NAREDCO
NATIONAL REAL ESTATE DEVELOPMENT COUNCIL
PRE - BUDGET MEMORANDUM FOR 2018-2019
Al. INCENTIVE FOR HOUSING DEVELOPMENT TO TAKE
ECONOMY OUT OF DEPRESSION

1. Rationalisation of GST for real estate.

(a)Sale of Real Estate to be implemented in 5% GSh. Sla

Previously, the sale of under construction reahtesfwhich is on
the basis of considering it as a Works Contracy sbject to both
Service tax and VAT. The Service tax law allowedabatement
of 70% on the total agreement value (where suchevaicludes
land value). Thus, Service tax was applicable @ D& 30% of
the agreement value, making the effective Senagebtirden only
4.5%. As against this, Input Credit was availdbleset-off. The
abatement was primarily for land value included tive total

agreement value.

On the VAT side, the States typically provided tways of

taxation in case of real estate construction cotdraEither the
land value is included in the total taxable valueich was then
taxed at a very low rate or VAT was levied on tleue after

providing for standard deduction towards the vabtfidand and

labour. For instance, Maharashtra imposed VAT %t dn the

agreement value that included land value. Mangro8tates such
as Haryana, Delhi and U.P. provided for exclusibaad either

on the basis of circle rate or as a notional peeggn of total

contract value. Effectively, on VAT side a substnvalue of

about 75% was reduced from the agreement valuedswiae land
value. As against this, general Works Contraa tdtVAT was

around 5% which was brought down to 1% due to laalde being

included in the agreement value.

Thus, in the aggregate previously Service tax aAd Was about
5.5% of the agreement value. Both under Servigelaws and
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VAT law, there was no levy of Service tax and VA gales after
completion of the project.

Under GST, general rate for Works Contract is 18&tyever, for
sale of under construction real estate deductionafiod value is
provided @ one-third of the sale value. Thereforeaccount of
land value, the GST rate is reduced from 18% to i&Bich

effectively results in an abatement of about 33%ompared to
this, previously the abatement both under Senagdaw and VAT
law was 70% to 75%. This has clearly resulted iwase of
situation under GST compared to the previous lavhdlying the
abatement from 70% to 33%.

The following table illustrates the point:

Sale Price Rs 50,000 10,000 5,000

Area of Flat 1,000 1,000 1,000

Sale Value Rs 5,00,00,00a,00,00,000 50,00,000
0,

llsf‘lir;(; Value as % of Sale 50% 30% 20%

Value of Land Rs 2,50,00,000 30,00,000 10,00,000

Value Excluding Land Rs 2,50,00,00070,00,000 40,00,000
12% GST on Total Value Rs 60,00,000 12,00,000 6,00,000
Effective Rate value Excl

24% 20% 16%
Land
0
18% GST on Value Excl 45,00,000 12,60,000 7,20,000
Land Rs

Suggested Amendment

It will be seen that where the land value componenis high,
GST @ 12% on total value is higher compared to GS® 18%
on the value excluding land. Either the guidance Vae of land
be allowed as a deduction from the sale price or ¢éhrate of
GST be reduced from 12% to a rate closer to 6%.

Another consequence of such an abatement is tharajects
where the land value is higher than 33% of the salae of the
property than effectively the sale of land suff&ST although in
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GST law, there cannot be GST on sale of land. Tmstdutional
validity of this needs to be examined.

Under the previous Service tax law and VAT, thees\a saving
of 5.5% for any purchaser if the purchase was afenpletion of
the project. However, under GST such saving willHigher at
12% which means effectively during constructionigetthere will
not be any sales as every purchaser would lookve $2% GST
by purchasing after completion of the project. Tii# wipe out
the market for under construction project whichl wdve adverse
repercussions for everyone.

For smaller value flats also, the GST burden orm@asemer is

higher compared to the cumulative effect of VAT &wtvice Tax
under the erstwhile regime. This is illustratedha Table below:

GST on Real Estate Sale Vis-a- Vis, VAT/Service Ta

Premis | Premis | Premis
GST Regime es-1 es-2 es-3
Sale Price - Rs 15,000 10,000 5,000
GST @12% 1,800 1,200 600
Construction Cost -Rs 4,500 3,500 2,500
Average GST Input Cost (16% on Cost) 720 560 400
;I'-I'a():( on Consumer under GST after full 1,080 640 200 | A
Earlier Indirect Tax Regime
VAT and Service Tax impact on Sale
Price under old regime (Average 5.5%) 825 550 275
Less Input Credit of Service Tax only
since VAT was composition tax 450 300 150
(Average 3% of Sale Price)

B

Tax Borne by Consumer 375 250 125
Difference in Tax under GST (A-B) 705 390 75
% difference on Sale Price 470% 3.90% 1.50%
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Suggested Amendment

