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Income/Franchise:
Missouri Court of Appeals Affirms REIT’s Rental Income is Subject to City Earnings
Tax and Dividends Paid are Not Deductible

Case No. WD87288, Mo. Ct. App. W.D. (6/3/25). In a case involving an entity owning over a thousand
investment assets, including four medical office buildings in Kansas City, Missouri (City), and which qualified
and elected to be taxed as a real estate investment trust (REIT) for federal tax purposes, a Missouri Court of
Appeals (Court) affirmed a circuit court’s ruling that:

URL: https://www.courts.mo.gov/fv/c/Opinion.PDF?courtCode=WA&di=491203

1. The REIT’s receipt of rental income from the four medical office buildings qualifies as “business activity”
subject to the City’s earnings tax under City tax law (specifically, City Regulation 1.382(e)(4)); and

2. The REIT’s federally required dividend paid deductions are not deductible expenses in calculating its
City earnings tax liability pursuant to City Ordinance § 68-381.

In doing so, the Court rejected the taxpayer’s claim that its rental income from real estate is not “earned
income” from an “activity” in Kansas City, concluding instead that the facts showed the taxpayer operates in
the City as a real estate business with income generated by the real estate that it owns as investments,
regardless of its federal tax “REIT” status. The Court also rejected the taxpayer’s claim that its federally
required dividends paid deductions are necessary expenses of its operation as a REIT and thus properly
deductible in calculating its City earnings and profits tax — holding instead that such expenses are not an
expense necessary to operate its real estate business and generate the taxable income which is converted to
dividends and paid out to investors. In reaching this conclusion, the Court explained that the taxpayer does not
generate its gross profits at the four medical buildings in the City “from being a REIT, but from the rental
income of its real estate business,” and its 90% dividend payment requirement is merely to maintain its federal
income tax REIT status. Please contact us with any questions.
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This communication contains general information only, and none of Deloitte Touche Tohmatsu Limited
(“DTTL"), its global network of member firms or their related entities (collectively, the “Deloitte
organization”) is, by means of this communication, rendering professional advice or services. Before
making any decision or taking any action that may affect your finances or your business, you should consult
a qualified professional adviser.

No representations, warranties or undertakings (express or implied) are given as to the accuracy or
completeness of the information in this communication, and none of DTTL, its member firms, related
entities, employees or agents shall be liable or responsible for any loss or damage whatsoever arising
directly or indirectly in connection with any person relying on this communication. DTTL and each of its
member firms, and their related entities, are legally separate and independent entities.
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