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Abstract

Real Estate Investment Trusts (REITs) are an emerging financial
instrument with high liquidity and relatively stable returns. Their main
purpose is to raise unused funds from investors and then use these funds
for infrastructure construction, thereby obtaining corresponding returns
and distributing these profits to investors. This is of undeniable value in
advancing financial supply-side reforms, promoting real economic
growth, revitalizing existing real estate stocks in regions, and supporting
infrastructure construction. In June 2021, China initiated a pilot project
for REITs in the infrastructure sector for the first time, marking the
official listing of the first publicly offered REITs nationwide. Drawing on
the experience of mature real estate registration markets abroad, a sound
tax system is key to advancing the development of real estate registration
systems. However, the current tax system design regarding real estate
registration remains inadequate, leading to issues such as excessive tax
burden and double taxation, which require in-depth research and
resolution.

Against this macro background, an in-depth analysis of Country
Garden's real estate investment trust (REIT) for rental housing was
conducted. In its initial establishment, Country Garden planned to transfer
its underlying assets to project companies, but it needed to pay

value-added tax, land appreciation tax, corporate income tax, and stamp
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duty, among other related taxes. As the transferor, the project companies
are responsible for paying deed tax and stamp duty. Zhonglian Fund
injected funds into project companies under Country Garden by
establishing and operating a private equity fund, resulting in both the
project companies and the private equity fund needing to pay stamp duty.
When transferring equity of enterprises such as Shanghai Bifu under
Country Garden to the private equity fund, it was confirmed based on the
book value. However, the amount paid by the private equity fund roughly
equaled the actual value of the project companies, so the project
companies did not gain any substantive benefits from it, nor did they need
to pay taxes. During the operation of the project, a 'whole lease' contract
was signed with Foshan Bi Han Apartment Management Co., Ltd., with
the aim of fully leasing all property assets of Foshan Bi Han. The scope
of taxation involved includes value-added tax, property tax, urban land
use tax, and stamp duty, etc. The project company is mainly engaged in
real estate leasing business, and after deducting relevant taxes and other
expenses, the company's income is almost zero, so it can temporarily not
include corporate income tax. In addition, various expenses incurred by
Zhonglian Fund in managing private equity funds, such as fund
management fees, custody fees, and regulatory fees, all need to pay the
corresponding value-added tax and corporate income tax according to the

requirements of the Asset Management Plan; Qianhai Open Source raised
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funds to create a special plan, using these funds to purchase private equity
and obtain income from real estate through private equity funds and SPVs,
which includes related issues of value-added tax and corporate income
tax. In the exit process of Country Garden, most of the transactions are
conducted through repurchasing at book value, without generating
differential income. Therefore, project managers and investors are not
required to pay value-added tax or corporate income tax, but stamp duty
1s required due to the transfer of assets.

Through in-depth analysis of this case, it can be observed that
China's REITs currently lack a dedicated tax regulatory system, leading to
significant tax burdens, with issues of double taxation and insufficient
transparency in tax policies. Therefore, in order to better promote the
development of China's real estate investment trust industry, it is
necessary to improve relevant tax laws and regulations, strengthen tax
administration, and enhance the level of tax collection and management,
thereby reducing the tax burden. At present, China's real estate investment
trust system faces many problems, resulting in the registration and
taxation costs of real estate far exceeding the costs of direct real estate
investment, thereby harming investors' interests and greatly reducing their
willingness to participate. Additionally, due to overly simplistic tax
incentives, it is not conducive to market development and improvement.

Therefore, under the current tax system, four distinct tax relief measures
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have been preset, and the preferential levels of these measures are
gradually increasing. Building upon this foundation, the paper analyzes
the differential impact of four different tax incentive policies on various
types of real estate investment trusts, and based on the analysis results,
puts forth corresponding recommendations and opinions. The study
reveals that at various stages of asset management, the impact of tax
incentive policies on investment returns varies. At the same time, it has
been noticed that the current tax incentive policies are not conducive to
the investment return and value utilization of real estate, nor can they
effectively promote the development of real estate investment trusts.
Therefore, it is necessary to comprehensively optimize the current tax
system for real estate investment trusts, formulate laws and regulations
specifically for taxation to alleviate the tax burden on all parties involved
in the establishment process, avoid double taxation, and enhance the

transparency of tax policies.

Keywords: Real Estate Investment Trusts (REITs); Tax policy; Tax

preference
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