The GST rate for sale of under construction real @ate should
be not more than 6% on the agreement value which Wimake
it comparable to the previous situation.
example showing the GST liability together with pasing on of
the Input Credit. In any building construction, the ratio
between cost of material and labour + works contracis 4:6.
Considering the same given below is an estimated G&s part

of Input costs

Given baw is an

Particulars Ratio Applicable GST rate
Cement and RMC (goods) 1.2 28%
Steel (goods) 1.2 18%
Marble / Granite / Tiles (goods) 0.8 28%
Miscellaneous materials (goods) 0.8 18%
Cost of labour + Works Contract 6.0 18%
(services)

Thus, the average GST as a percentage of construmtis cost
will be 20%. On one hand, the Input Credit is 20%of the
construction costs while the Output liability is 126 of the sale
price. Therefore, the Output GST liability although at a lower
percentage is on a higher value while Input GST peentage is
on a lower amount of cost of constructions. This auld not
result in any higher set off which will ultimately lead to higher
GST liability as compared to the previous ST and VA

liability.

(b)Input Credit of Construction against output of Reapt

Under commercial construction, property (buildimg)onstructed
by the developer/ builder as business asset. Titdirigior units in
the building are then given on rent to lessee waries who could
be service providers, retailers, hoteliers, theate hospitals, to
name a few, all of which are businesses which gdeer
employment and contribute to the growth of econamy GDP.
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Under GST, goods and services acquired by the deeelfor

property construction will be subject to GST. Unttee GST Law,
any lease or letting out of immovable property v deemed to
be service. Section 15(1) of the GST Act provided the value of
a supply of goods and/or services shall be thesaietion value i.e.
the price actually paid or payable for the suppiygoods and/or
services. GST, thus, will be applicable on thetaksncollected
from tenants at the rate of 18%. However, undeti@e 17(5)(d),

Input Credit for construction of an immovable prdgeis not

allowed. It is pertinent to note that without tbenstruction of
immovable property there can be no renting of As far as the
point that there is no GST in respect of a comgldieilding is

concerned, renting of commercial immovable propestymade
liable to GST and such renting is possible onlyaofompleted
commercial immovable property. In other words, @re hand,
GST is sought to be levied on a completed commi@raimovable

property renting but Input Credit on such constaorctis

disallowed possibly on the presumption that aftemgletion of
construction there is no GST applicable.

Suggested Amendment

Since renting is sought to be made liable to GST,llanput

Credit should be permissible without it being disdbwed. In

any case, due to anti-profiteering provisions, thex cannot be a
case of unjust enrichment. The fundamental objecti of
bringing in a reform like GST is to eliminate the arrent

anomalies in taxation that lead to cascading of tas and
distortions in the system. The enhanced cost burdedue to
restriction on input tax credit will have a ripple effect on the
total cost of construction of the property and willescalate the
project costs. Moreover, high rate of GST on inpu/input

services will have an adverse impact on the workingapital of
the company especially at the time when the industris
struggling and has been witnessing a deceleration growth.

One of the primary objectives behind the introducton of GST
Is to enable seamless flow of input tax credit acss the value
chain. The property, as stated above, is construalefor the
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business purposes and given on lease also for buess
purposes. Thus, these transactions are B2B transauts where
there must be seamless flow of credit across suppthain. The
additional costs on account of blocked credit wilbe crippling
for the industry.

(c) Resale of flats before completion / occupation

Sale of flats during construction stage prior tonptetion is liable
to GST. Thus, the entire sale price paid in insgalts is subjected
to GST. It generally happens that a flat purchasey book a flat,
make part payment and may want to resale the fiatr po its
completion. Due to legal requirements the agreenm@ntesale
would also include terms and conditions that ittrignsfer of
benefit of the agreement which the first flat pasér has made
with the Builder. Under GST law, only sale of lasmad/or building
Is not liable to GST. But for the legal requirenseaf drafting the
resale agreement, such an agreement is nothingrbagreement
for sale of land and/or building. It is pertineatriote that, due to
such resale, no part of the sale price betweerBthlder and the
first flat purchaser would escape GST.

Suggested Amendment
A suitable clarification to the effect that such rsale should not
be liable to GST will help in avoiding any other iterpretation

that may cause hardship.

(d)Joint Development Agreements

Under the Service Tax regime, the department hadieds
clarifications relating to the Valuation Methodojognd the Time
of Supply in relation to projects undertaken by IR&ztate
Developers under what is popularly known as Joievdlopment
Agreements, whereunder the land owner is providedriin area
developed by the Developer in consideration for gnant of
development rights of the land meant for free shie the
Developer. The GST law and rules has not made fionsg for
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determination of the time of supply and the valoer¢of by the
Developer to the landowner.

