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1. Introduction 

This report summarises the literature on the build-to-rent model to supply residential 

properties to society and the relevant financial schemes surrounding the model. The review 

finds that while there are issues associated with providing affordable and social houses to the 

society (e.g. the level of obtainable returns and the tax concessions/benefits), there also are 

benefits obtainable by participants including developers and investors.  

 

2. British Context 

The build-to-rent scheme appears to have been more actively supported by the authorities 

in the United Kingdom. In particular, in England, there are over half of all local authorities 

willing to support viable build to rent development (Framer and Donnel, 2013). In addition, 

in the UK, the government shares the risk by providing bridge finance, until the properties 

being fully let, to developers which supply properties to the build-to-rent scheme 

(O’Donovan, 2014).  

The build-to-rent scheme should be well-defined in order for authorities to make decision 

on whether they can support a specific property supply project under the umbrella of such a 

scheme. According to London Councils (2017), the build-to-rent is defined as  

(1) a development, or block/phase within a development, of at least 50 homes but 

boroughs can choose to set their own threshold to reflect their housing market, 

(2) the homes to be held as build to rent under a covenant for at least 15 years, 

(3) all homes are self-contained and let separately, 

(4) operate under unified ownership and management, 
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(5) offer longer tenancies (three years or more), with break clauses that allow the tenant 

to end the tenancy with one month’s notice after six months, 

(6) provide certainty about the rent for the length of the tenancy including the basis of 

any increase, which should be linked to a formula, 

(7) provide on-site management, although it does not have to be on-site full-time, 

(8) operated by a provider with a complaints procedure in place and are members of a 

recognised ombudsman scheme; and 

(9) not charge up-front fees of any kind to tenants or prospective tenants, other than 

deposits and rent-in-advance. 

The city of London also works on supplying residential properties under the build-to-rent 

scheme (Bate, 2017). In November 2016, the council published a draft of Supplementary 

Planning Guidance (SPG), and this guidance explains that a project needs to go through a 

viability process if the affordable houses consist of less than 35 (thirty-five) per cent of the 

developments. In addition, the SPG explains that the authority can offer more general help 

such as supporting institutional investment on public land. Attracting institutional investors 

generally is one of the key factors for a new investment class to assure sufficient market size, 

depth and liquidity; however, as the build-to-rent scheme is initiated to supply affordable and 

social houses to the society, the returns obtainable from such an investment is argued to be 

not sufficient to attract funds.  

In particular, BPF and Addleshaw Goddard (2015) argue that the average net yield for the 

build-to-rent scheme is around 4 (four) per cent, while major investors such as Countrywide, 

the largest real estate agency group, look for a 5 (five) per cent net yield after all other costs. 

In addition, when it comes to the Internal Rate of Return (IRR), the build-to-rent scheme 

offers an annual return of around 7.5 (seven point five) per cent, whereas investors are likely 

to require a target IRR of at least 10 (ten) per cent per annum if higher levels of risk than 
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those associated with a standing investment are expected (IPF Investment Property Forum, 

2015).  

The returns, however, is essentially depending on the various factors associated with the 

build-to-rent scheme. The factors that we have identified are  

 management and operating costs (BPF and Addleshaw Goddard, 2015, IPF 

Investment Property Forum, 2015),  

 infrastructure costs (IPF Investment Property Forum, 2015),  

 building costs (IPF Investment Property Forum, 2015),  

 leasing rates (IPF Investment Property Forum, 2015),  

 rental levels (IPF Investment Property Forum, 2015),  

 taxes including Value-Added-Tax (BPF and Addleshaw Goddard, 2015),  

 government subsidies (Wormald, 2015), and 

 insurance costs includes a premium which covers the risk during the construction 

phase (BPF and Addleshaw Goddard, 2015).  

In addition, there is a large body of literature arguing that the build-to-rent scheme and 

affordable/social housing projects can offer developers and investors benefits other than the 

apparent yields. Wormald (2012) argues that the projects can offer low void rates that are 

created by subsidising the rent to below market level as well as stable income streams, 

delivering annuity-type returns. In addition, if the project is securitised and listed on an 

exchange, then improvement in the liquidity can be achieved (Wormald, 2012). The build-to-

rent scheme can be attractive from the perspective of developers as well. In particular, in 

general, while less than 2 (two) houses can be sold each week for conventional build-to-sold 

projects in London (less than 1 (one) house for projects in regions), the properties can be 
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developed at much faster pace with the build-to-rent as the market letting rate can be as high 

as 15 units per week (IPF Investment Property Forum, 2015).  

3. Australian Context 

As explained above and in the table in Appendix, the build-to-rent scheme is thriving in 

the UK, the US and other European countries but Tan (2017) argues that such a scheme is 

non-existent in Australia. Using a managed investment trust (MIT) as a vehicle, the country is 

currently working on establishing the scheme. The MIT is a trust that satisfies all the 

following conditions (APREA, 2014): 

(1) The trustee is an Australian resident or the trust is managed and controlled in 

Australia. 

