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Kim Heng, first mover
in Iran, to help develop
its marine sector

MANULIFE REIT

Manulife US Reit prices S’pore
IPO at US$0.83 per unit
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It will raise gross proceeds of US$519.2 million from offering, cornerstone units, and sponsor subscription units
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lynkhoo@sph.com.sg
@LynetteKhooBT
Singapore
MANULIFE US Reit, the first initial public offering on Singapore’s mainboard
this year, has priced its offer at the
top end of the indicative range at
US$0.83 per unit.
This translates to a distribution
yield of 6.6 per cent for the forecast
period of eight months to Dec 31,
2016 and 7.1 per cent for the full year
of 2017.
The offering comprises an international placement of 350.78 million
units to investors outside the US and
a public tranche of 45.79 million
units to the Singapore public.
Separately, some 169.54 million
units were issued to cornerstone investors, and the sponsor Manulife
group agreed to subscribe for 59.4
million units in the Reit.
According to a banker, interest
came from a good mix of long-only
funds, family offices, private banking
clients and hedge funds. The placement tranche and cornerstone
tranche are fully subscribed.
Gross proceeds of US$519.2 million from the offering, issuance of
sponsor units and cornerstone units,

as well as a debt amount drawn from
bridge loan facilities, will be used to
pay for the acquisition of the portfolio properties, IPO-related costs and
the debt financing, as well as for working capital.
Manulife US Reit’s CEO Jill Smith
told reporters on Thursday that recent stock market stability has offered an “window opportunity” to
bring this offering back to the market.
Manulife’s first attempt at listing
the office Reit in July last year was
botched by weak market demand
amid the Chinese stock market rout,
potential Greece exit from the eurozone, oil price woes, and looming Fed
rate hikes.
On why Singapore is chosen as the
listing venue for the Reit, Ms Smith explained that Singapore is “the Reit
market in Asia that has embraced international Reits”, while the Reit markets in Hong Kong, Japan and Australia are largely domestic in nature.
Since the global financial crisis,
Manulife has been looking at ways to
expand its Asian franchise and leverage its private assets. “These two intercepted and given the fact most people in Asia love property and understand property, it was a marriage
made in heaven in many respects,”

she said.
Being the first pure US office Reit
listed in Asia, Manulife US Reit is
“poised to benefit from the recovery
of the world’s largest economy”, Ms
Smith said. The listing, denominated
in US dollars, also provides a currency play for investors expecting the
greenback to appreciate. The Reit’s
distributions will be paid out twice
yearly in Singapore dollars.
The Reit’s portfolio of three freehold Class A office properties in Los
Angeles, Orange County and Atlanta
is valued at US$799 million. It has a total of 1.8 million sq ft in net lettable area (NLA) with an overall occupancy of
96.5 per cent.
“The strategy of this particular Reit
is to choose cities and locations that
have higher growth rates than the national average,” Ms Smith said.
The three properties currently
house 74 tenants across diversified
sectors. They will continue to be managed by John Hancock Real Estate, the
US division of Manulife Real Estate.
Manulife US Reit chief investment
officer Jeffrey Wolfe pointed out that
office leases in the US tend to be longer and not subject to cancellations,
whereas office leases in Singapore
can be terminated with two to three
months’ notice. As of Dec 31, about

Singapore

99.1 per cent of existing leases by
NLA have some form of built-in rental
increases.
Mr Wolfe noted that fundamentals
of the US office market remain strong.
“What we are seeing is growing demand and limited supply and those
two factors are driving increased occupancies and higher rental rates.” Interest from foreign and local investors in the US office market has also
led to rising prices and compression
of capitalisation rates.
Manulife has some US$15 billion
of assets under management in real
estate, of which over 75 per cent are
in offices and some S$8 billion are located in the US. However, the sponsor
is unable to extend right of first refusal (ROFR) to the Reit for future acquisitions given that Manulife is a registered investment adviser in the US under the John Hancock brand, Mr Wolfe
explained. Under US regulations, investment managers are not allowed
to favour one client over another.
Units of Manulife US Reit will start
trading on the mainboard on May 20.
Investors subscribing for units under
the public offer will pay S$1.138 per
unit based on a pre-determined exchange rate. The public offer that
opened on Thursday will close on
May 18.