Suggested Amendment

Strictly speaking, the value that the Developer pags on to the
landowner is the actual amount spent by him on the
construction of the area delivered free of cost. Heever, the
type of construction, the amenities provided, the griod it takes
to construct, etc. may make this value unacceptablen all
circumstances. Therefore, the safer approach is tadopt the
guidance value of the land for stamp duty purposeggelatable
to the area of land permitted by the landowner agaist which
he receives the constructed area. As regards thaming of
supply, usually the agreement between the developand the
landowner would have provisions for the date of trasfer of the
rights to the land. That date should be the deternmative date

of supply.

It is urged that clear rules be laid down to avoid any
ambiguity, taking industry suggestions into account

(e)Transfer of Development Rights

Under Transfer of Development Rights (TDR) is adfgrderived
from land and such transfer of development righbusth be
excluded from definition of Service under Sec 29162 CGST
Act.

Suggested Amendment
Strictly TDR may be included in Schedule 1l (i.e) activity
neither supply of Goods and / or Services or spewhlly

included in Notification No 9 (i.e) exemption Notifcation of
GST.
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() Cancellation of Flat Booking

(a) In case a person booked flat in Service tamre@nd also paid
service tax but cancels his booking in GST regirhent the
developer be permitted to refund service tax tblilayer and also
be given facility to adjust the service tax in Gi&bility.

(b)In case a person books flat in GST regime amnttala his
booking in GST regime then the developer be peeahitd refund
GST to the flat buyer without any time limit ands@lbe given
facility to adjust the service tax in GST liability'ransfer of
Development Rights (TDR) is a benefit derived friamd and such
transfer of development right should be excludedanfrdefinition
of Service under Sec 29102) of CGST Act.

(g)Transfer of Immovable property by way of long lea&ST
implications

The Builder would acquire land on long term leasetlie purpose
of development. Builder would construct a buildiog that land
and offer to give the constructed units on a l@mntlease of say
99 years for a consideration which is a lump sunowr of
premium. The Builder, under the lease document,ldvansfer
all the rights such as right to sub lease, transfesign, mortgage,
etc. to the lessee. Stamp Duty laws in variougstabnsider such
long term leases which are for a period of moren tB@ years as
equivalent to sale/transfer of title of immovabtefperty.

Mostly, in all the cases where the state governfsetitory
body/government company allots land to any pattig, always by
way of a long lease say for 99 years by chargingupfront
premium. Moreover, the economic interest and all tiights are
transferred under such long lease save and extepeversionary
interest (which is the residuary ownership rightsl ahe right to
receive rent, if any). The owner would not be cépalb exercising
any rights with respect to such land given on lessall the rights
are with the lessee. Thus, except of the ‘form'trahsfer being
called lease, it is virtual transfer of title. lloag lease, even if the
ownership is continued with the lessor, it is mgtéular.
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Suggested Amendment

Under the exemption made available under GST (iten®8),
only premium charged for any lease of 30 years or ane to any
Industrial Unit for Industrial Plots is exempt. Similar
exemption needs to be extended for any one (whether
Industrial Unit or not) and for any purpose (whether
Industrial Plot or not), as acquiring land on longlease is one of
the well-known recognized methods of acquisition dand.

(h)Transfer of immovable property by way of Assignmeht.ease /
grant of Development rights

Under GST law, in Schedule llI, item 5, sale ofdaand sale of
building (in the case of building after its comel is exempt as
it is considered neither as supply of goods norsagply of
services.

Under the previous Service Tax law, transfer ofe tiof any
immovable property is a carve-out from the defamtiof Service
and hence not liable to Service Tax. Moreovereuarnle previous
Service Tax law, any service is defined to be anivay’ carried
out by a person for another. However, under GS7¥ iservices’
Is defined to be anything other than goods. Thatdmeing that
the concept of an activity in order for it be avsez is absent in the
GST law. In law, title can be in different formsch as freehold
title, leasehold title, etc. One of the meansaofuasition of land is
acquiring the leasehold interest of any Lessehariand by way of
an Assignment of Lease such that all the rightthefLessee are
transferred in favour of the Assignee. Thereféssignment of
Lease is considered transfer of title and not &d@blService Tax.

Suggested Amendment

Assignment of an existing lease by one Lessee too#rer
(Assignee) would not amount to an activity and woual amount
to a transfer of title and therefore should be exemt under
GST on the same basis as sale of land is exemptidta well-
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recognized fact that transactions for transfer of &nd take place
under various forms such as sale of land or leasd tand or
assignment of an existing lease of land or grant afevelopment
rights in respect of a land. It is also well-recagized in law that
property is a bundle of rights whereby the property can be
transacted by transfer of any or all rights. Devabpment right
is one of the constituent of such a bundle of rigbkt Therefore,
a transaction of grant of development rights wouldoe similar
to a transaction of transfer of land. Accordingly, any
transaction of grant of development rights also ne#s to be
exempted under GST on the basis of the exemptionamnted for
sale of land.

