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PavREIT wants to ‘set record straight’
on Pavilion Bukit Jalil buy

BY TAN CHOE CHOE AND CHERYL POO

hen Pavilion Real Estate Invest-
mentTrust (PavREIT)announced
last November that it planned
to buy the Pavilion Bukit Jalil
(PavBJ) mall for RM2.2 billion
from its sponsor Malton Bhd,some perceived
that the deal would be of greater benefit to the
sponsor than the REIT’s unitholders.

Tan Sri Desmond Lim Siew Choon con-
trols the sponsor Malton, which industry
observers believe is eager to cash out of the
mall.The tycoon is also a major unitholder
of the REIT and its chairman.

As PavBJ had been in operation for less
than a year at the time, there were ques-
tions about the urgency to acquire the mall,
which comprises a five-storey retail portion
and two basement car park levels with 4,800
parking bays.

Having opened in December 2021 with
just over 50% of its lots occupied, occupancy
was just a little over 78% as at Oct 31,2022,
based on committed/commenced tenancies
— which included those that had signed the
lease and were under renovation, so they
had yet to open shop — with monthly foot-
fall averaging 1.2 million in the six months
between Dec 3,2021 and June 3,2022.

The proposed acquisition did not elicit
much interest; in fact, the REIT’s unit price
dipped slightly after the news came out. It
only started to gain momentum at the begin-
ning of 2023, as retail sentiment was boosted
by China’s reopening in a final farewell to its
zero-Covid policy after three years.

Investors were also encouraged by the REIT’s
strong post-pandemic recovery, as reflected in
the set of results it announced at end-January,
which lifted the unit price to about RM1.40.

The deal is being done at “a very good price”
and at the right timing, following the nor-
malisation of retail traffic and sales growth
last year, Datuk Philip Ho, CEO of the REIT’s
manager Pavilion REIT Management Sdn Bhd,
tells The Edge ahead of a meeting to be called to
gain unitholders’ approval for the acquisition.

Ho describes the price, at about RM1,207
psf,as one that is hard to get for a mall of that
size in the Bukit Jalil residential enclave,amid
increasing construction costs.The price tag,
which is close to its audited net book value of
RM2.18 billion as at June 30,2022, makes it the
single largest retail REIT exercise in nearly a
decade,and about half the total RM4.7 billion
in REIT acquisitions last year.

Ho acknowledges that the initial response
to the proposed acquisition was the cash-out
theory.“Yeah,but actuallyit is not.If you look
at the costs attached — they announced before
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Ho: Property prices are coming back. If don’t do it
(PavBJ purchase) now, the price will be higher later.

us that the cost was RM1.9 billion or therea-
bouts. After they took over, they managed it
for over a year and their cost had gone up to
over RM2.1 billion,and they are selling it to
us for RM2.2 billion. Mathematically, they
didn’t make a lot of money from it.It's not a
left to right hand. It’s just timing.”

PavBJ’s land spans 28 acres — more than
double the 12 acres of Pavilion Kuala Lum-
pur (PavKL). The five-storey complex has a
net lettable area (NLA) of 1.82 million sq ft,
as opposed to the seven-storey PavKL's 1.36
million sq ft. And PavBJ sits on a freehold
suburban plot, whereas PavKL is on lease-
hold land, albeit a prime one smack in the
centre of the city.

Ho says the PavBJ deal will lessen the
REIT’s reliance on PavKL, which currently
makes up about 82.5% of its RM5.9 billion
portfolio and 90% of its profit and loss.These
will be reduced to 60%,with PavBJ making up
27% of the enlarged asset portfolio of RM8.1
billion and contributing an expected 30% to
its P&L. “Property prices are coming back.
If I don’t do it now, the price will be higher
later,” he asserts.

PavREIT is funding the acquisition via
RM1 billion worth of bank borrowings and
a two-tranche private placement by way
of book building to raise a total of RM1.27
billion. It will raise RM720 million in the
first tranche, expected to be completed in
the second quarter of this year,and RM550
million in the second tranche, to be done
within 24 months after the first.The bank
borrowings will increase its total borrow-
ings to RM3.17 billion from RM2.17 billion
and raise its gearing to 37.6% from 34.8%.

