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Joint Forward to the Asia Pacifc Investment Guide

In this frst joint Jones Lang LaSalle and Blake Dawson Asia Pacifc Investment Guide we have set out
important issues that investors need to consider when investing in real estate around the region. Asia
Pacifc has a wide range of real estate markets - each with distinctive rules for investors.

Jones Lang LaSalle recently released its 2010 global real estate transparency index which shows that Asia
Pacifc includes some of the world’'s most transparent as well as least transparent markets. An extract from
the Asia Pacifc transparency guide is included in this investment guide, and a full copy of the global guide
is available from Jones Lang LaSalle.

Les Koltai and Rhonda Hare Dr Megan Walters and Stuart Crow
Blake Dawson Jones Lang LaSalle
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Jones Lang LaSalle Transparency Index

Asia Pacific includes some of the world’s most-transparent and least-transparent

real estate markets

By Dr Megan Walters

+ Among Asia Pacifc countries, China and India have seen the largest jumps up the transparency ladder.

+ Rising levels of transparency are associated with rising levels of foreign direct investment.

+ The lack of information available on commercial real estate debt likely to be less of an issue in Asia Pacifc than in Europe or the Americas.

Australia tops Jones Lang LaSalle’s Global Transparency Index
worldwide. Of the 15 Asia Pacifc economies included in the 2010
index, New Zealand was also rated as highly transparent. Four
others — Singapore, Hong Kong, Malaysia and Japan were rated
as transparent -, on a par with mature European markets. In
refecting the wide-ranging level of transparency across the Asia
Pacifc region, the index goes into considerable detail to identify the
differences between frst-, second- and third-tier cities in China and
India. Although the region includes the most transparent market, it
also contains some of the world’s least transparent markets, such
as China’s tertiary cities (ranked 65th) and Vietnam (ranked 76th).

Afull copy of the Jones Lang LaSalle Real Estate Transparency
Index report ‘Mapping the World of Transparency’ is available at
www.joneslanglasalle.com .

The aim of the Jones Lang LaSalle - Blake Dawson real estate
investment guide is to assist investors in understanding some of the
less transparent areas of the region.

Summary from the Jones Lang LaSalle
Real Transparency Index 2010

The real estate transparency index is a bi-annual survey that has
been run by Jones Lang LaSalle since 1999. It quantifes real
estate market transparency across 81 markets worldwide to assist
real estate investors and corporate occupiers in understanding
differences when investing and operating in foreign markets. It

has also proved to be a helpful gauge for governments and other
industry organizations interested in improving transparency in their
home markets. Rising levels of transparency are associated with
rising levels of foreign direct investment — a powerful incentive for
encouraging the free fow of information and the fair and consistent
application of local property laws. Increased market data on real
estate also has a role to play in identifying excessive asset price
rises that could have a destabilising effect on economies, both large
and small.

The survey is broken out into fve major categories that address
unique and separate factors affecting real estate transparency
across the globe:

+ Performance measurement

+ Market fundamentals (market data)
+ Listed vehicles

+ Regulatory and legal environment
« Transaction process

In light of the global fnancial crisis, this year new questions were
added to the index covering the availability of information on
commercial real estate debt and the role of bank regulators in
monitoring and publishing information about real estate debt.

Across much of Asia Pacifc there is still a lack of clarity on the size
of total outstanding commercial real estate debt. Even in Australia,
information on real estate debt markets is not easily available from
a central source (i.e., it comes from various sources such as REITs,
commercial banks, the central bank and credit rating agencies).
However, the poor availability of information on commercial

real estate debt is less likely to be an issue in Asia Pacifc than

for Europe or the Americas. Real estate players in Asia Pacifc
generally rely on banks and not the debt market for real estate
fnancing. Similarly, less stringent oversight of commercial real
estate lending by bank regulators has not led to severe problems
as the region has emerged relatively unscathed from the global
fnancial crisis.
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Global Real Estate Transparency Index 2010 — Composite Index Asia Pacifc