Manulife US Reit comes with single ownership cap of 9.8%
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BEING the first US office Reit to be listed in Asia, Manulife US Reit has some
unique features that are new to Reits
listed in Singapore.
Probably the most salient is the
rule that no unitholder can own more
than 9.8 per cent of the outstanding
units, and this is enforced by a rare
“automatic forfeiture” mechanism.
The ownership limit itself is common for US Reits as they cannot be
closely held. No more than half of a
US Reit can be owned by five or fewer
individuals, whether directly or indirectly, so as to enjoy tax transparency
and not incur US withholding tax of
30 per cent.
While this may seem like a poison
pill as it may discourage takeovers,
market watchers find that the clause
is intended to safeguard the tax efficient structure of the US Reit.
Also, the ownership restriction
will not affect most retail subscribers,
each of whom is unlikely to cross the

9.8 per cent threshold as that is equivalent to some US$50.9 million worth
of units.
“Limitations on the ownership of
units in Manulife US Reit” is flagged as
a risk factor on the front page of the
IPO prospectus.
Its trust deed stipulates that units
held directly or indirectly by any person in excess of 9.8 per cent will be automatically forfeited and held by the
trustee, which will then sell the “forfeited units”. From this disposal, the
unitholder will only receive proceeds
(net of any commissions and expenses) no more than what he or she had
paid for the forfeited units. Any excess shall be donated by the trustee
to a charitable organisation or purpose.
The sponsor, Manulife group, will
own a 9.5 per cent interest in the Reit
assuming that the over-allotment option is not exercised.
An ownership restriction of 10 per
cent for US Reits is common as the regime seeks to ensure that tax transparency benefits a dispersed group of
unitholders. But such restriction also
means that a general offer will be

hard to trigger, though not impossible, market watchers noted.
As disclosed by Manulife US Reit in
its IPO prospectus, this limitation
could “delay, discourage or, as the
case may be, prevent a transfer of
units or the ability to acquire control
of Manulife US Reit and, as a result,
may adversely affect the ability to realise any potential change of control
premium”.
Robson Lee, partner at Gibson,
Dunn & Crutcher LLP, noted that the
ownership restriction in this case is
premised on valid tax reasons. “I do
not think most investors buy into a Reit to await a control premium arising
from a takeover. If the liquidity of the
units is high and there is active trading at a sustainable good price range,
investors can exit freely at their respective desired exit price without
having to await a general offer arising
from a change in control,” he said.
Morgan Lewis Stamford LLC partner Ng Joo Khin said: “Anyone who
sees value in the underlying properties may still contemplate a takeover
but will need to deal with issues such
as the automatic forfeiture and tax efficiencies.”

Any takeover bidder will likely
take the US Reit private as it is not tax
efficient to leave it listed, market players say.
In monitoring compliance with the
ownership limit, the Reit manager
and the trustee of Manulife US Reit
will rely on the existing disclosure regime under the Securities and Futures
Act (SFA) to identify unitholders who
may be at risk of breaching the limit.
Under SFA rules, a unitholder that becomes a substantial unitholder is required to notify the Reit of its interest
and any subsequent change in interest.
Anyone who plans to acquire units
that may breach the ownership limit
must give immediate written notice
to the manager. In the event a
unitholder crosses the ownership limit, the trustee will instruct CDP to
transfer the forfeited units to the trustee and appoint a broker-dealer to sell
the units in the open market.
Under such a mechanism, the trustee indemnifies CDP from all liabilities and losses that may arise from
acting on the instructions.