Among others, the acquisition is conditional

The expensive DA MEN lesson

Pavilion Real Estate Investment Trust (PavREIT)
has generally done wellinits choice of
acquisitions. This is evident in the occupancy
rates of Pavilion Kuala Lumpur (PavKL) and Elite
Pavilion Mall, which were above 90% as at Dec
31,2022, while Intermark's was at 86.9%.
Another asset, the 20-storey Pavilion Tower,
is only 72.8% occupied — not surprising given the
persistent office glut in the city centre. Still, the
property's latest appraised value at end-2022
was RM130 million, not much different from the
RM123 million that PavREIT paid for it in 2011,
More significant is DA MEN's performance.
Located in USJ, Subang Jaya, DA MEN saw its
occupancy rate dive to 64.5% at end-2022
from 87% at end-2016, so much so that its

latest valuation has dropped to RM180 million
— afar cry from the RM487 million PavREIT
forked out for it in 2016.

"I think DA MEN is an expensive learning
exercise for us. The lesson to learnis very
simple: you cannot have everything in a small
mall. Big malls — that's what we're good
at," says Datuk Philip Ho, CEO of the REIT's
manager Pavilion REIT Management Sdn Bhd,
explaining how the REIT tried to make DA MEN
a place for shopping and fashion, with Parkson
as its anchor tenant, but “failed badly" as there
wasn't alot of space left for much else.

While not the smallest inits portfolio, DA
MEN, with its net lettable area of 421,303 sq
ft, is significantly smaller than PavKL. The
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PavREIT's key performance indicators

FY2018 FY2019 FY2020 FY2021 FY2022  FY2022VS
(RMMIL) (RMMIL) (RMMIL) (RMMIL) (RMMIL) FY2021
(% CHANGE)
Gross revenue 5549 58535 510.2 488.59 569.69 16.6
Net property income 374.79 37518 23352 236.62 364.2 53.92
Distributable income 26659 25827 125.8 134.66 255.8 89.97
Distribution per unit (sen) 9.51 8.64 152 411 837 89.8

By asset
NET PROPERTY INCOME NET OCCUPANCY RATE (%)

FY2021 FY2022 % | LETTABLE AS AT AS AT
(RMMIL)  (RMMIL) AREA DEC 31, DEC31,
(SQFTMIL) 2021 2022
Pavilion Kuala Lumpur mall 212.99 316.4 86.88 136 90.2 916
Intermark Mall 8.87 99 293 0.22 83.6 86.9
DA MEN Mall -9.18 -7.1 -195 0.421 62.3 64.5
Elite Pavilion Mall 18.46 40.86 .22 023 86.4 923
Pavilion Tower 5 41 112 0.16 7941 72.8
Total 236.6 364.2 100 2.391 — -

upon at least 80% of PavBJ's total NLA (exclud-
ing own use areas) having commenced rental
billing, with the average rent of the tenanted
NLA not less than RM9.50 psf per month. Ac-
cording to PavREIT,the mall had achieved 81%
committed/commenced tenancy, with aver-
age rent of about RM9.30 psf, by last month.

“The chairman and QIA (Qatar Invest-
ment Authority) understand the importance
of the REIT benefitting because they’re also
major unitholders.That’s why this 80% and
RM9.50 psf were negotiated,” says Ho.

“Technically speaking, the DPU (distribu-
tion per unit) will be protected at the REIT
level. It is still going to be eight sen or better
[on completion of this deal].”

Once the conditions precedent are satis-
factorily met, PavREIT will have 60 days to go
to the market and raise the RM1.65 billion in
initial payment to Regal Path Sdn Bhd,under
which the ownership of the mall is now parked.

Regal Path is owned by Amberstraits Sdn
Bhd,in which Lim’s private vehicle Jelang Te-
gas Sdn Bhd has a 49% stake, while Malton’s
Khuan Choo Realty Sdn Bhd holds 51%. Lim
controls 43.43% of Malton.

QIA owns 51% of Regal Path’s redeema-
ble preference shares (RPS),while Lim holds
24.02% and Malton,via Khuan Choo,owns the
remaining 24.98%. Regal Path issued the RPS
in2019 when Malton needed to raise funds to
complete the development of PavBJ by trans-
ferring the ownership to Regal Path for RM1.48
billion,which saw Lim and QIA injecting fresh
capital of RM277.25 million and RM406.7 mil-
lion respectively through the RPS subscription.

