7885. How is a REIT shareholder taxed when the shareholder sells, exchanges, or redeems shares?

When a shareholder (or owner of a beneficial interest) sells, exchanges, or redeems shares, the shareholder will generally have a capital gain or loss. The capital gain or loss will be short-term if the shares were held for one year or less; it will be long-term if the shares were held for more than one year. See Q 527 and  Q 530 for the treatment of capital gains and losses, including the lower rates for capital gains incurred on or after May 6, 2003—now permanent under ATRA for tax years beginning after 2012. However, if a loss is realized on the sale of shares held less than six months, such loss must be treated as long-term loss to the extent of any capital gains dividend received on those shares during such period. (This 6-month period is tolled during any time that the shareholder’s risk of loss with respect to the shares is reduced through certain option contracts, short sales, or offsetting positions in substantially similar property.) A limited exception will, however, be provided by regulation for sales pursuant to a periodic liquidation plan.

The gain or loss is the difference between the shareholder’s adjusted tax basis in the shares and the amount realized from the sale, exchange, or redemption (which includes money plus the fair market value of any property received. See Q 521.

If a shareholder’s shares in the REIT were acquired on the same day and for the same price, the shareholder will have little difficulty in establishing tax basis and holding period of the shares sold, exchanged, or redeemed. However, if the shares were acquired at different times or prices, the process is more difficult; unless the shareholder can “adequately identify” the lot from which the shares being sold or exchanged originated, the shareholder must treat the sale or exchange as disposing of the shares from the earliest acquired lots (i.e., by a first-in, first-out (FIFO) method).
 In connection with reporting sales of securities to the IRS, brokers will be obligated to provide the customer’s basis in, and holding period for, shares sold, with the brokers to use the principles just described to determine which shares were sold (i.e., FIFO if the shares cannot be adequately identified).
 The “average basis” methods discussed in Q 7857 for mutual fund shares are not available to REIT shareholders. For an explanation of how shares may be “adequately identified,” see Q 528.
See Q 7603 and Q 7604 for the income tax consequences upon the disposition of a position that is held as part of a conversion transaction.
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