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UNITED STATES  
SECURITIES AND EXCHANGE COMMISSION  

WASHINGTON, D.C. 20549  

FORM 8-K  

CURRENT REPORT PURSUANT  
TO SECTION 13 OR 15(D) OF THE  

SECURITIES EXCHANGE ACT OF 1934  

Date of report (earliest event reported):                     November 15, 2004  

TAUBMAN CENTERS, INC.  
(Exact name of registrant as specified in its charter)  

Registrant’s telephone number, including area code: (248) 258-6800  

Not applicable  
(Former name or former address, if changed since last report)  

Check the appropriate box below if the Form 8-K is intended to simultaneously satisfy the filing obligation of the registrant under any of the 
following provisions (see General Instruction A.2. below):  

� Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)  

� Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)  

� Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))  

� Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))  
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Item 8.01 OTHER EVENTS.  

     In connection with the “safe harbor” provisions of the Private Securities Litigation Act of 1995, Taubman Centers, Inc. (the “Company”) is 
filing as Exhibit 99 a description of the material U.S. Federal income tax considerations relating to the Company’s taxation as a real estate 
investment trust for Federal income tax purposes and the ownership and disposition of the Company’s securities. This description replaces and 
supersedes prior descriptions of the Federal income tax treatment of the Company and the ownership and disposition of the Company’s securities 
contained in its existing filings with the Securities and Exchange Commission (“SEC”), including the prospectus filed with the SEC on 
September 19, 1997.  

     This Form 8-K includes forward-looking statements. These forward-looking statements are identified by using words such as “anticipate,” 
“believe,” “intend,” “may be,” “will be,” and similar words or phrase, or the negative thereof. Important factors that could cause actual results to 
differ materially from those reflected in such forward-looking statements include, among others, the factors discussed in the description of 
material U.S. Federal income tax considerations included in this Form 8-K. For all forward-looking statements contained herein, the Company 
claims the protection of the safe harbor for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995.  

     The Company is also filing as Exhibit 12 the computation of the Company’s Ratio of Earnings to Combined Fixed Charges and Preferred 
Dividends for the nine months ended September 30, 2004 and the years ended December 31, 2003, 2002, 2001, 2000 and 1999.  

Item 9.01     FINANCIAL STATEMENTS AND EXHIBITS.  
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  (c)   Exhibits 

  12   Computation of Ratio of Earnings to Combined Fixed Charges  
and Preferred Dividends 

  
  99   Federal Income Tax Considerations 
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SIGNATURES  

     Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by 
the undersigned hereunto duly authorized. 

3  

          
Date: November 15, 2004   TAUBMAN CENTERS, INC.  

    

  /s/ Lisa A. Payne     
  Lisa A. Payne    

  Executive Vice President and Chief Financial and 
Administrative Officer  
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Exhibit 12 

TAUBMAN CENTERS, INC.  

Computation of Ratio of Earnings to Combined Fixed Charges and  
Preferred Dividends  

(in thousands, except ratios)  
                                                  

            

Year Ended December 31 

    Nine Months Ended                     

    

September 30 2004 
  

2003 
  

2002 
  

2001 
  

2000 
  

1999 

Earnings from continuing operations before  
income from equity investees    $ 16,594     $ (5,448 )   $ 14,103     $ 29,619     $ 119,772 (1)   $ 12,406   
Add:                                                  

Fixed charges      83,783       104,626       95,280       97,184       87,602       68,384   
Amortization of previously capitalized interest      2,667       3,256       2,601       1,630       1,295       1,263   
Distributed income of Unconsolidated Joint                                                  

Ventures      26,663       39,780       27,903       21,827       28,479       27,904   
Deduct:                                                  

Capitalized interest      (4,044 )     (9,134 )     (6,317 )     (23,701 )     (25,011 )     (14,555 ) 
Preferred distributions      (7,604 )     (9,000 )     (9,000 )     (9,000 )     (9,000 )     (2,444 ) 

       

  

      

  

      

  

      

  

      

  

      

  

  

Earnings available for fixed charges and preferred 
dividends    $ 118,059     $ 124,080     $ 124,570     $ 117,559     $ 203,137     $ 92,958   

       

  

      

  

      

  

      

  

      

  

      

  

  

Fixed charges:                                                  
Interest expense      70,377       84,194       77,479       61,959       51,049       48,600   
Capitalized interest      4,044       9,134       6,317       23,701       25,011       14,555   
Interest portion of rent expense      1,758       2,298       2,484       2,524       2,542       2,785   
Preferred distributions      7,604       9,000       9,000       9,000       9,000       2,444   

       

  

      

  

      

  

      

  

      

  

      

  

  

Total fixed charges    $ 83,783     $ 104,626     $ 95,280     $ 97,184     $ 87,602     $ 68,384   
       

  

      

  

      

  

      

  

      

  

      

  

  

Preferred dividends      12,450       16,600       16,600       16,600       16,600       16,600   
       

  

      

  

      

  

      

  

      

  

      

  

  

Total fixed charges and preferred dividends    $ 96,233     $ 121,226     $ 111,880     $ 113,784     $ 104,202     $ 84,984   
       

  

      

  

      

  

      

  

      

  

      

  

  

Ratio of earnings to fixed charges and preferred 
dividends      1.2       1.0       1.1       1.0       1.9       1.1   

(1)   Earnings from continuing operations in 2000 include the Company’s $85.3 million gain on the disposition of Lakeside. 



   



   

MATERIAL U.S. FEDERAL INCOME TAX CONSEQUENCES  

      This section updates and replaces the discussion under “Federal Income Tax Considerations” in the prospectus filed with the Securities and 
Exchange Commission on September 19, 1997. A description of the material U.S. federal income tax consequences relevant to the acquisition, 
ownership and disposition of our capital stock is set forth below under the captions “— Taxation of Taxable U.S. Shareholders,” “— Taxation of 
Tax-Exempt Shareholders”, “— Redemption of Preferred Stock” and “— Taxation of Non-U.S. Shareholders.” Also set forth below is a 
summary of the material U.S. federal income tax considerations relating to our election to be taxed as a real estate investment trust, or REIT, and 
the tax aspects of our investment in The Taubman Realty Group Limited Partnership, or TRG. As used in this section of the prospectus 
supplement entitled “Material U.S. Federal Income Tax Consequences,” the terms “the Company,” “our company,” “we,” “our” and “us” refer 
solely to Taubman Centers, Inc., except where the context indicates otherwise.  

      As you review this discussion, you should keep in mind that:  

  •  the tax consequences to you may vary depending on your particular tax situation; 

  
  •  special rules that are not discussed below may apply to you if, for example, you are a tax-exempt organization, a broker-dealer, a non-

U.S. person, a trust, an estate, a regulated investment company, a financial institution, an insurance company, or otherwise subject to 
special tax treatment under the Internal Revenue Code of 1986, as amended, or the Code; 

  
  •  this summary does not address state, local or non-U.S. tax considerations; 

  
  •  this summary deals only with our shareholders who hold their shares as “capital assets,”  within the meaning of Section 1221 of the 

Code; and 
  
  •  this discussion is not intended to be and should not be construed as tax advice. 



   

      YOU ARE URGED BOTH TO REVIEW THE FOLLOWING DISCUSSION AND TO CONSULT WITH YOUR OWN TAX ADVISOR 
TO DETERMINE THE EFFECT OF THE ACQUISITION, OWNERSHIP AND DISPOSITION OF OUR SECURITIES ON YOUR 
INDIVIDUAL TAX SITUATION, INCLUDING ANY STATE, LOCA L OR NON-U.S. TAX CONSEQUENCES. This discussion is based on 
current provisions of the Code, existing, temporary and proposed Treasury Regulations under the Code, the legislative history of the Code, 
existing administrative rulings and practices of the Internal Revenue Service (“IRS”), including its practices and policies as endorsed in private 
letter rulings, which are not binding on the IRS, and judicial decisions. Future legislation, regulations, administrative interpretations and court 
discussions could change current law or adversely affect existing interpretations of current law. Any change could apply retroactively. It is also 
possible that the IRS could challenge the statements in this discussion and that a court could agree with the IRS.  

Taxation of Taubman Centers, Inc.  
   

      We elected to be taxed as a real estate investment trust or REIT under Sections 856 through 860 of the Code. We believe we have been 
organized and have operated in a manner that allows us to qualify for taxation as a REIT under the Code. We intend to continue to operate in this 
manner. Nonetheless, our qualification and taxation as a REIT depends upon our ability to meet (through actual annual operating results, asset 
diversification, distribution levels and diversity of stock ownership) the various qualification tests imposed under the Code. Accordingly, there is 
no assurance that we have operated or will continue to operate in a manner so as to qualify or remain qualified as a REIT.  