KIM Heng Offshore & Marine Holdings has emerged among the pioneering Singapore-listed companies to
venture into Iran’s oil-and-gas sector.
The integrated offshore-and-marine value-chain services provider reportedly entered into an agreement
with the Iran Marine Fund to jointly
develop the country’s marine industries in several phases.
The Tehran Times reported on
Wednesday that a memorandum of
understanding signed by the two parties entails cooperation in the manufacturing of platform supply vessels,
offshore cranes, chemical tankers,
aluminium and fibreglass vessels.
The Business Times understands
that Kim Heng – one of two known Singapore entities to have exhibited at
last week’s Iran Oil Show 2016 – has
set up an office in the Iranian capital,
and appointed Tosee Gostar Niroo as
its local representative.
The O&M player was among the 48
companies represented in a delegation led by the Singapore Business
Federation to Tehran in early March,
just weeks after major economic sanctions against the country were lifted.
The US, however, still has certain
sanctions in place against it, which
works against renewing investor interest in the Middle Eastern country.
Several Singapore companies who
spoke to The Business Times pointed
to a lack of banking support, even
though the Monetary Authority of Singapore has rescinded a prohibition order against Tehran.
A key concern among banks with
US branches is that funds may get
stuck during clearance in the international banking system, but expectations are that the US will lift the remaining sanctions after a new president is sworn in at the White House.
Iran presents a huge draw as a
largely untapped market to most listed O&M players in Singapore.
Many of these companies – including Kim Heng – have slipped into the
red under a protracted downturn fed
by low oil prices and overcapacity.
In Q1, Kim Heng recorded a loss of
S$1.72 million, a reversal from a profit of S$1.12 million a year ago.
Despite Iran’s potential, analysts
have cautioned against getting hopes
up that the country would fill the demand gap in the near term. Pareto
Securities’ chief executive David Palm-
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Near-record ETF inflows in uncertain economic environment
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By J Lossini

GLOBAL gold demand rose 21 per
cent in the first quarter of this year
from a year ago, as some US$13.8 billion of inflows made their way into
gold exchange-traded funds (ETFs).
The amount, which represents
364 tonnes of gold, was a sevenyear-high, and was close to levels last
seen during the global financial crisis,
according to the World Gold Council
in its quarterly report released on
Thursday.
Several factors have created a positive environment for gold investment
in the past few months, the industry
lobby group said. These include the
negative interest rate implemented
by central banks in Japan and Europe,
China’s devaluation of its currency,
and the slower pace of US interest rate
hikes that is now expected.
Gold demand comes mainly from
four quarters: investment, jewellery,
central bank, and technology. The increase of 21 per cent brought total
gold demand in the quarter to 1,289.8
tonnes, up from 1,070.4 tonnes in the
same period last year.
Investment demand captured the
largest share in the first quarter, with
617.6 tonnes, valued at US$23.5 billion.
Demand from ETFs was three
times more than in the corresponding
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The increase of 21 per cent brought
total gold demand in the quarter to
1,289.8 tonnes, up from 1,070.4
tonnes in the same period last
year. PHOTO: REUTERS
period last year, and at its highest
quarterly level since the 2009 recession, said the World Gold Council.
Global jewellery demand fell 19
per cent to 481.9 tonnes to occupy
the second largest share. Traditionally, jewellery has occupied the largest
share of demand.
The drop in demand from the jewellery segment was mainly due to In-

dia and China. In India, an increase in
custom and excise duties on gold
bars, and a one per cent tax that the
the government proposed to levy on
jewellery manufacturing led to widespread strikes across the jewellery industry. This, plus high local gold prices, meant that consumers were both
unwilling and unable to buy jewellery, said the World Gold Council.
The market in India, however, is expected to gain momentum as it adjusts to the new tax structure and as
the wedding season nears, it added.
In China, a continued economic
slowdown dampened demand for
gold jewellery. This was further exacerbated by a supply-side crunch, as a
new national standard for hallmarking of gold jewellery came into force,
and as domestic banks tightened
their credit lines to jewellery manufacturers and retailers amid a tougher
business climate.
Demand by central banks dipped
slightly to 109.4 tonnes compared to
112.3 tonnes in the same period last
year, due to heightened levels of un-

certainty about the effectiveness of
negative-interest-rate policies.
However, they still remain a strong
buyer. This represents the 21st
straight quarter that the banks have
been net purchasers of gold as they
continue to diversify away from the
US dollar, said the council.
Demand for gold in the technology
sector also fell 3 per cent to 80.9
tonnes. This is primarily attributed to
a widespread decline in electronics demand, especially in Taiwan, Japan
and South Korea.
On the supply side, total gold supply rose 5 per cent to 1,134.9 tonnes.
Looking ahead, the head of market
intelligence at the World Gold Council, Alistair Hewiit, said: “We anticipate that the ongoing market uncertainty and unconventional monetary
policies will continue to support both
investment and central bank demand.
“This, combined with an expected
recovery in India, should see gold demand remain healthy over the course
of 2016.”