(i) Rentals
GST payable on rental income is 18% which is carsid high.

Suggestion:
It is suggested that GST on rental income be broughn 12%
slab.

2. Section 80-IBA (Deductions in respect of profits ath gains from
housing projects)

New section 80-IBA, inserted by Finance Act 201&fW1.04.2017,
specifies that the profits and gains derived frdm business of
developing and building housing projects comprigiogsing units of
30 sgmtr carpet area in cities of Chennai, Dellulkita or Mumbai
and 60 sgmtr carpet area at any other place, &ealdllowed a
deduction of an amount equal to hundred percenhefprofits and
gains derived from such business, subject to cedtier provisions
of the section.

This section primarily covers affordable housingou@0 sqmtr carpet
area for EWS and LIG, under Pradhan Mantri Awas axaj
Extension of the provisions of this section for &siog units of 120
and 150 sq mtr carpet area for MIG | & MIG I, inded in PMAY
for interest subvention scheme, will provide greelief to MIG
segment and incentive to developers.
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Suggestions

Extend provisions of section 80IBA to housing unitaipto 150 sq
mtr carpet area, to cover MIG categories, who are leeady
covered in PMAY for mortgage interest subvention of4 and 3
percent for income group upto Rs. 12 lakh and Rs.8llakh per
annum, respectively.

It is also suggested that the validity of above presion should be
extended to projects sanctioned on or before $IMarch 2019, as
for 30 and 60 sq mtr carpet area houses covered uad80IBA.

3. Section 80C

Section 80 C allows deduction up to Rs. 1.5 lakimfiannual income
on consolidated payments or deposits specifieduim section (2)
which interalia includes payments on purchase @rsttaction of a
residential house property through installment art ppayments or
repayment of amount borrowed from Govt. / Banks stagnp duty,
registration fee and other expenses for the purpbsansfer.

As sub section (2) caters for payments on accodinbhumerous

essential savings such as Pension, Provident Fusutance etc, there
IS no or very little scope left under this sectitm accommodate
payments of principal amount borrowed for purchaiseonstruction

of a residential house.

Suggestion

It is suggested that the sealing of Rs. 1.5 lakhau80C be increased
to Rs. 2.5 lakh and Rs. 1 lakh out of it be exclugly reserved for
payment of principal borrowed for the purchase of aresidential
house. This will help in boosting housing stock. Aeparate limit
for payment towards purchase of a house or repaymenof
principal on housing loan was available earlier u/88.
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4, Section 24 (Deduction from income from house propéy)

Under Sec. 24(b), deduction on account of integesgment on
housing loans is permissible to owners of rentedllivg units to the
fullest extent. In case of owner occupied houkedimnit is set at Rs.
2 lakh. Also, the deduction is available after asijon or

construction is completed within five years frometend of the
financial year in which capital was borrowed.

Suggestions

It is suggested that the deduction on account of terest payment
available under section 24 should be made applicablfrom the
year in which capital was borrowed as for principalu/s 80C and
should be to the extent of full interest paid, atdast in respect of
one house. In case this is not agreed, at least timait of Rs. 2 lakh
should be raised to Rs. 3 lakh for owner occupiedduses. Also,
five years period for acquisition / completion fromthe year of
borrowing should be dispensed with. This will provile much
needed impetus to housing sector which is reelingnder huge
housing shortage and relief to consumers, in viewfaelayed
projects due to cash flow.

5. Section 23 (5) - notional income for house propertiield as stock-
in-trade

Section 23 (5) proposes that in respect of unsotghgrty held as
stock in trade and not let out, the annual valughefproperty for the
period upto one year from the end of the finangi@hr in which
completion certificate is received from competeutharity will be

taken as Nil. Thereatter, it will be assessablaesme from property
on the basis of its notional rent.

This provision is very harsh and will create geeulrardship to real
estate developers who are facing tremendous peegsuhe ongoing
sluggish market. Real estate industry is alreadyggting with large
unsold inventories. Taxing notional rent after gear from the end of
the financial year in which completion certificage received from
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competent authority will lead to severe financiaplications for the
developer/industry.

Suggestion

It is suggested that the entities engaged in reaktate business
should be exempted from the burden of tax on notical rent
income.

In case above is not possible, the period of 1 yeahould be
extended to at least 5 years or Govt. may give credor tax paid
on notional income at the time of actual sale of perty.

6. Section 54 (Capital Gain from sale of house propey)

At present, capital gain arising from transfer ofy acapital asset,
being buildings or lands appurtenant thereto, agiddoa residential
house, is exempt from tax in cases where the saleeeds are
invested in acquiring/constructing of one residantiouse anywhere
in India. Such a restriction is deterrent to thgeotive of boosting the
housing stock, and hence needs to be repealed.