“This is the first time we are going to the
market to raise money in 12 years.We started
off with a 25% public spread 12 years ago,and

constant traffic snarl-ups in the area also
proved too much of a challenge. On top of
that, the mall does not have a frontage, but is
surrounded by shoplots that are not doing well,
he says. “If the shoplots do well, the mall will do
well. The problem is the shoplots don't belong
tous. That's where the issues start.

“Now, we're going to turn DA MENinto a
place of gathering. For people to come and
eat, pick up some groceries ... And we will call
it DM Mall — for people who cannot properly
pronounce DA MEN — and introduce more
halal foods. If we work on it hard enough,
the valuation will be back to some normality,
though it might not go back to its original
days," says Ho.

it has only gone up to 30.1%. This placement
will raise it to 47.5%, thereby increasing the
REIT’s liquidity,” says Ho.

“Many investors complain we don’t have
enough liquidity — only less than a million
units are traded a day. That’s the irony of a
REIT. When you do too well, people don’t
sell. So, there is no liquidity.”

Although the two major unitholders can
backstop the placement as they are confident
of the deal,and they are prepared to take up
RM600 million of the RM1.27 billion worth
of shares, it makes better sense to go to the
market, says Ho. “That [new] liquidity will
also qualify us for FTSE4Good,” he points out.

On fulfilling 75% of the acquisition price,
the mall’s revenue and profit will be fully
recognised under PavREIT. It then has 24
months to pay the balance of RM550 million
in three stages — called milestone payments
— with no chargeable interest,Ho highlights.

The first stage is RM50 million on com-
pletion of defect rectifications within six
months of the completion of the sale and
purchase agreement (SPA), which Ho says
will mitigate any major repair and mainte-
nance spending in the next one to two years.
The second is a payment of RM100 million
upon the receipt of strata title documents,
estimated to be by December this year.

The final sum of RM400 million will only
be released if PavBJ achieves a net proper-
ty income (NPI) of RM146 million on an
annualised basis within 24 months, which
translates into a yield of 6.6% based on the
asset’s RM2.2 billion purchase price.

This final condition is “the most critical”,
says Ho. If the targeted NPI is not met and a
revised valuation then comes in lower, up to

Inthe interim, DA MEN's F&B outlets have
beenincreased to 40%, while its education
element has been raised to 20%, with tuition
centres, music schooland a STEM (science,
technology, engineering and maths) academy
there,

Ho says the REIT had tried to sell the
property before the pandemic struck, but there
was nointerest. "What we're trying to do is
reposition it — we have a master plan for that.
There should be some interest after that."

In the meantime, a flyover is being built
nearby to address the traffic problems in the area.
Construction will take about 18 to 20 months and
will affect DA MEN, whichis why the turnaround
is expected to take 36 months, he adds.



RM400 million could be deducted from the
purchase price.

Should the NPI be met and the revised
valuation come in higher than the purchase
price, PavREIT would not have to pay more
than RM400 million. Based on PavBJ’s six
months of operation from its opening in
December 2021 — incidentally when acquisi-
tion talks began — until June 2022, the mall
had an unaudited NPI of RM30.1 million.

“The deal has been structured in such a
way that we have time to mature the assets,
to achieve the promised returns.

“A lot of people asked me why the mile-
stones are necessary when it’san RPT (related
party transaction).It’s precisely because it is
an RPT that we require certain thresholds to
be achieved ...When we signed the agreement
on Nov 22, the lawyer and investment bank-
ers took control of our press release. It was so
legalistic that people had to make their own
assumptions. We just want to set the record
straight, that this is the structure and it is rel-
atively straightforward and negotiated based
on the best interests of PavREIT unitholders,
including my chairman and QIA,” says Ho.

Lim held a 36.89% stake in PavREIT as at
Jan 31 — 9.22% under his wife Puan Sri Tan
Kewi Yong — while QIA,via Qatar Holdings
LLC, owned 33%. The Employees Provident
Fund is the third largest unitholder, with
9.94% as at Feb 10.

