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The combination of China’s rapid economic development 
and urbanizing population makes property an attractive 
industry for foreign investors. Broad challenges, 
however, such as high taxes, tenancy registration, 
clarity of land title and scrutiny over repatriating rental  
income and other funds for distribution, have 
discouraged some investors from buying physical real 
estate assets. At the same time, the central government 
in Beijing has clamped down on property-related 
lending, in a bid to cool the sector. 

As a result, developers and investors alike have been 
looking for new and legally-robust ways to participate 
in the market and generate capital from PRC real 
estate assets.

A Pioneering Transaction

The recent and successful launch of Hong Kong’s first 
real estate investment trust (REIT) made up solely 
of PRC properties has created a novel template for 
investors to tap the value in commercial portfolios in 
the country, while enjoying the benefit of the liquidity 
associated with investing in a listed vehicle.

After innovative legal structuring, property developer 
Guangzhou Investment Company (GZI), a Guangzhou 
municipal government entity, packaged four prime 
shopping and office buildings into a REIT for listing. 
GZI REIT Asset Management Limited, the manager, 
then set up a Hong Kong holding company to acquire 
the properties held through British Virgin Islands (BVI) 
special purpose vehicles and devised an asset holding 
structure suitable for listing via an initial public offering 
in Hong Kong. The listing vehicle raised US$230 million 
in the process. 

GZI, which sold the properties to the REIT, can use the 
funds to lower its gearing and increase cashflow to 

contribute to existing and future projects. The REIT can 
be used as a vehicle for divestment and GZI may offer 
to the REIT any suitable properties from those that 
GZI is developing over the next few years, helping the 
REIT to further expand its portfolio and investor base.

With GZI REIT as the benchmark, several similar deals 
now set for the coming months will help this new asset 
class to evolve in China.  

Equally significant, by clearing various regulatory 
hurdles in both Hong Kong and the PRC to secure the 
necessary government approvals, GZI REIT has also 
shown other types of real estate investors in China 
how to minimize general risks from uncertainties over 
PRC tax, foreign exchange and land title issues.

Regulatory Comfort

The key to GZI REIT was creating an entirely new legal 
structure to overcome a range of onshore and offshore 
issues and comply with the requirements of PRC,  
Hong Kong and BVI law.

The Hong Kong Securities and Futures Commission (SFC) 
had revised its rules only a few months earlier to allow 
locally-listed REITs to invest in overseas properties. And  
because the test case involved China, the regulator was 
meticulous in examining every aspect of the transaction, 
leading to lengthy negotiations. (The SFC was aware 
that many PRC developers are keen to follow the GZI REIT  
example so wanted to set a precedent it would be  
comfortable following in the future.) 

Satisfying the various regulatory authorities in the 
PRC was equally complex. For example, the structure 
involves unique approvals from the State Administration 
of Foreign Exchange for remitting distributions of funds 
to the foreign property holding companies. Ultimately, 
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the regulator’s sanction allows each of the four buildings 
in the REIT to convert their renminbi-denominated rental 
income into foreign currency, so that rental income from 
the properties can be repatriated offshore in Hong Kong 
dollars without undue delay, as the SFC required.

Further, to tackle potentially problematic regulatory 
issues concerning land title, discussions with the 
PRC Land Bureau were essential to ensure the timely 
transfer of the property titles and the completion of the 
reorganization for GZI REIT’s required asset holding 
structure. Spurred by the need to meet the SFC’s rules, 
it was also possible to document a five-year transaction 
history for each property, despite market practice in 
China where the authorities typically only release 
information on the current owner.

Meanwhile, because each property in the REIT is 
owned offshore by BVI-incorporated companies, and 
because the foreign property owners are not allowed 
to have any operations onshore for PRC tax reasons, 
an onshore PRC company had to be appointed to 
collect and remit rentals, and to operate and manage 
the buildings.

New Opportunities

While it is common for government-run entities to set 
market precedents in China, the various approvals granted 
for the inaugural China REIT will have particularly far-
reaching implications on the attraction of PRC real estate 
for the private sector. In particular, the lessons learnt from 
working with both the SFC in Hong Kong and the various 
PRC authorities will help foreign investors negotiate with 
regulators on both sides of the border in a variety of 
property investments.

Being able to develop a robust and tax-efficient legal 
structure, to lower onshore risks such as those relating to 
land title, foreign currency exchange and fund repatriation, 
is essential to avoid leaving overseas investors vulnerable 
to government intervention or uncertainties in the 
regulatory environment.
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Paul, Hastings, Janofsky & Walker represented 
GZI REIT Asset Management Limited in relation to 
the GZI REIT, which listed on the Main Board of the 
Hong Kong Stock Exchange on December 21, 2005. 
The Paul Hastings team also advised the GZI REIT in 
the acquisition of all of the properties in its portfolio, 
as well as on a US$165 million three-year syndicated 
loan facility to GZI REIT. 

Paul, Hastings, Janofsky & Walker LLP is a global law 
firm with 1,000 lawyers in 17 offices in Asia, Europe and 
the US. Paul Hastings has one of the largest, full service, 
multi-jurisdictional legal practices in China with over 
85 lawyers in Beijing, Shanghai and Hong Kong, and 
40 lawyers in Tokyo. For further information about real 
estate investment in China, please contact:

Hong Kong
Raymond Li: raymondli@paulhastings.com
Vivian Lam: vivianlam@paulhastings.com 
Mark Hwang: markhwang@paulhastings.com

Beijing
Joel Rothstein: joelrothstein@paulhastings.com

Shanghai
David Blumenfeld: davidblumenfeld@paulhastings.com


