Philippines warmer on Reits
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The Philippines has moved closer to approving a law on real estate investment trusts, potentially creating new opportunities for local and foreign investors to own part of the rental income streams of profitable and rapidly growing property assets, including some of the world’s biggest shopping malls.

The Senate, the legislative upper house, on Tuesday passed the measure, which provides numerous tax breaks for exchange-listed Reits that distribute 90 per cent of income to investors. The House of Representatives is to ratify the law before it goes on a break in mid-October. 

Investment advisers say fund managers and wealthy individuals across Asia are closely watching the enactment of the law and its implementing rules, expected by late this year or early next year. Reits could provide another means, apart from shares and bonds, for investors to benefit from the profit and growth potential of Philippine property developers.

Ken Atchison, an Australian financial adviser who spoke at an investment conference in Manila last week, said Japanese, Korean and Taiwanese retirees looking for stable income from their investments would be attracted to Philippine Reits as property assets in the country offer relatively high yields and low risk because of the country’s unique economic position.

He said: “Your typical Japanese investor wants income but will likely get a zero per cent interest rate and 1.5 per cent bond yield in Japan. You’re going to get 7, 8 or 9 per cent in the Philippines and they know that because they travel here as tourists. They see the big shopping malls of SM, Ayala and Robinsons.” Reits offer risk and return profiles that stand between shares and corporate bonds, he added.

The Philippines is home to some of Asia’s most profitable property companies such as the SM Prime Holdings, which owns the world’s third, fourth, seventh and eleventh biggest shopping centres by floor area. 

Remittances that reached $16.4bn last year from more than 9m Filipinos working overseas help fuel the steady growth in consumer spending that is equivalent to two-thirds of the economy, one of the highest in Asia. Household consumption, in turn, drives the establishment of more and bigger malls, including the Mall of Asia that is said to be as big as Vatican City.

Regulators said the pace of growth of the Reit market in the Philippines, one of four Asian countries that do not have laws explicitly allowing pooled investment funds for real estate ventures, would depend on the speed of leading local property companies such as SM Prime, Ayala Land and Robinsons Land converting part of their most profitable malls or office towers into Reits. Francis Lim, the president of the Philippine Stock Exchange urged the big developers to “put their crown jewels in Reits because that will kick off the industry”.

Mr Atchison said foreign investors will be selective in the types of Reits they will invest in and will only go for those producing a stable income. “The Japanese, who are major investors in global Reits in the past five years, are not going to throw massive amounts of money into the Philippines,” he said. “But the Mall of Asia could be great to include in their portfolio.”

Property developers are keen to set up Reits because of the “opportunities to raise funding at the least cost,” said Jaime Ysmael, senior vice-president at Ayala Land, the country’s most valuable property developer. The first Reit will probably involve a shopping mall because the Philippines “is a mall-oriented country,” he added.

Potential Reit sponsors will have to wait for the issuance of the implementing rules by late this year or early next year before firming up moves to set up the pools of funds. Real estate experts warned that overly restrictive regulations on tax, disclosure and related party transactions could slow the growth of the industry.

Frederick Go, president of Robinsons Land, said demand from investors, apart from the fine print of the rules, will also be an important factor to be considered by those planning to set up Reits. “It’s similar to launching an IPO – you need the market conditions to be good.”

Reit deals will be driven mainly by whether property companies see enough opportunities that will require them to raise large amounts of funds quickly and cheaply, said Victor Asuncion, a director at property consultancy CB Richard Ellis. 

Mr Go said Reits may help raise capital to build new office towers and residential high-rises needed in three or four years when vacancy rates, which surged last year because of massive construction, are expected to come down.

Other property companies are looking at Reits to re-finance and pare down debt. Though the industry’s average debt-to-equity ratio was halved from more than a decade ago to only 29 per cent last year, some companies have debts that are 90 per cent of equity.