(2) The trust is a managed investment scheme and is operated or managed by an 

appropriate financial services licensee. 

(3) The trust is not a trading trust (i.e. only engages in predominantly passive property 

holding activities and: 

(4) A substantial proportion of investment management activities carried out in relation to 

the trust in respect of its assets are carried out in Australia.  

The government is reviewing the policy associated with the MIT to promote the build-to-

rent scheme. In particular, under a proposed amendment bill, the trust or MIT must have used 

the dwelling to provide affordable housing for a period or periods totalling at least three 

years. Then the government is working on reviewing tax benefits obtainable from investing in 

the MIT. In particular, according to the Australian Parliament (2017), the capital gains 

discount on capital gains is proposed to be raised from 50 (fifty) per cent to 60 (sixty) per 

cent on gains 
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(1) that are distributed or attributed to them directly or through an interposed entity from 

a trust or MIT; and 

(2) to the extent they are attributable to capital gains on dwellings used to provide 

affordable housing.  

In addition, generous withholding tax concessions available to foreign investors 

participating in a unit trust structure that qualifies as a MIT is planned to be raised from 15 

(fifteen) to 30 (thirty) per cent. However, the tax system in Australia may not fully attract 

developers because according to Cranston (2017), developers are not entitled to receive 

credits on the GST arising from participating in the scheme.  

 Feasibility of supplying affordable and social houses from the perspective of return is also 

discussed in Australia. In particular, a study on unlisted wholesale residential property fund 

shows that the affordable housing fund shows lower returns compared to the residential 

property fund (Newell, Lee and Kupke, 2015). However, similar to those of the findings in 

the UK, the affordable housing fund is found to offer considerably lower risk compared to the 

ones for the residential property fund (Newell, Lee and Kupke, 2015).  

Lastly, this report explores recent developments in supplying affordable houses in 

Australia. To supply residential properties to low and moderate income households, National 

Rental Affordability Scheme (NRAS) offers a discounted rent of up to 80 (eighty) per cent of 

market value (Dowsett, 2014). However, Dowsett (2014) argues that the scheme is difficult to 

implement in high-cost housing markets including inner city areas as the rent may exceed 30 

(thirty) per cent of income earned by very low and low income households. The Social 

Housing Subsidy Program (SHSP) implemented by the State of New South Wales may 

overcome this issue as the rents are calculated at the percentage of a participating household 
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(Dowsett, 2014).1 However, the number of properties supplied by this NSW scheme is 

limited, approximately 200 dwellings (Dowsett, 2014) so it cannot fully fill the 

supply/demand gap.   

4. Conclusion 

This report summarised the literature on the build-to-rent model to supply residential 

properties to the society and the relevant financial schemes surrounding the model. To keep 

the discussion concise, the report has covered selected literature most relevant to understand 

the build-to-rent scheme of supplying affordable/social houses to the society. As it may be of 

interest to the readers of this report, the extended literature is covered in the table presented in 

the following Appendix.  

                                                 
1
 25 (twenty) to 30 (thirty) per cent of the household income depending on the income level.  



Page 7 of 31 
 

Appendix 

Name of study Author/s Note 

Build to rent: Pushing the boundaries Framer and 

Donnel, 2013 

England: Build to rent model. Over half of all local authorities have the 

potential to support viable build to rent developments. In England, the 

average age of first time buyers is increasing. Factors required to make the 

model more attractive include sales and marketing costs should be 

significantly lower. 

The positive land value (where the investment value is greater than the 

total cost of delivery including a development return). Based on this 

measure, decreasing the unit size by 10% to 63m2 for the total two bed 

unit, the number of local authorities that can support medium rise 

development would increase by 11%.   

A New Model for the Private Rented Sector 

in Ireland 

O’Donovan,  

2014 

Ireland: Build to rent. Under the UK scheme, the government shares the 

risk or providing bride finance to developers to reduce the up-front risk. 

Once the scheme is fully let (rented), the developer will sell on its interest 

or re-finance and repay the loan or equity. 

Unlisted wholesale residential property funds 

can help boost affordable housing supply 

Newell, Lee and 

Kupke, 2015 

Australia: A unlisted wholesale residential property fund could enhance 

return of 7.93% per annum and risk level of 3.78% over 2010-14. This 

return is higher than that of the stocks and A-REITs. However, the unlisted 

wholesale affordable housing fund shows lower returns compared to the 

residential property fund. When it comes to the risk (it appears based on 

the standard deviation), the affordable housing fund offers considerably 

lower risk compared to the ones for the residential property fund as well as 

the A-REITs.  
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Name of study Author/s Note 

Asia Pacific REITs: a comparative regulatory 

and tax study 

APREA, 2014 Australia: REITs. There is no gearing restriction in the REITs in Australia. 

There is no restriction in the REIT mangers possessing stake in the REIT.  