Transparency 2010 Market 2010 2010
Level Composite Rank Composite Score Composite Tier
High 1 Australia 1.22 1
4 New Zealand 1.25 1
Transparent 16 Singapore 1.73 2
18 Hong Kong 1.76 2
25 Malaysia 2.30 2
26 Japan 2.30 2
Semi 33 Taiwan 2.71 3
39 Thailand 3.02 3
41 India Tier 1 Cities . 3
42 South Korea 3 3
44 Macau 3.13 3
45 China Tier 1 Cities 3.14 3
48 Philippines 3.15 3
49 India Tier 2 Cities 3.17 3
54 China Tier 2 Cities 3.38 3
55 India Tier 3 Cities 3.39 3
57 Indonesia 3.46 3
Low 65 China Tier 3 Cities 3.73 4
76 Vietnam 4.25 4

Sources: Jones Lang LaSalle, LaSalle Investment Management

Asia Pacifc transparency rankings

Within the overall rankings, the most notable countries in Asia Pacifc
were Australia (moving to frst place) and China and India, which
have seen the largest jumps up the transparency ladder among
Asia Pacifc countries. Comparing across time, most countries have
registered improvements in overall transparency scores. However,
with the exception of China and India, these changes have generally
been relatively modest. Refecting this, no market in the region

has moved up into a higher transparency tier, with the exception

of the Chinese secondary and Indian tertiary cities, which have
shifted from the low transparency (2010 Composite Tier 4) to semi-
transparent (2010 Composite Tier 3) level.

The economic downturn and diffcult fnancial market conditions
are likely to have affected the extent to which improvements in
transparency have been made between 2008 and 2010. For
example, the steady growth of the REIT sector in Asia in recent
years contributed to earlier improvement in transparency, but
the market has been stagnant since 2008, with few initial public

offerings in major markets and a signifcant decline in real estate
investment transactions across the region.

The big improvements in the rankings for China and India have
been mainly due to increased data availability as well as ongoing
regulatory changes. In both markets, booming real estate markets in
recent years have greatly contributed to the improvements as both
public and private sector players have taken important steps forward
to promote greater levels of transparency. International corporate
occupiers and investors have been demanding better information

on market fundamentals, while government agencies and market
regulators have made slow but steady progress on the regulatory
and legal front. Indian cities in each city tier are now considered
slightly more transparent than their Chinese counterparts. However,
the two emerging economic giants of the region remain very close in
terms of overall real estate transparency.

An interesting anomaly is provided by Japan and South Korea.
Despite their relatively high levels of economic development, both
countries present surprisingly low levels of real estate transparency.
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Japan ranks 26th globally and signifcantly below other major
advanced economies. South Korea ranks 42nd globally and sits
close to the Chinese and Indian primary cities within the semi-
transparent level. Both countries share a relative lack of information
on market fundamentals and have low transparency in regard to
service charges.

Areas of improvement

With reference to the fve categories of questions, improvements
have been made in availability of market data, regulatory and legal
environment, and transparency. Little improvement in the index was
seen in the listed sector and even less in the provision of indices for
performance measurement of real estate. That may in part simply
be a market maturity problem. It is diffcult to construct performance
indices when market data is still not readily available. Market data in
the Asia Pacifc region is most comprehensive for the offce sector,
but signifcant progress had been made in tracking the region’s retail
and residential markets during the past two years. Data availability
for the industrial and hotel sectors is still relatively sparse.

In the regulatory and legal category, China, India and Southeast
Asian countries have improved. In China, there is now much greater
enforcement of property taxes, although mainly in the primary cities.
Moreover, more consistent and open implementation of regulations
has followed the 2007 Property Law, particularly in regard to the
land market. China has moved to a public auction system for
land-use rights, which has increased transparency into what was
previously a highly uncertain situation. In India, progress has been
made in areas such as planning and building codes and availability
of public records. However, title records are still incomplete and

not easily available, although the situation is improving. A number
of Southeast Asian markets have seen improvements in regulatory
factors, including the consistent application of building and planning
codes and the enforceability of contracts.

