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New governance index
for Reits and trusts
gives the big picture

GIFT - Governance Index For Trusts — rates 43 Reits and
business trusts on governance and key fundamentals

By Mak Yuen Teen
and Chew Yi Hong

Singapore
REAL estate investment trusts (Reits)
and business trusts (BTs) have be-
come an important feature of our cap-
ital market as Singapore aspires to be
a hub for such listings.

As at June 1, 2017, there are 45
such issuers with a primary listing
trading on the Singapore Exchange
(SGX), accounting for a total market
capitalisation of S$85 billion. Of the
45 issuers, six are constituted as
stapled securities, nine as pure busi-
ness trusts and 30 as Reits.

Existing governance indices in the
Singapore landscape exclude this im-
portant group of issuers because
their governance structures and prac-
tices, and applicable rules and regula-
tions, are different from companies.

One important difference, for ex-
ample, is that with one current excep-
tion, these trusts are externally man-
aged by a manager or trustee-man-
ager, with the board of directors resid-
ing with the latter and appointed by
its shareholders, rather than by unit-
holders of the trust.

This creates a wedge between the
board of directors and unitholders,
leading to potentially reduced ac-
countability compared to the case of
a listed company.

Given the unique features of Reits
and BTs, we developed a separate gov-
ernance index for them, supported by
CPA Australia. We call this new index
GIFT, which is short for Governance
Index For Trusts. GIFT, which was
first conceptualised more than two
years ago, takes into account the busi-
ness models of these trusts, regulat-

ory requirements, the Code of Corpor-
ate Governance, and the October
2014 MAS consultation paper on pro-
posed enhancements to the regulat-
ory regime governing Reits and Reit
managers.

For this inaugural issue, we person-
ally assessed all the Reits and BTs us-
ing publicly available information
from annual reports, websites, res-
ults and other SGXNet announce-
ments, and news media reports. We
also used anonymous e-mails to in-
vestor relations contacts of these
trusts to assess actual responsive-
ness to investors.

The index includes a main section
carrying an overall score of 100
points. Eighty points are allocated to
the following areas of governance:
board matters (20 points), remunera-
tion of directors and key manage-
ment (10 points), alignment of incent-
ives and interests (10 points), internal
and external audit (10 points), com-
munication with unitholders (15
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points) and other governance matters
(15 points). 20 points are allocated to
business risk, assessed using lever-
age-related factors and other factors
such as lease expiry and income sup-
port arrangements.

In addition to the main section,
there is a section comprising merit
and demerit points. Merit points are
given for certain practices that we be-
lieve Reits and BTs should aspire to
adopt, in order to further improve
their governance or to reduce their
risks.

Examples include putting trust
deeds and loan agreements on their
websites, and independent directors
being expected to hold some units in
the trust until the end of their director-
ships.

The total maximum number of
merit points is 25. Demerit points are
imposed for cases such as independ-
ent directors serving on boards of are-
lated Reit/BT or on an excessive num-
ber of boards, high turnover of key
management, and non-compliance
with rules and regulations. Demerit
points can range from one to 10.

We assessed 43 Reits and BTs in
this inaugural issue of the index.
Those that have not published an an-
nual report or that are suspended are
excluded.

The range of overall scores for the
43 Reits and BTs are from a high of
76.5 for Keppel DC Reit to a low of
38.5 for First Ship Lease Trust. The
mean and median score is 62.

Under board matters, 36 trusts
have at least 50 per cent of independ-
ent directors on the board.

Only 17 trusts have one or more in-
dependent directors with both relev-
ant working experience in the in-
dustry and in asset/investment man-
agement, with another 15 trusts hav-
ing either of such experience.
Thirty-six trusts have an independent
audit committee chairman with re-
cent and relevant experience in ac-
counting or financial management
and 26 have a majority of audit com-
mittee members with such experi-
ence.

There were situations where we
re-designated independent directors
to non-independent directors be-
cause they have served more than
nine years on the board or because
they have significant relationships
with the trust, manager or sponsor
(even where the nominating commit-
tee has deemed the director to be in-
dependent). We were also stringent in
assessing expertise and experience
for the board and audit committee.

For remuneration, only seven
trusts disclosed the fee structure for
non-executive directors, though 33
disclosed the actual fees for each of
these directors on a named basis.

Only three trusts disclosed the ac-
tual remuneration of their CEO/exec-
utive directors on a named basis with
a breakdown of the remuneration,
while another 11 disclosed in bands
of at least $§250,000 on a named
basis.

Many Reits and BTs explain
non-disclosure of remuneration of
CEOs and key officers by arguing that
their remuneration is paid by the man-
ager or trustee-manager and not by
the trust.

Nevertheless, such remuneration
is ultimately borne by the trust and
unitholders and excessive or inappro-
priately designed remuneration pack-
ages would affect the efficiency and
effectiveness of the manager or
trustee-manager in managing the
trust.