In Australia, the REIT is taxed as a “flow-through” vehicle: The net 

income of the trust is taxed in the hands of the unitholders and not at the 

level of the trust, provided the REIT undertakes only passive property 

holding activities.  

However, in the case where for example the REIT engages in property 

management, development or speculation, the REIT is taxable as a 

domestic company. 

There is no distribution rule regarding the minimum distribution 

requirements. However, trust income to which no unitholder is presently 

entitled is taxed in the hands of the trustee or the responsible entity at the 

top marginal tax rate for individuals (i.e. 46.5%) 

 

Broadly, a managed investment trust (MIT) is an Australian unit trust 

that satisfies all the following conditions: 
(1) The trustee is an Australian resident or the trust is managed and 

controlled in Australia. 

(2) The trust is a managed investment scheme and is operated or 

managed by an appropriate financial services licensee. 

(3) The trust is not a trading trust (i.e. only engages in predominantly 

passive property holding activities. 

(4) A substantial proportion of investment management activities 

carried out in relation to the trust in respect of its assets are carried 

out in Australia.  

 

MIT: EOI country would have 15% final withholdings tax while 30% for 

non-EOI country.  

For Non-MIT: Non-financial withholding tax: Foreign unit holder must 

file an Australian tax return and receive a credit for tax paid by the trustee.  
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Name of study Author/s Note 

Build to rent a key for Australian 

housing affordability.  

Cranston, 2017 Australia: The build to rent in Australia does not provide GST credits back to 

developers. Including this, the tax system is one of the issues associated with the 

success of the build to rent in Australia. 

Everything you need to know about 

build to rent in London 

London Councils, 

2017 

The build to rent in the UK is defined as 
(1) a development, or block/phase within a development, of at least 50 homes but 

boroughs can choose to set their own threshold to reflect their housing market 

 
(2) the homes to be held as build to rent under a covenant for at least 15 years 

 
(3) all homes are self-contained and let separately 

 
(4) operate under unified ownership and management 

 
(5) offer longer tenancies (three years or more), with break clauses that allow the 

tenant to end the tenancy with one month’s notice after six months 

 
(6) provide certainty about the rent for the length of the tenancy including the basis 

of any increase, which should be linked to a formula 

 
(7) provide on-site management, although it does not have to be on-site full-time 

 
(8) operated by a provider with a complaints procedure in place and are members of 

a recognised ombudsman scheme; and 

 
(9) not charge up-front fees of any kind to tenants or prospective tenants, other than 

deposits and rent-in-advance 
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Name of study Author/s Note 

Build to rent: Funding Britain’s rental 

revolution  

BPF and 

Addleshaw 

Goddard, 2015 

The UK:  

Factors need to be considered in the build to rent: 
(1) Return: Average net yield of 4%, this is comparatively low compared to 

city office yields. The company named Countrywide is looking for a 5% 

net yield after all other costs. 

(2) Management costs: largely an unknown phenomenon in Britain. 

(3) Tax: This includes VAT 

(4) Insurance: This includes owner coordinated insurance programme for 

construction phase.  

Australia Property Investment Guide  

 

JLL and 

Ashurst, 2016 

REIT, MIT, Australia 

 Property trusts that qualify as “managed investment trusts” (MITs) are 

eligible for special tax concessions. These include a concessional rate of 

withholding tax of 15% (further reduced to 10% if the MIT only holds 

newly constructed energy-ef cient commercial buildings) on distributions 

to investors resident in “exchange of information” (EOI) countries (30% 

withholding rate applies otherwise).  

 On December 3, 2015 legislation was introduced into Parliament to enact 

a separate “attribution MIT” (AMIT) regime for the tax treatment of 

trusts that qualify as MITs and which meet certain other requirements 

(including a requirement that member’s rights to capital and income of 

the trust are “clearly de ned”). Where a MIT meets these requirements, 

the MIT can make an election for the AMIT regime to apply. Where the 

MIT does not make an election for the AMIT regime to apply, the 

general tax rules for trusts described above will continue to apply.  
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Name of study Author/s Note 

Treasury laws amendment Bill 2017 Parliament of 

Australia, 2017 

Australia: Affordable housing tax.  

The discount of up to 10% applies if a capital gains tax event occurs to an 

ownership interest in residential premises that has been used to provide 

affordable housing.  

 

Direct investment 

Currently, individuals are generally entitled to a 50% discount on capital 

gains for assets held for at least 12 months. New law allows additional 

capital gains discount of up to 10% for capital gains on such assets to the 

extent they attributable to capital gains on dwelling used to provide 

affordable housing for a period or periods totalling at least three years. 

 

Indirect investment through trusts and MITs. 

Currently, individuals are generally entitled to a 50 per cent capital 

gains discount on capital gains that are distributed or attributed to 

them directly or through an interposed entity from a trust or MIT (if 

the trust or MIT is entitled to a discount capital gain). The new law 

allows additional capital gains discount of up to 10 per cent on capital 

gains: 
(1) that are distributed or attributed to them directly or through an 

interposed entity from a trust or MIT; and 

(2) to the extent they are attributable to capital gains on dwellings used 

to provide affordable housing.  

