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Real Estate Investment Trusts - EY



real Estate Investment Trusts REIT - Background and framework real Estate Investment Trusts (REITs) - Background Securities and Exchange Board of India (SEBI) issued draft guidelines for real Estate Investment Trusts (REITs) on 10 October 2013 which were kept open for public comments. The final regulations have been issued on 26 September 2014. Why REITs REIT Structure Setup REIT and appoint the trustee Monetisation of rent yielding assets held by the real Sponsor Estate players Hold minimum required percentage of total units of REIT. Hold REIT assets in the name of REIT for the benefit of unit holders Provides an exit route for promoters (subject to Oversee activities of manager and ensure that minimum lock-in for sponsor).

Page 4 REIT Framework Real Estate Investment Trusts Sponsor(s) Other Unit Holders Not less than 25% for 3 years, not less than 15% at all times.
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    	Transcription of Real Estate Investment Trusts - EY


        
    	1 real Estate Investment Trusts REIT - Background and framework real Estate Investment Trusts (REITs) - Background Securities and Exchange Board of India (SEBI) issued draft guidelines for real Estate Investment Trusts (REITs) on 10 October 2013 which were kept open for public comments. The final regulations have been issued on 26 September 2014. Why REITs REIT Structure Setup REIT and appoint the trustee Monetisation of rent yielding assets held by the real Sponsor Estate players Hold minimum required percentage of total units of REIT. Hold REIT assets in the name of REIT for the benefit of unit holders Provides an exit route for promoters (subject to Oversee activities of manager and ensure that minimum lock-in for sponsor).
2 Trustee manager undertakes reporting and disclosures as per the regulation Ensure manager makes timely payment of Provides more stable Equity financing as against dividend to unit holders debt financing Identify and recommend Investment opportunities Manage investments Manager Promotes real Estate rental market Undertake lease management Ensuring reporting and disclosures to various stakeholders Page 3. REIT Framework Sponsor(s) Other Unit Holders Not less than 25% for 3 years, not At least 25% of the less than 15% at all times. Where value of REIT assets more than 1 sponsor, not less or INR 250 crores than 5% at all time by each whichever is higher Trustee sponsor real Estate Banks Investment Trusts Leverage upto 25% without credit real Estate Investment rating and > 25% but < 49% with Management Company Shares, Investment credit rating & unit holders approval Shareholde Management r Loans Agreement Promoters Other Investors RE owner 50% 50%.
3 Property Co / Property sold by RE owner SPV 1 SPV 2 LLP. Management of facilities on an arms length basis Facilities Manager Page 4. REITs in India Final Regulations Minimum holding of 5% of total units of REIT with a maximum of 3 sponsors Net worth of at least INR 100 crores on consolidated basis and INR 20 crores on individual Sponsor(s). basis qualifications Minimum experience of 5 years in real Estate industry for each sponsor and where sponsor is a developer, at least 2 projects of sponsor should be completed Minimum experience of 5 years in fund management/ advisory services/ property Manager management qualifications Minimum net worth (net tangible assets in case of LLP) of INR 10 crores 2 or more key personnel, having more than 5 years' experience, in Investment committee Should be registered with SEBI.
4 Trustee Should not be an associate of sponsor/ manager qualifications Has such wherewithal with respect to infrastructure, personnel, etc. to the satisfaction of the Board and in accordance with circulars or guidelines as may be specified Aggregate consolidated borrowings and deferred payments of the REIT shall never exceed 49% of the value of the REIT assets If aggregate consolidated borrowings and deferred payments of REIT exceed 25% of the Borrowings value of REIT assets, for any further borrowing following is required to be obtained Credit rating from a credit rating agency registered with SEBI. Approval of unit holders Page 5.
5 REITs in India Final Regulations Minimum Investment by REIT - INR 500 crores Can only invest in securities or properties or transferable development rights in India Cannot invest in vacant land, agricultural land or mortgages. However, REIT may invest in mortgage backed securities. A REIT cannot invest in units of another REIT. REIT may invest in properties through SPV with the following two conditions REIT shall hold controlling interest and not less than 50% of the equity shares of SPV. SPV shall hold at least 80% of the assets directly in properties and should not invest in any other SPVs REIT shall hold at least 2 projects, directly or through SPV, with not more than 60% of the value of assets in one project Minimum 80% of value of REIT assets should be invested in completed and rent generating properties.
6 Investment Assets should be held for a period of not less than 3 years from the date of purchase of such property by Conditions the REIt or SPV. Remaining 20% of value of REIT assets can be invested in other specified assets which includes developmental assets, listed and unlisted debt, government securities etc. However, not more than 10%. of the value of assets shall be invested in developmental properties for not less than 3 years Not less than 75% of revenues of the REIT other than gains arising from disposal of properties shall be from rental, leasing and letting real Estate assets Not less than 75% of value of the REIt assets proportionately on a consolidated basis shall be rent generating Compulsory distribution of at least 90% of net distributable cash flows of the REIT to the unit holders on at least a half yearly basis Further, compulsory distribution of at least 90% of the sale proceeds from sale of assets to unit holders.
7 If such amount is not reinvested in another property. Should be on an arms-length basis May sell/ purchase properties from related party subject to valuation by two independent valuers Related Party Approval to be obtained from unit holders if value of RPT or funds borrowed from related party Transactions exceeds 10%. Stringent conditions have been imposed including detailed disclosures, valuation requirements, approval from majority of investors etc. Page 6. REITs Tax provisions Tax provisions announced in Budget 2014. Specific tax regime proposed for listed REITs to be effective from 1 October 2014. Capital gains at the time of exchange of shares in SPV with units of business trust to be deferred.
8 Such capital gains proposed to be taxable only at the time of disposal of units by sponsor * Period of holding of such units - period of holding of shares of SPV to be included Sponsor * Cost of acquisition of such units cost of shares in specified SPV. Future sale of units by sponsor Capital gains tax as well as STT (if sold on exchange) to levied [section 111A/10(38)]. No tax concession proposed at SPV level SPV Distribution of dividend to trust - subject to DDT. Interest paid to trust allowed as deduction. No taxes to be withheld Income of trust - Dividend and interest received by trust from SPV Exempt - Capital gains on disposal of assets - taxable in the hands of REITs (effective tax rate of 20% for long term capital gains with indexation benefit and maximum marginal rate for short term capital gains).
9 REIT - Any other income taxable at maximum marginal rate Interest component of income distributed by trust to the unit holders would attract withholding tax @ 5%/ 10% for non-resident and resident unit holders respectively. Tax may be deducted at higher rate of 20% in absence of PAN. Dividend & capital gains component of income distributed by REITs to the unit holders will be exempt in the hands of the unit holders REITs to file return of income Interest income received by non-resident unit holders taxable at 5% concessional rate & at applicable rates for resident holders Capital gains on sale of listed units of REITs on the exchange to attract levy of security transaction tax at par with that of listed Unit- equity shares.
10 Long term capital gains (where units held for more than 36 months) would be exempt and short term capital holder gains would be taxable @ 15%. Where sale of units is off the exchange LTCG taxable at 20% and STCG @ applicable rates MAT applicable on interest income and capital gains on sale of REIT units Page 8. Key asks Foreign direct Investment up to 100% under the automatic route and foreign portfolio Investment should be allowed in REIT. Deferral of capital gains on transfer should be extended to transfer of assets or interest in a firm Minimum alternate tax (MAT) at the time of transfer of sponsor to REIT. Exemption from dividend distribution tax paid by SPV to the REIT.
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