Transparency of the transaction process is defnitely improving,
and real estate agents as well as facilities and project managers
in markets such as China, India, Japan and the Philippines are
adopting higher professional standards in providing their services.
However, aspects of the transaction process remain wanting

in some countries. International professional standards are not
consistent across the region and local practices dominate in
many cases. A sizable percentage of sales transactions in the
Chinese and Indian tertiary cities, Taiwan and most Southeast
Asian markets lack high-quality, reliable and comprehensive pre-
sale information assembled by the vendor, and the bidding and
negotiating process is not always considered fair and transparent
outside the mature markets.

Blake Dawson

Few improvements have been observed in the listed vehicles
category in the past two years, partly due to diffcult fnancial market
conditions during this period. A notable exception is India, which has
seen strong growth of the commercial real estate sector in recent
years, with local real estate frms attempting to tap into foreign
markets for funds, both debt and equity. This development, along
with an increasing number of real estate funds in the country, has
lifted levels of corporate governance in India.

Future developments

The overall scores for Asia Pacifc refect the different market
maturities in the region. In looking at a global system that tries
to compare 81 countries, there always will be anomalies that
may not refect the true risk to investors from the position in the
rankings. Investors into Japan might be surprised at its position, but
nonetheless the transparency survey offers a useful shorthand for
all involved in real estate markets to consider how to best improve
transparency. For large real estate frms, that could include stepping
up efforts to collect and publish more market data.

The purpose of the joint Jones Lang LaSalle - Blake Dawson
investment guide is to provide additional information on investing

in real estate markets, thereby raising the general level of
transparency, particularly for overseas investors in the region.
Governments too have a part to play in promoting transparency,
which in Asia may include opening markets to allow international
real estate bodies to operate rather than maintaining restrictive local
practices and the development of clear and transparent regulation.
Regulation and changes in those regulations can drive real estate
markets, this guide aims to increase transparency which in turn
should assist economic stability and growth and greater inclusion of
foreign direct investment in to real estate.
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Property Tenure/Ownership
Two types of tenure exist;

* Freehold
- Land in most of Australia is freehold

* Leasehold
- Land in Canberra is largely leasehold
- All mineral rights are reserved to the Crown, where applicable

Three primary systems of freehold title exist:

¢ Old System

- Title as established from a series of instruments by means
of which the ownership of the title can be traced

- There is no government guarantee to title
- The onus is on the owner to prove ownership of title
- Torrens and Strata Titles have largely replaced the
Old System Title
+ Torrens Title

- Astate-guaranteed title wherein a Certifcate of Title contains
the various dealings. It includes land at surface level and
subdivisions of above and below surface level (Strata Title)

- The most common form of title in Australia

« Strata Title

- Astate-guaranteed title that allows for the subdivision of land or
property through the creation of a strata plan

- Most commonly used in the case of multi-unit housing, but
retail and commercial developments may also be sold on a
Strata-Title basis

Major Property Legislation

Property law in Australia is state based. There is no uniform property
legislation in Australia. Each State and Territory has individual
pieces of legislation covering key areas such as:

+ Local government, town planning and building

+ Environment

* Real estate practice

+ Land titles and conveyancing

* Property taxation

¢ Leasing

There is also a range of other legislation which indirectly affects
property.

Blake Dawson

Operational Requirements for Foreign Corporations

All foreign companies trading in Australia must be registered with
the Australian Securities & Investments Commission (ASIC).
Foreign companies can register by either of the following methods:

* Register as a foreign company
« Form a subsidiary company which will be incorporated in Australia

All registered foreign companies will receive a nine-digit number
known as the Australian Registered Body Number (ARBN). This
number must appear on all documents.

Foreign investment in Australia is regulated primarily through a
regime established under the Foreign Acquisitions and Takeovers
Act 1975 (FATA). Under the FATA, the Australian Treasurer has
wide powers to prohibit foreign investment proposals where those
proposals that are required to be notifed to the Foreign Investment
Review Board (FIRB). Foreign persons are subject to the provisions
of the FATA. Such foreign persons include:

* Anatural person not ordinarily a resident in Australia

* Any corporation, business or trust in which there is a substantial
foreign interest, i.e. any single foreigner who has ownership
of 15% or more or any group of foreigners with an aggregated
interest of 40% or more

On 1 January 2005, the Free Trade Agreement between Australia
and the United States of America came into force and had the effect
of increasing the notifcation and approval thresholds for eligible US
investors (as detailed below).

