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on the Corporate 
Governance of reits 

andY tan

Real estate investment trusts (REITs) are hot properties. According 
to the Asia Pacific Real Estate Association, REITs have outperformed 
the equity and bond markets as an asset class.

From 2011 to 2013, Asian REITs returned 8.2 per cent per annum 
(measured on the TR/GPR/APREA Composite REIT Index) against 
a lower equity return of 3.8 per cent (MSCI Asia Equities Index) and 
even lower bond returns of 2.4 per cent (JPM Government Bond 
Index). Over a longer 10-year period, Asian REITs also registered 
higher annual returns of 8.8 per cent compared to 7.6 per cent for 
equities and 6.3 per cent for bonds.
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In Singapore, S-REITs chalked up a total of 13.7 per cent (FTSE 
ST REIT Index) against the 7.2 per cent for equities (Straits Times 
Index) for the same three year period.

reit 101

Notwithstanding the outperformance, there are rumblings on the 
governance of REITs. To understand why, a short explanation of the 
unique structure of REITs is in order. Unlike most listed companies, 
S-REITs are structured as trusts. The assets of a REIT are held by 
an independent trustee as the legal owner on behalf of unit holders. 
The trustee is responsible for appointing and overseeing an external 
REIT manager to manage the assets.

The REIT manager is a separate company, typically compensated 
with a base fee according to the value of the properties, a performance 
fee based on gross revenue and/or net property income, and an 
acquisition/divestment fee based on the value of the assets. The 
REIT manager is usually majority-owned or wholly-owned by the 
sponsor – the property developer or owner of the properties that 
sold its assets to the REIT in the very first place. This relationship 
between the REIT manager and the sponsor cuts two ways.

Critics argue that REIT managers have more of an incentive to 
grow the REIT to increase assets under management and hence the 
overall level of management fees rather than manage the REIT to 
maximise unit holder value. They cite governance concerns such 
as the frequent related party transactions, non-mandatory annual 
general meetings, lack of transparency on the REIT manager’s 
compensation, and the difficulty of removing a non-performing 
manager.

The counter argument has been that the sponsor owns a significant 
proportion of the units and hence its interest is aligned with that 
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of the other unit holders. Indeed, many REITs depend upon 
their sponsors to continually inject properties to grow the REIT 
(even if the acquisition/divestment price of the properties may be 
questioned).

Proponents argue that there are also other safeguards. For example, 
one third of the directors of the REIT is required to be independent 
(or half when the chairman is not independent). As a matter of 
common practice among the REITs, independent financial advisory 
opinions are generally sought and communicated, and financial 
transactions and decisions are made based on a yield accretive 
approach.

looKinG baCK

So, is the outperformance of REITs the result of – or in spite of – 
the current governance structure? Is the intertwining of sponsors 
and REIT managers healthy? Or has it just been the REIT industry 
having tax breaks and being on the right side of the real estate cycle 
of the last few years?

REITs are relatively young in Singapore. The first S-REIT, 
CapitalMall Trust, was launched in 2002. A look at the more 
mature US REIT market might provide an idea of how it could 
evolve here.

In 1960, the US Congress passed legislation giving REITs tax 
treatment similar to mutual funds. The early US REITs had a similar 
structure of external managers – and similar issues – as to what we 
have today in Singapore. In 1986, legislation was introduced for US 
REITs to be internally managed and some of the issues of conflict 
of interest went away. Internally managed REITs have their own 
officers and employees managing the portfolio of assets.

Kimco Realty, the first internally managed US REIT launched in 
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1991, became the forerunner for the dominant structure in the US 
REIT market. In the years since, the US REIT market has grown, 
consolidated, evolved and matured. Studies of US REITs have found 
that the percentage of externally managed REITs fell over the years. 
Today, while a US REIT can choose whether to be internally or 
externally managed, almost all have chosen the internal option.

 
movinG Forward

 
Singapore’s REIT market will no doubt evolve. With increasing 
institutional investor interest, coupled with S-REITs looking 
internationally for growth, the market will mature, consolidate, 
and eventually adapt to global capital standards.

Yet I wonder whether we can fast-track the process that took the 
US 26 years? Is it possible for a REIT to adopt a company structure 
under the Companies Act but continue to enjoy tax exempt status as 
long as it complies with the present technical requirements for tax 
pass-through? In a company structure, the REIT will be governed 
by its own board and the incentive structure of the internal manager 
will be better aligned with the interest of unit holders.

Clearly, this streamlining would need to be a multi-agency 
effort. This effort will be worth it if we can achieve better corporate 
governance while minimising structural, operational and financial 
inefficiencies for S-REITs. I believe then that we would be creating 
more value. ■


