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Abstract

India's rapid economic growth has attracted substantial investor interest, presenting a diverse range
of investment opportunities. The emergence of Real Estate Investment Trusts (REITS) in 2014 added
a new dimension to investment choices. REITs offer investors the chance to access real estate assets
like other industries, making it possible to invest in portfolios of income-generating properties. This
paper explores the theoretical framework, legal aspects, advantages, and disadvantages of REITs for
investors in India.
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1. Introduction

India's economic growth trajectory has positioned it as a focal point for global investors seeking
diverse and lucrative investment opportunities. Among the sectors contributing significantly to this
growth, the real estate industry stands as a pivotal player, fostering employment and contributing
substantially to the nation's GDP (National Housing Bank, 2013). The evolution of India's investment
landscape has been propelled by government initiatives aimed at fostering a conducive environment
for investment, such as liberalizing FDI regulations and enhancing transparency through digitization
of land records (Ministry of Housing and Urban Poverty Alleviation, 2007).

In this dynamic economic landscape, the advent of Real Estate Investment Trusts (REITS) in 2014
introduced a paradigm shift in the investment sphere (Manoj, 2014). REITs represent a compelling
avenue for investors to access income-generating real estate assets, akin to investing in other
industries through stocks or mutual funds (Stevenson, 2001). The concept of REITs allows broader
participation in real estate markets, previously accessible predominantly to institutional investors or
high net-worth individuals, enabling smaller investors to diversify their portfolios and benefit from
real estate income streams (Subrahmanyam, 2007).

Despite being a relatively recent addition to the Indian investment milieu, REITs have garnered
attention for their potential to offer regular income, capital appreciation, and portfolio diversification
(Khandelwal, 2016). The emergence of REITs aligns with the government's efforts to enhance
transparency in the real estate sector, exemplified by the introduction of the Real Estate Regulation
Bill, aimed at fostering accountability and trust within the industry (Manoj, 2014).

However, the successful integration of REITs into the Indian investment landscape is contingent upon
addressing critical factors, including tax considerations, regulatory frameworks, and fostering
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investor awareness (Manoj, 2014). Understanding the dynamics, advantages, and challenges
associated with REIT investments becomes imperative in navigating this evolving investment avenue
within the Indian context.

This paper aims to delve into the theoretical underpinnings, legal framework, advantages, and
challenges of REIT investments in India, drawing upon existing literature, market trends, and
regulatory developments to provide a comprehensive understanding of the opportunities and
complexities inherent in REIT investments.

2. Understanding REITs

REITs function as companies managing high-value real estate properties and mortgages. They earn
income from leasing properties and distributing rental income as dividends among shareholders.
REITs were introduced in 2014 to provide investment opportunities for investors with limited
budgets, further empowered by the Real Estate Regulation Act (RERA) of 2017.

3. Eligibility Criteria for REITs

Real Estate Investment Trusts (REITSs) in India are subject to specific eligibility criteria established
by regulatory bodies to ensure their effective functioning and investor protection (Manoj, 2014).

3.1. Registration under Registration Act, 1908

To qualify as a REIT, the trust instrument must be registered as a deed under the Registration Act,
1908, outlining its objectives and operational framework (Manoj, 2014).

3.2. Primary Objective

The trust's principal purpose should revolve around conducting REIT activities, primarily focusing
on owning, operating, or financing income-generating real estate assets (Manoj, 2014).

3.3. Separation of Entities

The trustee, sponsor, and manager involved in the REIT should function as distinct and separate
entities to ensure transparent governance and operational efficiency (Manoj, 2014; Khandelwal,
2016).

3.4. Fit and Proper Person Criteria

SEBI's (Securities and Exchange Board of India) regulations stipulate that all entities involved in the
REIT must meet the criteria of being fit and proper, as outlined in Schedule Il of SEBI
(Intermediaries) Regulations, 2008 (Manoj, 2014).

3.5. Compliance and Regulatory History

SEBI considers the compliance history of the parties involved in the REIT application process,
assessing any past denials of certification applications or regulatory actions against the participants
(Manoj, 2014; Khandelwal, 2016).

IJFMR220610417 Volume 4, Issue 6, November-December 2022 2



https://www.ijfmr.com/

i International Journal for Multidisciplinary Research (IJFMR)

IJFMR E-ISSN: 2582-2160 e Website: www.ijfmr.com e Email: editor@ijfmr.com

3.6. Minimum Asset Base

A crucial criterion mandates that the REIT corporation must possess a minimum asset base of INR
500 crores to ensure sufficient financial stability and capability to manage real estate assets
effectively (Manoj, 2014).