PavREIT currently owns five properties:
four malls — PavKL and the connected Elite
Pavilion Mall, Intermark and DA MEN — and

an office building, Pavilion Tower (PavTower).

The REIT’s NPI for FY2022 increased
53.92% to RM364.2 million from RM236.62
million,as the NPI for most of the malls un-
derits portfolio had improved. PavTower was
the only asset that registered a weaker NPI.

Distributable income jumped 89.97% to
RM255.81 million from RM134.66 million,
with the DPU almost doubling to 8.37 sen
from 4.41 sen.

‘Very empty still’
While its monthly footfall, which started at
about 500,000 to 600,000,had increased to 1.9
million last month, PavBJ seems “very empty
still”, Ho acknowledges but assures that this
is “normal” due to the large size of the lots
taken up. For instance, Parkson signed up for
220,000 sq ft,Harvey Norman 50,000 sq ft,and
a16-screen cinema that is about to open has
taken 90,000 sq ft. Even the Haidilao hotpot
outlet that recently opened is the biggest in
Malaysia and can seat 1,000 people per session.
This reflects how PavBJ, which targets to
have about 600 brand names and has already
secured over 400, was designed with future
expansion in mind. Ho says the developer
learnt from PavKL,which was able to attract
demand for its 7,000 to 8,000 sq ft lots — easily
double the size of those in other malls when
it opened 15 years ago — despite scepticism
about the demand for bigger lots in the market.
PavKL was also the first mall in the region
that offered duplexes, he notes, satisfied to
have the results validate the decision. Prior to

the pandemic, PavKL’s occupancy rate stood
at 98%,with its spacious hallways dotted with
kiosks. At end-2022, it was 91.6% occupied.

PavBJ has even bigger hallways, which
Ho says will be great for kiosks in the future.
And while PavKL has only one centre court,
which “makes money and attracts people”,
PavBJ has seven.

Yet in terms of positioning,PavBJ is a very
different mall compared to the tourist-centric
PavKL,owing to the different target markets.
“The concentration in PavKLis tourists,with
luxe brands like Prada, Gucci ... whereas at
PavBJ, it’s a family,suburban mall,” he says.

“Our survey indicates there are 30 develop-
ments with 80 apartment towers construct-
ed within 5km of this mall,comprising over
17,000 apartment units. Of the population
there, over 30% are 1 to 19 years old and 42%
are 20 to 45 years old,and 80% are Chinese.”

By and large, analysts are positive on the
proposed acquisition as they note that PavBJ
offers more growth opportunities coming
from alow base,with its average rent of about
RM9.30 psf now — much lower than the RM12
to RM14 psf of other suburban malls such as
Mid Valley Megamall and Sunway Pyramid.

This represents ample upside for PavBJ
in terms of rental reversion, Hong Leong
Investment Bank Research previously not-
ed when it upgraded the REIT to “buy” last
November following the acquisition news.

There are seven “buy” calls on the REIT and
three “hold”, with a consensus target price of
RM1.45.The REIT closed at RM1.36 last Thursday

for a market capitalisation of RM4.16 billion.
“An occupancy rate of 90% to 95% will defi-
nitely be achieved by the end of this year.The
question is whether we can achieve [a rental
rate of] more than RM10 psf,” says Ho,add-
ing that RM10.40 psf is required for the mall
to achieve its NPI target of RM146 million.

Rental revision on the cards

There are no immediate plans for anoth-
er acquisition for now, says Ho, though

he notes that the Pavilion Damansara
Heights Mall being built by Malton is
expected to be completed by the middle of
this year. “We will evaluate that when the
offer comes. For now, we will concentrate
on delivering the numbers for PavBJ first.”

For tenants that are performing well —
either back to pre-pandemic levels or better
— the REIT plans to adjust the rental rates
accordingly or negotiate for better terms.
Its tenancy renewal takes place every three
years and about 30% of PavKLs tenancy is
up for renewal this year.

“Tenants at PavKL saw their business
perform better coming out of the pandemic,
with more tourists coming back to Malaysia,
so they share our positive outlook. If their
performance is better, we will negotiate for
better rates,” says Ho.

Conservatively, Ho sees rent increases of
between 4% and 6% on average. For those
who are taking more time to recover, the
REIT is allowing a staggered approach in
rental revision. o