However, the trust or MIT must have used the dwelling to provide 

affordable housing for a period or periods totalling at least three 

years. The interposed entity or trust may be a trust or partnership 

(other than a public unit trust or superannuation fund). 
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Name of study Author/s Note 

Investing in Australian Real Estate Allens, 2015 Australia: Real estate owners in Australia incur annual rates and taxes, 

levied by State, Territory or local government authorities. The main types 

are:  
(1) Council rates – generally based on the capital improved value (value of 

land and buildings) or unimproved value (land only) of the property, the 

rates contribute towards the cost of running the council and community 

services (e.g. garbage collection and disposal). Each council imposes a 

different rate for calculating the rates payable 

(2) Water rates – Used for the installation, repair and maintenance of water 

assets; and  

(3) Land tax – Calculated by reference to the taxable value of a property 

(being the unimproved or site value of the land). The taxable value of all 

property of an owner within a State is aggregated to determine the rate of 

land tax payable. 

 

The annual land tax payable on property with taxable value of $10m 

are NSW = $182,624, VIC = $182,475, QLD = $175,000, SA = 

$341,770, WA = $138,560, TAS = $146,587 

 

For MIT, generous withholding tax concessions are available to foreign 

investors participating in a unit trust structure that qualifies as a MIT (15% 

from 30%).  

 

GST: 

Broadly speaking, the sale of new residential premises, vacant land, 

commercial residential premises (eg a hotel) and commercial premises (eg 

an office building or shop) are generally subject to GST. On the other 

hand, the sale of existing residential premises and certain transactions 

involving farm land may not be subject to GST. 
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Name of study Author/s Note 

Building the new private rented 

sector: issues and prospects 

(England)  

 

Bate, 2017  

 

Build to Rent, UK  

 In November 2016, the Mayor of London, Sadiq Khan, published draft Supplementary 

Planning Guidance (SPG), which proposed the introduction of a number of the policy 

proposals. The SPG would see the introduction of a ‘Build to Rent pathway’ through the 

planning system, requiring a standardised definition, which would include:  

i. Homes to be held as build-to-rent under a covenant for at least 15 years. 

  

ii. All units self-contained and let separately.   

iii. Unified ownership and management of the developments.   

iv. Longer tenancies offered (three years or more) with defined in- 

 tenancy rent reviews.   

v. It also stated that build-to-rent developments would be able to meet 

their affordable housing requirements solely through discounted market 

rent (rather than also including a mix of social rent and intermediate 

housing/shared ownership, as in other development types).   

 For plans with less than 35% of affordable housing (not provided by grant funding), 

developments would have to go through a viability process, and the SPG sets out 

specific considerations for the viability of build-to-rent (including a different approach 

to profit compared to build for sale).   

 In addition, the SPG set out more general help that could be offered to build-to-rent 

schemes, including supporting institutional investment on public land, and looking at 

the role REITs could play in attracting investment.
 
 

 The build-to-rent model, with market rents, may not be suitable for a large proportion of 

the private rental schemes (PRS) market, particularly low-income households affected 

by Housing Benefit restrictions since 2010.  
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Name of study Author/s Note 

Australian REITs - Regulation 

and market trends  

 

Sullivan and 

Jaques, 2011 

 

REITs, Australia 

 Australia has a mature and increasingly sophisticated REIT market, which is 

characterised by strong but flexible regulation with a focus on disclosure. The 

Australian REIT market is the largest in Asia and the second largest in the world 

after the United States  

 REITs (commonly referred to as “listed property trusts” or “LPTs” in Australia) 

 In Australia, REITs have traditionally been structured as unit trusts. There are two 

main reasons for this:  

i. Capital flexibility. The rules governing return of capital from a trust 

are less cumbersome than the equivalent rules for companies.   

ii. Flow through tax treatment. Trusts that only hold passive 

investments, rather than carrying on business activities within the 

trust, enjoy a ‘flow through’ treatment for income tax (if all the 

trust’s income for the year is distributed to investors, the trust itself 

does not pay tax and only the investors are taxed).   

 Other key features of an LPT are similar to the features of REITs in other 

jurisdictions:   

i. Property-The LPT acquires property (either a diversified portfolio or one 

focused on a specific sector, such as offices, shopping centres or 

industrial properties).   

ii. Listed Securities-Investors are issued with securities that are quoted on the 

ASX.   

iii. Management-The LPT is typically managed by an external body, called the 

responsible entity, who provides professional management services 

for the portfolio (although there are also many instances of internal 

management).  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Name of study Author/s Note 

Australian REITs - Regulation and market 

trends  

 

Continued 

Sullivan and 

Jaques, 2011 

 

iv. Distributions-The LPT generally distributes all of its income for 

each year to investors.   

v. Gearing-The LPT typically carries moderate levels of borrowing 

  

 Global outlook-Local and, increasingly, overseas players are establishing 

LPTs which invest in offshore property. Currently, more than 40% of 

LPT assets are offshore, mainly in the United States, Europe and Japan.  

