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Restructuring ReITs
AnDy TAn

Singapore has a young but very successful REIT market. Thirty-
three REITs are listed with a total market capitalisation exceeding 
S$61 billion. Generally, they have outperformed other stocks and 
bonds. 

Notwithstanding that, given the fast-changing landscape in 
the regional REIT industry, the Monetary Authority of Singapore 
(MAS) issued a consultation paper in October 2014 that proposes 
to enhance REIT regulations to “instill greater investor confidence 
and sustain trust and growth”.

The proposed changes have wide-ranging implications on corporate 
governance, alignment of interests, remuneration, operations, equity/ 
debt classifications, and disclosures.



68

BoARDRoom mATTeRS Volume II

Key players provided their feedback to MAS on the proposed 
measures. SID, together with the Asia Pacific Real Estate Association 
(APREA), conducted a joint roundtable on the MAS consultation 
paper and also submitted our feedback to the authorities.

Rather than delve into the details of the 26 sets of proposed 
changes, let us take a look at the macro issues arising from the MAS 
consultation paper and the ensuing feedback. 

Three underlying themes emerge.

STABle InVeSTmenT ReTuRnS

The first is that REITs are designed to be an investment option that 
delivers tax-efficient, stable and regular returns. Thus, REITs have 
limits imposed on leverage and development so as to contain the 
risks to the REIT’s assets.

The proposed changes to the leverage ratio (a single-tier of 
45 per cent instead of a two-tiered 35 per cent and 60 per cent), 
and the development ratio (from 10 per cent to 25 per cent with 
certain conditions) seek to provide increased operational flexibility 
while containing the risk.

The additional rules for stapled securities (nexus of the entities 
and operational restrictions) ensure that REITs maintain their 
character as stable income vehicles.

InVeSToRS’ InTeReSTS

The second theme that comes across clearly in the consultation 
paper is the protection of unitholders’ interests. Several measures to 
increase transparency and the independence of the REIT manager’s 
board are proposed.
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ReSTRuCTuRInG ReITS

Investors are, of course, the reason the market exists. That said, 
the interests of the REIT manager, its directors and the sponsors – all 
major components of the REIT ecosystem – also need to be taken 
into account. Any additional burdens on them must be balanced 
with the greater protection afforded to unitholders.

Some of the proposals impose on the directors and employees of 
the REIT manager (an unlisted entity) a greater burden than that 
of directors or employees of a listed company.

For example, the proposed requirements for the Audit Committee 
to certify the value of an asset divestment to an interested party 
and to opine on the adequacy and effectiveness of compliance 
arrangements of the REIT manager are more onerous than those 
expected of directors of a listed company.

Indeed, rather than being entrenched in legislation, much of the 
corporate governance provisions applicable to a listed company are 
found in the Code of Corporate Governance, which is not law and 
applies only on a “comply or explain” basis.

There is no mention of an equivalent “Code of Corporate 
Governance for REITs”, although it may be a good idea to create 
something similar rather than impose more mandatory rules by 
legislation.

Several of the proposed provisions seek to eliminate any bias 
that the REIT manager might have towards its sponsor. While an 
arm’s-length approach is important, participants at the SID/APREA 
roundtable pointed out that many REITs today are successful because 
of the backing by strong sponsors.

We should therefore consider whether increasing regulations 
would result in sponsors distancing themselves.
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ConflICT of InTeReST

The third underlying theme – indeed, the common thread of most 
of the MAS proposals – is the alignment of the interests of the REIT 
manager with that of unitholders versus the conflict of interest 
between the REIT manager and the sponsor.

The very first proposal of the MAS consultation paper is to 
make it a statutory duty for the REIT manager and its directors 
to prioritise the interests of unitholders over those of the REIT 
manager and its shareholders.

Other proposals include attestations by the Audit Committee, the 
alignment of remuneration and incentives to unitholders’ interests, 
and restrictions on divestment and acquisition fees.

InTeRnAlISInG ReITS

These proposals again raise the question of whether the management 
of REITs should be internalised or not. It harks back to the governance 
concerns of externally managed REITs in my previous article, “On the 
corporate governance of REITs” (Boardroom Matters, Volume I).

The challenges that we now seek to address are similar to the 
ones faced by the first-generation American REITs which also had 
a structure of external managers. However, in 1986, legislation was 
passed in the US for those REITs and their portfolio of assets to be 
internally managed by their own officers and employees, and much 
of the conflicts of interest fell away.

The American example raises the question of whether Singapore 
has conducted a similar study on internally managed REITs and 
if the time is right to seriously explore this route as the preferred 
approach to resolving conflict of interest issues. It may be high time 
to overhaul or restructure our REITs from “outside in”. ■


