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Dear

This ruling responds to a letter dated Septenmber 29, 2000, as
wel | as subsequent correspondence, submtted on behalf of Trust,
requesting a ruling concerning the treatnent of certain
rei mbursenent paynents under 856 of the Internal Revenue Code.

FACTS

Trust, a State X corporation, elected to be treated as a
real estate investnment trust gRE]T) effective for its tax year
ended Date 1. Trust’'s nulti-fam |y properties, property
interests, and business assets are owned by and its operations
are conducted through Operating Partnership. Trust currently is
the sol e general partner of, and an owner of a partnership
I nterest of, approximately a percent in Operating Partnership.

Operating Partnership owns and operates, directly and _
t hrough partnerships and limted liability conpanies in which it
owns substantially all of the economic interests, multifamly
apartnment comunities. Trust, through Operating Partnership,
owns interests in Subsidiary A Subsidiary B, Subsidiary C and
Subsidiary D (the "Subsidiaries"). Trust, through Operating
Part nershi p, does not own 10 percent or nore of the voting stock
of any of the Subsidiaries, but owns at |east 95 percent of the
nonvoti ng stock of each of the Subsidiaries. Each of the
Subsidiaries will join with Trust to make an el ection under
section 856 of the Code to have each of the Subsidiaries be
treated as a taxable REIT subsidiary effective January 1, 2001.
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The sol e purpose of Trust is to serve as the general partner
of, and to own units of, Operating Partnership. erating
Part nership owns an economc interest of 90 percent or nore in
each of the Subsidiaries. As part of a restructuring of its
enpl oynent arrangenents, certaln executive officers of Trust who
have been eRBoned by Operating Partnership wll now be enpl oyed
by Trust. reover, certain executive officers who have been
enpl oyed by the Subsidiaries wll now be enployed by Trust.
Trust will enter into one or nore sharing agreements with
CperatlnP Partnership and the Subsidiaries pursuant to which
Trust will agree to share the executives with Operating
Partnershi p and the Subsidiari es.

Wth respect to Operating Partnership, Trust will pay the
expenses associated with the executives that are attributable to
time spent by the executives working on behalf of Operating

Partnership, including salaries, benefit plans, and fringe _
benefits. In this regard, Trust intends to adopt a stock option
Blan for these executives. Pursuant to Operating Partnership’s
artnership Agreenment, the salaries and other costs related to
t he executives that are attributable to tinme spent by those
executives in connection with the operation of Operating
Partnership wll be reinbursed bK Operating Partnership. The
Partnershi p Agreement provides that all such rei nbursenents are
treated for federal inconme tax purposes as expenses of erating
Partnership incurred on its behalf and not as expenses of the
general partner.

Moreover, Trust will also pay the expenses associated with
t he executives’ time spent working on behalf of the Subsidiaries,
i ncluding sal aries, benefit plans, and fringe benefits. Each of
the Subsidiaries wll agree to reinburse Trust for its
proportionate share of the expenses associated with the _
executives. Each of the Subsidiaries will deduct as expenses its
proportionate share of the expenses associated with the
executives’ tinme spent working on behalf of the Subsidiary.

Pursuant to the rei nbursement arrangenents, the amount of
costs to be reinbursed will be determined on an arnmis |ength
basis and will include a proportionate share of the costs
reasonably related to the performance of services by the
executives, including a proportionate share of the executives’
sal ari es and benefit plans, which includes the "spread" on ang
stock options issued. The proportionate share of costs will be
determ ned on the basis of the relative anount of tine such
executives spend Berfprn]ng services for Operating Partnership or
the respective Subsidiaries, as applicable.

Trust represents that neither Trust, Operating Partnership,
nor the Subsidiaries (i) is in the business of providing services
of the type that will be covered by these reinbursenent
arrangenents or (ii) will derive any profit fromthis
rei mbursenment arrangenent. Trust w |l not deduct any of the
Subsi diaries’ or Operating Partnership’ s share of the reinbursed
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costs as expenses. Trust will treat the reinbursenments as a
repayment of a non-interest bearing advance.