According to the FIRB (2010), the types of proposals by foreign
persons to invest in Australia which require prior approval and are
therefore notifable to the Government include:

« Acquisition of substantial interests in existing Australian
companies and businesses valued over AUD 231 million (indexed
annually). For US investors a notifcation threshold of AUD 1,004
million applies, except for investments in prescribed sensitive
sectors. The value of a company or business is the higher of the
value of the total issued shares of the company or its total gross
assets. Prescribed sensitive sectors include, among other things,
the media, telecommunications and transport

+ Portfolio investments in the media of 5% or more and all non-
portfolio investments

« Takeover of offshore companies whose Australian subsidiaries or
assets are valued at over AUD 231 million, or the applicable US
investor threshold of either AUD 1,004 million or AUD 231 million
(where the investment is in a prescribed sensitive sector)

« Direct investment by foreign governments or their agencies

Australia Property Investment Guide 2011 7
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¢ Acquisition of interests in urban land that involve the:

- Acquisition of developed commercial real estate, where the
property is subject to heritage listing, valued at over AUD
5 million or more and the acquirer is not a US investor, or
where the property is not subject to heritage listing, valued at
over AUD 50 million, or AUD 1,004 million for US investors;

- Acquisition of vacant non-residential real estate irrespective
of value;

- Acquisition of residential real estate irrespective of value
(subject to some limited exemptions); or

- Acquisition of an interest in an Urban Land Corporation or
Trust (as defned under FATA)

+ Proposals where any doubt exists as to whether they are
notifable

Foreign Investment Incentives

Assistance for foreign investors of all nationalities is available
through Austrade, a Commonwealth Government agency
established to promote inward investment in Australia. Austrade
assists international companies to establish and build their
business in Australia. The assistance provided is free and
confdential and can include services such as information on the
business environment, market intelligence reports, site visits to
identify locations and potential partners, advice on Australian
Government industry development programmes and advice on
applicable government approvals. Austrade has investment advisory
specialists in locations around the world.

Restrictions on Foreign Property Ownership

Foreign companies and individuals may require consent from the
FIRB to purchase land or property in Australia.

This requirement does not apply in respect to acquisitions by the
following, which are considered to be domestic purchasers:

+ Australian citizens living overseas purchasing either in their own
name or through an Australian corporation or trust;

+ Foreign nationals purchasing residential real estate (as joint
tenants) with their Australian citizen spouse; and

+ Foreign nationals holding permanent resident visas purchasing
residential real estate either in their own name or through an
Australian corporation or trust

According to the Treasurer’s latest Foreign Investment Policy (June
2010), foreign persons should notify the Government and obtain
prior approval to acquire an interest in certain types of real estate
in Australia including residential real estate, vacant land or to buy
shares in Australian Urban Land Corporations or Trust Estates.

Blake Dawson

With respect to developed commercial real estate the notifcation
requirements apply where the real estate is valued at over

AUD 50 million (AUD 1,004 million for US investors and AUD 5
million if the real estate is heritage listed). An ‘interest’ includes
buying real estate, obtaining or agreeing to enter into a lease or
entering into fnancing or other proft-sharing arrangements.

Applications should be lodged in advance of a transaction and
transactions should be made conditional upon receiving FIRB
approval. Approval will be granted where the investment is not
contrary to the national interest. The Treasurer has a wide discretion
in this regard, although intervention on national interest grounds has
historically been infrequent.

Decisions are generally made within 30 days after an application
has been lodged, although the Treasurer may extend this period by
up to a further 90 days.

Foreign Exchange Controls

The buying and selling of foreign currency must be conducted
through a Foreign Exchange Dealer authorised by ASIC.