3.7. Distribution of Income

REITs are required to distribute at least 90% of their net distributable cash flow to unitholders in the
form of interest or dividends, ensuring an attractive income stream for investors (Manoj, 2014;
Stevenson, 2001).

3.8. Asset Allocation

To maintain a balanced portfolio, at least 80% of the total investment by REITs should be directed
towards income-generating assets. The remaining 20% can be allocated to under-construction assets,
reducing risk exposure (Manoj, 2014; Khandelwal, 2016).

4. Advantages of Investing in REITs

Investing in REITs offers several advantages that appeal to diverse investor profiles, providing a
unique blend of income generation and portfolio diversification (Stevenson, 2001; Khandelwal,
2016).

4.1. Diversification Beyond Traditional Assets

REITs provide an opportunity to diversify investment portfolios beyond conventional asset classes
like stocks and bonds, offering exposure to income-generating real estate assets (Stevenson, 2001).

4.2. Accessible Real Estate Exposure

With lower investment thresholds compared to direct property ownership, REITs enable retail
investors to access real estate markets that were previously reserved for institutional investors
(Khandelwal, 2016).

4.3. Professional Management

Investors benefit from the expertise of professional managers overseeing the REITSs, relieving them
of the responsibilities of property management and tenant interactions (Stevenson, 2001).

4.4, Steady Income Stream

REITs distribute a significant portion of their income, typically around 90%, to investors as
dividends, providing a consistent income stream (Khandelwal, 2016).
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4.5. Potential for Capital Appreciation

The performance of REITs on the stock market can lead to capital appreciation, allowing investors
to benefit from the potential increase in the value of their holdings (Stevenson, 2001).

4.6. Liquidity and Trading Flexibility

Publicly traded REITs offer liquidity as investors can buy or sell shares on stock exchanges, providing
flexibility in managing investments (Khandelwal, 2016).

4.7. Inflation Hedge

Real estate assets within REIT portfolios may serve as a hedge against inflation due to their potential
to increase in value over time (Stevenson, 2001).

5. Disadvantages of Investing in REITs
5.1. Limited Investment Options

REITs in India, although gaining traction, still offer a limited array of options compared to other
investment avenues, constraining investor choices (Stevenson, 2001; Khandelwal, 2016).

5.2. Liquidity Challenges

Despite being traded on stock exchanges, REITs may face liquidity issues due to low retail
participation, making it challenging to liquidate holdings swiftly, especially during market downturns
or emergencies (Stevenson, 2001).

5.3. Tax Implications

Income from REITS, received in the form of dividends or interest, is taxable at the individual
investor's income tax rate, potentially affecting overall tax liabilities (Stevenson, 2001,
Subrahmanyam, 2007).

5.4. Market Volatility

REITs, being market-driven, are subject to market fluctuations and sentiments, impacting their
valuation and potentially causing short-term volatility in investment returns (Khandelwal, 2016).

5.5. Dependency on Real Estate Market

The performance of REITs is heavily reliant on the real estate sector's overall health and market
conditions, exposing investors to the inherent cyclical nature of the real estate market (Stevenson,
2001; Khandelwal, 2016).

5.6. Regulatory Risks

Changes in regulatory policies or guidelines could impact the functioning and profitability of REITSs,
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introducing uncertainties for investors (Khandelwal, 2016; Subrahmanyam, 2007).
5.7. Risk of Non-Payment or Irregular Income

REITs rely on rental income; hence, any non-payment or irregularity in rental payments from tenants
may affect the dividends distributed to investors (Stevenson, 2001).

6. Key Considerations for Selecting REIT Investments

Investors should evaluate several crucial parameters before selecting a Real Estate Investment Trust
(REIT) to ensure alignment with their investment goals and risk tolerance (Stevenson, 2001,
Khandelwal, 2016).

6.1. Occupancy Ratio:

Assess the occupancy ratio, indicating the proportion of rented or occupied space to the total available
space within the REIT's properties. A higher occupancy ratio signifies stability and consistent rental
income (Rudra, 2011).

6.2. Portfolio Composition:

Examine the composition of the REIT's portfolio, analyzing the types of properties and tenants.
Understanding tenant profiles and lease agreements is crucial to evaluate revenue stability and
potential risks (Khandelwal, 2016).

