
REITS: A Viable Alternative For Income Investors
Last year’s market correction has presented some attractive opportunities in Real Estate 
Income Trusts (REITs) for investors who are looking to rely on income in the form of 
dividends and interest from investments. 

Finding blue-chip stocks that pay good dividends and are likely to continue to do so in the 
near future has proven to be very challenging lately. As companies hunker down to weather 
the downturn, it is becoming increasingly common for even the most venerable names to 
cut dividends in order to preserve cash. A recent notable example is General Electric 
(NYSE: GE), which cut its quarterly dividend by almost 70%, from 34 cents a share to just 10 
cents a share. Another heavyweight, this time on the financial side, is JP Morgan, which cut 
its quarterly dividend by 85% to only five cents a share. Doubts are being raised whether 
even the big Canadian banks, an island of sobriety amidst the shaky global financial system, 
will maintain their dividends.

If you are one of those investors who must supplement your income with some steady 
investment returns, real estate could be one of your options. 

We know what you’re thinking: Real estate? After all, isn’t real estate the prime cause of 
the financial mess in the U.S. — and anyway isn’t the whole real estate market in free-fall? 
The answer is yes, real estate is hurting badly, especially south of the border. However, as 
long as investors do not expose themselves to real estate at the top of the cycle, they 
should do well to invest in real estate based assets once prices have returned to more 
reasonable levels. What’s more, for a variety of reasons such as less exposure to sub-prime 
loans, Canada hasn’t witnessed, and isn’t likely to witness, the kind of carnage in the real 
estate market that our big neighbour has. 

So how does one go about investing in real estate? For individual investors, a good 
approach to investing in Canadian real estate is through Real Estate Investment Trusts 
(REITs). A Real Estate Investment Trust or REIT is a tax designation for a corporation 
investing in real estate, which reduces or eliminates corporate income taxes. In return, REITs 
are required to distribute to shareholders their net taxable income, which may be taxable in 
the hands of the investors. And remember that REITs are exempt from the regular taxation 
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that Ottawa has mandated for other income and royalty trusts starting in 2011. However, 
it needs to be mentioned that some REITs may not qualify for the tax exemption due to 
their business structure as per the new law. Please contact your Investment Advisor to know 
which REITs will retain their tax exempt status and which ones may not when the new law is 
implemented in 2011.

REITs invest in office buildings, shopping centres, rental residential buildings and other 
properties. By investing in REITs, you get real estate exposure without actually buying physical 
real estate. The good thing about investing in REITs today is that you are buying after a 
significant correction and therefore definitely not at the top of the market cycle. The S&P/
TSX capped REIT index lost over 50% during 2008, and so far 2009 hasn’t been very kind 
either. 

Figure 1: S&P/TSX Capped REIT Index

A good strategy is to focus on large, well capitalized REITs that have manageable debt levels 
(a conservative level is less than 50% of the property book values) and that own a good real 
estate portfolio that includes marquee tenants. Another key consideration is the payout ratio 
— the amount a REIT distributes to unit holders as a percentage of available cash flow. A very 
high payout ratio can be more vulnerable to cuts if the economy deteriorates further and 
causes a deeper real estate slump. 

A good example is Canada’s oldest REIT, Canadian Real Estate Investment Trust (CREIT). CREIT 
has a diversified portfolio of over 150 properties, a payout ratio that is less than two-thirds of 
funds from operations, is well capitalized and currently yields over 6% annually. 
(Source: Ubika Research & Company’s Financial Reports) 

If the economy starts to recover later this year or early in 2010, as most forecasts believe it 
will, this is a good time to get some exposure to high quality REITs that can provide steady 
income while you wait for potential uptrend in the market. There’s also the potential for capital 
gains when REIT prices go up.

Investing in REITs is not without risks. Although a good part of the slowdown in the real estate 
market has been already priced in, REIT prices can fall further resulting in loss of capital for 
investors. But as always, we would urge you to please consult with me (us) to discuss your 
financial objectives and risk tolerance, before making decisions on how to invest in the REIT 
sector.

Source: Bigcharts
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Dealing with Market Swings

Over the past few months, the barrage of negative economic news and the wild market 
swings have been the focal point of the news media.  While almost everyone is aware that 
markets can and do go up and down, managing through such wild market swings can be a 
stress-laden roller-coaster for investors.  Given all this, now is a good time to re-visit some 
of the tried and tested principles for successful investing in the long-term and to reassure 
yourself about the prospects of your investments.  

One of the most important guiding principles for successful investing in the equity markets 
is to stay invested.  While it is hard to stay invested and continue investing when markets 
are going down, past performance offers some very interesting lessons on the need to stay 
invested. 

As the above chart shows, in every decade since 1950, the S&P 500 has increased from the 
previous decade, and the decade beginning in 2000 is still not over.  The year 2008 was the 
worst year for the S&P 500 since 1950, with a 38% decline, but it is important to note that 
the previous worst one-year performance for the S&P 500 was in 1974, when the index 
declined by just under 30%, only to bounce back over 30% a year later in 1975. 

While most investors know markets are volatile many still end up taking decisions based on 
short-term fear when markets go through some of the worst days.  

Having periodic discussions with your advisor and maintaining a current and relevant financial 
plan will help you stay focused on your long-term objectives; it also will give you confidence 
that your investment decisions are well thought out and carefully made in a disciplined 
manner.

Practice Portfolio Diversification
Markets like these amplify the importance of having a diversified portfolio with exposure to 
different asset classes, industry sectors and geographic regions. While one may argue that in 
such markets all asset classes are affected, a good diversification can help you minimize the 
volatility even if you cannot escape the downturn. 

Invest Regularly And If Appropriate Derive The Benefits Of Dollar Cost Averaging
By investing a defined amount every month it is possible to manage the market volatility.  For 
example when the markets are down you buy more units, when it’s up, your investments are 
now worth more.  

Be Aware That Markets Are Volatile And Economic Activity Goes Through Cycles

An economic cycle involves periods of high growth, moderate growth and decline.  It is 
hard to time the economic cycle.  Many investors tend to pull out of the markets during a 
downturn, also called a bear market, and are then unable to time the market to get back in, 
thus losing out on significant gains.  

Having a disciplined approach to investing with a sound financial plan prepared in consultation 
with me is the best way to manage periods of market volatility. 
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