Suggestion

To overcome the huge housing shortage in the coumtr the
restriction imposed on investment of sale proceednoacquiring
one residential house should be removed and scopeadened to
exempt capital gain tax if the sale proceed is ingéd in housing
activities to create one or more housing stock.

7. Section 194-1A (Payment on transfer of certain immeaable
property other than agricultural land)

Section 194-IA inserted by Finance Act 2013 makasdferee liable
to deduct TDS at the rate of one percent of thaevaf consideration
paid to transferor and deposit in Govt. treasurjieng value of
consideration exceeds Rs. fifty lakh. No TAN is uiegd to be
obtained and TDS certificate is required to beadsmanually in form
16B.
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Suggestion

This is big deterrent in promoting housing for alland will impact
middle income segment hard. Housing cost varies fno cities to
cities and Rs. fifty lakh is not sufficient to meethe cost of average
residential unit in Metros and tier | cities. Looking at huge
shortages in housing stock for all categories, isisuggested that
the provision under section 194|-A be done away wit at least for
primary market.

8. Section 45(5A) - Capital gains in case of joint delopment
agreement

Section 45 (5A) proposes that in the case of amsasg being
Individual or HUF entering in to Joint agreementdevelopment of a
project, Capital gains will be changeable to taxha previous year
when competent authority issues certificate of detrgn for the

whole/ part of the project. This proposal is intmodd with the

intention to mitigate the undue hardship which dlaaer may face in
payment of upfront capital gain tax.

The proposal does not cover land owner holding pgraperties in
name of company, firm, LLP etc.

Suggestion

It is suggested that this provision may be extendew all types of
entities.

9. Section 43CA (Special provision for full value of @nsideration for
transfer of assets other than capital assets in darn cases)

Section 43CA, inserted by Finance Act 2013, ondliaESection 50C,
provides for considering valuation assessed orsaab& by any
authority of State Govt. for the purpose of payman$Stamp Duty as
the value of consideration received or accruing assult of transfer
of an asset being land or building or both, byabksessee.
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Stamp duty is generally calculated on valuationas$et based on
circle rate fixed by State Govts, which are in maages higher than
the market value or the value negotiated betwed#arsand buyer.
This makes seller and buyer both liable to paydaxhotional gain /
profit under the provisions of sections 43CA, 50 &6(2)(vii)(b),
making the case of double taxation.

Further, Section 43CA does not take into considarathe normal
practice of land assembly adopted by developendial in view of
Land Ceiling Act, which prevents land assembly hg entity beyond
certain limit.

Suggestion

In all fairness the actual sale value should only éthe basis for
computing tax on profit and gain from land and building assets
and not the notional income. In real terms, the praision u/s 43CA
will create lot of harassment to the real estate delopers and may
become big deterrent.

In view of the above, it is suggested that the se&mh 43CA be
dropped all together. In case it is not possible tagree to the
above, primary market transactions should at leasbe kept out of
its purview.

10. Real Estate Stressed Assets

Real estate performance between the period 200ID8 wvas good
because of robust demand, which inspired developersnvest
lavishly in land acquisitions for future businessquirements.
Consequent to global economic breakdown in 200@iaineconomy,
resilient initially, also weakened and cycle reeersafter 2008
because of weakening economy globally. High irdlatiin Indian
context, was additional factor, which made lendiagpensive.
Demonetisation of Rs. 1000 and Rs. 500 notes in62@8hd
implementation of GST and RERA in 2017 have alspaated real
estate considerably.
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11.

Consequently, there is severe shortage of liquiditd slow down,
leading to delays in projects completions. In ageri@ases, projects
have even got stalled or abandoned. Investors andumers, who
had invested, are now feeling insecure and frieirahd knocking the
doors of courts for relief. Developers, despitartbest intentions, are
unable to complete the projects in absence of ttash

In the National interest, it is, therefore, impemtthat Govt. and
financial institutions should step forward and imte the
stressed/stalled projects, albeit with proper sseds for money
invested.

Suggestions

a) Create a National Fund to finance delayed/stalledrpjects.

b) Restructure old project loans for a year or two.

c) Sanction start up loans equal to 10-15 percent ofrpject cost to
kick start delayed/stalled projects and to revive pvate
investments.

d) Bring down mortgage interest rates to incentivise pblic to
invest in housing.

e) Return of land allotted by Govt., where work has no started,
for cash in the hand of developers to improve theiliquidity to
complete ongoing projects.

Hand holding by Govt. is necessary, at this stageyoost country
economy.

Incentivise for Rental Housing to meet Housing for All
commitment by 2022.

In view of the housing shortage in the country dhd objective
‘Housing for All by 2022’ and in view of the fachdt all cannot
afford ownership housing, we need to give a bigsbdo ‘Rental
Housing'. The following incentives are suggested (for compass /
partnership / HUF / Individuals):-

a) Income from renting of housing properties be taxedat a flat
rate of 10%.
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12.