      We have received an opinion from Honigman Miller Schwartz and Cohn LLP, our tax counsel, to the effect that we have been organized and 
have operated in conformity with the requirements for qualification and taxation as a REIT under the Code, effective for each of our taxable 
years ended December 31, 2001 through December 31, 2003, and our past, current and proposed method of operation will enable us to meet the 
requirements for qualification and taxation as a REIT for our taxable year ending December 31, 2004 and thereafter. A copy of this opinion is 
filed as an exhibit to the registration statement of which this prospectus is a part. It must be emphasized that the opinion of Honigman Miller 
Schwartz and Cohn LLP is based on various assumptions relating to our organization and operation and is conditioned upon representations and 
covenants made by our management regarding our assets and the past, present, and future conduct of our business operations. While we intend to 
operate so that we will qualify as a REIT, given the highly complex nature of the rules governing REITs, the ongoing importance of factual 
determinations, and the possibility of future changes in our circumstances, no assurance can be given by Honigman Miller Schwartz and Cohn 
LLP or by us that we will so qualify for any particular year. The  

General 



   

opinion was expressed as of the date issued, and will not cover subsequent periods. Honigman Miller Schwartz and Cohn LLP will have no 
obligation to advise us or the holders of securities of any subsequent change in the matters stated, represented, covenanted or assumed, or of any 
subsequent change in the applicable law. You should be aware that opinions of counsel are not binding on the IRS or any court, and no assurance 
can be given that the IRS will not challenge, or a court will not rule contrary to, the conclusions set forth in such opinions.  

      Our qualification and taxation as a REIT depend upon our ability, and the ability of certain affiliated entities, to meet, through actual 
operating results, certain requirements including requirements relating to distribution levels, diversity of stock ownership, composition of assets 
and sources of income, and the various qualification tests imposed under the Code, the results of which have not been and will not be reviewed 
by Honigman Miller Schwartz and Cohn LLP. Accordingly, no assurance can be given that the actual results of our operations for any one 
taxable year will satisfy such requirements for qualification and taxation as a REIT.  

      The sections of the Code that relate to the qualification and operation as a REIT are highly technical and complex. The following discussion 
sets forth the material aspects of the sections of the Code that govern the Federal income tax treatment of a REIT and its shareholders. This 
summary is qualified in its entirety by the applicable Code provisions, relevant rules and regulations promulgated under the Code, and 
administrative and judicial interpretations of the Code.  

      If we qualify for taxation as a REIT, we generally will not be subject to Federal corporate income taxes on our net income that is currently 
distributed to our shareholders. This treatment substantially eliminates the “double taxation” (once at the corporate level when earned and once 
again at the shareholder level when distributed) that generally results from investment in a corporation. Shareholders generally will be subject to 
taxation on dividends (other than capital gain dividends and “qualified dividend income”) at rates applicable to ordinary income instead of lower 
capital gain rates. Regular corporations (non-REIT “C” corporations) generally are subject to Federal corporate income taxation on their income, 
and shareholders of regular corporations are subject to tax on any dividends that are received. Currently, shareholders of regular corporations 
who are taxed at individual rates generally are taxed on dividends they receive at capital gain rates which are lower for individuals than ordinary 
income rates, and shareholders of regular corporations who are taxed at regular corporate rates will receive the benefit of a dividends received 
deduction that substantially reduces the effective rate that they pay on such dividends. Income earned by a REIT and distributed currently to its 
shareholders generally will be subject to lower aggregate rates of Federal income taxation than if such income were earned by a non-REIT “C” 
corporation, subjected to tax either at capital gain rates or the effective rate paid by a corporate recipient entitled to the benefit of the dividends 
received deduction.  

      While we generally will not be subject to corporate income taxes on income we distribute currently to shareholders, we will be subject to 
Federal income tax as follows:  

  •  First, we will be taxed at regular corporate rates on any undistributed REIT taxable income, including undistributed net capital gains. 

  
  •  Second, we may be subject to the “alternative minimum tax” on our items of tax preference under some circumstances. 

  
  •  Third, if we have (a) net income from the sale or other disposition of “foreclosure property” (defined generally as property we acquired 

through foreclosure or after a default on a loan secured by the property or a lease of the property) that is held primarily for sale to 
customers in the ordinary course of business or (b) other non-qualifying income from foreclosure property, we will be subject to tax at the 
highest corporate rate on this income. 

  
  •  Fourth, we will be subject to a 100% tax on any net income from prohibited transactions (which are, in general, certain sales or other 

dispositions of property held primarily for sale to customers in the ordinary course of business other than foreclosure property). 



   

   

      The Code defines a REIT as a corporation, trust or association:  

      The Code provides that conditions (1) to (4), inclusive, must be met during the entire taxable year and that condition (5) must be met during 
at least 335 days of a taxable year of twelve months, or during  

  •  Fifth, if we should fail to satisfy the 75% gross income test or the 95% gross income test (as discussed below), but nonetheless maintain 
our qualification as a REIT because we have satisfied certain other requirements, we will be subject to a 100% tax on an amount equal to 
(a) the gross income attributable to the greater of (1) the amount by which we fail the 75% gross income test or (2) for the current and all 
prior years, the amount by which 90% of our gross income exceeds the amount of income qualifying under the 95% gross income test, and 
for taxable years beginning after October 22, 2004, the amount by which we fail the 95% gross income test multiplied, in each case, by 
(b) a fraction intended to reflect our profitability. 

  
  •  Sixth, if we should fail to satisfy the asset tests in any taxable year beginning after October 22, 2004, and a de minimis exception does not 

apply (as discussed below), or we fail certain other tests, to maintain our qualification as a REIT, we may elect to pay an excise tax equal 
to the greater of $50,000 or, with respect to an asset test failure, an amount determined by multiplying the net income from the non-
qualifying assets by the highest rate of income tax applicable to corporations. 

  
  •  Seventh, we will be subject to a 4% excise tax on the excess of the required distribution over the amounts actually distributed if we fail to 

distribute during each calendar year at least the sum of (1) 85% of our REIT ordinary income for the year, (2) 95% of our REIT capital 
gain net income for the year, and (3) any undistributed taxable income from prior periods. 

  
  •  Eighth, if we acquire any asset from a corporation that is or has been a C corporation (i.e., generally a corporation subject to full corporate-

level tax) in a transaction in which the basis of the asset in our hands is determined by reference to the basis of the asset in the hands of the 
C corporation, and we subsequently recognize gain on the disposition of the asset during the 10-year period beginning on the date that we 
acquired the asset, then we will be subject to tax, pursuant to guidelines issued by the IRS, at the highest regular corporate tax rate on this 
gain to the extent of the built-in gain (i.e., the excess of (a) the fair market value of the asset over (b) our adjusted basis in the asset, 
determined as of the date we acquired the asset). 

  
  •  Ninth, we will be subject to a 100% penalty tax on some payments we receive (or on certain expenses deducted by a taxable REIT 

subsidiary) if arrangements among us, our tenants, and our taxable REIT subsidiaries are not comparable to similar arrangements among 
unrelated parties. 

Requirements for Qualification as a REIT etc. 

        (1) that is managed by one or more trustees or directors; 
  
        (2) that issues transferable shares or transferable certificates to evidence its beneficial ownership; 
  
        (3) that would be taxable as a domestic corporation, but for Sections 856 through 860 of the Code; 
  
        (4) that is neither a financial institution nor an insurance company within the meaning of certain provisions of the Code; 
  
        (5) that is beneficially owned by 100 or more persons; 
  
        (6) of which during the last half of each taxable year not more than 50% in value of its outstanding stock is owned, actually or 

constructively, by five or fewer individuals, as defined in the Code to include the entities set forth in Code section 542(a)(2); and 
  
        (7) that meets certain other tests, described below, regarding the nature of its income and assets and the amount of its distributions. 



   

a proportionate part of a taxable year of less than twelve months. Conditions (5) and (6) do not apply until after the first taxable year for which 
an election is made to be taxed as a REIT. For purposes of condition (6), pension funds and some other tax-exempt entities are treated as 
individuals, subject to a “look-through” exception in the case of pension funds.  

      We believe that we have satisfied each of these conditions. In addition, our articles of incorporation provide for restrictions regarding transfer 
of our shares of capital stock and our continuing offer to certain partners of The Taubman Realty Group Limited Partnership (“TRG”) to 
exchange their units of partnership interest in TRG for shares of our common stock and includes certain restrictions on who is entitled to exercise 
these rights. These restrictions are intended to assist us in continuing to satisfy the share ownership requirements described in (5) and (6) above. 
These restrictions, however, may not ensure that we will, in all cases, be able to satisfy the share ownership requirements described in (5) and 
(6) above. If we fail to satisfy these share ownership requirements, our status as a REIT will terminate. If, however, we comply with the rules 
contained in applicable Treasury Regulations that require us to ascertain the actual ownership of our shares and we do not know, or would not 
have known through the exercise of reasonable diligence, that we failed to meet the requirement described in condition (6) above, we will be 
treated as having met this requirement.  

      In addition, a corporation may not elect to become a REIT unless its taxable year is the calendar year. We have and intend to continue to 
have a calendar taxable year.  

