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Prior to the global disruptions and market 
uncertainty due to COVID-19, the real estate 
market in Sri Lanka had shown steady year on 
year growth over the past several years. The 
general rate of increase in property values 
though had diminished in the past two years in 
comparison to the 2017/18 period. 

There has also been an observed reduction in 
the relative quantum of transactions since 
March 2020 when compared to previous years, 
possibly fuelled by the perceived decline of the 
market during this period, where prospective 
sellers have been hesitant to sell unless they 
were under compulsion to sell. It is widely 
believed though that the impact is short term 
and will not have a material effect on the long 
term outlooks for the Sri Lankan real estate 
market.

As the country recovers from the economic 
uncertainty, we are likely to see varying 
recovery trajectories for different types of real 
estate assets based on the evolving market 
conditions and trends faced by the different 
sectors of the economy as well as the 
respective strategies adopted by them for 
recovery. Whilst it is broadly envisaged that 
residential property which was impacted the 
least will also recover faster than “say” leisure 
and retail sectors, other sectors such as Logis-
tics and warehousing may see an increase in 
demand for space as a consequence of 
changes in inventory volumes necessitated by 
disruptions to international supply chains. 

The introduction of Real Estate Investment 
Trusts ((“REITs”) in Sri Lanka1offers a viable 
alternative for property owners and real estate 
investors to leverage their real estate assets to
generate liquidity as well as the opportunity to 
diversify their investment portfolio to mitigate 
perceived risks and recovery lags in their 
respective sectors.
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1. Introduced by way of the Unit Trust Code for Sri Lanka Real Estate Investment 
    Trusts, No. 1 of 2020, by the Securities and Exchange Commission of Sri Lanka, 
    under the Securities and Exchange Commission of Sri Lanka Act, No. 36 of 1987

Source: Central Bank of Sri Lanka
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What is a REIT?

 
 

An investment vehicle used to attract private 
investment in the real estate sector. It is a 
securitization process where it takes a group 
of otherwise illiquid properties and transforms 
them into financial securities.

REITs  are a particularly attractive 
investment in low-interest-rate environments, 
as they typically provide higher and more 
stable returns.

Includes:
Office buildings, Shopping 

malls, Apartments, 
Warehouses 

Allows individuals to 
earn income from 
commercial real 

estate without having 
to directly buy any real 

estate assets.  

Investors

Sponsor

Invest in REITS

Dividend 
distributions

Assets / 
Securities

Acquisition / 
Capital Investment

Rental or lease 
income / 

capital gains

Managed by a 
Property 
Manager

REIT manager will manage 
the fund for a fee. 

REIT 

Transfers or leases the 
property to a REIT
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The success of REITs is 
dependent on an efficient 
tax structure

 
 

Some clarity on the tax implications of REITs was provided
by the Budget 2021 on the 17 November 2020.

The Budget proposes to exempt investments in the housing 
markets through REITs from capital gains tax, make dividends 
free from income tax and reduce the stamp duty up to 0.75%.
The budget proposals need to be implemented by way of 
changes to the Inland Revenue Act No. 24 2017. For Stamp 
Duty on transfer of property, the respective financial statutes
of the respective provinces would have to be amended.
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Listing Rules of the CSE have been updated to accommodate REITs

1. SL-REIT can take the form of 
 (a) a property purchased with the intention of leasing;
     (b) a property leased with the intention of sub-leasing. All properties, however, have to be fully 
                 completed. The real estate property forming the underlying asset of a Sri Lankan REIT should have 
                 a minimum occupancy of 20% or as may be specified by the SEC.

2. The REIT should have a life of over 5 years. REIT holders may exit via sale of their holdings in the 
    secondary market. However, redemption not allowed unless at the point of winding up or terminating the 
    REIT (i.e. at sale of property or expiration of lease). 

3. REITs to be listed and traded with a minimum of 20% of units issued by the REIT to be held by a minimum 
    of 100 public unit holders on the date of listing. 

4. Bi-annual property revaluation is required. Additionally, the REIT Manager is required to disclose the Net 
    Asset Value (NAV) per unit of the SL-REIT to the Colombo Stock Exchange on which the SL-REIT is listed, 
    every quarter. REIT to maintain minimum public holding requirements as per the Listing Rules.

5. Direct foreign ownership of properties is currently prohibited in Sri Lanka (other than under certain limited 
    circumstances), with foreigners either required to enter into a long-term lease agreement or create a 
    corporate structure with Sri Lankan partners, which is a costly and time-consuming process. However,
    foreign ownership of REITs will be permitted enabling a more diversified investor base for the asset class. 

6. Valuer qualification criteria will be specified and need to be rotated every 2 years. SEC will have a panel of 
    valuers who will advise if there is a dispute.

7. A Trustee should be appointed with the prior approval of the SEC and should be a  bank licensed by the 
    Central Bank of Sri Lanka. 

8. A Sponsor is a person who transfers or leases property to a Sri Lankan-REIT. The Sponsor / Strategic 
    Investor must hold a minimum of 30% of total units, which would be locked-in for a period of 6 months 
    from the date of listing of the units.

9. The minimum value of SL-REIT should be LKR 500 mn.

How to list REITs in Sri Lanka?



What are the duties of a REIT manager?

�  Exercising due diligence to ensure the property is valued correctly.

�  Collecting and investing lease rentals appropriately.

�  Ensure income is distributed in a timely manner.

�  Perform KYC and Customer Due Diligence.

�  Appoint a property manager to manage and maintain the real estate properties of the SL-REIT 
    including ensuring validity of all material contracts. 

�  Ensure adequate insurance coverage is obtained for all properties.

�  Appoint investment committee and ensure compliance of the REIT’s investments 
    (as per SEC regulations).

REIT Manager is responsible for (but not limited to) the following:
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Development of overall primary and 
secondary capital markets

Replacement of bank debt with long-term equity 
capital

Lower burden on banks while creating additional 
capital for other sectors

Allows for increased foreign investment in real 
estate

Low-risk investments for long-term 
institutional investors

Easy entry and exit 

Alternative financing offered

Low-risk investments offered to attract long-term 
investors (e.g. pension funds and insurance)

3

1
Low risk asset class for retail investors

Well known asset class

Steady returns

Ability to share in growth opportunities of the 
commercial real estate market with a small 
investment

Ease of exit and realisation via secondary market

2

Provides  a flexible business model for 
developers

Asset-heavy vs. asset-light model

Segregation of operations &  infrastructure

Capital-raising avenues

Increased entry and exit opportunities

4

How will REITs help you and the economy?
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