The operational support services were used to manage the telecommunication assets owned by the taxpayer
through the partnership. The partnership, in turn, provided operational support services to the DREs. Pursuant to
another intercompany payment agreement (DRE payment agreement), the DREs paid the partnership for the
provision of management and operational services. These payments were designed to ensure that the appropriate
entity was adequately compensated as a result of taxpayer’s centralized management structure and to comport
with transfer pricing principles.

The taxpayer made certain representations in the PLR including, among others, the following:

e The rents received by the DREs for leasing space on the telecommunication assets qualified as rents from
real property for purposes of the REIT income tests.

e Substantially all the income of the partnership, not including income from the DRE payment agreement,
qualified as rents from real property for purposes of the REIT income tests.

e The operational services provided by the taxpayer to the partnership were part of the taxpayer’s and its
directors’ fiduciary duties to manage the REIT (i.e., itself) and did not constitute services to tenants or
services related to managing or operating the telecommunication assets.

e The management and operational services provided to the DREs would be part of the taxpayer’s fiduciary
duties in managing a REIT (i.e., itself) and did not constitute services to tenants or services related to
managing or operating the telecommunication assets.
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e The partnership used the operational services provided by the taxpayer for its own business and to
manage itself.

e The partnership did not provide any of the operational services it received from the taxpayer to any
unrelated third parties.

e The portion of the payment attributable to the TRS’s interest made by the partnership to the taxpayer
pursuant to the partnership payment agreement would be treated as non-qualifying income for purposes of
the REIT income tests.

IRS analysis
Partnership payment agreement

The IRS noted that the payments made by the partnership to the taxpayer pursuant to the partnership payment
agreement would come from income that is already included in the taxpayer’s gross income as a result of its capital
interest in the partnership, and therefore including the portion of the payments attributable to the taxpayer’s capital
interest would cause such amounts to be counted twice for purposes of the REIT income tests. The IRS further
noted that the taxpayer’s gross income attributable to the payments represented an amount that the taxpayer was
effectively charging itself to perform functions the taxpayer could have performed directly without negative
implications. Accordingly, the IRS used its discretion to rule that the portion of the payments attributable to the
taxpayer’s capital interest in the partnership will not be treated as gross income for purposes of the REIT income
tests.

DRE payment agreement

The IRS noted that wholly owned disregarded entities are not treated as separate entities from their owners. For
that reason, the income earned by the DREs would be included in the taxpayer’s gross income upon receipt, and
therefore the portion of the payments made by the DREs to the partnership that is attributable to the taxpayer’s
capital interest in the partnership would be included in the taxpayer’s gross income twice as discussed above.
Accordingly, the IRS used its discretion to rule that the portion of the payments made by the DRESs to the
partnership that were attributable to the taxpayer’s capital interest in the partnership would not be treated as gross
income for purposes of the REIT income tests.

Observation: The IRS’s holding in this PLR that the payments received by the REIT from a partnership that the
REIT owned an interest in could be excluded for purposes of the REIT gross income tests is consistent with the
IRS’s holdings in prior PLRs which were issued after the enactment of Section 856(c)(5)(J). In addition, the IRS’s
conclusion in the PLR to disregard the payments received from the partnership also is consistent with its earlier
PLRs, predating the enactment of Section 856(c)(5)(J), where the IRS relied on the partnership look-through rule
under the Treasury Regulations to exclude from a REIT’s gross income fees received from a partnership that were
attributable to the REIT's capital interest in that partnership.

Observation: The IRS also has ruled in a number of “self-charged rent” PLRs that a REIT may ignore its allocable
share of rental income from a “lessor partnership” to avoid “double counting” of income attributable to the extent of
the REIT’s allocable share of rental deductions of the “lessee partnership.”

Observation: We note that the IRS used its discretionary authority to disregard the payments discussed above
rather than ruling under the Treasury Regulations addressing a REIT’s ownership of a partnership. The PLR may
therefore be of less utility to other similarly situated taxpayers, and REITs with similar fact patterns are strongly
encouraged to obtain their own rulings.
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Asset tests

The taxpayer represented that the partnership payment agreement and the DRE payment agreement were not
treated as assets under GAAP and did not appear on the taxpayer’s or the partnership’s financial statements.

The IRS noted that the partnership payment agreement and the DRE payment agreement were not assets under
GAAP and were not on the taxpayer’s or the partnership’s financial statements. Accordingly, the IRS ruled that the
intercompany payment agreements should be excluded from gross assets for purposes of the REIT asset tests.

Let’s talk

For a deeper discussion about this PLR or other REIT issues that might affect you, please contact:

Washington National Tax Services

Julanne Allen Adam Feuerstein
(571) 235-7837 (240) 476-2647
julanne.allen@pwc.com adam.s.feuerstein@pwc.com

Financial Services — Real Estate Tax

Annet Thomas-Pett
(347) 604-2134
annet.thomas-pett@pwc.com

© 2025 PwC. All rights reserved. PwC refers to the US member firm or one of its subsidiaries or affiliates, and may sometimes refer to the PwC
network. Each member firm is a separate legal entity. Please see www.pwc.com/structure for further details.

This content is for general information purposes only and should not be used as a substitute for consultation with professional advisors.

Solicitation


mailto:julanne.allen@pwc.com
mailto:adam.s.feuerstein@pwc.com
mailto:annet.thomas-pett@pwc.com