      In the case of a REIT that is a partner in a partnership or member of a limited liability company that is taxable as a partnership for Federal 
income tax purposes, IRS regulations provide that the REIT will be deemed to own its proportionate share of the assets of the partnership or 
limited liability company (as the case may be), and the REIT will be deemed to be entitled to the income of the partnership or limited liability 
company (as the case may be) attributable to such share. The character of the assets and gross income of the partnership or limited liability 
company (as the case may be) retains the same character in the hands of the REIT for purposes of Section 856 of the Code, including satisfying 
the gross income tests and the asset tests described below. Accordingly, our proportionate share of the assets, liabilities and items of income of 
TRG, including TRG’s proportionate share of the assets, liabilities, and items of income of The Taubman Company LLC (the “Manager”) and 
the shopping center joint ventures (provided that none of the joint ventures are taxable as corporations for Federal income tax purposes) is 
treated as our assets, liabilities and items of income for purposes of applying the requirements described herein (including the income and asset 
tests described below). For taxable years beginning after October 22, 2004, one exception to the rule described above is that for purposes of 
determining whether a REIT owns more than 10% of the total value of the securities of any issuer, a REIT will be deemed to own the securities 
held by a partnership based on the REIT’s proportionate interest in any securities issued by the partnership (excluding certain debt securities that 
are not otherwise taken into account in applying the 10% of total value test described below). For this purpose, a REIT’s proportionate share is 
not based solely on its capital interest in the partnership but may also include its interest in certain debt securities of the partnership.  
   

      We must satisfy two gross income requirements annually to maintain our qualification as a REIT. First, each taxable year we must derive 
directly or indirectly at least 75% of our gross income (excluding gross income from prohibited transactions) from investments relating to real 
property or mortgages on real property (including “rents from real property” and, in certain circumstances, interest) or from certain types of 
temporary investments. Second, each taxable year we must derive at least 95% of our gross income (excluding gross income from prohibited 
transactions) from these real property investments, dividends, interest and gain from the sale or disposition of stock or securities (or from any 
combination of the foregoing). The term “interest” generally does not include any amount received or accrued (directly or indirectly) if the 
determination of the amount depends in whole or in part on the income or profits of any person. Nevertheless, an amount received or accrued 
generally will not be excluded from the term “interest” solely by reason of being based on a fixed percentage or percentages of receipts or sales.  

Income Tests 



   

      Rents we receive will qualify as “rents from real property” in satisfying the gross income requirements for a REIT described above only if 
the following conditions are met:  

      Substantially all of our income is derived from our partnership interest in TRG. Currently, TRG’s real estate investments give rise to income 
that enables us to satisfy all of the income tests described above. TRG’s income is largely derived from its interests in the shopping centers. This 
income generally qualifies as “rents from real property” for purposes of the 75% and the 95% gross income tests. TRG also derives income from 
its membership interest in the Manager and, to the extent dividends are paid by Taub-Co Management IV, Inc. (“Taub-Co IV”), from TRG’s 
interest in Taub-Co IV.  

      We believe that neither TRG nor any of the entities that own our shopping centers generally charge rent that is based in whole or in part on 
the income or profits of any person (except by reason of being based on a fixed percentage of receipts or sales, as described above). We believe 
that neither TRG nor any of the entities that own our shopping centers derives rent from a lease attributable to personal property leased in 
connection with real property that exceeds 15% of the total rents under that lease. In addition, although TRG or the entities that own our 
shopping centers may advance money from time to time to tenants for the purpose of financing tenant improvements, they do not intend to 
charge interest that will depend in whole or in part on the income or profits of any person.  

      We do not believe that we derive rent from property rented to a related party tenant; however, the determination of whether we own 10% or 
more of any tenant is made after the application of complex attribution rules under which we will be treated as owning interests in tenants that 
are owned by shareholders who own more than 10% of the value of our stock. In determining whether any shareholder will own more than 10% 
of the value of our stock, each individual or entity will be treated as owning common stock and preferred stock held by certain related 
individuals and entities. Accordingly, we cannot be absolutely certain whether all related party tenants have been or will be identified. Although 
rent derived from a related party tenant will not qualify as rents from real property and, therefore, will not be qualifying income under the 75% 
or 95% gross income tests, we believe that the aggregate amount of such  

  •  First, the amount of rent must not be based in whole or in part on the income or profits of any person. However, an amount received or 
accrued generally will not be excluded from the term “rents from real property” solely by reason of being based on a fixed percentage or 
percentages of receipts or sales; 

  
  •  Second, except for rents received from a taxable REIT subsidiary, as discussed below, rents received from a tenant will not qualify as 

“rents from real property” in satisfying the gross income tests if the REIT, or an actual or constructive owner of 10% or more of the REIT, 
actually or constructively owns 10% or more of the interests in such tenant (a “ related party tenant” ); 

  
  •  Third, if rent attributable to personal property, leased in connection with a lease of real property, is greater than 15% of the total rent 

received under the lease, then the portion of rent attributable to personal property will not qualify as “ rents from real property;”  
  
  •  Fourth, if rent is received from a taxable REIT subsidiary that is a related party tenant with respect to any property, such rents will not 

qualify as “rents from real property” in satisfying the gross income tests if more than 10% of the leased space at the property is leased to 
taxable REIT subsidiaries and related party tenants, or the rents received from such property (except from related party tenants) are not 
substantially comparable to rents paid by other tenants of the REIT’s property for comparable space; and 

  
  •  Fifth, for rents to qualify as “rents from real property,” the REIT generally must not operate or manage the property or furnish or render 

services to the tenants of the property (subject to a 1% de minimis exception), other than through either an independent contractor from 
whom the REIT derives no revenue or a taxable REIT subsidiary. The REIT may, however, directly perform certain services that are 
“usually or customarily rendered” in connection with the rental of space for occupancy only and are not otherwise considered “for the 
convenience of the occupant”  of the property. 



   

rental income (and any other non-qualifying income) in any taxable year will not cause us to exceed the limits on non-qualifying income under 
such gross income tests.  

      We believe that neither TRG nor any of the entities that own our shopping centers will lease any property to a taxable REIT subsidiary unless 
they determine that not more than 10% of the leased space at such property is leased to related party tenants and our taxable REIT subsidiaries 
and the rents received from such leases are substantially comparable to those received from other tenants (except rent from related party tenants) 
of TRG or the entities that own our shopping centers for comparable space.  

      TRG has entered into an agreement with the Manager pursuant to which the Manager provides services that TRG requires in connection with 
the operation of TRG’s shopping centers. As a result of TRG’s ownership interests in the Manager and Taub-Co IV, the Manager does not 
qualify as an independent contractor from whom we derive no income. We believe, however, that no amounts of rent should be excluded from 
the definition of rents from real property solely by reason of the failure to use an independent contractor since TRG will hire an independent 
contractor to the extent necessary to qualify rental income as rents from real property under Section 856(d)(1) of the Code.  

      The Manager receives fees in exchange for the performance of certain management and administrative services, including fees to be received 
pursuant to agreements with us and TRG. A portion of those fees will accrue to us because TRG owns a limited partnership interest in the 
Manager. Our indirect interest in the management fees generated by the Manager generally are not be qualified income under the 75% or 95% 
gross income tests (at least to the extent attributable to properties in which TRG has no interest or to a joint venture partner’s interest in a 
property). In any event, we believe that the aggregate amount of such fees (and any other non-qualifying income) attributable to our indirect 
interest in the Manager in any taxable year has not exceeded and will not exceed the limits on non-qualifying income under the 75% and 95% 
gross income tests.  

      If we fail to satisfy one or both of the 75% or 95% gross income tests for any taxable year, we may nevertheless qualify as a REIT for the 
year if we are entitled to relief under specific provisions of the Code. Generally, we may avail ourselves of the relief provisions if:  

      It is not possible, however, to state whether in all circumstances we would be entitled to the benefit of these relief provisions. For example, if 
we fail to satisfy the gross income tests because non-qualifying income that we intentionally incur exceeds the limits on non-qualifying income, 
the IRS could conclude that our failure to satisfy the tests was not due to reasonable cause. If these relief provisions do not apply to a particular 
set of circumstances, we will not qualify as a REIT. As discussed above in “Taxation of Taubman Centers, Inc. — General,” even if these relief 
provisions apply, and we retain our status as a REIT, a tax would be imposed with respect to our excess net income. We may not always be able 
to maintain compliance with the gross income tests for REIT qualification despite our periodic monitoring of our income.  
   

      Any gain realized by us on the sale of any property held as inventory or other property held primarily for sale to customers in the ordinary 
course of business (including our share of any such gain realized by TRG) will be treated as income from a prohibited transaction that is subject 
to a 100% penalty tax. Under existing law, whether property is held as inventory or primarily for sale to customers in the ordinary course of a 
trade or business is a question of fact that depends on all the facts and circumstances surrounding the particular transaction. TRG owns interests 
in real property that is situated on the periphery of certain of its  

  •  our failure to meet these tests was due to reasonable cause and not due to willful neglect; and 

  
  •  (i) for the current and prior taxable years we attach to our Federal income tax return a schedule of the sources of our income and any 

incorrect information on the schedule is not due to fraud with the intent to evade tax, or (ii) for taxable years beginning after October 22, 
2004, following identification of the failure, we file with the IRS a schedule describing each item of our gross income. 

Prohibited Transaction Income 



   

shopping centers. TRG intends to hold its properties for investment with a view to long-term appreciation and to engage in the business of 
acquiring, developing and owning properties. However, TRG does intend to make occasional sales of its properties as are consistent with its 
investment objectives, and the IRS may contend that one or more of these sales is subject to the 100% penalty tax. In the event TRG determines 
a sale of property will generate prohibited transaction income, TRG will transfer such property to a taxable REIT subsidiary, and gain from such 
sale will be subject to the corporate income tax, as discussed below under “The Taxable REIT Subsidiary.”  
   

      At the close of each quarter of our taxable year, we also must satisfy four tests relating to the nature and diversification of our assets.  

