7892. When will an asset be characterized as “cash items, receivables or government securities” for purposes of the 75 percent asset test?

In order to qualify as a REIT, at least 75 percent of a REIT’s assets must consist of cash, cash items (including receivables), real estate assets and government securities at the end of each quarter of a REIT’s tax year.
 

For purposes of the 75 percent asset test, the IRS has found that money market fund shares are considered “cash items,” rather than securities, because they have the essential characteristics of cash items—namely, a high degree of liquidity and relative safety of principal.
 Certificates of deposit also qualify as cash items because, based on the IRS’ reasoning, the certificates held by REITs are issued in large denominations, mature within one year and are readily tradable on a secondary market.
 Their short-term nature, coupled with an active secondary market, renders these investments sufficiently liquid and low-risk so as to qualify as cash items.
The term “receivables” has been interpreted to include only receivables that arise in the REIT’s ordinary course of business (rather than receivables that are purchased from another person).
 

“Government securities” include only securities issued by the federal government—state and local securities do not qualify.
 The IRS has issued guidance providing that securities issued by the Federal Housing Administration,
 Federal National Mortgage Administration
 and United States Postal Service,
 among others, qualify as government securities.
For a discussion of what constitutes a real estate asset for purposes of the 75 percent asset test, see Q 7893 and Q 7894.
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