Gazerre NoTice No. 724 or 2020 [943593772
The Securities and Exchange Commission

The Securities Act
{Acl o, 41 of2018)

The Securities (Real Estate Investment Trust)
Guidelines, 2020
In excroise of the powers contained in section 211 of the Securitios
Act, 2016, the foilowing Guidelines are hereby made:

1. Title
These Guidelines may be ciied as the Securities (Real Eslule
Investment Trust) Guidelines, 2020

2 Hpplication

2.1 These Guidelines shall apply to Incame Real Eatate
Investment TruststI-RECTS) authorized by the Comumission and
does not apply to Development Real Pstaic Investment Trusts (-
REITS). Mortgage Real Estaie Invesiment Trosts (M-REITS) or
other Torms of RETTS.
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2.2 Unless specifically exempted under the Securities Act, The
Securities {Colleclive Investment Scheme) Rules, Statutory
Instrument No. 161 of 1993 as amended and additional requirements
prescribed in these Guidelines shall apply to the authorization,
establishment and operation of REITS.

2.3 Incase ol any doubt of the application ol these Guidelines
to a particular RETT, it is advised that direction or clarification be
sought from the Commission.

3. Interpretation
In these Guidelines, unless the context otherwise requires—

“Act” means the Securities Act, No. 41 of 2016 and any
subsequent amendments;

“Authorization™ has the meaning assigned to it in the Act;

“Capital gains”™ means the increase in the value of a real
cstate asset resulting from a valuation which gives the
real estate asset a higher value than the purchase price;

“Closed Ended Fund” means a fund or trust where—

fa) The number of RE1TS units issued remains constant
overtime cxcept where a new issue of REITS
units is made or there is a reduction in the capiral
of the fund initiated by the trustec or as a
consequence of the termination or winding up
of the trust; and
tb) The REITS unit holders, excepl where there is a
reduction in the capital of the fund initiated by
the trustee o1 as a consequence of termimation
or winding up of the trust,—
(1) is not entitled to require the rustee to
redeemn the REIT units; and
(11} may only exil the investment by selling
the units in the secondary market;

“Commission™ has the meaning assigned to it In the Act;

“Constitutive Documents™ has the meaning assigned to it in
the Act:

“Custodian™ has the meaning assigned to it in the Act;

“Distribution™ means accumulated realized income less the
accumulated realized losscs:

“Distributable income™ means income (rental and
investments) derived from a distribution;

“Firm™ means a valuation survey firm with at least one
valoation surveyor that meets the cligibility criteria
specified in these Guidelines and “property valuer” shall
be construed to have the same meaning as “firm™:

“income-generaling real cstate”™ means real cstate properties
that generate a consislent, recurring revenue in the form
ol dividends, interest or cash distribution

“Investment Income™ means income derived from invesling
in cash and cash cquivalents

“Manager™ has the meaning assigned 1o it in the Act;

“Net Assel Value™ means the value of all assets of the fund
less the value of liabilitics, including trustee, custodian
and management fees s at the day the calculation is inade:

“Real Fstate™ means land and all things that are o natural
partof the land as well as things attached to the land both
betow and above the ground and includes rights. interests
and benefits to the ownership of the real estate or Uiings
which are [lixtures or are develeped, installed or
consiructed on the lund including buiidings and site
imprevements; or imprevements and permanent buildine.
plant and cquipment or attachimnents including plumbing.
heating and eooling systems. clectrical wiring and huili-in
items including elevators which may be used in contectizin
with the land: but excludes minerals. or oil and gus assets
und resources:

“Real Estate Investiment Trust™ or “REIT™ means a Collectjve
Investment Scheme that invests in or proposes to invest
primarily in income-generating real estale and shall have
the same meaning as I-REITS;

“Rules” means the Securitics (Collective Investment Scheme)
Rules, Statutory Instrument No, 161 of 1993,

“Total Asset Valuc™ imcans the value of all assets of the Fund
based on the latest valuation(which shall not be morc
than 12 months old);

“Trustee™ has the meaning asstgned to it in Lhe Act;

“Valuation report” means a report preparcd by a valuation
surveyor; and

“Valuation surveyor” has the same meaning assigned to it in
the Valuation Surveyors Act, Cap. 207 of the Laws of
Zambia.

4. Authorization of REIT

4.1 An application for the authorization of a REIT shall be
made to the Commussion in accordance with Rule 5 of the Sceurities
{Collective Investment Scheme) Rules,

4.2 Inaddition to the documents required under Rule 5, a REITS
application shall inelude the following:

4.2.1 a management service agreement with the REIT
Manager or the proposed agreement;

4.2.2  any agreements with properily manager ot the
proposed agrecinent;

4.2.3 the certified copies of valuations of real cstate vesied
in, acquired. transferred or Lo be vested in, acquired or
iransterred to the REIT:

4.2.4 asigned and dated legal opinion on the title of the real
estate vested iu. transferred or to be vested in, acquired
or transferred to the RELT: and

4.2.5  the certified copy of the report of the structural

ENgineet.