      We are deemed to own a proportionate share of all of the assets owned by TRG and by the entities that own our shopping centers in which 
TRG is a partner or member. We believe that more than 75% of the value of TRG’s assets qualify as “real estate assets.” An election has been 
made or will be made to treat each of TRG’s direct or indirect corporate subsidiaries as a taxable REIT subsidiary. Further, we believe that the 
value of our proportionate share of TRG’s interest in taxable REIT subsidiary securities does not exceed 20% of the value of our assets, and we 
do not expect that it will exceed 20% in the future.  

      We currently own stock in T-I REIT, Inc., which has elected to be taxed as a REIT for Federal income tax purposes. As a REIT, T-I REIT, 
Inc. is subject to the various REIT qualification requirements. We believe that T-I REIT, Inc. has been organized and has operated in a manner to 
qualify for taxation as a REIT for Federal income tax purposes and will continue to be organized and operated in this manner. If T-I REIT, Inc. 
were to fail to qualify as a REIT, our stock interests in T-I REIT, Inc. would cease to be qualifying real estate assets for purposes of the 75% 
gross asset test and would become subject to the 5% asset test, the 10% voting stock limitation and the 10% value limitation generally applicable 
to our ownership in corporations (other than REITs, qualified REIT subsidiaries and taxable REIT subsidiaries). If T-I REIT, Inc. failed to 
qualify as a REIT, we would not meet the 10% voting stock limitation and the 10% value limitation with respect to our interest in T-I REIT, Inc., 
and we would fail to qualify as a REIT.  

      After initially meeting the asset tests at the close of any quarter, we will not lose our status as a REIT for failure to satisfy the asset tests at 
the end of a later quarter solely by reason of changes in the relative values of our assets. If failure to satisfy the asset tests results from an 
acquisition of securities or other property during a quarter, we can cure this failure by disposing of sufficient non-qualifying assets within 
30 days after the close of that quarter. An acquisition of securities could result from our increasing our interest in TRG, the exercise by limited 
partners of their redemption right relating to units of  

Asset Tests 

  •  First, at least 75% of the value of our total assets (including our allocable share of the assets held by TRG and the subsidiaries of TRG that 
are treated as partnerships for Federal income tax purposes) must be represented by real estate assets, stock or debt instruments held for not 
more than one year purchased with the proceeds of a stock offering or long-term (at least five years) debt offering of our company, cash, 
cash items (including receivables), and government securities. 

  
  •  Second, not more than 25% of the value of our total assets may be represented by securities, other than those securities includable in the 

75% asset test. 
  
  •  Third, not more than 20% of the value of our total assets may be represented by securities of one or more taxable REIT subsidiaries. 

  
  •  Fourth, except with respect to a taxable REIT subsidiary or securities includable in the 75% asset test, the value of any one issuer’s 

securities may not exceed 5% of the value of our total assets and we may not own more than 10% of any one issuer’s outstanding voting 
securities nor more than 10% of the total value of any one issuer’s outstanding securities, unless with respect to the 10% of total value 
limitation, the securities are among a limited list of enumerated securities, including but not limited to “straight debt.”  



   

partnership interest in TRG or an additional capital contribution of proceeds to TRG from an offering of our shares of beneficial interest.  

      For taxable years beginning after October 22, 2004, after initially meeting the asset tests at the close of any quarter, we will not lose our 
status as a REIT for failure to satisfy the 5% asset test or the 10% asset test if the failure is due to the ownership of assets the total value of which 
does not exceed the lesser of one percent of the total value of our assets at the end of the quarter or $10 million, provided that we dispose of the 
non-qualifying assets within six months after the last day of the quarter in which we identify the failure or otherwise meet the requirements of 
the 5% asset test or the 10% asset test by the end of such quarter (the “De Minimis Exception”). If we fail to meet any of the asset tests described 
above in a taxable year beginning after October 22, 2004 and the failure exceeds the De Minimis Exception, we still will be deemed to satisfy the 
asset tests if following our identification of the failure, we file a schedule with a description of each asset that caused the failure, the failure was 
due to reasonable cause and not willful neglect, we dispose of the non-qualifying assets within six months after the last day of the quarter in 
which we identified them, and we pay an excise tax equal to the greater of $50,000 or an amount determined by multiplying the highest rate of 
income tax applicable to corporations by the net income generated by the non-qualifying assets for the period beginning on the first date of the 
failure to meet the asset tests and ending on the date we dispose of the non-qualifying assets or otherwise satisfy the asset tests. We believe we 
have maintained and intend to continue to maintain adequate records of the value of our assets to ensure compliance with the asset tests and to 
take such other actions within six months after the close of any quarter as may be required to cure any noncompliance. If we fail to cure 
noncompliance with the asset tests within this time period, we would cease to qualify as a REIT.  
   

      The Code provides that a REIT may own more than 10% of the voting power and value of securities in a taxable REIT subsidiary. A taxable 
REIT subsidiary is a corporation that is not a REIT (a) in which the REIT directly or indirectly owns stock, and (b) as to which an election has 
been jointly made to treat the corporation as a taxable REIT subsidiary. In addition, any corporation (other than a REIT) is a taxable REIT 
subsidiary if a taxable REIT subsidiary of a REIT owns directly or indirectly (i) securities having more than 35% of the total voting power of the 
outstanding securities of the corporation, or (ii) securities with a value of more than 35% of the total value of the outstanding securities of the 
corporation calculated without regard to certain safe harbor debt. As discussed under “Asset Tests” above, not more than 20% of the fair market 
value of a REIT’s assets can be composed of securities of taxable REIT subsidiaries, and stock of a taxable REIT subsidiary is not a qualified 
asset for purposes of the 75% asset test.  

      Although the activities and income of a taxable REIT subsidiary are subject to the corporate income tax, a taxable REIT subsidiary is 
permitted to engage in activities and render services the income from which, if earned directly by the REIT, would disqualify the REIT. 
Additionally, under certain limited conditions described above, a REIT may receive rental income from a taxable REIT subsidiary that will be 
treated as qualifying income for purposes of the income tests.  

      The amount of interest on related party debt a taxable REIT subsidiary may deduct is limited. Further, a 100% excise tax applies to any 
interest payments by a taxable REIT subsidiary to its affiliated REIT to the extent the interest rate is set above a commercially reasonable level. 
A taxable REIT subsidiary is permitted to deduct interest payments to unrelated parties without any restrictions other than those that would apply 
irrespective of REIT status.  

      The Code allows the IRS to reallocate costs between a REIT and its taxable REIT subsidiary. Any taxable income allocated to, or deductible 
expenses allocated away from, a taxable REIT subsidiary would increase its tax liability, and the amount of such increase would be subject to 
interest charges. Further, any amount by which a REIT overstates its income or understates its deductions, on the one hand, and understates the 
income or overstates the deductions of its taxable REIT subsidiary will, subject to certain exceptions, be subject to a 100% excise tax.  

The Taxable REIT Subsidiary 



   

   

      To maintain our qualification as a REIT, we are required to distribute dividends (other than capital gain dividends) to our shareholders in an 
amount at least equal to the sum of 90% of our “REIT taxable income” (computed without regard to the dividends paid deduction and our net 
capital gain) and 90% of our net income (after tax), if any, from foreclosure property, minus the excess of the sum of particular items of our non-
cash income ( i.e. , income attributable to leveled stepped rents, original issue discount on purchase money debt, or a like-kind exchange that is 
later determined to be taxable) over 5% of our “REIT taxable income” as described above. In addition, if we dispose of any asset having built-in 
gain during the 10-year period beginning on the date that we acquired the asset, we would be required to distribute at least 90% of the built-in 
gain (after tax), if any, recognized on the disposition of such asset.  

      We must pay these distributions in the taxable year to which they relate, or in the following taxable year if they are declared during the last 
three months of the taxable year, payable to shareholders of record on a specified date during such period and paid during January of the 
following year. Such distributions are treated as paid by us and received by our shareholders on December 31 of the year in which they are 
declared. In addition, at our election, a distribution for a taxable year may be declared in the following taxable year if they are declared before 
we timely file our tax return for such year and if paid on or before the first regular dividend payment after such declaration. These distributions 
are taxable to holders of our capital stock (other than tax-exempt entities, as discussed below) in the year in which paid. This is so even though 
these distributions relate to the prior year for purposes of our 90% distribution requirement. The amount distributed must not be preferential; i.e. 
, every shareholder of the class of stock to which a distribution is made must be treated the same as every other shareholder of that class, and no 
class of stock may be treated otherwise than in accordance with its dividend rights as a class. To the extent that we do not distribute all of our net 
capital gain or distribute at least 90%, but less than 100%, of our “REIT taxable income,” as adjusted, we will be subject to tax on such income 
at corporate tax rates.  

      Our REIT taxable income consists substantially of our distributive share of the income of TRG. Currently, our REIT taxable income is less 
than the cash flow we receive from TRG as a result of the allowance of depreciation and other non-cash charges in computing REIT taxable 
income. Accordingly, we anticipate that we will generally have sufficient cash or liquid assets to enable us to satisfy the 90% distribution 
requirement.  