~ To the extent that section 7872 of the Code applies to
ei ther the advances nade by Trust on behal f of erating
Partnership or to the advances made by Trust on behal f of the
Subsidiaries, Trust will account for any anounts inputed on such
advances in a manner that is consistent with the requirenments of
section 7872 of the Code in conputing its real estate investnent
trust taxable incone.

LAW AND ANALYSI S

Section 856(%)(2) of the Code provides that at |east 95
percent of a REIT s gross incone nust be derived fromthe
categories of incone |listed in 88 856(c)(2)(A) through (H).

Section 856(c)(3) provides that at |east 75 percent of a
REI T's gross inconme nust be derived fromthe categories of incone
listed in 88 856(c)(3)(A) through (1).

Section 1.856-3(g) of the Income Tax Re%ulations provi des
that a REIT that is a partner in a partnership wll be deened to
own its ﬁroportlonate share of each of the assets of the
partnership and will be deened to be entitled to the incone of
the partnership attributable to such share. Section 1:856-2(CL(1)
provides that the termgross incone has the same neaning as that
term has under Section 61 of the Code and the regul ations

t hereunder. Section 61(a) of the Code defines gross inconme as
all inconme from whatever source derived.

In Rev. Rul. 84-138, 1984-2 C. B. 123, a regul ated investnent
conpany ("RIC') owned all of the stock of a subsidiary _
corporation that was also a RIC. The parent and the subsidiary
shared the sane facilities and sone of the same personnel
Pursuant to an agreenent, the parent RIC paid all of the overhead
expenses, including personnel costs. The subsidiary then would
ret mburse the parent for its pro rata share of the expenses
determ ned on an arns’ |ength basis. Neither the parent nor the
subsidiary RIC was in the business of providing services of the
type that were reinmbursed. The issue considered in the revenue
ruling was whet her reinbursenents received by the parent were
gross incone for purposes of the gross incone test of 8 851(b)(2)
of the Code. |If the reinbursenents were considered gross incone
to the Barent, t he parent would not have satisfied the 8§
851(b)(2) gross incone test. The Service held that the
rei mbursement paynents paid by the subsidiary to the parent
represented funds advanced by the parent RI C on behalf of the
subsidiary. Accordingly, the advanced funds were not includible
in the parent RIC s gross incone and were therefore excluded from
the application of 8§ 851(b)(2).



PLR-119008- 00

In a situation simlar to that described in Rev. Rul. 84-138,

Trust will incur overhead and personnel costs on behal f of

Cperatlnﬁ_Partnershlg and the Subsidiaries, and Operating _
Partners Iﬁ and the Subsidiaries will reinmurse Trust for their
ro rata share of these expenses determ ned on an arm s |ength

asis. Furthernore, neither Trust, CPerating_Partnership, nor
the Subsidiaries is in the business of providing services of the
type that will be covered by these reinbursenment arrangenents.
Trust has represented that neither Trust, Operating Partnership,
nor the Subsidiaries will profit fromthe rei nbursenent
arrangenent. Based on the holding in Rev. Rul. 84-138, the

rei mbursenment of expenses is a repaynent of anpunts advanced by
Trust and is not includible in gross incone. Accordingly, we
concl ude that the ﬁroposed rei nbur sement paynments to be nade by
Operating Partnership and the Subsidiaries to Trust will not
Eggstltute gross income to Trust for purposes of 8 856(c) of the

e.

HOLDI NG

_ Based upon the information submtted and representations nmade
in the ruling request, we hold that anounts paid by Operating
Partnership and the Subsidiaries to Trust under the cost

rei mbur senment arrangenent described above will not constitute
gross income to Trust for purposes of § 856(c).

Except as specifically ruled upon above, no opinion is
expressed or inplied regarding the consequences of this
transaction under any other provision of the Code. In

articular, no opinion is expressed whether Trust qualifies as a
EI T under § 856 of the Code.

_ This rulin s directed only to the taxpayer who requested
it. Section 6110(k)(3) of the Code provides that this ruling may
not be used or cited as precedent.

I n accordance with the provisions of a Power of Attorney
currentIK on file, we are sending a copy of this ruling letter to
your authorized representative.

Si ncerely yours,
Acting Associate Chief Counsel
(Financial Institutions and Products)
By: Alice M Bennett
Chi ef, Branch 3
Encl osures:
Copy of this letter
Copy for section 6110 purposes