13.

b) Provision of rental housing on a large scale will equire the
services of Property Management Firms. In order tomake
property management a viable activity, income of fims which
are wholly engaged in maintenance / repair and othe
specified management services for rental housing ditks may
be brought within the ambit of Section 80 IB (10) b Section
10 (23G).

c) High cost of houses and high property taxes lead @ low rate
of return (ROR) from rental housing making renting out an
un-remunerative proposition. To improve the effecve ROR
from renting, it is suggested that the deduction fom rental
income under Section 24(a) be increased from 30% t80%.
This will promote rental housing. For women and Seior
Citizen, the deduction could be 100%, keeping sodia
requirements and empowerment of women in view.

Priority Sector lending limit for home loans to beincreased

Priority Sector lending to be extended for homensoap to Rs 35 lakh
for medium cities, Rs. 50 lakh for metropolitanestand Rs. 75 lakh
for mega cities, to provide relief to MIG category.

Section 71 — Transitional Provisions for set off ofoss under the
head Income from house property

The existing provisions of Section 71 relate tocfébf loss from one
head against income from another. Sub-section (3#gerted by
Finance Act 2017 wef 01-04-2018, provides thato$kof loss under
the head "Income from house property" against ammgrohead of
income shall be restricted to two lakh rupees fiyr @assessment year.

This provision will lead to negative sentiments aigst the investors
in real estate sector and will hamper growth of estate industry.

Suggestion

It is suggested that setting off of full loss be lwed as in the past.
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A2

FUNDS FOR HOUSING
Dedicated Affordable Housing Fund.

Finance Bill 2013 had created Rural and Urban Hau$iunds and
Rs. 4,000 crore and Rs. 2,000 crore respectivelse vedlocated in
2013-14. Rs. 8,000 and Rs. 4,000 crore were addétese funds in
2014-15. It is meant to mitigate huge shortagdsooking in rural and
urban areas. Govt. must create a strong finanojgbat system by
increasing allocations to this fund and simplifpdeng procedures as
also meaningfully engage private sector to overcohmising
shortages in the country, especially for pddris fund could also be
used to help stressed assets.

Access to Pension, Insurance and PF Funds.

Housing Finance is a long-term investment and asselity mis-
match is a major problem for housing finance cormgmn Access to
long-term funds such as Provident, Insurance amsi®e funds will
ease the situation.

All developing countries have access to the lomgntéunds for
Housing and infrastructure development. The a$isdility mismatch
between short term borrowings and long term lendoan be
obviated. USA and Singapore are classic examplesevtund flows
from these sectors have helped increase finanesalurce flows with
long tenor and cheaper funds.

Investment in HFIs should be an eligible investmentor pension
funds, Insurance funds and Provident Funds.

Access to Bank Incremental Deposits.

In order to improve affordable housing financetfoe low and middle
Income groups, it is important that housing finasbeuld be made
available at cheaper rates. For that it is impuriaat housing finance
companies get low cost fund#.is, therefore, suggested that banks
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may increase their allocation for housing from thepresent 3% to
5% of their incremental deposit. The additional 2%incremental
allocation may be earmarked strictly for affordable housing
projects only.

4. Real Estate Investment Trust (REIT).

SEBI has already launched InvITs and REIT anddéh®ave become
recognized pooling / investment vehicles. World rpREIT have

been very effective instrument and source for fngdhousing

projects because of various fiscal concessionsrarahtives provided
by various Govts. to REIT units and the sharehalder

To promote InvITs and REITs, we suggest following-
Treatment equivalent to listed entities
(a)Holding period for units of business trust to gfyals long-term

capital asset should be reduced to 12 months frémm8nths
[Section 2(42A)]

Currently, for listed shares and units of equitiested funds, the
holding period for being classified as a long-terapital asset is a
period of more than 12 months. Further, long-teapital gains
arising on sale of listed shares and units of ggontented funds
are exempt from tax, provided the following corwhs are

satisfied:

(a) The transaction of sale is entered into on ftard October
2004; and

(b) The transaction of sale is subject to secuwritr@nsaction tax
(“STT").

Finance Act (No 2), 2014, extended the above exempd long-
term capital gains arising on sale of units of bass trusts.
Further, the STT provisions have been amended ity wale of
units of business trusts within the purview of STherefore, to
that extent, the provision dealing with taxabilitf long-term
capital gains arising on sale of units of businiegsts have been
aligned with those for listed shares and units aquity oriented
funds. However, the period of holding for unitsbefSiness trust to
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gualify as long-term capital asset is still morartt86 months, and
has not been brought in line with the period ofdimaj for listed
shares and units of equity oriented funds.