6.3. Geographical Diversification:

Verify the geographical spread of assets held by the REIT. Diversification across different regions
mitigates risks associated with localized market fluctuations or regulatory changes (Stevenson, 2001).

6.4. Sectoral Diversification:

Consider the sectoral diversification of properties within the REIT's portfolio. A well-diversified
portfolio across sectors such as commercial, healthcare, or residential properties reduces sector-
specific risks (Khandelwal, 2016).

6.5. Lease Renewals and Re-Leasing Spreads:

Evaluate the proportion of lease renewals and re-leasing spreads. Higher lease renewal rates and
positive re-leasing spreads indicate stability and potential for increased rental income (Sharma,
2012).

6.6. Regulatory Compliance and Transparency:

Assess the REIT's adherence to regulatory guidelines and transparency in financial disclosures. A
transparent and compliant operation ensures investor confidence and reduces regulatory risks
(Khandelwal, 2016).
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6.7. Management Quality:

Investigate the quality of the management team overseeing the REIT. Competent management plays
a pivotal role in the success and operational efficiency of the REIT.

7. Prominent Listed Real Estate Investment Trusts (REITS) in India

Several key REITs have gained prominence in India's market, offering diverse real estate investment
opportunities. Notable entities include Brookfield India Real Estate Trust, Embassy REIT,
Mindspace Business Parks REIT, and Nexus Select Trust REIT. These REITs focus on varied sectors
such as commercial offices, business parks, and income-generating properties. Each aims to provide
stable income streams and capital appreciation to investors, catering to different segments of the real
estate market and offering avenues for diversification.

8. Current Market Trends and Regulatory Updates
8.1. Market Trends:

Recent years have witnessed a surge in investor interest in Indian REITs, marked by increased retail
and institutional participation (Khandelwal, 2016; Manoj, 2014). This growing trend is fueled by the
recognition of REITs' potential for income generation and portfolio diversification, attracting
investors seeking indirect exposure to real estate (Stevenson, 2001).

8.2. Regulatory Updates:

SEBI, India's regulatory authority, has been proactive in refining REIT guidelines to bolster
transparency and attract more investor engagement (Khandelwal, 2016; Manoj, 2014). Amendments
focus on simplifying compliance, strengthening governance, and streamlining processes to facilitate
easier REIT listings and operations (Stevenson, 2001; Subrahmanyam, 2007).

8.3. Market Adaptation:

The industry is gradually adapting to these regulatory changes, leading to an uptick in REIT listings
and improving market dynamics (Khandelwal, 2016; Manoj, 2014). SEBI's efforts have positively
influenced investor sentiment and market liquidity, contributing to the maturation of the REIT market
in India (Stevenson, 2001; Subrahmanyam, 2007).

8.4. Investor Sentiments:

The evolving regulatory framework and increased investor confidence indicate a promising trajectory
for Indian REITS, fostering an environment conducive to further growth and expansion (Khandelwal,
2016; Manoj, 2014).

9. Conclusion

Real Estate Investment Trusts (REITs) have emerged as a pivotal investment avenue in India's
dynamic market landscape. The evolution of REITs has facilitated access to real estate assets for a
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diverse spectrum of investors, enabling them to benefit from income streams and portfolio
diversification previously limited to institutional players.

Throughout recent years, the Indian REIT market has witnessed burgeoning interest from retail and
institutional investors seeking to capitalize on the potential of real estate without direct ownership.
This surge in participation reflects growing awareness of REITs' ability to offer stable income
through dividends and potential capital appreciation, thereby enhancing overall portfolio
performance.

Moreover, regulatory bodies like SEBI have played a significant role in refining and fortifying
guidelines to foster transparency, ease compliance, and boost investor confidence in REITS. These
regulatory updates have spurred market adaptation, leading to increased listings and improved market
dynamics, setting the stage for a maturing REIT market in India.

The current market trends and regulatory developments indicate a promising trajectory for REITs in
India, offering a viable avenue for investors to diversify portfolios, gain exposure to the real estate
sector, and benefit from potential long-term capital appreciation and stable income streams.

As the Indian REIT landscape continues to evolve and regulatory frameworks further mature,
investors can anticipate a conducive environment for continued growth and expansion in the REIT
market, presenting ample opportunities for wealth creation and portfolio optimization.
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