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CONTEXT AND HISTORY OF REITS1

Introduction

History

▪ Real Estate is capital intensive, illiquid and requires professional management to deal with rental optimisation and collections, local 
government and developments.

▪ Due to these requirements, real estate operations have historically been located within large institutional balance sheets and 
professional property management teams.

▪ Although REITs have been around for over 50 years, the modern REIT era only started in the early 1990s.

What is a REIT?

▪ A REIT is an entity that invests primarily in real estate and qualifies for special tax treatment, providing a conduit for earnings to be taxed 
at the investor level and not at the entity level.

▪ Subject to limitations specific to each jurisdiction, REITs may own, operate, acquire, develop and manage real estate assets and/or 
provide related services.

Nature and Evolution

▪ Initially, REITs tended to be similar to mutual funds, allowing investors to pool capital and invest in diversified pools of real estate that 
were regarded as passive investments.

▪ Legislative and tax changes have enabled REITs to become actively managed, fully integrated operating companies, reflecting the reality 
of modern property investment.

▪ REITs have come to be regarded as a key component of a balanced investment portfolio and are seen as an investment category 
separate from direct property ownership.

Globalisation of 
Property and the 

Move to REITs

▪ In recent years, property as an asset class has delivered exceptional returns to investors. Total returns to investors from listed property 
have been particularly strong, driven by factors such as low interest rates, a low-inflation environment and the search for yield. Global 
property registered a total return of 7,9% in 2017, the eighth consecutive year of positive returns since the global financial crisis and 
0,5% higher than in 20161.

▪ Globally, investment grade property has seen a re-rating in value and a surge in investor demand for access to this asset class. The 
performance of investment grade property has been one of the factors to encourage the move toward listed REIT structures around the 
world.

▪ As property returns in developed economies have declined, global capital seeks opportunities for attractive returns in economies in 
which it is under-invested, such as the numerous emerging markets of Africa.

▪ Challenges for emerging markets include a lack of uniformity and simplicity required to facilitate effective international investment.

1Source: MSCI Research - Global Real Estate Performance in 2017
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CONTEXT AND HISTORY OF REITS1

Comparative Performance of South African REITs in terms of total returns as at 31 July 2018

Source: IRESS, Bridge Fund Managers & SA REIT Association
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QUALIFICATION AS A REIT2

Generic Requirements

REITS are generally subject to the following regulatory restrictions:

Minimum pay-out 
obligation

▪ Distribute at least 75 – 90% of taxable income.

Asset regulation
▪ Derive at least 75% of gross income from qualified investments (real property or real estate securities).

▪ In some jurisdictions like the USA, mortgage debt from property also qualifies as an investment for REIT status as mortgage REITs.

Income regulation

▪ Derive at least 90% of gross net income from real property, dividends, interest and gains from security sales.

▪ Invest at least a minimum percentage of assets in equity ownership of real property, mortgages, other REIT shares, government
securities and cash.

Widely-held 
ownership

▪ Ensure that no more than 50% of shares outstanding are owned by fewer than a prescribed number of individuals (the ‘spread’ 
requirement).

▪ Ensure that shares are owned by at least 100 – 500 shareholders.
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PROPERTY AS A GROWTH VEHICLE3

Background to REITs

Characteristics of 
Investment Property

Investment property as an asset class presents distinct characteristics:

▪ The capital value of investment property assets is secure if there is:

o enduring capital value;

o the capital value does not fluctuate in a volatile manner; and

o the trend is for capital values to increase in line with, or in excess of prevailing inflation rates.

▪ This capital stability reflects that immovable property (i.e. bricks and mortar) is fixed and tangible and likely to be enduring as an income 
producing asset.

▪ Investment property produces predictable, recurring cash flows in the form of rental payable in terms of leases that escalate in line with, 
or in excess of inflation.

Property’s 
Characteristics:  

Empowering 
Investment and Nation 

Building

▪ Capital stability and reliable cash flows allow for cost-effective gearing against investment grade property.

▪ Gearing reduces the large entry hurdle for property ownership, thus improving accessibility.

▪ Through steady appreciation in the value of the geared asset, property can be a bedrock of individual wealth.

▪ As a result of property’s characteristics, private investment capital can be secured not only on conventional rental streams from 
retail/office/industrial property, but also on unconventional sources such as infrastructure and low-cost housing.