Units of business trusts are treated by the maakeequity-like
instruments. Furthermore, units of business trastsexpected to
be listed on the equity segment of the stock exgésnlt is also
pertinent to note that the memorandum explainireg ghovisions
of Finance Bill (No 2), 2014, stated that the calpyiains on sale of
units of business trusts will be given the same harefits as
shares of a company. The relevant extract is rejmext below:
“The listed units of a business trust, when tradeda recognised
stock exchange, would attract same levy of seesgrifiansaction
tax (STT), and would be given the same tax bengfitespect of
taxability of capital gains as equity shares obapany i.e., long
term capital gains, would be exempt and short teamtal gains
would be taxable at the rate of 15%.” (emphasipbeqh)

It is also pertinent to note that the memorandumlaming the
provisions of Financial Bill (No 2), 2014 statechtithe shorter
period of holding of more than 12 months was intaetd for
encouraging investment on stock market where poéagcurities
are market determined. Accordingly, the period ofdimg for
gualifying as long-term capital asset in case otigges which are
not traded on a stock marked i.e. unlisted seesréind units of a
mutual fund (other than equity oriented mutual fendvas
increased from more than 12 months to more tham@®ths vide
Finance Act (No 2), 2014. Since units of a businesst will be
listed on the stock market and the price will bekatdetermined,
we understand that the intention should be to altbey shorter
period of more than 12 months to units of busiriessts as well.

In light of the above, it is proposed that, holdperiod for a unit
of Business Trust to qualify as long term capitded should also
be more than 12 months & not more than 36 months.

Suggestion
Insert the words “or units of a business trust” inthe proviso to
clause (42A) of section 2 in the manner set out losV:

“Provided that in the case of a security (other tha unit) listed
in a recognised stock exchange in India or a unitfahe Unit
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Trust of India established under the Unit Trust of India Act,
1963 (52 of 1963) or a unit of an Equity Oriented &nd or a
zero coupon bond or a unit of a business trust, thprovisions
of this clause shall have effect as if for the wosd"thirty-six
months", the words "twelve months" had been substiited.”

(b)Exemption from Section 2(22)

Business Trusts may invest in a number of Holdinghganies/
SPVs and it is likely that there may be surplusd&iavailable in
one Holding company/ SPV which can be productivielyt to

another Holding company/ SPV. Considering prowvisioof

Section 2(22)(e), such loans may have adversenugkdations.

Provisions of Section 2(22)(e) do not apply toséell company or
its subsidiary. Since units of a Business Trustldbe listed and
the Holding company/ SPV is its subsidiary, exeomptifrom

Section 2(22)(e) should be available to such Hgldiompanies/
SPVs as they are available to a listed compantsaubsidiary

Suggestion
Insert the following sub-section (c) to Section 2@) to the
definition of “Company in which public are substantally

interested”:

“if it is a special purpose vehicle or a holding cmpany
referred to under Explanation to section 10(23FC).”

(c)Allow carry forward of losses on exchange of shaeSPV with
units of REIT -Exemption from Section 79

SEBI REIT Regulations require the REITs to hold fests than
50% in the SPV. This will lead to a change in shaiding of
SPV affecting 51% of its shareholding thereby attre the
provisions of Section 79 resulting in lapse of wwbed losses of
the SPV. There is a reason to grant exemptiosdoh change in
shareholding of SPV since this is part of transierasset to a
REIT. Moreover, the provisions of Section 79 aot applicable
to a listed companies or its subsidiary. The unfta REIT are
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listed and the SPV is a subsidiary, hence, the piemshould be
granted for such change in shareholding so thalodses of SPV
do not lapse.

Suggestion

Insert the following sub-section (c) to Section 2@) to the
definition of “Company in which public are substantally
interested”:

“If it is a special purpose vehicle or a holding cmpany
referred to under Explanation to section 10(23FC).”

(d)115BBDA —Dividend Tax In Hands Of Recipient

Presently, tax @ 10% of dividend received in exag@siNR 10
lakhs per annum is payable by resident individublslFs and
Firm. It is now proposed to extend the above prowigo all
except domestic company and specified charitablestdr or
institutions referred to in Section 10(23C) or dfadne trust or
institutions registered under Section 12AA of the.A

This exclusion provided in the provision does novaer Business
Trust as referred in Section 2(13A). This effediiveneans that
Business Trust who receives dividend income frosnhblding
companies/ SPVs will be subject to this additiolealy of 10%
inspite of the fact that Business Trust is exempinftax on such
dividend income u/s 10(23FC). Since REITs and Isvidre
mandated under SEBI REIT Regulations and SEBI InvIT
Regulations, respectively, to distribute atlea$3df their profits,
this will adversely affect the investor yield anéka REIT/ InvIT
model ineffective.

Suggestion

Insert sub-clause (iv) to clause (b) of Explanatioproposed to
be inserted in section 115BBDA in the following mamer:

“(iv) businesstrust defined in clause (13A) of Section 2
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AS.

External Commercial Borrowing (ECB).