      It is possible that from time to time we may not have sufficient cash or other liquid assets to meet these distribution requirements due to 
timing differences between the actual receipt of income and actual payment of deductible expenses and the inclusion of income and deduction of 
expenses in arriving at our taxable income. If these timing differences occur, to meet the distribution requirements, we may need to arrange for 
short-term, or possibly long-term, borrowings or need to pay dividends in the form of taxable stock dividends.  

      We may be able to rectify a failure to meet the distribution requirement for a year by paying “deficiency dividends” to shareholders in a later 
year, which may be included in our deduction for dividends paid for the earlier year. Thus, we may be able to avoid being taxed on amounts 
distributed as deficiency dividends and being disqualified as a REIT. Nonetheless, we will be required to pay interest based on the amount of any 
deduction taken for deficiency dividends.  

      Furthermore, if we should fail to distribute during each calendar year (or in the case of distributions with declaration dates falling in the last 
three months of the calendar year, by the end of January immediately following such year) at least the sum of 85% of our REIT ordinary income 
for such year, 95% of our REIT capital gain income for the year and any undistributed taxable income from prior periods, then we would be 
subject to a 4% excise tax on the excess of the required distribution over the amounts actually distributed. Because the amount actually 
distributed includes amounts on which the REIT was required to pay a corporate-level tax, such as retained capital gains, the 4% excise tax is not 
in fact imposed on retained capital gains. Any REIT taxable income and net capital gain on which this excise tax is imposed for any year is 
treated as an amount distributed during that year for purposes of calculating such tax.  

Annual Distribution Requirements 



   

   

      If we fail to qualify for taxation as a REIT in any taxable year, and the relief provisions do not apply, we will be subject to tax (including any 
applicable alternative minimum tax) on our taxable income at regular corporate rates. Distributions to shareholders in any year in which we fail 
to qualify will not be deductible by us, and we will not be required to distribute any amounts to our shareholders. As a result, our failure to 
qualify as a REIT would reduce the cash available for distribution by us to our shareholders. In addition, if we fail to qualify as a REIT, all 
distributions to shareholders will be taxable as ordinary income to the extent of our current and accumulated earnings and profits, and subject to 
limitations of the Code, corporate distributees may be eligible for the dividends received deduction. Unless entitled to relief under specific 
statutory provisions, we will also be disqualified from taxation as a REIT for the four taxable years following the year during which we lost our 
qualification. It is not possible to state whether in all circumstances we would be entitled to this statutory relief.  
   

      As used below, the term “U.S. shareholder” means a holder of shares of our common stock, preferred stock, depository shares, or warrants, 
which we collectively refer to as the “shares” who (for United States Federal income tax purposes):  

      Notwithstanding the preceding sentence, to the extent provided in Treasury Regulations, certain trusts in existence on August 20, 1996, and 
treated as United States persons prior to this date that elect to continue to be treated as United States persons, shall also be considered 
U.S. shareholders.  
   

      As long as we qualify as a REIT, distributions out of our current or accumulated earnings and profits, other than “qualified dividend income” 
or dividends designated as capital gain dividends, will constitute dividends taxable to our taxable U.S. shareholders as ordinary income. These 
distributions will not be eligible for the dividends-received deduction in the case of U.S. shareholders that are corporations.  

      For purposes of determining whether distributions to holders of shares are out of current or accumulated earnings and profits, our earnings 
and profits will be allocated first to the outstanding preferred stock and then to the common stock. To the extent that we make distributions, other 
than capital gain dividends discussed below, in excess of our current and accumulated earnings and profits, these distributions will be treated 
first as a tax-free return of capital to each U.S. shareholder. This treatment will reduce the adjusted basis which each U.S. shareholder has in his 
shares for tax purposes by the amount of the distribution (but not below zero). Distributions in excess of a U.S. shareholder’s adjusted basis in 
his shares will be taxable as capital gains (provided that the shares have been held as a capital asset) and will be taxable as long-term capital gain 
if the shares have been held for more than one year. Dividends we declare in October, November, or December of any year and payable to a 
shareholder of record on a specified date in any of these months will be treated as both paid by us and received by the shareholder on 
December 31 of that year, provided we actually pay the dividend on or before January 31 of the following calendar year.  

Failure to Qualify 

Taxation of Taxable U.S. Shareholders 

  •  is a citizen or resident of the United States; 

  
  •  is a corporation, partnership, or other entity created or organized in or under the laws of the United States or of any state thereof or in the 

District of Columbia, unless, in the case of an entity taxed as a partnership, Treasury Regulations provide otherwise; 
  
  •  is an estate the income of which is subject to United States Federal income taxation regardless of its source; or 

  
  •  is a trust whose administration is subject to the primary supervision of a United States court and which has one or more United States 

persons who have the authority to control all substantial decisions of the trust. 

Distributions Generally 



   

      Shareholders may not include in their own income tax returns any of our net operating losses or capital losses.  
   

      Distributions that we properly designate as capital gain dividends will be taxable to taxable U.S. shareholders as gains (to the extent that they 
do not exceed our actual net capital gain for the taxable year) from the sale or disposition of a capital asset. U.S. shareholders that are 
corporations may, however, be required to treat up to 20% of some capital gain dividends as ordinary income. We allocate capital gain dividends 
between the holders of preferred stock and common stock based on the ratio that the total amount of dividends paid or made available to a class 
of stock for the taxable year bears to the total dividends paid or made available to all classes of stock for the taxable year.  
   

      We may elect to retain, rather than distribute as a capital gain dividend, our net long-term capital gains. If we make this election, we would 
pay tax on our retained net long-term capital gains. In addition, to the extent we designate, a U.S. shareholder generally would:  

   

      We will classify portions of any designated capital gain dividend or undistributed capital gain as either:  

      We must determine the maximum amounts that we may designate as 15% and 25% rate capital gain dividends by performing the 
computation required by the Code as if the REIT were an individual whose ordinary income were subject to a marginal tax rate of at least 28%.  

      Recipients of capital gain dividends from us that are taxed at corporate income tax rates will be taxed at the normal corporate income tax 
rates on those dividends.  

      Qualified Dividend Income. We may elect to designate a portion of our distributions paid to non-corporate U.S. shareholders as “qualified 
dividend income.” A portion of a distribution that is properly designated as qualified dividend income is taxable to non-corporate 
U.S. shareholders as capital gain, provided that the shareholder has held the common shares with respect to which the distribution is made for 
more than 60 days during the 120-day period beginning on the date that is 60 days before the date on which such common shares become ex-
dividend with respect to the relevant distribution. The maximum  

Capital Gain Distributions 

Retention of Net Long-Term Capital Gains 

  •  include its proportionate share of our undistributed long-term capital gains in computing its long-term capital gains in its return for its 
taxable year in which the last day of our taxable year falls (subject to certain limitations as to the amount that is includable); 

  
  •  be deemed to have paid the capital gains tax imposed on us on the designated amounts included in the U.S. shareholder’s long-term capital 

gains; 
  
  •  receive a credit or refund for the amount of tax deemed paid by it; 

  
  •  increase the adjusted basis of its common stock by the difference between the amount of includable gains and the tax deemed to have been 

paid by it; and 
  
  •  in the case of a U.S. shareholder that is a corporation, appropriately adjust its earnings and profits for the retained capital gains in 

accordance with Treasury Regulations to be prescribed by the IRS. 

Capital Gain Classification 

        (1) a 15% rate gain distribution, which would be taxable to non-corporate U.S. shareholders at a maximum rate of 15%; or 
  
        (2) an “unrecaptured Section 1250 gain” distribution, which would be taxable to non-corporate U.S. shareholders at a maximum rate 

of 25%. 



   

amount of our distributions eligible to be designated as qualified dividend income for a taxable year is equal to the sum of:  

      Generally, dividends that we receive will be treated as qualified dividend income for purposes of (1) above if the dividends are received from 
a domestic corporation (other than a REIT or a regulated investment company) or a “qualifying foreign corporation” and specified holding 
period requirements and other requirements are met. A foreign corporation (other than a “foreign personal holding company,” a “foreign 
investment company,” or “passive foreign investment company”) will be a qualifying foreign corporation if it is incorporated in a possession of 
the United States, the corporation is eligible for benefits of an income tax treaty with the United States that the Secretary of Treasury determines 
is satisfactory, or the stock of the foreign corporation on which the dividend is paid is readily tradable on an established securities market in the 
United States. We generally expect that an insignificant portion, if any, of our distributions will consist of qualified dividend income.  
   

      Distributions we make and gain arising from the sale or exchange by a U.S. shareholder of our shares will not be treated as passive activity 
income. As a result, U.S. shareholders generally will not be able to apply any “passive losses” against this income or gain. Distributions we 
make (to the extent they do not constitute a return of capital) generally will be treated as investment income for purposes of computing the 
investment interest limitation. Gain arising from the sale or other disposition of our shares, however, will not be treated as investment income in 
some circumstances.  
   

      If you are a U.S. shareholder and you sell or dispose of your shares, you will recognize gain or loss for Federal income tax purposes in an 
amount equal to the difference between the amount of cash and the fair market value of any property you receive on the sale or other disposition 
and your adjusted basis in the shares for tax purposes. This gain or loss will be capital if you have held the shares as a capital asset and will be 
long-term capital gain or loss if you have held the shares for more than one year. In general, if you are a U.S. shareholder and you recognize loss 
upon the sale or other disposition of shares that you have held for six months or less (after applying holding period rules set forth in the Code), 
the loss you recognize will be treated as a long-term capital loss, to the extent you received distributions from us which were required to be 
treated as long-term capital gains.  
   

