CA 295 – New Dividend Type REIT (Real Estate Investment Trust)
(Input from Sanjeev – ZA NMPG – Jan 30, 2015)
Proposal for new Dividend Type
At a recent market meeting I was requested to enquire the possibility of making a Change Request for a new Dividend Type – REIT. I will appreciate your input and guidance in submitting the Change Request and the possibility of SMPG supporting the it.
Investment in immovable property was a very lucrative form of passive investment in South Africa, particularly when comparing the South African property market with countries like the US or Europe. Property investment vehicles facilitated such investment into properties for a wide range of investors. Abroad, investment opportunities into such property vehicles are given tax certainty through a special tax dispensation for any entities that qualifies as a Real Estate Investment Trust (“REIT”). The principle of the tax dispensation is that the investors should be taxed as if they are direct investors in the immovable property albeit that they collectively invest through the REIT. South Africa has followed by introducing REIT tax legislation with effect from 1 April 2013.
Prior to this, the Property Unit Trust (“PUT”) and Property Loan Stock (“PLS”) companies operated as immovable property investment vehicles in South Africa in a similar manner as the internationally known REITs. Historically PUT companies distributed interest per participatory unit and PLS companies distribution a combination of dividends and interests as they issue linked units which comprised of shares linked to a debenture.  PUT and PLS companies can make application to change their status to REIT and accordingly their distributions will be re-characterised as dividends. Where the recipient of a REIT dividend is a South African resident Dividend Withholding Tax (DWT) will not be applicable as the resident will be taxed at their marginal income tax rate. However where the recipient is a non-resident DWT will be applicable subject to exemption or reduced as provided in the applicable Double Taxation Agreement (effective from 1 January 2014). 
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In order to adequately indicate that the dividend relates to a REIT distribution and alert the message recipient of the DWT implications we have the follow proposals.

1. The event will be communicated as a dividend event, CAEV//DVCA, and in Sequence D field 22F::DIVI//REIT.
Introduce a new code REIT with short definition as “Real Estate Investment Trust” and long definition as ”Income distribution originates from a Real Estate Investment Trust”.

1. The event will be communicated as a dividend event, CAEV//DVCA, and in Sequence E2 field 92A::GRSS//REES and NETT//REES.
The code for REES can be extended to REES or REIT and the short definition can be shortened to Real Estate Income (delete the words Property and Portion). The long definition can remain, “Rate of income distribution originated by real estate investment”.

1. The event will be communicated as a dividend event, CAEV//DVCA, and in Sequence E2 field 92A::GRSS//REIT and NETT//REIT.
Introduce a new code REIT and the definition be provided as ”Income distribution originates from a Real Estate Investment Trust (REIT)”.

The natures of REES and REIT seem very similar and thus code and definition can be tweaked slightly to accommodate both.