ECBs in housing and real estate sector except da#ide housing

projects upto 60 sgmtr carpet area is totally poiddl and sector
placed on negative list of RBI for bank debt, thesving the sector
mainly to private funding. This has led to increaseost of fund for

private developers and, together with increaseuml Icost, properties
have become unaffordable for average Indians. Therag huge

shortage of housing and real estate stock in cpuapening of ECB

in real estate sector will help reduce cost of fand property prices.
Also, opening of ECB in the development of SEZ wloamoothen

development of this capital intensive sector.

It is, therefore, suggested that ECBs be allowed iall spheres of
housing and real estate development including SEZrpjects.

REGULATORY ISSUES
Environmental Clearance

Considering expertise available with the State Guwents for
examining environmental related issues, the linfitbailt up area
should be increased from 1,50,000 sq mtr to 30D &Y. mts. for
granting environmental clearances by ULBs.

Urban Land Ceiling (ULC).

It is requested that Govt. should consider rema¥aection 20 and
related sections and rules so that all projectskstar last several
years can get started.

Project Clearance by Airport Authority of India (AA 1).

Large projects, considering market absorption gopt@val periods,
are expected to stretch to over 10 to 15 years.gfbes root planning
of which is done on the basis of norms prevailingthee time of
project approval. Reduction in height during projexecution period
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will have adverse effect on the project and hugearfcial loss to
developer. Hence, it is requested that height apghre@nce granted,
should be frozen for the life period of the projaat. till its

completion.

4. Coastal Regulation Zone (CRZ) Restrictions.

Currently, CRZ rules restrict development in thretfb00 to 100 mitrs.
from sea / river / canals etc. The CRZ rules hage &ozen the
development potential of Land at 1991 levels, whien rules were

notified. These should be considered for defreezing

Further, projects in CRZ areas need approvals atghgr which take

6-9 months and leads to increase in project tiraslin

5. Solid Waste Management.

In March 2017, the Hon’ble High Court of Mumbai bad new real
estate development permissions in the city of Mumlole to
improper handling of solid waste generated fromstmmction by
Bombay Municipal Corporation.

Since then building plans are not being sanctiotemtling to slow

pace of development.

This must be resolved.

6. Risk Weightage on Housing Loans.

RBI, vide circular no. RBI/2016-17/317 dated June2®17, has
rationalized LTV, Risk weight and Standard Assebvi&ioning as

under
Category of Loan LTV Ratio| Risk | Standard Assef
(%) Weigh| Provisioning
t (%) (%)

(a) Individual Housing Loansg
1) Upto Rs. 30 lakh <80 35

>80andk 90| 50
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i) Above Rs. 30 lakh and <80 35 0.25
upto Rs. 75 lakh

iii) Above Rs. 75 lakh <75 50
(b) CRE-RH N A 75 0.75
(c) CRE N A 100 1.00

Risk weight in case of CRE-RH and CRE needs torbedht down.
7. Setting up of Mortgage Insurance Companies.

Setting up of Mortgage Insurance Companies undemtddge Credit
Guarantee Scheme should be speeded up to encoseagadary
mortgage market.

8. Stamp Duty

In order to reduce transaction cost of housingtandiscourage black
money deals in housing it is important that stamped are reduced to
2-5 percent. Reduction in stamp duty will generatae revenue to
State Govts. by increasing transactions and helgduocing cost of
securitisation of housing loans.

9. Introduction of title insurance in respect of newlybuilt properties

Title insurance is an insured statement of the itimmd of title or
ownership of an immovable property. This insurames protect
owner and lender against defects in title and titeuments. In the
event of a defect discovered in the title of theparty, insurance
company will compensate the owner. This insuranak oifer
following benefits:

1) Title insurance would be a step in curbing the lblaoney in the
economy

i) Intending owner can be confident of the title of firoperty as the
insurance company will carry out an extensive t##arch of the
property.

i) In the event of defect in title of property, the reew can be
compensated by the insurance company
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14.

iv) Title insurance will encourage several NRI's antenmational
investors in investing in Indian real estate market

v) Insurance would reduce the risk of the banker, wvineturn would
lead to reduced interest rates and push in theestale sector.

Industry Status to Real Estate Development.

Real Estate Development should be given specidlisstat par to
industry.

“Industry Status” will bring about major transfortima in the outlook
and nature of the sector. It will enthuse investtseattract large
companies and most importantly inculcate corporatéure and
industry discipline, which will immensely benefit@omy in general
and consumers in particular.

“Industry Status” will also help the sector accémmk lending at
average interest rates at low collateral as agairgt risk rates
prevailing at present. Further, it will help secémcess central / state
subsidies in case developers are building in bagkweagions / north
eastern regions and raise ECBs.

In any case, most industry rules and regulatioasalieady applicable

to real estate industry and denying the same fadifig purposes
would amount to discrimination.
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