▪ Ancillary benefits of a successful investment property industry include employment opportunities and job creation as construction is 
labour-intensive and requires both skilled and unskilled labour.
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PROPERTY AS A GROWTH VEHICLE3

Key Considerations for REITs

Flow-through principle

▪ All forms of REITs have a similar key feature: distribute pre-tax income to investors.

▪ Rental income from investment property is not subject to income tax within the REIT either at all or as long as it is distributed to the 
investor.

▪ This distribution is then taxable in the hands of the investor, a feature of REITs often referred to as “flow-through.”

▪ Investors should be able to hold indirect interests in property on a flow-through basis, placing them in the same position as if the 
property interest was held directly.

Flexibility

▪ A best of breed REIT vehicle optimises flexibility and maximises investor access to revenue streams and opportunities related to
immovable property.

▪ Presenting listed property with uniformity and simplicity could serve to attract global capital and spur development.

Asset Realisation

▪ Globally, a large percentage of a nation’s capital is generally tied up in state-owned property assets.

▪ Listed property vehicles such as REITs are ideal platforms to acquire such assets as they:

o allow for a portion of debt financing; 

o spread ownership to a broad base of shareholders; 

o enable government to achieve higher prices through the mechanisms of market supply and demand; and 

o facilitate foreign direct investment while still maintaining majority local control (in certain jurisdictions).
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PROPERTY AS A GROWTH VEHICLE3

Key Considerations for REITs (cont.)

Securitisation of 
Property

▪ Securitisation of interests in property affords investors access to their choice of property exposure, whether focussed or diversified.

▪ Securitised property may trade at a premium to directly held property due to the following factors:

o Accessibility: Access to an asset class unaffordable to most retail investors;

o Liquidity: In the secondary market, achieved through a listed exchange;

o Diversification: Geographical, sectoral and by tenant;

o Dividends: Regular, tax efficient distributions providing a reliable yield;

o Performance: Professional management (both at asset and at property level); and

o Transparency: Supervised by a regulator such as a stock exchange.

Professional 
Management

▪ The success of the REIT structure attracts top calibre management into the real estate industry.
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KEY STRUCTURAL CONSIDERATIONS4

Overview - A Comparison Between South Africa and Kenya

Country South Africa Kenya

REIT Status Since 2013 Since 2013

REIT Type Trust or Corporate Trust

REIT Name SA-REIT I-REIT or D-REIT

Management Internal or External External

Financial Regulator JSE1/SARS1 NSE2/CMA2

Number of REITs 36 1

Market Size
c. ZAR 365 billion
(c.USD 24 billion)

c. KSH 1.8 billion
(c.USD 18 million)

Closed Ended Yes Yes

Minimum Initial Capital
ZAR 300 million

(USD 19,5 million)

I-REIT: KSH 300 million
(USD 3 million)

D-REIT: KSH 100 million
(USD 1 million)

1 JSE: private sector stock exchange, licensed by a financial regulator; SARS: tax collection agency of the state
2 NSE: Nairobi Securities Exchange; CMA: The Capital Markets Authority

Source: Nairobi Securities Exchange & Java Capital research 
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KEY STRUCTURAL CONSIDERATIONS4

• Asset Requirements

▪ Regulators have introduced asset regulations to avoid REIT structures straying too far from investment property.

▪ Asset regulations may allow REITs to include assets on the verge of what is considered property-related. As a result, in some markets,
entire new REIT sub-sectors have opened up to investors.

Country South Africa Kenya

Asset Mix

▪ A minimum of 75% of income must arise from property rental 
income.

▪ Stock exchange prescribes minimum asset requirements for 
listing of ZAR 300 million (USD 19,5 million).

▪ I-REITs may invest in income generating real estate and other 
investments such as bonds, cash securities and shares.

▪ D-REITs may invest in development and construction projects.

▪ Minimum asset requirements as follows:

o I-REIT: KSH 300 million (USD 3 million); and

o D-REIT: KSH 100 million (USD 1 million).

Foreign Assets ▪ Permitted subject to currency control regulations. ▪ N/A

Source: Nairobi Securities Exchange & Java Capital research 
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KEY STRUCTURAL CONSIDERATIONS4

Capital Structure: Gearing Constraints

▪ Cost effective gearing of investment property is a fundamental component of successful property investment.

▪ Gearing reduces the entry price to equity investors in property, thereby enhancing equity returns.

▪ Accessibility of cost-effective gearing is predicated on factors such as an efficient capital market, capital stability, predictable cash flows
and attractive income yields relative to other asset classes.