In terms of alignment of incentives
and interests, only 14 trusts link per-
formance fees to total unitholder re-
turn, distribution per unit or net asset
value per unit, with others mostly
linking such fees to net property in-
come.

In the area of external audit, Reits
and BTs generally fare well in having
reputable external auditors and un-
modified audit opinions.

For internal audit, one trust has it
in-house, 22 outsource to an inde-
pendent external firm, and 20 out-
source to its sponsor or a related en-
tity.

We believe that the common prac-
tice of outsourcing internal audit to
the internal audit department of the
sponsor may undermine the per-
ceived independence of the internal
audit function, especially in provid-
ing assurance in areas relating to
other functions that may be out-
sourced to the sponsor and related
party transactions.

Reits and BTs generally do well in
communicating with unitholders.
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RANKING REIT/BT
1 Keppel DC Reit
Parkway Life Reit

Starhill Global Reit
Cambridge Industrial Trust
Keppel Infrastructure Trust

W 0Ny E NN

IReit Global

10 Ascendas India Trust

" Manulife US Reit

1 Mapletree Industrial Trust
n SPH Reit

14 Frasers Commercial Trust
15 CapitaLand Mall Trust

15 Mapletree Commercial Trust

7 BHG Retail Reit
18 Frasers Hospitality Trust
19 Ascendas Reit

19 CapitaLand Retail China Trust

21 First Reit

22 Ascendas Hospitality Trust
22 Ascott Residence Trust

22 Keppel Reit

22 OUE Commercial Reit

26 Mapletree Greater China Commercial Trust

27 Croesus Retail Trust

28 Far East Hospitality Trust

29 CDL Hospitality Trusts

29  Frasers Centrepoint Trust
29 Suntec Reit

32 Viva Industrial Trust

33 Cache Logistics Trust

34 OUE Hospitality Trust

34 Sabana Reit

36 Mapletree Logistics Trust
37 Accordia Golf Trust

38 EC World Reit

39 Asian Pay Television Trust
40 RHT Health Trust

a1 Hutchison Port Holdings Trust
42 Lippo Malls Indonesia Retail Trust

43 First Ship Lease Trust

Soilbuild Business Space Reit
AIMS AMP Capital Industrial Reit

CapitaLand Commercial Trust
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745 7.5
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66.5 66.5
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69.0 66.0
64.5 65.5
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66.0 65.0
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63.0 58.5
56.5 58.0
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62.5 57.5
58.5 55.5
57.5 54.5
69.5 54.5
62.0 54.0
53.5 53.5
65.0 52.0
50.5 50.0
53.0 49.0
49.5 46.5
57.5 45.5
525 38.5

They often announce annual and
quarterly results well ahead of the im-
posed deadlines, provide notice of
their meetings with unitholders well
in advance, have well-designed web-
sites, and make presentation materi-
als for annual general meetings
{AGMs) and investor briefings avail-
able on their websites.

They were generally fast and help-
ful in responding to our anonymous
e-mails seeking information that may
be useful to investors.

Of the 43 we contacted by e-mail,
34 responded. We would like to en-
courage Reitsand BTs to put otherim-
portant information, such as trust
deeds and loan agreements, in their
websites.

Finally, under other governance
matters, one of the key areas we as-

We believe that
unitholders recognise
the value of retaining
an experienced
manager or
trustec-manager and
will not trivialise a
decision to change
even if they are able
to. Perhaps giving
unitholders a right to
endorse the
re-appointment
periodically would be a
good way to f‘auge the
satisfaction o
unitholders with the
performance of the
manager or
trustee-manager.
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sessed is the working experience of
the chief executive officer (CEQ), chief
financial officer (CFO) and head of In-
vestment or Asset Management in the
industry in which the Reit or BT oper-
ates. Thirty-two CEOs have at least 10
years of experience in the industry,
with another six having at least five
years of experience.

For CFOs, the numbers are 23 and
11, respectively, while for the head of
Investment or Asset Management,
they are 27 and five, respectively. Dis-
closures of working experience can
be improved for some trusts.

One area that no Reit or BT cur-
rently covers is putting the manager
or trustee-manager up for appoint-
ment periodically to improve theirac-
countability to unitholders.

Managers and trustee-managers
are entrenched to some extent, with
the extent of entrenchment depend-
ent on the stake held by the sponsor
and/or controlling unitholder.

We believe that unitholders recog-
nise the value of retaining an experi-
enced manager or trustee-manager
and will not trivialise a decision to
change even if they are able to.

Perhaps, giving unitholders a right
to endorse the re-appointment period-
ically - effectively an advisory rather
than a binding vote - would be a good
way to gauge the satisfaction of uni-
tholders with the performance of the
manager or trustee-manager.

Finally, for business risk, 21 trusts
have weighted average debt maturing
at three years or more, and 35 trusts
have less than 10 per cent of debt
maturing within the next 12 months.
Thirty trusts have at least 70 per cent
of their borrowings carrying fixed in-
terest rates.

The full index and a report sum-
marising the key findings are avail-
able at www.governanceforstakehold-
€rs.com.
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