 Growth-The government’s retirement savings laws should underpin 

continuing growth and new product development.   

 Sophistication-Flexible regulation allows continuing innovation in the 

LPT market. Australia is also an exporter of REIT product design to 

other markets in Asia.   

Stability-The ASX offers local and foreign fund managers a sound and 

liquid market for raising capital.   

NSW government to establish a build-to-rent 

property sector  

Tan, 2017 

 

Build-to-rent, Australia 

 A single corporate landlord manages all leases and amenities.  

 It is thriving in the US and in Europe, but is non-existent in Australia.  

 Built-to-rent can provide secure, quality, long-term and professionally 

managed rental accommodation in key urban locations providing people 

with this choice and security.  

 Another leader in the space, Greystar and Macquarie Group which last 

year formed a joint venture, are also looking to roll out build-to-rent 

properties in Asia Pacific. 
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Name of study Author/s Note 

REITs – are they a solution  

to funding social housing?  

 

Wormald, 2012  

 

Build to rent, REIT, UK 

 Social housing providers are limited by the rent that they can charge even 

though the introduction of affordable housing now permits charging at 

80% of market rent.  

 It might be argued that institutional investors would normally receive a 

market related return on their investments, however there may be other 

factors that contribute to making an investment attractive despite the 

lower returns that may be generated: 

i. A relatively low risk investment: Institutional investors, especially 

life insurance companies, pension schemes and charities may wish 

to forego the potential higher returns of market rent in exchange 

for:  

a. The seemingly significant demand and low void rates 

that are created by subsidising the rent to below 

market level.   

b. The fact that social rents have been within Local 

Housing Allowance limits and thus will be 

‘underwritten’ by Housing Benefit, avoiding most of 

the risk of bad debts.   

c. Stable income streams, delivering annuity-type 

returns.   

ii. Exposure to capital growth directly related to the rise in market 

value of the property. By definition, the provision of social 

housing involves the development of the property in question, and 

therefore an increase in value.  

iii. An ethical, socially responsible, government-backed investment.  
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Name of study Author/s Note 

REITs – are they a solution  

to funding social housing?  

 

Continued 

Wormald, 2012  

 

 Potential benefits and risks of Social Housing REITs  

i. A REIT offers securitisation and diversification, and being listed it offers 

improved liquidity for institutional investors.  

ii.  Providing capital to existing Registered Providers to fund their 

development programmes, through the Registered Provider transferring 

existing stock into a REIT.  

iii. Registered Providers who cannot borrow due to existing lending covenants 

could transfer unencumbered stock into a REIT, take a capital receipt to 

use for further development, and then manage the properties for the REIT 

in return for a management fee. Careful structuring would be required to 

ensure that this would be a cost effective method of funding. Optimal 

gearing levels would need to be considered as well as the risks associated 

with voids, arrears and bad debts.  

iv. Allowing Registered Providers to transfer their existing properties in return 

for shares in the REIT.  

 As shareholder, the Registered Provider would be able to take some of the reward 

for managing the REIT properties as part of the growth in its shares while having 

access to a more diversified property portfolio.  

 The REIT needs to remain viable over a 30-year period or more. Expectations can 

change rapidly over such a time period (the problem of low demand sheltered 

housing bedsits that the sector is currently dealing with is an example of this).  

 Recommended enhancements to the current REIT regime: 

i. A definition of a social housing REIT to which the special 

enhancements would apply, which may be pegged to the regulatory 

definition(s) or be characteristics-based to enable the REIT to 

achieve its objectives for the benefit of long term investors  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Name of study Author/s Note 

REITs – are they a solution  

to funding social housing?  

 

Continued 

Wormald, 2012  

 

ii. A whole sale, or at least targeted exclusion, of institutional 

investors from the10% holders of excessive rights provisions as 

this may be seen as a limitation by pension funds, insurance 

companies and investors that may wish to take up a sizeable stake 

in a REIT offering stable, long term annuity type income returns    

iii. A list of alternative gearing (debt: equity, loan to value) 

provisions which the REIT could rely on if the 1.25% property 

profit: finance cost ratio is breached to enable or facilitate greater 

flexibility and improved returns through leverage   

iv. The ability to create umbrella social housing REITs with 

separate classes of shares for separate projects which would allow 

for diversified portfolios to be created with investors being able to 

match specific investments with their risk, return, geographic or 

project-based requirements   

v. Tax-neutrality provisions for the transfer of existing stocks 

by Registered Providers to the REIT in terms of tax on chargeable 

gains and Stamp Duty Land Tax to eliminate the possibility of 

double-charges.   

vi. Allow REITs to invest in other REITs either:  

a. to fund new subscriptions in the underlying REITs, 

thus helping to promote new issues;   

for all social housing REITs or for other REITs that have reacted a certain 

level of direct property investment. This would be to allow them to 

maintain exposure to property or to invest sale proceeds pending the 

identification of suitable direct investment opportunities.  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Name of study Author/s Note 

Compare and contrast- Worldwide Real 

Estate Investment Trust (REIT) Regimes  

 

Stochek, 2015 REIT, Australia 

 Australia-From an income tax perspective, most REITs are classified as 

Managed Investment Trusts (MITs).  

