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Preface

Real Estate Investment Trusts ( REITs) has been extensively developed
throughout the world since its births in 1960 in the United States, it has become a
mature model for investment fund. REITs is essentially a securitized industry in-
vestment fund, through issuing shares or benefit organizations, funds from com-
munity investors will be collected and such funds will be entrusted to specialized
agencies for management, what’s more, shares or.benefit organizations of REITs
are generally qualified to implement transactions in stock exchanges. REITs pro-
vides a financing channel other than banks for development of the real estate in-
dustry, meanwhile, it provides a real estate investment product with stable in-
come and low risks for investors. Since 2005, the Finance Industry and Real Es-
tate Industry in China made a lot of explorations on REITs products, REITs has
become a hot topic for innovations in China’s real estate and financial fields in re-
cent years.

For theory and practice of REITs, tax is a critical problem, since changes in
tax policies can directly affect the investment and operating cost during the opera-
tion of REITs, thus further increase or decrease the investor’s return on invest-
ment and finally affect the development and prosperity of the REITs market. Let’s
take the United States where is the birth place of REITs as an example, since the
date it was generated, the development and prosperity are inseparable with chan-
ges in tax policies. China need to establish and improve related REITs tax sys-
tem, this is the prerequisite for the development of REITs in China. However,

China’s current tax policies related with REITs are still in the infancy stage, a lot
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of research and demonstration work need to be done. This paper mainly studied
REITs from the following several aspects: theoretical basis and taxation mecha-
nism of REITs, economical analysis on REITs, international tax issues of REITSs,
comparison on REITs taxes between different countries, as well as the REITs tax
system establishment in China.

The main purposes of studying the theoretical basis of REITs taxation are de-
scribed below: (1) Understand the generation and basic development situations
of REITs, define development trends of REITs; (2) Carry out an overall investi-
gation on REITs from legal characteristics, main types and constitutions, etc. to
form a relatively clear understanding on REITs; and (3) Discuss the theoretical
basis of REITs tax system on the basis of taxation theory, fair tax theory, tax and
legal theory and tax regulations, theory about monitoring functions and so on.

~ The main purposes of studying the operating system and taxation system of
REITs are described below: (1) Through analyzing REITs main elements, key
operation links, general operating procedures and the roles and functions of vari-
ous participants, fully understand the operating mechanism of REITs, facilitate to
study the REITs taxation system; (2) Define REITSs taxation system from the fol-
lowing 4 aspects: tax actors of REITs market, REITs tax types, taxation proce-
dures and tax management in REITs market; (3) Discuss the REITs taxation
transmission mechanism through studying REITs market information system, psy-
chological and behavioral systems and economic variables system; and (4) De-
scribe the constraints and basic principles of REITs tax system, define the fact
that economic development levels and cycles, national REITs industrial develop-
ment situations, inherent properties of REITs and the tax system of the state are
the 4 constraints for establishment of REITs tax system, while the basic economic
principles and legal relationship principles are the 2 basic principles for establish-
ment of REITs.

The purpose of implementing economic analysis on REITs tax system is to
systematically describe the effects of taxation on REITs. Through game theory a-

nalysis, we see that the standard of overall taxations and different tax systems will
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significantly.affect the development of REITs. Tax will also create certain loss of
efficiency to REITs investors, financiers and social allocation of resources. In
practice, we have found that tax has significant influence on transaction structure
of REITs.

International development is an important trend for development of REITSs,
thus the international tax problem of REITs generates. This paper carefully stud-
ied and compared the REITs — associated tax treaties of the United States and
OECD from the following 3 aspects: taxpayers in REITs benefits distribution, na-
ture of REITs income, methods for REITs taxation and avoidance of double taxa-
tion. This paper also discusses the problems of withholding income tax generated
from off — shore REITs. Meanwhile, the paper describes the REITs international
taxations problem through analysis on the cases of the 2 typical off — shore REITs,
namely, “Yuexiu” and “Cade”.

The purpose of studying the practices of REITs taxation in various countries
is to compare and conclude the practical experience and future development
trends of various countries in REITs tax systems, this paper studies the REITs tax
system of some countries and regions in Europe and America and Asia, this pro-
vides experience reference for the establishment of REITs tax system in China.

Finally, this paper, from the following three aspects, discusses how to es-
tablish the REITs tax system in China. (1) analyze the current tax system and
existing problems in the current REITs of China; (2) propose overall visions for
China’s REITs tax system establishment, including basic principles and design
concepts; and (3) based on different levels and aspects of REITs, propose spe-

cific policy recommendations for establishment of REITs tax system in China.
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