▪ Just as cost effective gearing underlies successful property investment, so too can excessive gearing undermine and destroy value. For
this reason, an optimal capital structure is vital in generating sustainable returns for investors.

▪ Gearing may be regulated on a loan to value basis or by implementation of interest cover ratios.

Country South Africa Kenya

Gearing Limitation

▪ Leverage is limited to a maximum total debt to total asset ratio of 
60%.

▪ Debt may include instruments listed on capital markets.

▪ Leverage is limited to a maximum total debt to total asset ratio of 
60% for D-REITs.

▪ Leverage is limited to a maximum total debt to total asset ratio of 
35% for I-REITs.

Source: Nairobi Securities Exchange & Java Capital research 



12

KEY STRUCTURAL CONSIDERATIONS4

Nature of Tax Distribution

▪ REITs generally benefit from a tax flow-through of income and/or capital gains paid out to shareholders. In some markets, revenue not
paid out is subject to normal corporate tax. This can drive higher pay-outs to reduce tax costs.

▪ Where tax is not levied on income retained, often a withholding tax applies for non-real estate income.

Country South Africa Kenya

Current Income
▪ Eligible property-related income is tax-exempt.

▪ Income that is not distributed subject to corporate tax.

▪ Eligible property-related income is tax-exempt.

▪ Withholding tax is payable on interest income and dividends.

Capital Gains ▪ Tax-exempt ▪ Tax-exempt

Withholding Tax ▪ No withholding tax on receipts.

▪ Withholding tax for dividends:

o 5% for residents (if the resident holds less than 12.5% of 
the shares in issue, otherwise exempt)

o 10% for non-residents.

▪ Withholding tax for interest income varies from 10% - 25% 
depending on the classification of the interest.

Tax Treatment at REIT Level

Tax Treatment at Local Investor Level
Country South Africa Kenya

Corporate
▪ Distributions are taxed at corporate tax rate.

▪ 80% of capital gains on sale of shares taxed at corporate tax rate.
▪ Withholding tax as described above

Individuals

▪ Distributions are taxed at individual’s marginal tax rate.

▪ 40% of capital gains on sale of shares taxed at individual’s 
progressive tax rate.

▪ Withholding tax as described above

Source: Nairobi Securities Exchange & Java Capital research 



13

KEY STRUCTURAL CONSIDERATIONS4

Distribution Obligations

▪ The amount of capital retained has a direct bearing on capital available for acquisitions and a company’s capital raising strategy for future
growth.

▪ Where the calculation of distributions is not IFRS-based or guided by tax regulations, there may be an incentive to pay out too much
(often including non-cash items or capital items) to avoid tax on the capital retained.

▪ Within a best-of-breed structure, the calculation of what is distributable should be guided by tax regulation to avoid risks such as
insufficient working capital for day-to-day operations due to excessive distributions.

Country South Africa Kenya

Distribution 
Requirement

▪ SA REITs must distribute a minimum of 75% of distributable 
profits.

▪ Capital distributions are possible for corporate REITS. 

▪ I-REITs must distribute a minimum of 80% of net income after 
tax, as well as realised capital gains.

▪ D-REITs have no limits on  distribution requirements, but realised 
capital gains must be distributed.

Treatment of Income 
Not Distributed

▪ Taxed at the corporate tax rate. ▪ Tax-exempt.

Source: Nairobi Securities Exchange & Java Capital research 
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KEY STRUCTURAL CONSIDERATIONS4

Ownership Constraints

▪ Ideally, in a healthy market, there should be no limitation regarding the maximum shareholding of any one shareholder or the like.

▪ Listing guidelines automatically control some elements of ownership (where listing is mandatory).

Country South Africa Kenya

Listing Mandatory ▪ Yes
▪ Only unrestricted I-REITs are required to be listed.

▪ Restricted I-REITs and D-REITs do not have to be listed.

Ownership Limitation
▪ Must comply with listing rules (i.e. at least 20% of the units 

issued should be held by public shareholders) to be listed on the 
JSE Main Board.

▪ Minimum public float of 25%

o Not applicable where securities are issued to the 
promoter, REIT manager or parties related to them to 
fund unscheduled cost overruns on a development.

o Securities issued  in such a case must not have voting 
rights attached to them, but have the right to participate 
in distributions.

Foreign Investor 
Treatment

▪ No discrimination, but dividend withholding tax applies to foreign 
shareholders.