er projects that the international offshore vessel and rig market is likely
to experience a major boost from
Iran’s demand only in 2018 – at the
earliest.
Mr Palmer’s reading takes into account the time for Iran’s international
petroleum contract to gain acceptance among foreign oil companies,
and for partnerships to be solidified
with Iranian players.
“We should not under-estimate the
bureaucracy and deficiencies in infrastructure in Iran,” he said.
Singapore-listed companies like
Kim Heng would be exposed to unfair
competition if the Chinese government were to exercise its clout and
breach an agreement on a government-to-government level to supply
vessels or rigs to Iran, Mr Palmer said.
He suggested that one way the Singapore government can extend support to local O&M players is by selectively investing in Iran’s oil and gas
sector through its sovereign fund: “Temasek Holdings had, during the 2010
rigbuilding uptick, pumped equity into offshore drilling contractors such
as Oro Negro, which were seeking financing to build rigs,” Mr Palmer said;
he added that the same business arrangement can be used to encourage
Iranian offshore-support vessel or rig
players to place orders with Singapore shipyards.
Shares in Kim Heng closed at
S$0.089, up 0.7 cent, before the counter was put on a trading halt on Thursday morning.

Aided by 3D printing,
precision-engineering
sector set to transform
By Soon Weilun

ETF inflows push Q1 gold
demand to 7-year high

Pareto Securities’ chief
executive David Palmer
projects that the
international offshore
vessel and rig market is
likely to experience a
major boost from Iran’s
demand only in 2018 – at
the earliest. His reading
takes into account the
time for Iran’s
international petroleum
contract to gain
acceptance among foreign
oil companies, and for
partnerships to be
solidified with Iranian
players.

ADDITIVE manufacturing, also known
as 3D printing, is shaping up to be the
one of the ways forward for
Singapore’s precision-engineering sector, as stakeholders kicked off efforts
on Thursday to transform the sector.
For one, world’s largest chipmaking equipment maker Applied Materials will collaborate with a Singapore
research agency to come up with additive-manufacturing technologies that
could change the way the company
operates in the future.
Aside from this, five small and medium-sized enterprises (SMEs) are also working with the research body,
Singapore Institute of Manufacturing
Technology (SIMTech), to facilitate
their adoption of additive-manufacturing technology.
The plans were unveiled on Thursday by Minister for Industry S Iswaran
at the annual conference of the Precision Engineering Centre of Innovation. They are part of the Industry
Transformation Map (ITM), a blueprint for the 2,700 companies in the
precision engineering sector.
The ITM will integrate plans for
productivity improvement, skills development, technology and internationalisation, and is part of the wider
S$4.5 billion Industry Transformation Programme run by the Economic
Development Board.
These initiatives come as the precision-engineering sector continues to
face restructuring challenges. Its output fell 8.4 per cent year on year in
the first quarter of this year; the larger
manufacturing sector shrank by one
per cent.
On the other hand, additive manufacturing – so called because it entails

using computer-controlled printing
techniques to create components or
models layer by layer – is growing globally.
Wohlers Associates, an American
consultancy that tracks the sector, calculated that the industry’s output
grew by 25.9 per cent last year to
reach nearly US$5.2 billion.
At Thursday’s conference, Applied
Materials officiated a collaboration
with SIMTech (a part of the Agency for
Science, Technology and Research or
A*Star) to develop know-how for metal 3D printing of parts that can be
used in rigorous operations.
Applied Materials’ corporate
vice-president and president for
South-east Asia Russell Tham told
The Business Times that success in
this collaboration will shorten the
company’s cycle times for product development and enable the redesign of
its supply chain, so that Applied Materials can print out components from
multiple locations, including those
nearer their clients.
Referring to SIMTech’s memorandum of understanding (MOU) with the
five SMEs, Jeremy Fong, the chairman
of Singapore Precision Engineering
and Technology Association (SPETA)
said that as the technology was still
quite new to the association’s 160
members, “we have to keep learning
to catch up and cater to the needs of
the sector”.
Nine in 10 of SPETA members are
SMEs.
There are two other initiatives.
One is an e-portal called the A*Star
Collaborative Commerce Marketplace, to help large companies source
for prospective local suppliers; the
other is another MOU between SPETA
and SIMTech to bridge the research
and development needs of the manufacturing sector with research institutes.