      The Jobs and Growth Tax Relief Reconciliation Act of 2003 reduced the maximum individual tax rate for long-term capital gains generally 
from 20% to 15% (for sales occurring through December 31, 2008) and for ordinary income generally from 38.6% to 35% (for tax years through 
2008). Generally, dividends from non-REIT C corporations will be taxed at capital gain rates, as opposed to ordinary income rates (for tax years 
through 2008). Without future congressional action, in 2009 the maximum tax rate on long-term capital gains will return to 20%, and dividends 
from non-REIT C corporations will be taxed at ordinary income tax rates, and the maximum ordinary income tax rate on dividends will increase 
to 39.6% in 2011. Because we are not generally subject to Federal income tax on the portion of our REIT taxable  

        (1) the qualified dividend income received by us during such taxable year from non-REIT “C” corporations (including our corporate 
subsidiaries, other than our taxable REIT subsidiaries); 

  
        (2) the excess of any “undistributed” REIT taxable income recognized during the immediately preceding year over the Federal income 

tax paid by us with respect to such undistributed REIT taxable income; and 
  
        (3) the excess of any income recognized during the immediately preceding year attributable to the sale of a built-in-gain asset that was 

acquired in a carry-over basis transaction from a non-REIT “C” corporation over the Federal income tax paid by us with respect to such 
built-in gain. 

Passive Activity Losses and Investment Interest Limitations 

Dispositions of Shares 

Reduction in Certain Tax Rates 



   

income or capital gains distributed to our stockholders, our dividends will generally not be eligible for the new 15% tax rate on dividends. As a 
result, our ordinary REIT dividends will continue to be taxed at the higher tax rates applicable to ordinary income.  

      However, the 15% tax rate for long-term capital gains and dividends will generally apply to:  

   

      We report to our U.S. shareholders and the IRS the amount of dividends paid during each calendar year and the amount of any tax withheld. 
Under the backup withholding rules, a shareholder may be subject to backup withholding with respect to dividends paid unless the holder is a 
corporation or comes within certain other exempt categories and, when required, demonstrates this fact, or provides a taxpayer identification 
number, certifies as to no loss of exemption from backup withholding, and otherwise complies with applicable requirements of the backup 
withholding rules. The back-up withholding rate currently is 28%. A U.S. shareholder that does not provide us with his correct taxpayer 
identification number may also be subject to penalties imposed by the IRS. Backup withholding is not an additional tax. Any amount paid as 
backup withholding will be creditable against the shareholder’s income tax liability. In addition, we may be required to withhold a portion of 
capital gain distributions to any shareholders who fail to certify their non-foreign status. See “Taxation of Non-U.S. Shareholders.”  
   

      The IRS has ruled that amounts distributed as dividends by a qualified REIT do not constitute unrelated business taxable income (“UBTI”) 
when received by a tax-exempt entity. Based on that ruling, provided that a tax-exempt shareholder (except tax-exempt shareholders described 
below) has not held its shares as “debt financed property” within the meaning of the Code (generally, shares, the acquisition of which was 
financed through a borrowing by the tax exempt shareholder) and the shares are not otherwise used in a trade or business, dividend income from 
us will not be UBTI to a tax-exempt shareholder. Similarly, income from the sale of shares will not constitute UBTI unless a tax-exempt 
shareholder has held its shares as “debt financed property” within the meaning of the Code or has used the shares in its trade or business.  

      For tax-exempt shareholders which are social clubs, voluntary employee benefit associations, supplemental unemployment benefit trusts, and 
qualified group legal services plans exempt from Federal income taxation under Code Section 501(c)(7), (c)(9), (c)(17) and (c)(20), respectively, 
income from an investment in our shares will constitute UBTI unless the organization is able to properly deduct amounts set aside or placed in 
reserve for certain purposes so as to offset the income generated by its investment in our shares. These prospective investors should consult their 
own tax advisors concerning these “set aside” and reserve requirements.  

      Notwithstanding the above, however, a portion of the dividends paid by a “pension held REIT” will be treated as UBTI as to any trust which: 

Tax-exempt pension funds that are described in Section 401(a) of the Code are referred to below as “qualified trusts.”  

  •  your long-term capital gains, if any, recognized on the disposition of our shares; 

  
  •  our distributions designated as long-term capital gain dividends (except to the extent attributable to “unrecaptured Section 1250 gain,”  in 

which case such distributions would continue to be subject to a 25% tax rate); and 
  
  •  our “qualified dividend income.” 

Backup Withholding and Information Reporting 

Taxation of Tax-Exempt Shareholders 

  •  is described in Section 401(a) of the Code; 

  
  •  is tax-exempt under Section 501(a) of the Code; and 

  
  •  holds more than 10% (by value) of the interests in the REIT. 



   

      A REIT is a “pension held REIT” if:  

      The percentage of any REIT dividend treated as UBTI is equal to the ratio of:  

A de minimis exception applies where the percentage is less than 5% for any year.  
   

      A redemption of the preferred stock will be treated under Section 302 of the Code as a distribution taxable as a dividend (to the extent of our 
current and accumulated earnings and profits) at ordinary income rates unless the redemption satisfies one of the tests set forth in Section 302(b) 
of the Code and is therefore treated as a sale or exchange of the redeemed shares. The redemption will be treated as a sale or exchange if it (i) is 
“substantially disproportionate” with respect to the shareholder, (ii) results in a “complete termination” of the shareholder’s interest in our 
company, or (iii) is “not essentially equivalent to a dividend” with respect to the shareholder, all within the meaning of Section 302(b) of the 
Code. In determining whether any of these tests have been met, preferred stock actually owned by the shareholder as well as preferred stock 
considered to be owned by such shareholder by reason of certain constructive ownership rules set forth in the Code must generally be taken into 
account. If a shareholder of preferred stock owns (actually or constructively) no shares of our common stock or an insubstantial percentage of 
our common stock, a redemption of the preferred stock held by such shareholder is likely to qualify for sale or exchange treatment because the 
redemption would not be “essentially equivalent to a dividend.” Because the determination as to whether any of the alternative tests set forth in 
Section 302(b) of the Code will be satisfied with respect to any particular shareholder depends on the facts and circumstances at the time that the 
determination must be made, prospective shareholders of preferred stock should consult their own tax advisors to determine such tax treatment.  

      If a redemption of preferred stock is treated as a distribution taxable as a dividend, the shareholder’s adjusted basis in the redeemed preferred 
stock for tax purposes will be transferred to such shareholder’s remaining shares of our company. If the shareholder owns no other shares of our 
company, such basis may, under certain circumstances, be transferred to a related person or it may be lost entirely.  
   

      The rules governing United States Federal income taxation of nonresident alien individuals, foreign corporations, foreign partnership, and 
foreign trusts and estates are complex, and the following is only a brief summary of these rules. Prospective non-U.S. shareholders should 
consult with their own tax advisors to determine the impact of Federal, state and local income tax laws on an investment in the Company, 
including any reporting requirements.  

      When we use the term “non-U.S. shareholder,” we mean a holder of shares who (for United States Federal income tax purposes):  

  •  it would not have qualified as a REIT but for the fact that Section 856(h)(3) of the Code provides that stock owned by qualified trusts will 
be treated, for purposes of the “not closely held”  requirement, as owned by the beneficiaries of the trust (rather than by the trust itself); and 

  
  •  either at least one such qualified trust holds more than 25% (by value) of the interests in the REIT, or one or more such qualified trusts, 

each of which owns more than 10% (by value) of the interests in the REIT, holds in the aggregate more than 50% (by value) of the 
interests in the REIT. 

  •  the UBTI earned by the REIT (treating the REIT as if it were a qualified trust and therefore subject to tax on UBTI) to 

  
  •  the total gross income of the REIT. 

Redemption of Preferred Stock 

Taxation of Non-U.S. Shareholders 

  •  is a nonresident alien individual; or 

  
  •  is a foreign corporation, foreign partnership or foreign trust or estate. 



   

   

      A distribution to a non-U.S. shareholder will be treated as a dividend of ordinary income to the extent the distribution is made out of our 
current or accumulated earnings and profits, as long as the following are true:  

      For taxable years beginning after October 22, 2004, except with respect to non-U.S. shareholders who own more than 5% of any class of our 
capital stock at any time during the taxable year, a distribution to a non-U.S. shareholder will be treated as a dividend of ordinary income to the 
extent the distribution is made out of our current or accumulated earnings and profits.  

      Distributions treated as a dividend of ordinary income will generally be subject to withholding of United States Federal income tax on a 
gross income basis (that is, without allowance of deductions) at a 30% rate unless an applicable tax treaty reduces that rate. However, 
distributions treated as a dividend of ordinary income will be subject to a Federal income tax on a net basis (that is, after allowance of 
deductions) when the dividend is treated as effectively connected with the non-U.S. shareholder’s conduct of a United States trade or business 
and the non-U.S. shareholder has filed an IRS Form W-8ECI with us or, if an income tax treaty applies, IRS Form W-8BEN. In this event, as 
long as certain certification and disclosure requirements are met, the dividend will be taxed at graduated rates, in the same manner as 
U.S. shareholders are taxed with respect to such dividends and will generally not be subject to withholding. Any such dividends received by a 
non-U.S. shareholder that is a corporation may also be subject to an additional branch profits tax at a 30% rate or such lower rate as may be 
specified by an applicable income tax treaty.  