▪ No discrimination, but dividend withholding tax applies to foreign 
shareholders.

Non-domestic assets ▪ Permitted ▪ N/A

Source: Nairobi Securities Exchange & Java Capital research 
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KEY STRUCTURAL CONSIDERATIONS4

Limits on Activities and Regulatory Supervision

▪ REIT legislation commonly restricts the universe of activities that could result in tax-exempt revenue.

▪ Restrictions are either listed by nature or inherent in the asset/income mix requirement.

▪ Examples of specific restrictions include: property development, services allied to real estate such as commercial operation of
hospitals/hotels and provision of mortgage services.

▪ Within a best-of-breed structure, the activities of REITs are flexible, but limited by the asset/income mix requirement.

▪ Onerous regulations stifle the motivation and ability of new funds to come to market.

▪ The regulatory and tax regime should be consistent and not discretionary or ad hoc, as this provides investors with certainty.

▪ The industry regulator can be either government or private (for example, through a stock exchange).

Country South Africa Kenya

Property Development 
Allowed

▪ Yes ▪ D-REIT for development assets.

Limitation
▪ No specific limitation; guided by minimum percentage for 

source of income.

▪ I-REITs may invest in income generating real estate and other 
investments such as bonds, cash securities and shares.

▪ D-REITs may invest in development and construction projects.

Source: Nairobi Securities Exchange & Java Capital research 
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GROWTH OF THE SOUTH AFRICAN LISTED REAL ESTATE SECTOR5

South African Property Landscape

Investment Property 
Holding Vehicles in 

South Africa

▪ In South Africa, most investment property is owned by financial institutions, pension/provident funds including government and 
parastatal funds, and by property holding vehicles listed on the JSE Limited.

▪ In addition to the listed property sector, there are several substantial unlisted companies, and many small- to medium-sized unlisted and 
private companies. Many private property owning companies build up portfolios of investment-grade property as a result of property 
development activities.

Property Mix

▪ Most investment property is retail, office or industrial, with a small component of mixed-use and residential investment property.

▪ In terms of value, retail property comprises the majority of the listed sector at c.60%, with office or commercial properties a distant 
second at c.25%1.

Performance of Listed 
Property

▪ South African listed property has out-performed most asset classes globally over the last 10 years.

▪ The sector continued its strong relative performance in 2017, where total returns ranked above the global average2.

▪ However, sector performance has come under pressure during the first half of 2018 owing to sector-specific and economic factors.

▪ Speculation concerning the Resilient group of companies (comprising Resilient, Fortress, NEPI Rockcastle and Greenbay) resulted in a 
large-scale sell off, bringing the South African Listed Property Index (of which the group comprised 42%) down to its worst quarterly 
return in Q1 2018 since the inception of the index. However, the performance of the group improved over Q2 20183.

▪ Companies have faced tough operating conditions owing to local economic factors, especially across the retail sector, with the increase 
in Value Added Tax, a spike in petrol prices and increasing unemployment placing further pressure on consumers3.

1Source: IPD South Africa Annual Property Index - December 2017

2Source: MSCI Research - Global Real Estate Performance in 2017

3Sesfikile Capital - Listed Property Investments Quarterly Reports for Q1 and Q2 2018
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GROWTH OF THE SOUTH AFRICAN LISTED REAL ESTATE SECTOR5

Source: JSE data, Java Capital research

Market Capitalisation 
of SA REITs as at
31 August 2018

Contribution to the 
FTSE/JSE All Share 

Index

▪ The index comprises 166 companies, with a total net market capitalisation of the index is ZAR 7,509 trillion1.

▪ There are 32 real estate companies (19,28% of total) in the index, including 20 SA REITS (12,05% of total).

▪ Real estate makes up ZAR 395,9 billion of the total net market capitalisation (5,27%).

▪ SA REITs make up ZAR 272,4 billion of the total net market capitalisation (3,63%).

Contribution to the 
FTSE/JSE Top 40 Index

▪ The total net market capitalisation of the index is ZAR 6,332 trillion1.

▪ There are 3 real estate companies (7,50% of total) in the index, including 2 SA REITS (5,00% of total).

▪ Real estate makes up ZAR 175,3 billion of the total net market capitalisation (2,77%).

▪ SA REITs make up ZAR 63,3 billion of the total net market capitalisation (2,00%).

