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IRS Provides Guidance on Stock Distributions for Publicly 
Offered REITs and RICs 

Revenue procedure sets forth requirements for ensuring certain stock distributions are 
treated as property distributions eligible for dividends paid deduction. 
On August 11, 2017, the Internal Revenue Service (IRS) published Revenue Procedure 2017-45, which 
provides guidance on when it will treat stock distributions by certain real estate investment trusts (REITs) 
and certain regulated investment companies (RICs) as distributions of property under Section 301 of the 
Internal Revenue Code (Code). Stock distributions eligible for this treatment may constitute dividends 
under Section 301 and increase the amount of the REIT’s or the RIC’s dividends paid deduction.  

Background 
In order to qualify as a REIT or RIC for US federal income tax purposes, a company must meet a number 
of requirements, including various tests related to the nature of its organization, assets, and income, and 
a requirement that its “dividends paid deduction” (i.e., generally, the dividends it pays or is deemed to 
pay) must equal or exceed 90% of its taxable income for the taxable year, subject to certain adjustments. 
The dividends paid deduction allows the company to deduct from its taxable income the amount of 
dividends that it pays (or is treated as paying) to its shareholders. This treatment substantially eliminates 
the “double taxation” that ordinarily results from investing in a typical C corporation.  

The dividends paid deduction equals the sum of all distributions of property that Section 301 of the Code 
treats as dividends. These dividends are included in the recipient shareholders’ gross income in 
accordance with applicable tax rules. Generally, distributions of stock by a corporation to its shareholders 
with respect to its stock are not distributions of property under Section 301 of the Code that are treated as 
dividends, and are not included in the gross income of such shareholders. As a result, such stock 
distributions do not produce a dividends paid deduction. However, pursuant to Section 305(b) of the 
Code, a stock distribution is treated as a distribution of property pursuant to Section 301 if the 
shareholders may elect to have the distribution payable either in stock or property (e.g., cash), or if the 
distribution is disproportionate, such that it results in some shareholders receiving property and others 
increasing their proportionate interest in the corporation’s assets or earnings and profits.  

Analytical Framework 
A distribution of stock that meets all the requirements of Revenue Procedure 2017-45 (described below) 
will be treated as a distribution of property to which Section 301 of the Code applies by reason of Section 
305(b). As such, the stock distribution will produce a dividends paid deduction equal to the value of the 
stock. In general, the value of the stock that a shareholder receives in lieu of cash will be treated as equal 
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to the amount of cash that the shareholder would have received in the distribution had it not received 
stock. 

Requirements 
• A publicly offered REIT or a publicly offered RIC makes a distribution to its shareholders with respect 

to its stock. 

– A publicly offered REIT is a REIT that is required to file annual and periodic reports with the 
Securities and Exchange Commission under the Securities Exchange Act of 1934. 

– A publicly offered RIC is a RIC the shares of which are either continuously offered pursuant to a 
public offering, regularly traded on an established securities market, or held by or for no fewer 
than 500 persons at any time during the taxable year.  

• Each shareholder has a cash or stock election with respect to part or all of the stock distribution. 

• The maximum aggregate amount of cash that shareholders may elect to receive in the distribution 
(the Cash Limitation Amount) is no less than 20% of the total distribution (the Cash Limitation 
Percentage). 

• Every shareholder who elects to receive a percentage of their distribution in cash which is not more 
than the Cash Limitation Percentage receives that amount in cash. 

• If the aggregate amount of all shareholders’ elections to receive the distribution in cash does not 
exceed the Cash Limitation Amount, then all shareholders that elect to receive cash receive that 
amount in cash.  

• If the aggregate amount of all shareholders’ elections to receive the distribution in cash exceeds the 
Cash Limitation Amount, then all shareholders who elect to receive a percentage of their distribution 
in cash that is more than the Cash Limitation Amount receive a proportionate share of the cash based 
on the formula provided in the revenue procedure (described below). 

• The number of shares that a shareholder receives is calculated based upon a formula that:  

– Uses the market price of the shares 

– Is designed so that the value of the number of shares to be received in lieu of cash with respect 
to a share corresponds as closely as practicable to the amount of cash to be received under the 
declaration with respect to that share 

– Uses data from a period of no more than two weeks ending as close as practicable to the 
payment date 

Impact 
Previously, publicly offered REITs and RICs would frequently request a private letter ruling from the IRS 
to confirm that a distribution of stock would be treated as dividend eligible for the dividends paid 
deduction. As a result of this new guidance, publicly offered REITs and RICs will be able to pay stock 
dividends knowing that, if the requirements of the revenue procedure are met, the company will be 
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entitled to a dividends paid deduction with respect to the distribution without seeking such a ruling, which 
should reduce the administrative burden on both taxpayers and the IRS.    

The revenue procedure is effective for distributions declared on or after August 11, 2017.  

 

 

If you have questions about this Client Alert, please contact one of the authors listed below or the Latham 
lawyer with whom you normally consult: 

Michael J. Brody 
michael.brody@lw.com 
+1.213.891.8724 
Los Angeles 
 
Ana G. O’Brien 
ana.obrien@lw.com 
+1.213.891.8721 
Los Angeles 
 
Pardis Zomorodi 
pardis.zomorodi@lw.com 
+1.213.891.7805 
Los Angeles | Century City 
 
Alan B. Beadle 
alan.beadle@lw.com 
+1.213.891.8671 
Los Angeles 
 
 

You Might Also Be Interested In 

Treasury Department Issues Final Regulations on Real Property Definition for REIT Purposes  

US Tax Court Exempts Gain on Sale of a Partnership Interest 

US Tax Reform Resource Center 
 

 

Client Alert is published by Latham & Watkins as a news reporting service to clients and other friends. 
The information contained in this publication should not be construed as legal advice. Should further 
analysis or explanation of the subject matter be required, please contact the lawyer with whom you 
normally consult. The invitation to contact is not a solicitation for legal work under the laws of any 
jurisdiction in which Latham lawyers are not authorized to practice. A complete list of Latham’s Client 
Alerts can be found at www.lw.com. If you wish to update your contact details or customize the 
information you receive from Latham & Watkins, visit http://events.lw.com/reaction/subscriptionpage.html 
to subscribe to the firm’s global client mailings program. 

https://www.lw.com/people/michael-brody
mailto:michael.brody@lw.com
https://www.lw.com/people/ana-obrien
mailto:ana.obrien@lw.com
https://www.lw.com/people/pardis-zomorodi
mailto:pardis.zomorodi@lw.com
https://www.lw.com/people/alan-beadle
mailto:alan.beadle@lw.com
https://www.lw.com/thoughtLeadership/treasury-department-final-regulations-real-property-definition-REIT
https://www.lw.com/thoughtLeadership/lw-US-tax-court-exempts-gain-on-sale-of-a-partnership-interest
https://www.lw.com/practices/USTaxReform
http://www.lw.com/
http://events.lw.com/reaction/subscriptionpage.html


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



