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 Be an entity that would otherwise be 
taxed as a corporation had it not been for 
its REIT status; 

 
 Be managed by a board of directors or 

trustees; 
 
 Have shares that are fully transferable; 

 
 Have a minimum of 100 shareholders 

after its first year as a REIT; 
 

 Have no more than 50 percent of its 
shares held by five or fewer individuals 
during the second half of the taxable year; 

 
 Invest at least 75 percent of its total assets 

in real estate assets and cash; 
 

 Have at least 75 percent of its gross 
income come from its real estate holdings, 
including rents from real property and 
interest on mortgages financing real 
property; 

 
 Derive at least 95 percent of its gross 

income from such real estate sources and 
dividends or interest from any source; and 

 
 Have no more than 25 percent of its 

assets consist of non-qualifying securities 
or stock in taxable REIT subsidiaries. 

 
Taxation of REITs 
 
A company that qualifies as a REIT is allowed 
to deduct the dividends paid to its 
shareholders from its corporate taxable 
income. As a result, most REITs distribute 
100 percent of their taxable income to their 
shareholders, which then enables a REIT to 
avoid being subject to corporate taxes. 
Instead, taxes are paid by shareholders both 
on the dividends received and any realized 
capital gains.  Most states do not require 
REITs to pay state income tax. However, 
unlike a partnership, a REIT cannot pass 
through any tax losses to its investors. 
 
 

Advantages and Disadvantages of Investing 
in REITs 

 
Advantages: 
 
 Dividend Yield: Since a corporation must give 

back a minimum of 90 percent of profits to its 
shareholders in the form of dividends, the 
average REIT has a 6 percent annual dividend 
yield.  

 
 Diversification: REITs provide diversification 

since they are not as correlated with other 
types of investments.  

 
 Security: They hold tangible assets such as 

buildings and land and typically sign long-term 
lease agreements with their tenants. As a 
result, REITs are often considered to be one 
of the most secure corporations to invest in. 

 
 Liquidity: For publicly-traded REITs, 

investors are able to liquidate their holdings at 
any time.   
 

Disadvantages: 
 
 Slower Potential for Capital Appreciation: 

Since REITs can only invest no more than 
10% of their annual earnings back to their 
main business lines every year, most REITs 
usually grow at a slower rate compared to 
other companies. 

  
 Non-Guaranteed Income: Even though 

REITs are often viewed as secure investments, 
there is a risk of the dividend payments being 
reduced or eliminated.  

 
 Sector Risk – since REITs are invested in 

buildings, homes, and land, they are 
vulnerable to cyclical downturns in the real 
estate market. 

 
 Potential Higher Tax Rates: Since REITs 

already have tax-advantaged status compared 
to various other companies, about two-thirds 
of the dividends paid out by REITs will not 
be entitled to the lower qualified dividend tax 
rate.  
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This	newsletter	is	for	informational	purposes	only	and	intended	as	general	communication	and	commentary.	This	newsletter	is	not	
intended	to	provide	specific	advice	and	provides	no	specific	recommendations.	The	information	expressed	in	this	newsletter	is	as	of	
the	date	of	its	publication	and	is	subject	to	change.	Please	contact	your	tax	and/or	financial	advisor	regarding	the	application	of	
these	issues	to	your	business	and	individual	circumstances.	

	
	

 
As with any investment, one must monitor 
their REIT holdings as they can experience 
periods of significant downturn (most 
recently, this occurred in 2008). REITs are just 
like other corporations which need to 
continue to have the resources available in 
order to remain in business. 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

	