▪ The breakdown of the real estate contribution is as follows:

o Growthpoint Properties Limited (SA REIT) – ZAR 74,8 billion (1,15%)

o Redefine Properties Limited (SA REIT) – ZAR 58,7 billion (0,85%)

o NEPI Rockcastle plc – ZAR 48,7 billion (0,77%)
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GROWTH OF THE SOUTH AFRICAN LISTED REAL ESTATE SECTOR5

Growth in Market Capitalisation as at 31 July 2018

Source: Bridge Fund Managers & SA REIT Association
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GROWTH OF THE SOUTH AFRICAN LISTED REAL ESTATE SECTOR5

Growth in Monthly Liquidity as at 31 July 2018

Source: Bridge Fund Managers & SA REIT Association
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GROWTH OF THE SOUTH AFRICAN LISTED REAL ESTATE SECTOR5

Price to Tangible Net Asset Value by Market Capitalisation as at 31 August 2018

Source: Java Capital research
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GROWTH OF THE SOUTH AFRICAN LISTED REAL ESTATE SECTOR5

Components of Quarterly Returns as at 31 July 2018

Source: Bridge Fund Managers & SA REIT Association
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GROWTH OF THE SOUTH AFRICAN LISTED REAL ESTATE SECTOR5

Comparative Total Return Investment Correlation

Listed property
FTSE/JSE:
All Share

All Bond
FTSE/JSE: 
Financials

FTSE/JSE: 
Industrials

FTSE/JSE:
Top 40

FYSE: JSE:
Small cap

Data period for upper right: July 2008 – July 2018

Listed property 1.00 0.31 0.58 0.61 0.41 0.25 0.55

FTSE/JSE: All Share 0.46 1.00 0.13 0.74 0.64 0.99 0.66

All Bond 0.51 0.11 1.00 0.44 0.38 0.08 0.35

FTSE/JSE: Financials 0.74 0.67 0.50 1.00 0.72 0.69 0.71

FTSE/JSE: Industrials 0.59 0.57 0.53 0.75 1.00 0.58 0.67

FTSE/JSE: Top 40 0.37 0.99 0.02 0.59 0.48 1.00 0.60

FTSE/JSE: Small Cap 0.61 0.52 0.42 0.61 0.53 0.42 1.00

Data period for lower left: July 2013 – July 2018

Source: Bridge Fund Managers & SA REIT Association
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CASE STUDIES – RESIDENTIAL REITs6

Background

▪ Indluplace listed on the Main Board of the JSE in June 2015 with a market capitalisation of ZAR 1,76 billion.

▪ On listing, Indluplace’s property portfolio was valued at ZAR 1,58 billion, with a total of 94 properties (3 796 residential units).

▪ Since its listing, Indluplace has grown its portfolio value to ZAR 2,9 billion, representing growth of 85%.

▪ Indluplace currently owns 125 properties (9 662 residential units), as well as 17 773m2 of retail property, making it the largest residential-
focussed REIT listed on the JSE.

▪ Indluplace’s strategy involves growing its rental residential portfolio by acquiring yield-enhancing properties that provide income from 
the first day of acquisition.

▪ The properties are mainly situated in the Gauteng province, focussing on rental residential properties in high-demand, larger urban areas 
close to work opportunities and transport infrastructure.

▪ Other residential forms, such as student housing or higher income housing, are considered on a case-by-case basis.

Market Capitalisation ▪ ZAR 3,07 billion (USD 202 million)

Performance Graph

Indluplace Properties Limited (“Indluplace”)
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CASE STUDIES – RESIDENTIAL REITs6

Octodec Investments Limited (“Octodec”)

Background

▪ Octodec was founded in 1956, listed on the JSE in 1990 and converted to a REIT in 2013.

▪ Octodec is a diversified REIT with a portfolio consisting of residential, retail, office and industrial properties, all of which are located in 
the Tshwane and Johannesburg Central business districts and surrounding areas.

▪ The entire property portfolio consists of 309 properties and is valued at ZAR 12,9 billion.

▪ Octodec’s first conversion of a CBD office block into residential units to meet demand for quality and affordable accommodation was in 
1998.

▪ The residential portion of the portfolio consists of 70 properties (9 509 units) which are well-positioned to take advantage of 
urbanisation and densification trends. There are also various developments currently underway and in their pipeline. However, the 
slowing of the South African economy have put pressure on rental growth, so pipeline projects may only be pursued where the return on 
investment is acceptable.

Market Capitalisation ▪ ZAR 5,43 billion (USD 357,2 million)

Performance Graph
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