3. Qualification of REIT
3.1 Toqualify as a REIT. a Collective Investment Schemie shall
satisfy the following criteria:

3.1.1  the REIT shall be siructured as a closed ended fund
and shall be listed on an exchange licensed by the
Commission:

3.1.2 A REIT shall have a minimum of two investors:

3.1.3  The minimum value of initial assets of real estate
imvestiment shali be ZMW 50 million:

3.1.4 at feast §0% of the wtal assets of the REIT shall
camprise of real estate;

3.1.5 the real estate shall be engaged in the busincss of
Investing in income ecnerating real estates;

31,6 at least 8% of the REIT vevenuc shall be derived
[rom rents and investment income:

3.1.7  theoperating costs ol a RETT should not be more than
30% of revenue derived from rents and investment
income: and

5.1.8  atleast 80% of the distributable income of the RETT
for cach accounting perind, shall be distributed to unit
holdurs.

6. Listing of REIT
ol The units of cvery RIFTL <hall be listed on @ securities

cachange licensed by the Commizsion no later than six weeks from
the date of closure of the ofTer,

6.2 Theunits ofa [ETH that iz listed on g securitizs exchange
shull be laded. cleared and settled in accordance with the listing
rules ofthe concerned exehunae,
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6.3 A minimurm of 25% of the total of REIT units in issue shall
be the free floal.

7. Restriction on investment

7.1  An authorized REIT shall be subject to the following

investment resirictions:
7.1.1 aREIT shall invest only in real estale and permissible

cash cquivalents;
aREIT shall invest a minimum of 80% of its net asset
value in real cstate and a minimum of 20% shall be
invesied in cash and cash equivalent, government
treasury bills, fixed deposits and any other liquid
financial instruments;
a REIT shall not invest more than 25% of its net assct
value in a single property; and
A REIT is prohibited from investing in vacant
properties or participating in property development
activities,

7.1.2

7.13

7.2 Forthe purpose of these Guidelines, property development
activities do not include refurhishment, retrofitting and renovations.

8. Income requirements

8.1 AREIT shall, in each financial year after the first vear of its
authorization, carn at least 80% of its income from its income
producing real cstate.

8.2 In dctermining the income referred to in clause 7.1, any
profits or capital gains from the sale of real estale shall be excluded.

9. Income distribution

9.1 A Manager shall make income distributions 1o REI'T unit
holders froni realized gains, realized income or from cash held in the
fund which is surplus to the investment of the trust.

9.2 A minimum of 80% of the distributable income, if any,
shall be made within three months after the end of each quarter,
half-ycar or annually depending on the distribution policy of the
REIT as stated in ils constitutive documents.

9.3 Where u Manager intends to recommend an income
distribution that is lower than §0%, the Manager shali—

9.3.1 Submit, to the Trustee and the Commission, a
stalement of —
fur) The reasons for proposing a lower distribution:
and
by When that minimum distribution level of 80% is
likely to be restored: and
9.3.2  obtain the Trustee™s (Or Commission’s) consent betore

propusing the incame distribution to the unit helders,

9.4  Subjectio clause 8.4 and to the provisions of the constitutive
documents, « Manager may distribute realized capital gains.

9.5 Any realized capital gains which have not been invested
within a period of two years from the date of realization shall be
distributed to REIT unithelders within two months of the second
year of such realization.

10, Consequvinces for breach of income distribution unde: lause
9

10.1  The following shall constitute a hreach ol these
Cndelines:

[0.1.1 failure by a REIT Lo distribute income as required
under Clause 9:

10.1.2 o Munager proposing an income distribution which
ix below 80% without secking the Trustee's upproral
as required under elause 9.3 ol these Guidelines: o

L3 a Manuger distributing income without the unit

holders vating to receive a distribution which s below

S04,

1.2 Where a RETT commits a breach of these Guidelines as
provided in clause 1001,
10.2.1  the REIT may ceasc o be classificd as a REIT:
10.2.2  Subjcet 1o the constitutive documents, the unit holders
of the REIT may institute a causc of'action against the
Trustee and Manager for breach of the Trustee'™s or
Manager’s Niduciary duty; and

102.3  The Commission may revoke the authorization issued.

11.  Borrowings

11.1  The REIT may, subject to any restrictions imposed by
the constitutive documents, enter into a borrowing arrangement—

11.1.1  With the express approval of the Trustee, where such
borrowing is required to preserve the value of the
asset of the trust and is in the best interest of the
REIT unit helders: or

with the express approval afthe Trustee, i requested
1o do so by the REI'T Manager to give effect to the
objective of the scheme to acquire real estate assets or
to undertake capital expenditure or refinance an existing
borrowing.