 A MIT is a trust that satisfies certain ownership, management and 

activity requirements. The tax outcomes for MITs and their investors are 

currently under review. These changes will apply variously in respect of 

the 2014, 2015 and 2016 income years. At this stage the precise nature of 

these changes have not been confirmed but are likely to introduce 

changes to the ownership tests and introduce a non-arm's length income 

rule.  

 Capital requirements -There are no capital requirements for a REIT (if 

listed, however, it must meet ASX requirements). There are, however, 

capital requirements for the manager.  

 Listing requirements -There are no listing requirements. A REIT can be 

listed or unlisted.  

 Restrictions on investors -There are no investment restrictions on 

investors. However, in order to qualify as an MIT, a foreign individual 

must not hold a 10% or greater interest in the REIT (directly or 

indirectly).  

 Distribution requirements -Undistributed income or gains may be taxed 

at the highest marginal tax rate (currently 49%). Full distribution of 

income and gains by REITs generally occurs.  

 Withholding tax on Distributions -Domestic: None, Foreign: 30% or 

reduced amount of 15% if invest in a MIT via certain countries. A further 

reduction to 10% may apply in respect of certain newly constructed 

‘green buildings’.  
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Name of study Author/s Note 

Compare and contrast- Worldwide Real 

Estate Investment Trust (REIT) Regimes  

 

Continued 

Stochek, 2015 REIT, Australia 

 Tax treatment at the investor level -Resident unitholders are liable to pay 

tax on the full amount of their share of the taxable income (including 

capital gains) of a REIT in the year in which they are presently entitled to 

the income of the REIT. This applies, irrespective of whether the actual 

distribution of the income from the REIT is paid in a subsequent year. 

Non-resident unitholders are subject to Australian tax on their share of 

the REITs taxable income that is attributable to Australian sources 

(adding back the benefit of the CGT discount concession). Foreign 

sourced income can flow through an Australian REIT to a non-resident 

unitholder, tax- free. Distributions to non-residents of Australian sourced 

taxable income are subject to withholding tax (refer above). The disposal 

of REIT units can have CGT implications for foreign investors owning 

10% or more of the REIT units (including indirectly).  
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Name of study Author/s Note 

Mind the viability gap: Achieving more 

large-scale, build-to-rent housing 

IPF Investment 

Property Forum, 

2015 

Build-to-rent, UK 

 One of the most important benefits of build-to-rent is to accelerate the 

delivery of housing on large-scale sites. For traditional house-builders, 

the pace of development is determined by the rate at which homes can be 

sold, which is usually less than 1 per week in the regions and 1.5-2 sales 

per week in London.  

 The pace of development for a build-to-rent scheme can be much quicker 

because the letting rates are much higher than the sales rates. The market 

has seen letting rates of 10-15 units per week, i.e. 5 to 10 times faster 

than the sales rate.  

 Types of build to rent models: 

 70% Build-to-rent 30% Build-to-sell  

 100% Build-to-rent  

 Both type of models incorporate 3% pa inflation.   

 Both type of models are ungeared/without debt.  

 The illustrative build-to-rent scheme generates an IRR of 7.5% pa. This 

is significantly below the 17.5% pa IRR achieved in the build-to-sell 

model as a result of lower values and tying up higher levels of capital for 

longer periods.  

 The 7.5% annual return is also not sufficient to attract large-scale 

institutional investment. The assessment of an appropriate target IRR for 

institutional capital in the build-to-rent development and investment 

strategy outlined above is not only dependent on the level of risk being 

taken but also the comparative rates of return available in other property 

and investment sectors and the macroeconomic and market outlook.  
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Mind the viability gap: Achieving more 

large-scale, build-to-rent housing 

 

Continued 

IPF Investment 

property forum, 

2015 

Build-to-rent, UK 

 The risks associated with a development/build-to-rent strategy are 

significant. These include (but are not limited to) planning, infrastructure 

costs, building costs, programme, leasing rates, rental levels, operating 

costs, and investment yield. Against this background, and factoring in the 

other considerations outlined, investors are likely to require a target IRR 

of at least 10% pa if they are assuming higher levels of risk than those 

associated with a standing investment.  

 In addition, investors have to be aware of the sensitivity of their expected 

IRR to variations in land costs, rental discounts from the market level 

and other factors.  