      Under current Treasury Regulations, dividends paid to an address in a country outside the United States are generally presumed to be paid to 
a resident of the country for purposes of determining the applicability of withholding discussed above and the applicability of a tax treaty rate. A 
non-U.S. shareholder who wishes to claim the benefit of an applicable treaty rate will be required to satisfy certain certification and other 
requirements. Under certain treaties, lower withholding rates generally applicable to dividends do not apply to dividends from a REIT.  

      If we make a distribution in excess of our current or accumulated earnings and profits, the distribution will not be taxable to a non-
U.S. shareholder to the extent it does not exceed the adjusted basis of the shareholder’s shares. Instead, the distribution will reduce the adjusted 
basis of the shareholder’s shares. If the distribution does exceed the adjusted basis of a non-U.S. shareholder’s shares, the distribution will result 
in gain from the sale or exchange of the non-U.S. shareholder’s shares. We discuss the tax treatment of this gain in further detail below. For 
withholding purposes, we are required to treat all distributions as if made out of our current or accumulated earnings and profits. However, the 
IRS will generally refund amounts that are withheld if it is determined that the distribution was, in fact, in excess of our current or accumulated 
earnings and profits.  

      We expect to withhold United States Federal income tax at the rate of 30% on any dividend distributions (including distributions that later 
may be determined to have been in excess of current and accumulated earnings and profits) made to a non-U.S. shareholder unless:  

Distributions 

  •  the distribution is not attributable to gain from the sale or exchange of United States real property interests; and 

  
  •  we have not designated the distribution as a capital gains dividend. 

        (1) a lower treaty rate applies and the non-U.S. shareholder files with us an IRS Form W-8BEN evidencing eligibility for that reduced 
treaty rate; or 

  
        (2) the non-U.S. shareholder files an IRS Form W-8ECI with us claiming that the distribution is income effectively connected with the 

non-U.S. shareholder’s conduct of a United States trade or business. 



   

      In any event, we may be required to withhold at least 10% of any distribution in excess of our current and accumulated earnings and profits, 
even if a lower treaty rate applies and the non-U.S. shareholder is not liable for tax on the receipt of that distribution. However, a non-
U.S. shareholder may seek a refund of these amounts from the IRS if the non-U.S. shareholder’s United States tax liability with respect to the 
distribution is less than the amount withheld.  

      A distribution to a non-U.S. shareholder that we properly designate as a capital gain dividend at the time of distribution that does not arise 
from our disposition of a United States real property interest generally will not be subject to United States Federal income taxation unless any of 
the following are true:  

      Pursuant to the Foreign Investment in Real Property Tax Act of 1980 (“FIRPTA”), under current law, distributions to a non-U.S. shareholder 
that are attributable to gain from our sale or exchange of United States real property interests will cause the non-U.S. shareholder to be treated as 
recognizing this gain as income effectively connected with a United States trade or business. Non-U.S. shareholders would generally be taxed at 
the same rates as U.S. shareholders (subject to a special alternative minimum tax in the case of nonresident alien individuals) on these 
distributions. Also, a non-U.S. shareholder that is a corporation may be subject to a 30% branch profits tax on this distribution. We are required 
to withhold 35% of any such distribution. This amount is creditable against the non-U.S. shareholder’s United States Federal income tax 
liability.  

      For taxable year beginning after October 22, 2004, unless a non-U.S. shareholder holds more than five percent of any class of our stock at 
any time during the taxable year, a non-U.S. shareholder will not be taxable on a distribution attributable to gain from our sale or exchange of 
United States real property interests as if the gain were income effectively connected with a United States trade or business. Instead, such non-
U.S. shareholder will be taxed on the distribution as a dividend that is not a capital gain, and the branch profits tax will not apply to such 
distribution.  

      Treasury Regulations require a corporation that is a REIT to treat as a dividend the portion of a distribution that is not designated as a capital 
gain dividend or return of basis and apply the 30% withholding tax (subject to any applicable reduction or exemption) to such portion, and to 
apply the FIRPTA withholding rules (discussed above) with respect to the portion of the distribution designated by the REIT as capital gain 
dividend.  

      We or any nominee ( e.g. , a broker holding shares in street name) may rely on a certificate of non-foreign status on Form W-8 or Form W-9 
to determine whether withholding is required on gains realized from the disposition of United States real property interests. A domestic person 
who holds shares on behalf of a non-U.S. shareholder will bear the burden of withholding, provided that we have properly designated the 
appropriate portion of a distribution as a capital gain dividend.  
   

      Unless our shares constitute a “United States real property interest” within the meaning of FIRPTA, a sale or exchange of shares by a non-
U.S. shareholder generally will not be subject to United States Federal income taxation. Our shares will not constitute a “United States real 
property interest” if we are a “domestically controlled REIT.” A “domestically controlled REIT” is a REIT in which at all times during a 
specified testing period non-U.S. shareholders held, directly or indirectly, less than 50% in value of the REIT’s shares.  

  •  investment in the shares is effectively connected with the non-U.S. shareholder’s United States trade or business, in which case the non-
U.S. shareholder will be taxed on the gain at the same rates as U.S. shareholders (except that a shareholder that is a foreign corporation 
may also be subject to the 30% branch profits tax); or 

  
  •  the non-U.S. shareholder is a nonresident alien individual who is present in the United States for 183 days or more during the taxable year 

and has a “tax home” in the United States, in which case the nonresident alien individual will be taxed at a rate equal to 30% of the 
individual’ s capital gains. 

Sale of Shares 



   

      If we are not or cease to be a “domestically-controlled REIT,” a non-U.S. shareholder’s sale or exchange of shares would be subject to 
United States taxation under FIRPTA as a sale of a “United States real property interest,” assuming shares of the class of stock held by such non-
U.S. shareholder are regularly traded (as defined by applicable Treasury Regulations) on an established securities market ( e.g. , the New York 
Stock Exchange), only if the seller owned (actually or constructively) more than 5% of such class of our shares during the applicable testing 
period. If gain on the sale or exchange of shares were subject to taxation under FIRPTA, the non-U.S. shareholder would be subject to the same 
United States Federal income tax treatment with respect to the gain as a U.S. shareholder (subject to any applicable alternative minimum tax, a 
special alternate minimum tax, in the case of nonresident alien individuals and the possible application of the 30% Branch Profits Tax in the case 
of foreign corporations), and the purchaser of the shares would be required to withhold and remit to the IRS 10% of the purchase price.  

      Notwithstanding the foregoing, if you are a non-U.S. shareholder and you recognize gain from the sale or exchange of shares and the gain is 
not subject to FIRPTA, the gain will be subject to United States taxation if:  

   

      Backup withholding tax generally is a withholding tax imposed on certain payments to persons that fail to furnish certain information under 
the United States information reporting requirements, as discussed above under “Backup Withholding.” Non-U.S. shareholders will not be 
subject to backup withholding tax and information reporting for distributions they receive that are treated as:  

      As a general matter, backup withholding and information reporting will not apply to a payment of the proceeds of a sale of stock by or 
through a foreign office of a foreign broker. Information reporting (but not backup withholding) will apply, however, to a payment of the 
proceeds of a sale of stock by a foreign office of a broker that:  

      Information reporting will not apply if the broker has documentary evidence in its records that the holder is a non-U.S. shareholder and 
certain other conditions are met, or the shareholder otherwise establishes an exemption. Payment to or through a United States office of a broker 
of the proceeds of a sale of shares is subject to both backup withholding and information reporting unless the shareholder certifies under 
penalties of perjury that the shareholder is a non-U.S. shareholder, or otherwise establishes an exemption. A non-U.S. shareholder may obtain a 
refund of any amounts withheld under the backup withholding rules by filing the appropriate claim for refund with the IRS.  

  •  your investment is effectively connected with a United States trade or business (or, if an income treaty applies, is attributable to a United 
States permanent establishment); or 

  
  •  you are a nonresident alien individual who is present in the United States for 183 days or more during the taxable year and you have a “tax 

home”  in the United States. In this case, you will be subject to a 30% United States withholding tax on the amount of your gain. 

Backup Withholding Tax and Information Reporting 

  •  dividends subject to the 30% (or lower treaty rate) withholding tax discussed above; 

  
  •  capital gains dividends; or 

  
  •  distributions attributable to gain from our sale or exchange of United States real property interests. 

  •  is a United States person; 

  
  •  derives 50% or more of its gross income for certain periods from the conduct of a trade or business in the United States; or 

  
  •  is a “controlled foreign corporation”  (generally, a foreign corporation controlled by United States shareholders) for United States tax 

purposes. 



   

   

      The following discussion summarizes certain Federal income tax considerations applicable solely to our investment in TRG. The discussion 
does not cover state or local tax laws or any Federal tax laws other than income tax laws.  
   

      We are entitled to include in our income our distributive share of TRG’s income and to deduct our distributive share of TRG’s losses only if 
TRG is classified for Federal income tax purposes as a partnership rather than as an association taxable as a corporation. TRG is entitled to 
include in its income its distributive share of the income or losses of any entity that owns our shopping centers only if such entity is classified as 
a partnership or a disregarded entity for Federal income tax purposes.  