International funds transfer instructions to or from a foreign country
for a transfer of money or property and exports and imports of
Australian and foreign cash in amounts of AUD 10,000 or more must
be reported to AUSTRAC, the Australian Transaction Reports and
Analysis Centre, which was established to oversee compliance with
the reporting requirements of the Financial Transaction Reports

Act 1988 and the Anti-Money Laundering and Counter-Terrorism
Financing Act 2006.

Taxes on Possession and Operation of Real Estate

Land taxes are imposed in each State and Territory. Rates vary and
are applied to the unimproved value of the land either at a fat rate
or on a progressive scale, often above a minimum value threshold.
Properties used as principal residences and for some types of
primary production are exempted in some cases.

In New South Wales (NSW), land tax is applied to most forms of
vacant and developed land on a progressive scale of AUD 100 plus
1.6% of the land value between the minimum threshold and the
premium threshold and 2% thereafter. For the 2010 tax year the
minimum threshold is AUD 376,000, while the premium threshold is
AUD 2,299,000. The main exceptions to this tax are principal places
of residence and land used for primary production.

City, Municipal and Shire Councils also levy taxes to fund the
provision of services. These are commonly termed as ‘rates’ and
are charged to landowners on the basis of land values. They vary
between Council areas.
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On 1 July 2010, the NSW State Government introduced a new tax
on the sale of residential and commercial properties in excess of
AUD 500,000. Starting 1 July 2010, properties sold for between
AUD 500,000 and AUD 1 million will attract a 0.2% tax rate, with the
rate increasing to 0.25% for the portion of any sale in excess of AUD
1 million. Reports have indicated that the tax is expected to provide
the NSW Government with around AUD 429 million in excess
revenue in its frst four years.

Taxes on Acquisition and Transfer of Real Estate
Stamp Duty

Stamp duties are regulated by each State and Territory on

specifed documents and transactions which may include property
instruments (such as contracts for sale, mortgages and leases). The
rates of duty and the documents and transactions that attract duty
differ among the States and Territories. For example, mortgage duty
for owner-occupied housing purposes was abolished in NSW on

1 September 2007.

Conveyancing stamp duty is levied on a progressive scale based on
the value of sale. (In NSW, the maximum rate is 7%.)

Stamp duty on leases has generally been abolished in all Australian
States, although some exceptions apply.

Capital Gains Tax

Capital gains are either treated as ordinary income and hence
subject to personal or company tax rates or are captured under
the capital gains tax. In both cases, these taxes are levied at the
Federal rather than State level and are therefore uniform across
Australia.

Tax is assessed on the real gains (i.e. less infation factor) at the
taxpayer’s marginal rate. Trading losses may be offset against
taxable capital gains.

If a Capital Gains Tax event happens in relation to a Capital Gains
Tax asset after 21 September 1999 and the asset was acquired at
least a year prior to the Capital Gains Tax event, the taxpayer may
be entitled to discount the capital gain after applying capital losses.
The discount for an individual or trust is 50%, while the discount for
a complying superannuation entity is 33.3%. Companies are not
eligible for the discount.

Non-residents are taxed on capital gains arising from the disposal

of ‘taxable Australian property’ such as Australian real property.

As of 12 December 2006, non-residents are no longer required to

pay capital gains tax on shares or units in Australian companies or
unit trusts.

Blake Dawson

Value Added Tax/Goods and Services Tax

A broad-based consumption tax called the Goods and Services Tax
GST is levied at 10% on a wide range of goods and services. GST
is imposed on a federal level across Australia.

Tax Depreciation

Depreciation allowances are generally available on buildings

and structural improvements as well as plant and equipment.
Depreciation on building and structural improvements is available
at a rate of either 2.5% or 4% of the original construction cost. For
hotel, commercial, industrial and income-producing residential
buildings that commenced construction after 15 September 1987,
a 2.5% per annum deduction is permitted. A higher rate of 4% is
available for certain construction on or before 15 September 1987
as well as certain eligible short-term traveller accommodation or
industrial property constructed after 26 February 1992. Plant and
equipment used to produce assessable income are also depreciable
at rates refecting their effective life. Such effective lives may be
self-assessed or be based on effective lives determined by the
Commissioner of Taxation.