 On a like-for-like basis, a different and innovative approach is required in 

assessing the financial viability of build-to-rent compared to build-to-sell 

models in order to deliver a market risk-adjusted return acceptable to an 

institutional investor, for example:  

 Including the market-rented element in assessing the 

level of affordable housing 

 Considering a range of discounts to market rents- a range 

of discounts to market rents, targeting specific salary levels 

and housing needs, could be set, rather than requiring a 

uniform provision of affordable housing. Ongoing viability 

tests to measure a target investment yield against value 

would also enable this package of rental offers to be flexed 

over time. 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Mind the viability gap: Achieving more 

large-scale, build-to-rent housing 

 

Continued 

IPF Investment 

property forum, 

2015 

Build-to-rent, UK 

 Reducing land costs in return for housing delivery 

commitments- where land is being offered for sale by a 

public body that is actively seeking to accelerate housing 

delivery and deliver a rental tenure-led model, the level of 

receipt for the land could be adjusted downwards in return 

for a commitment to achieve these objectives.   

 A key recommendation of the Montague Review was the encouragement 

of local authorities to use planning conditions and covenants to promote 

build-to-rent projects and overcome the viability challenge relative to 

build-to-sell.  

 Examples of flexible approaches to facilitate build-to-rent  

i. Intermediate housing only  

ii. Off-site affordable contribution / 40-year covenant  

iii. Speedier delivery of development  

iv. Lower affordable housing target replaced by intermediate 

rented  

 

 

  



Page 24 of 31 
 

Name of study Author/s Note 
The major issues facing the successful 

introduction of the UK REIT  

Petersen, 2004 

 

REITs, US and UK 

 US institutional investors favor public REITs because of the quantity and 

quality of initial and ongoing disclosure and reporting required under the 

US securities laws for public companies; more than 50 per cent of REIT 

shares are owned by institutional investors, about 15 per cent by retail 

public investors and about 17 per cent by REIT management  

 Of the estimated total US real property market of $4.6trn, about $180bn 

(or 4 per cent) is held by public REITs. REIT shares are liquid; about 80 

public REITs held investment grade ratings by Moody's, and 70 by 

Standard & Poor's; daily trading volume in REITs is about 12 mil shares  

 French Government when it introduced French REITs (SIICs) in 2003, 

the French Government and the listed property companies negotiated a 

deal which accelerated the payment of the tax on capital gains at the 

expense of future corporate tax revenue.  

 The listed property sector will have to provide such assistance with a tax-

neutral effect. Any entry or exit level conversion charge must serve its 

purpose and should not prohibit the conversion of existing listed property 

vehicles which may wish to convert to UK REIT status.  

 HM Treasury (Her Majesty's Treasury (HMT)) seems to be considering, 

one-off stamp duty charges based on a percentage of net asset value; 

however, exit charges based on a discounted percentage of unrealised 

capital gains tax ('CGT') liabilities (following SIICs in France and 

SICAFIs in Belgium) are also proposed.  
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The major issues facing the successful 

introduction of the UK REIT  

Continued 

Petersen, 2004 

 

REITs, US and UK 

 The trouble with CGT exit charges, however, is that most UK companies 

have low CGT liabilities and so this would not favor the tax-neutral 

position. It is further submitted that, as modelled elsewhere in Europe, 

any charge should be payable over a number of years. If a conversion 

charge has to be imposed, one could suggest the postponement of the 

charge, such that it would be held over until properties are disposed of by 

the REIT, and on such an event a lower tax rate would apply.  

 Thought should also be given to whether relief should be available in 

certain circumstances. As an example, if the Government's purpose is to 

encourage new housing, any UK REIT which contains a percentage of 

new housing should be entitled to a reduced rate.  

 The consultation raises the question of whether a UK REIT should 

distribute or reinvest its gains on sales of assets- typically, net capital 

gains on sales of REIT assets are subject to income tax at the REIT level 

if retained. If distributed to shareholders as a capital gain dividend, the 

gain is not taxed at the REIT level, and is taxed to the shareholder; 

individual shareholders can take advantage of the lower long-term capital 

gains tax rates.  

 The ability to retain capital allows for continued maintenance and 

upgrading of assets, when costs of capital then become an issue.  

 REITs were originally introduced in the USA in the 1960s, the 

requirement was to distribute 90 per cent but this was increased to 95 per 

cent in the mid-1970s and then, in an effort to be more consistent with 

certain mutual fund rules, reduced back to 90 per cent in recent years. 

The 90 per cent test applies after depreciation. There is no requirement to 

distribute capital, but capital retained in a REIT is taxed.   
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The major issues facing the successful 

introduction of the UK REIT  

Continued 

Petersen, 2004 

 

REITs, US and UK 

 US REITs will distribute all capital gains to prevent such gains being 

taxed. A further issue is that some US REITs have been in difficulty as a 

result of them being required to distribute capital gains to avoid taxation. 

 Retaining only the net proceeds without the gain has made it difficult for 

them to reinvest in replacement properties.  

