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Too early to start investing in Reits and InVITs

Sebi has reduced the minimum subscription limit for Reits from X2 lakh to 350,000, and for investment trusts (InVITs) from 10 lakh to X11akh
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namove that will open up real estate

investment trusts (Reits) and invest-

ment trusts (InVITs) to retail inves-

tors, capital market regulator Securi-

ties and Exchange Board of India
(Sebi) has reduced the investment limits in
these instruments. Through a circular
issued on 23 April, Sebireduced the mini-
mumsubscription limit for Reits from 32
lakh to 350,000, and that forinvestment
trusts (InVITs) from 10 lakh to X1 lakh.
Those with investments worth less than
32 lakhare considered retail investors in
India’s capital markets.

WHAT ARE REITS AND INVITS?
Reits invest in commercial real estate.
They earn rental income from theirhold-
ings which is passed on to investors. It has
todistribute 90% ofits cash flows toinves-
torsatleast onceinsixmonths. Investors
also benefit from capital appreciation in
the underlying assets.

Aninfrastructure InVIT invests in infra-
structure projects and has a similar struc-
ture. “REITsand InVITsare good substi-
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tutes for physical real estate,” said Vinit
Iyer of Wealth Creators Financial Advis-
ors, a Pune-based Investment Advisory
Firm. “Physical real estate also typically
involves alot of debt that the buyer takes
on. This does not have to happen here,
dueto the small ticket size,” he added.

Theincome earned by aReitor InVIT is
taxed in the form in which it is received.
For example, if a Reit receives rental
income, it is taxed as income from house
property. Similarly, interest income of a
Reit is taxed as interest income (under
income from othersources). Dividend dis-
tribution tax (DDT) isnot payable on Reit
dividends.

WHAT WORKS

Earlier, retail investors were only able to
take exposure to these products indirectly
through vehicles like mutual funds and
National Pension System (NPS). Mutual
funds, typically, permit exposure up to
10% to Reits and InVITs (see graph). In the
case of NPS, exposure to Reitsand InVITs
isavailable up to 5% of the pension corpus
under Asset Class A, which invests in
alternative assets such as Reits, InVITs
and mortgage-backed securities.

REPORT CARD

The performance of investment trusts (InVITs) has been erratic. Real estate
investment trusts (Reits) are too new to the market.
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“The minimum ticket size was a con-
straint for retail investors earlier. The
reduction opens up an opportunity for
them to take exposure to the real estate
market through an efficient financial

Source: Mint research

VIPUL SHARMA/MINT

vehicle,” said Prakash Praharaj, a Mum-
bai-based registered investment adviser.

Reits and InVITs are long-term assets
which canserveretail investors well, said
Sanjeev Chandiramani, national director,

Knight Frank (India) Pvt. Ltd, a real estate
consultancy. “REITsand InVITsare suc-
cessful abroad also. With the Real Estate
Regulation and Development Act, 2016
(RERA) in place, the sector as a whole is
regulated properly,” he added.

WHATDOESN'T
Sebi has also increased the leverage or
borrowing limits in InVITs
from 49% to 70%, subject to

Earlier, retail

are complicated. “Eventoday, retail inves-
tors get confused about basic things such
as the difference between mutual funds
and systematic investment plans (SIPs).
Expecting them to invest in a complex
instrument like a Reit or InVIT may not be
in their best interest,” said Amol Joshi,
founder, Plan Rupee Investment Services,
a financial planning firm.

Shyam Sekhar, chief ide-
ator and founder, iThought,
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ing benchmarks. “At 70%
leverage, the total debt to net
worth ratio will increase to
2.33 times compared to 0.96 times at 49%
leverage levels. With higherleverage, the
debt-service coverage ratio, a key ratio for
measuring creditworthiness, will also be
significantly lower, assuming otherthings
remain the same,” it said.

The higher borrowing limits make
InVITsriskier for retail investors.

The other issue is that these products

them,” he said.

Moreover, the perform-
ance of InVITs has been
erratic so far, and Reits are too new inthe
market. (see graph). While IndiaGrid Trust
InVIT and IRBInVIT have given negative
returns since launch, Embassy Office
Parks REIT, India’'s first-ever Reit
launched in March 2019, gave 9% as on 26
April. These products are still evolving,
and it doesn’'t make sense to rush into
them just yet.
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