Corporate Taxation

Resident and non-resident corporations are both subject to
corporate tax on net profts at a fat rate of 3 %.

Non-resident corporations are taxed only on Australian-sourced
income.

Personal Taxation

Aresident is taxed on his or her worldwide income (subject to
certain exemptions and credits) on a graduated scale. For the

2 -2 taxyear this scale ranges from 5% to 5%. The frst
AUD 6,000 is tax-exempt, with the top marginal rate applying to
income over AUD 180,000. In addition, a levy of 1.5% of personal
income is imposed on all resident taxpayers to cover the cost of
Medicare, with higher income earners subject to an additional
Medicare surcharge of 1% of the total income.

Non-residents are taxed on Australian-sourced income at 29% up
to AUD 37,000 and thereafter at resident tax rates. This may be
reduced by double tax treaties. No Medicare levy is imposed on
non-residents.
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Tax Treaties: Avoidance of Double Taxation
Treaties in existence:

Argentina Netherlands
Austria New Zealand
Belgium Norway
Canada Papua New Guinea
China Philippines
Czech Republic Poland
Denmark Republic of Korea
East Timor Romania

Fiji Russia

Finland Singapore
France Slovakia
Germany South Africa
Hungary Spain

India Sri Lanka
Indonesia Sweden

Ireland Switzerland
Italy Taiwan

Japan Thailand
Kiribati United Kingdom
Malaysia United States
Malta Vietnam

Mexico

Real Estate Investment Trusts

Introduction

Property trusts are vehicles that facilitate collective investment

in property assets. Australia has one of the largest, most mature
and most transparent indirect investment markets in the world,
with property trusts forming a major part of this market (which

also comprises syndicates and other joint investment vehicles).
Australia’s frst listed real estate investment trust (REIT) was
established in 1971 and REITs now extend across most real estate
asset classes.

The legal framework for REITS is responsive to cross-border
investment. The REITSs listed on the Australian Stock Exchange
include a number of funds with substantial or exclusive offshore
assets (e.g. mandates focused solely on US, European or
Japanese assets).
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There are two broad types of property trusts in Australia:

+ Australian real estate investment trusts (A-REITS);

« Awhole range of unlisted vehicles. A-REITs are listed on the
Australian Stock Exchange and units can be traded in the same
way as shares in listed companies. A-REITs are ‘open-ended
vehicles' in that they do not have a defned lifespan. A-REITs
have become a well-established part of the property investment
scene in Australia with a risk/return profle between that of direct
real estate and equity investment.

In addition to A-REITs, there is a range of unlisted investment
vehicles available in the Australian market. The structure of these
vehicles varies greatly as does the type of property in which they
invest. While units in these vehicles are not traded on an open
exchange, there is an increasingly deep secondary market which
makes many of these vehicles much more liquid than the frst
generation of unlisted property trusts from the late 1980s to the
early 1990s.

Investors in property trusts derive income from the rents generated
by the property assets held in the trust, together with the proceeds
from the sale of assets. The income is typically distributed to unit
holders in the form of dividends quarterly or semi-annually. The
majority of A-REITs have Dividend Reinvestment Plans, which
allow unit holders to reinvest their dividends in additional units at a
discount to the trading price of the unit.

The general law of trusts provides a comprehensive set of core legal
principles governing the relationship between trustees (as the holder
of the fund) the investors (the benefciaries) and the fund assets.
Overlaid onto this general law is a detailed regulatory structure
implemented through the Corporations Act 2001. REITs are
regulated under this legislation as managed investment schemes.
They are required to be registered, among other things, to have a
responsible entity to manage the fund, to issue a product disclosure
statement when interests in the fund are offered for investment

and to comply with the ongoing management and disclosure
requirements applying to managed investment schemes.

Restrictions

Gearing levels are calculated as the ratio of debt to total assets. On
average, A-REITs have a gearing ratio of between 20% and 40%
of total assets. This compares to the maximum gearing of 60%
permitted in this sector.