 HMT shows a preference for requiring all UK REITs to be closed-ended 

as a way of bringing share prices in fine with net asset value ('NAV'). To 

this end, a question raised by the consultation paper concerns the extent 

to which a listed UK REIT would close the gap with NAV and enable a 

wide retail investor base. One way of achieving this would be to develop 

a finite life to the investment trust.  

 Achieving a finite life to the investment would reduce the exposure to 

interest rate risks. Expected capital distributions would also be factored 

in to the value of shares and would reduce the gap. The US REIT market 

has, without mandating closed-end REITs, developed the finite life real 

estate investment trust ('FREIT') in recognition of the share to net asset 

value disconnection. The FREIT is a liquidating REIT, and has a 

termination date by which it must liquidate all of its assets.  

 FREITs trade at closer to NAV, as investors know they are likely to get 

their investment back in a shorter period. Their existence reduces 

exposure to interest rate risk and induces investors to factor in expected 

capital distributions in valuing share prices.  

 This has led to a desire to reform, so that the net result is a vehicle which 

creates a safe, tax-efficient environment in which people can invest in 

commercial and residential real estate, which will be less risky than 

buying a single piece of residential real estate on a buy- to-let basis.  
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The major issues facing the successful 

introduction of the UK REIT  

Continued 

Petersen, 2004 

 

REITs, US and UK 

 The introduction of a UK REIT market should in itself have associated 

effects of greater efficiency and activity in the market, and lower cost of 

capital (resulting from the closing of the gap to NAV), with flow-on 

effects towards enhanced quality of stock. The transparency of the 

structure should result in increased competitiveness, which should result 

in higher standards of management and, ultimately, better quality stock.   
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Discussion paper: rent models in 

social housing  

 

Dowsett, 2014  

 

Rent setting models, Australia 

 The rent models are categorised into three types:  

i. Income based   

ii. Market based and   

iii. cost of provision based   

 Each category is examined using the following five lenses:  

i. Affordability for tenants   

ii. Viability of providers   

iii. Efficiency of rent subsidy   

iv. Workforce incentives or disincentives   

v. Tenant choice  

 The Social Housing Subsidy Program (SHSP) is a small housing program of 

approximately 250 properties in NSW available to low- income households with an 

income above the eligibility limit for social housing. Rent for these properties is 

calculated at 25, 27 or 30 percent of household income depending on income of 

tenants. The income bands for the 2013-14 year are as follows:  

Assessment band  
Rental assessment 

rate  
Income range (pa)  

Very low  25%  Less than $22,301  

Low  27%  $22,301 to $38,822  

Moderate  30%  $38,822 to $52,613  

 This is based on the 30/40 model of affordability – designed to avoid housing stress 

for low income households.  

 Drawbacks of this model include a more time-consuming process for providers 

during rent reviews because the annual income for the household has to be 

established to match to the income bands.   
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Discussion paper: rent models in 

social housing  

 

Continued 

 

Dowsett, 2014  

 

Rent setting models, Australia 

 NRAS properties are rented to very low, low and moderate income 

households at a discounted rent of up to 80 percent of market value. For 

community housing providers to be considered charitable by the ATO this 

must be below 75 percent. These tenancies are intended to end after a fixed 

period of time.  Income limits for NRAS eligibility (2013-14) are, for 

example, $47, 289 for a single person household, $65, 423 for a sole parent 

with one child and $112, 433 for a couple with three children. Tenants must 

meet the income eligibility limits on application but their incomes can 

increase by up to 25 percent during their tenancy. If tenants are over the 

income eligibility limit by more than 25 percent for more than a year they 

are exited from their NRAS property to the private rental market.   

 Drawbacks of this model include that in high-cost housing markets such as 

inner city areas it is difficult to avoid housing stress for low-income 

households since NRAS does not use the 30/40 affordability measure. This 

is not the case in NSW where the Affordable Housing Guidelines require 

that for very low and low income households rent will not exceed 30 percent 

of income.  The model is also administratively complex with regular 

assessment of market rents and ongoing eligibility assessments for tenants. 

Another drawback is finding eligible applicants, who are more likely to be 

found applying for private rental properties than applying for community 

housing since their incomes are usually above the eligibility limits for social 

housing.  Benefits of this model include the provision of relative 

affordability to tenants. Affordability and market-related rent models is 

discussed in the commentary at the end of this section.  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Discussion paper: rent models in social 

housing  

 

Continued 

Dowsett, 2014  

 

Rent setting models, Australia 

 The Transitional Housing Plus rent model- Transitional Housing Plus is a 

rent subsidy that reduces over time. It is aimed at young people (aged 16-

25) and women experiencing domestic violence in NSW. This model 

provides six-month fixed term leases that can be renewed for a period up 

to five years and includes a support package. Lease renewals are subject 

to the tenants’ continuing need for housing and support, and meeting the 

agreed commitments in their case plan. At the end of the tenure period (a 

maximum of five years) tenants are expected to transition to the private 

housing market. If this is not possible the case worker will identify 

alternative housing and support options.  
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