      An entity will be classified as a partnership or a disregarded entity rather than as a corporation or an association taxable as a corporation for 
Federal income tax purposes if the entity is treated as a partnership or a disregarded entity under Treasury Regulations, effective January 1, 1997, 
relating to entity classification.  

      In general, under the classification regulations, an unincorporated entity with at least two members may elect to be classified either as an 
association taxable as a corporation or as a partnership. If such an entity fails to make an election, it generally will be treated as a partnership for 
Federal income tax purposes. An unincorporated entity, such as a limited liability company, that has only one member and that does not elect to 
be classified as a corporation will be disregarded. The Federal income tax classification of an entity that was in existence prior to January 1, 
1997, such as TRG and the entities that own our shopping centers, will be respected for all periods prior to January 1, 1997 if:  

TRG and each entity that owns our shopping centers reasonably claimed partnership classification under the Treasury Regulations relating to 
entity classification in effect prior to January 1, 1997, and such classification should be respected for Federal income tax purposes. TRG and the 
entities that own our shopping centers intend to continue to be classified as partnerships or disregarded entities for Federal income tax purposes, 
and none of them will elect to be treated as an association taxable as a corporation under the entity classification regulations.  

      We also believe that the trust in which we own an interest (“The TRG Trust”) is not taxable as a corporation for Federal income tax 
purposes. No assurance can be given, however, that the IRS will not challenge the non-corporate status of such trust for Federal income tax 
purposes. If such challenge were sustained by a court, such trust would be treated as a corporation for Federal income tax purposes, as described 
below. In addition, our belief is based on existing law, which is to a great extent the result of administrative and judicial interpretation. We 
cannot be certain that administrative or judicial changes would not modify these conclusions.  

      If for any reason, The TRG Trust were taxable as a corporation rather than as a trust for Federal income tax purposes, we would be unable to 
satisfy the asset requirements for REIT status. See “Asset Tests.” In addition, any change in the status of The TRG Trust for tax purposes might 
be treated as a taxable event, in which case we might incur a tax liability without any related cash distribution. If such trust were taxable as a 
corporation, items of income and deduction would not pass through to its beneficiary, which would be treated as a shareholder for tax purposes. 
The trust would be required to pay income tax at corporate tax rates on its net income, and distributions would constitute dividends that would 
not be deductible in computing the trust’s taxable income.  

Tax Aspects of TRG 

Classification 

  •  the entity had a reasonable basis for its claimed classification; 

  
  •  the entity and all members of the entity recognized the Federal income tax consequences of any changes in the entity’s classification within 

the 60 months prior to January 1, 1997; and 
  
  •  neither the entity nor any member of the entity was notified in writing by a taxing authority on or before May 8, 1996 that the classification 

of the entity was under examination. 



   

Income Taxation of TRG and Its Partners  
   

      A partnership is not a taxable entity for Federal income tax purposes. Rather, we are required to take into account our allocable share of 
TRG’s income, gains, losses, deductions, and credits for any taxable year of TRG ending within or with our taxable year regardless of whether 
we have received or will receive any distribution from TRG.  
   

      Pursuant to Section 704(c) of the Code, income, gain, loss, and deduction, including depreciation, attributable to appreciated or depreciated 
property that is contributed to a partnership in exchange for an interest in the partnership must be allocated for Federal income tax purposes in a 
manner such that the contributor is charged with, or benefits from, the unrealized gain or unrealized loss associated with the property at the time 
of the contribution. The amount of such unrealized gain or unrealized loss is generally equal to the difference between the fair market value of 
the contributed property at the time of contribution and the adjusted tax basis of such property at the time of contribution. TRG’s partnership 
agreement requires allocations of income, gain, loss, and deduction attributable to such contributed property to be made in a manner that is 
consistent with Section 704(c) of the Code. Accordingly, depreciation on any property contributed to TRG is allocated to each contributing 
partner in a manner designed to reduce the difference between such property’s fair market value and its tax basis, using methods that are 
intended to be consistent with statutory intent and Treasury Regulations under Section 704(c) of the Code. Any income, gain, loss, or deduction 
in excess of that specially allocated to the contributing partners pursuant to Section 704(c) of the Code is allocated to TRG’s partners in 
accordance with their percentage interests.  
   

      Generally, any gain realized by TRG on the sale of property held by TRG or an entity that owns our shopping centers for more than one year 
will be long-term capital gain, except for any portion of such gain that is treated as depreciation or cost recovery recapture. Under Section 704(c) 
of the Code and the Treasury Regulations governing the revaluation of TRG’s assets and the restatement of its capital accounts to fair market 
value, any built-in gain (or “Section 704(c) gain”) attributable to appreciation in the regional shopping center interests prior to the admission of 
the Company to TRG in late 1992, must, when recognized, be allocated to the contributing partners. Thus, we will not incur a tax on such 
Section 704(c) gains because (except as noted below) they must be allocated to partners in TRG other than us. In addition, any Section 704(c) 
gain with respect to properties contributed to TRG subsequent to our admission to TRG must be allocated to the contributing partners. As a 
consequence of our 1% pre-contribution interests in two of our shopping centers, we will be allocated an equivalent portion of Section 704(c) 
gain in the event of a disposition of either property. Further, depreciation will be allocated to reduce the disparity between fair market value and 
tax basis with respect to appreciated property contributed to TRG or otherwise held by TRG prior to our admission to TRG. Such allocations will 
permit us to claim larger depreciation deductions because we have, except as noted above, contributed solely unappreciated property. On the 
other hand, upon a revaluation of TRG’s assets, we will be treated as having Section 704(c) gain equal to the difference between their revalued 
fair market value and our share of the tax basis of TRG’s assets. As a result of this difference, our depreciation deductions will be reduced to 
take into account the disparity between fair market value and the tax basis of the assets that have been revalued. In addition, upon a taxable 
disposition of such revalued assets, we will be allocated our share of the remaining difference between their revalued fair market value and our 
share of the tax basis of TRG’s assets.  

      Upon the sale of an asset, TRG is required to distribute to its partners an amount determined by reference to the greater of the tax liability of 
its partners other than us or our net capital gain. TRG’s partnership agreement provides for pro rata distributions to its partners in all cases. 
Accordingly, the  

Partners, Not TRG, Subject to Tax 

Tax Allocations with Respect to Contributed Properties 

Sale of TRG’s Property 



   

distribution provisions in TRG’s partnership agreement should permit us to distribute 100% of our capital gain. As a result of the pro rata nature 
of the distribution provisions, however, it is possible that TRG will be required to distribute to its partners all of the proceeds from a sale of an 
asset.  

      Our share of any gain realized by TRG on the sale of any property held by TRG or a non-corporate subsidiary of TRG as inventory or other 
property held primarily for sale to customers in the ordinary course of TRG’s or its non-corporate subsidiary’s trade or business will, however, 
be treated as income from a prohibited transaction that is subject to a 100% penalty tax. See “Prohibited Transaction Income,” above. Such 
prohibited transaction income will also adversely affect our ability to satisfy the income tests for REIT status. See “Income Tests,” above. Under 
existing law, whether property is held as inventory or primarily for sale to customers in the ordinary course of TRG’s or its non-corporate 
subsidiary’s trade or business is a question of fact that depends on all the facts and circumstances with respect to the particular transaction. TRG 
and its non-corporate subsidiaries intend to hold our shopping centers for investment with a view to long-term appreciation, and to engage in the 
business of acquiring, developing, owning, and operating our shopping centers, including peripheral land, consistent with TRG’s and its non-
corporate subsidiaries’ investment objectives. In the event TRG determines a sale of property will generate prohibited transaction income, TRG 
will transfer such property to a taxable REIT subsidiary. See “The Taxable REIT Subsidiary,” above.  

Other Tax Consequences  

      We may be subject to state or local taxation in various state or local jurisdictions, including those in which we transact business, and our 
shareholders may be subject to state or local taxation in various state or local jurisdictions, including those in which they reside. Our state and 
local tax treatment may not conform to the Federal income tax consequences discussed above. In addition, your state and local tax treatment may 
not conform to the Federal income tax consequences discussed above. Consequently, you should consult your tax advisors regarding the effect of 
state and local tax laws on a disposition of limited partnership units or an investment in our shares.  

      If a shareholder recognizes a loss as a result of a transaction with respect to our shares of at least (i) for a shareholder that is an individual, 
S corporation, trust, or a partnership with at least one non-corporate unitholder, $2 million or more in a single taxable year or $4 million or more 
in a combination of taxable years, or (ii) for a shareholder that is either a corporation or a partnership with only corporate unitholders, 
$10 million or more in a single taxable year or $20 million or more in a combination of taxable years, such shareholder may be required to file a 
disclosure statement with the Internal Revenue Service on Form 8886. Direct stockholders of portfolio securities are in many cases exempt from 
this reporting requirement, but shareholders of a REIT currently are not exempt. The fact that a loss is reportable under these regulations does 
not affect the legal determination of whether the taxpayer’s treatment of the loss is proper. There may be other circumstances in which 
shareholders might be required to report their investment in us under tax shelter regulations. Shareholders should consult their tax advisors to 
determine the applicability of these regulations in light of their individual circumstances.  