11.1.2

11.2 The Trustee may provide security over the assals of the
trust to secure the borrowings under clause 10,1,

11.3  Notwithstanding clause 11.1 and 11.2 the Trustee shall
ensure that any borrowing or provision of security is not prejudicial
to the interests of the REIT unit holders.

11.4  Thetotal borrowings enlered into by the Trustee on hehalf
of the RETT with the approval of the REIT unit holders by special
resolution shall not exceed, al the time the liability is incurred, 35%
of the total assct value.

12, Adppomatment of and quadifications gf valuation survevor

12,1 The Manager shall, with the approval of the Trustee.
appoint an independent valuation survey firm with at least one
viluation surveyor who is cligible for appointment in accordance
with the eligibility criteria in this clause.

12,7 Norwithstanding the Valuation Survevors Act, Cap. 207
of the Laws of Zambia a firm that is appointed as a valuation
surveyor for a REIT shall have l least one qualified vatuation
surveyor in good standing of the Valuation Surveyor’s Registration
Board established under the Valuation Survevors Act and the i
shall not provide valuation services to a REIT unless the finm meets
the minimum criterta specified in this clause.

123 Afirmis eligible [or appoiniment as a valuation survevar
ol 4 REIT if that firm—

12.3.1  hasat Icast one member registered with the Valuation
Survevor’s Registration Board established under the
Valuation Survevors Act, Cap. 207 of the Laws of
Zambiu:

12.3.2  ecarries on the business ol valuing real estate;

has sutficient financial resources at the firmr’s disposal
to enable the firm conduet the valuation business
cifectively and meet s labilities:

has robust internal comtrols and checks and bakanees
Lo ensure the inlearity of valuation reports and thal
these reports are proparly and professionally prepared
in accordance with international biest practice:

T
[
Lh

valuation visks:
s independent ol the RELLE Trostee, Custodian or
Manager:
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12.3.7 shall ensurc thatl its opinion and valuations are
independent of and unaffected by its business or

commercial relationships with other persons; and

12.3.8 meets such other criteria as may be required by the
Valuatjon Surveyor’s Registration Board or the

Commission. P

13, General obligations of property valuer
13.3 A property valuer shall—

13.1.1  waluc all the real estate held under the REIT. on the
basis of a full valuation;

13.1.2 physically inspect the sites of the real estate and any
building(s) and facilities erected thereon onec a vear,
and in any cvent, for the purposes of issuance of new
units; and

13.1.3  produce a valuation report prior to the acquisition or
sale of any real cstate by 2 REIT.
13.2  The valuation report produced under Clause 13.1.3 shall
comply with the requirements of Clause 14,

14.  Valuationreport

14.1 A property valuer shall produce a valuation report which
shall include, as a minimum—
14.1.1  allmaierial detail in relation 1o the basis of valuation
and the assumptions used;

14.1.2 a description and cxplanation of the valuation

methodologies adopted;

14.1.3  the following particulars in respect of each property:

fa) an address sufficient to identify the property,
which shall generaliy include the postal address,
lot number and such further designation as is
regisiered with the appropriate government
authoritics:

b} the nature of the interest the REIT holds in the
property {e.g. if'it is a statutory or Presidential
lease, and the remainder of the term if it is a
leasehold):

fe) the existing or current usage of the property (¢.g.
shops, offices, factories, residential, ctc);

(¢} a brict description of the property, such as the age
ol the building. the site area, gross floor area,
nel letrable floor area. and the current planning
use;

fe) the options or rights of pre-emption and other
incumbrances concerning or affecting the
property:

] the occupancy rare:

fg) lease cycle duration:

(1) lease expiry profiic;

fi; a summary of the terms of any sub-lease or
lenancies. including repair obligations. eranted
to the tenants of the property;

(7} the Tair valuc existing at the date the valuation was
performed:

tke the existing monthly rentl before tax i the
property is wholty or partly let together with
the amount and description of any outgoings or
disbursements from the rent, and. it mateialls
different. the estimated current monthly marker
rental obtained. on the basis that the propens
was mailable wo et on the effective date as
which the property was valued;

ft the estimated current net yield:
fm) a summary of any rent review provisions, where
material;
() the amount of vacani space, where material:
fo} Material information regarding the title of (he
subject property as contained in the relevant
fegal opinion, and a discussion as to whether
any and how the legal opinions have been raken
into consideration in the valuation ofthe relevant
property; and
{p} any other matter which, in the valuer’s opinion,
may affect the property or its value;
14,14 particulars {as set oul in ¢) of any real estate Tor
which the REIT has an option to purchase;

14.1.5 aletter stating the independent status of the property
valuer and that the valuation report is prepared on a
fair and unbiased basis:
14.1.6  a statemcnt as to the valuation methodology and
assumptions uscd, and justification of the
assumplions; and
14.1.7 an explanation of the rationale for choosing the
particular valuation mcthod if more than one method
is adopted.

14,2 Whenever a valuation report {s prepared {or the REIT, the
date of the valuation report shall be—

14.2.1 the date the property is valued, if the report is
prepared for the purposc of calculating the net asset
value of the REIT: or

a date which is not more three months before the
date on which a prospectus is issued or the sale and
purchase agreement or other agreement to transter

legal title is signed.

14.2.1

15, Retirement of properi: valuer

15.1 A property valuer shall retire after the valuer has
conducted valuations of the real estate of the REIT lor three
consecutive vears, and the same valuer may not be re-appoeinted
umtil the expiration of three vears after the last engagement as the
REIT's property valuer.

13.2 A property valuer shall retive in atl other cases provided
for in the constitulive documents.

15.3 The property valuer shall be subject to removal by notice
i swriting from the Manager in any of the following cvents—

13.3.1 the properly valuer goes into liguidation, beeomes

bankrupt or has a receiver appointed over its assels or
ceascs to have qualitied valuation survevors:
the firm’s qualificd valuation surveyor isno longer in
good standing with the Valuation Survevor's
Registration Board:
for good and sufticient reason, 1 the Manager siates
in writing that a change in the groperty valuce is
desirable in the interests of the unit holders: or
13.3.4  an ordinary resolwtion iz passed by the unit holders
1o dismiss the proncriy valuer.

>4 A property valuer shall. priar ta removal by a Manager
undar clause 1350 be given an opportunity 1o be heard,

133 Upanthe retirement or remaval ol the valuer. the Manager
shalb uppoint a new property s aluer approved b the Trustee that

mects the eligibility requirensent vl clause 12
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16.  Acquisitionr and disposal of real estate and price
16.1 A REIT shall not:

16.1.1 aucquire a real cstate at a price which exceeds the
price in the valuation report hy more than ten pereent
unless the acquisition is approved by a special
resolution of the REIT unit holders; or

dispose of a real estate at 2 price Jower than ninety

percent of the value assessed in the valuation report
unless the disposal is approved by a special resolution
of the REIT unit helders.

16.1.2

16.2 A valuation report produced pursuant to Clause 13 shall
not be more than twelve months old.

16.3  Where the disposal of an asset would exceed fifty pereent
of the total asset value of the REIT, the unit holders shall approve
the disposal by ordinary resolution prior to the Manager entering
into a binding contract for the disposal. except where a disposal is
for the purpose of terminaling or winding up the REIT.

16.4 The Trustee and the Manager of a REIT shall, before
acquiring any real estale as an asset of the REIT, cnsure that the
prospective property—

16.4.1 is tenanted on a commercial basis to a lenant(s)
paying rent at commercial rates;
16.4.2 has good prospects for future net rental income and
is competitively located as evidenced by market
studies;

16.4.3  iscomplete and located within a good catchment area

as cvidenced by market studies:

16.4.5 is in a good state of repair or if it requires
redevelopment or capilal expenditure, this has been
factored into the purchase price as reflected in the—
{a} valuation obtained prior to the acquisition;
(b) budget prepared by the Manager: and
{c} disclosure in the report of the structural engineer
obtained on the condition of the real estate

to be acquired.

16.5 Notwithstanding clause 16.4 a REIT may acquire a real
estate which is nat fully tenanted at the time of acquisition provided
that—

16.5.1 1he Manager reasonably believes that there is goad

potential to secure tenants within a reasonable period

of lime at’commercial rate;

16.5.2 anv capital expenditure required to be incurred 1o
enhance the real estate and secure tenants would not
materially affect the level o[ distributions or the yield

to the REIT unit holders: and

16.53 the acquisition will yield 4 reasonable retumn within a
reasonable period of time.

17. Confinuing obligations for REfTS

17.1 A RUIT shali, apart from compliance with continuing
obligations as stipufated in the Securities (Collective Investment}
Rules. forthyith publish in at lcast 2 daily newspapers having a
national circulation or in anv other media approved by the
Commission. and notify the Compussion. its unitholders and iLs
listing exchange 25 00N as reasenably practicable (but in any ¢vent
no later than the end of the gest working day) of any w eyl
change or any major new development in ils sphere ol activity
which are not public knowledge and which in formation: —

1700 iy necessary Lo enable them and the public Lo appritiae
the lhancizl pasition ol the issuer:

17.1.2  is necessary fo aveid the establishment ol a fulse

market i its securities: and

17.1.3  miaht reasonably be expected materially w alfeol
market activity in the price of its securities,

8.

The Commission shall from time to time issue updates to these
Guidelines.

Daled the 14th day of July, 2020

Review and updating of these Guidelines

K. CHiTale.

LUSAKA Chief Lxecutive Officer




