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Acquiring 3.3 acres Land Adjacent to Sunway Carnival Shopping Mall

Sunway REIT has entered into a conditional sale and purchase agreement with its
sponsor, Sunway Bhd, to acquire a parcel of land adjacent to Sunway Carnival
Shopping Mall (Sunway Carnival) for a total purchase consideration of RM17.2mn.
According to announcement, the purchase price is equivalent to the market value -
as appraised by independent valuer, Messrs C H Williams Talhar and Wong.

To Construct New Wing of Sunway Carnival

The 3.3 acres of leasehold commercial land is adjacent to Sunway Carnival in
Seberang Jaya, Penang, which is currently being used as a car park - see Appendix
1. Based on the preliminary plan, Sunway REIT intends to construct an extension
of the new wing of Sunway Carnival comprising a nine-storey retail space with 6
level of parking above the retail space and another level of parking in the
basement as well as a future commercial tower block.

The Acquisition Requires SC’s Approval

The proposed land acquisition will increase Sunway REIT’s total asset value by
0.27% to RM6.447bn. The purchase consideration is expected to be fully funded
through Sunway REIT’s existing debt financing. The proposed acquisition is
expected to be completed by 2H2016. However, this acquisition requires approval
from the Securities Commission’s (SC), for the waiver to Clause 8.44(b) and Clause
8.44(c) of the REIT Guidelines. According to the guidelines, a fund is not permitted
to conduct property development activities and acquisition of vacant land.

Positive on the Acquisition but SC’s Waiver is the Key Hurdle

We are positive on this land acquisition as it will pave way for expansion of
Sunway Carnival, which is currently 98% occupied. As the mall is near full
occupancy, we understand that there is a need for Sunway Carnival to create
larger retail spaces to house new and more international and regional brands to
remain competitive.

As far as SC’s waiver is concerned, we gather that Sunway REIT has seek advice
from relevant consultants and will submit the waiver application to SC in one
month’s time. Meanwhile, we understand that Malaysia REITs (MREITs) have been
discussing with SC to allow REITs to venture into greenfield development of
properties. Note that, Singapore REITs can undertake development activities up to
25% of property value with effective from 1 Jan 2016, from 10% limit previously.
Management believes there is a solid case for SC to consider following Monetary
Authority of Singapore’s footsteps and anticipates SC to issue a revised guideline
by end this year. Should the waiver application is rejected, management indicated
that the construction of new extension will be carried out by the sponsor and it
will be injected into the REIT at a later stage.

Forecast

We make no change to our FY16-18 earnings pending SC’s approval. Meanwhile,
we believe Sunway REIT will have no problem to fund the RM17.2mn acquisition
cost in view of its healthy gearing level of 33%, which implies a further RM1bn
debt headroom before hitting the statutory gearing cap of 50%.
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Share Information

Bloomberg Code SREIT MK
Stock Name SUNREIT
Stock Code 5176
Listing Main Market
Units in circulation (mn) 2942.2
Market Cap (RMmn) 4825.6
Par Value 1.00
52-wk Hi/Lo (RM) 1.69/1.43
12-mth Avg Daily Vol ('000 shrs) 2512.4
Estimated Free Float (%) 0.3
Beta 0.4

Major Shareholders (%)
Sunway Berhad (37.3)
EPF (12.0)
Skim Amanah Bumiputera (9.9)

Forecast Revision

FY16 FY17
Forecast Revision (%) 0.0 0.0
Net profit (RMm) 260.6 273.7
Consensus 261.5 278.2
TA's / Consensus (%) 99.7 98.4

Previous Rating Sell (Maintained)

Financial Indicators

FY16 FY17
Gearing (%) 36.4 37.3
FCPS (sen) 5.7 9.9
Price / CFPS (x) 28.5 16.5
ROE (%) 6.5 6.9
ROA (%) 4.0 4.1
NTA/Share (RM) 1.5 1.5
Price/NTA (x) 1.1 1.1

Share Performance (%)

Price Change Sunway REIT FBM KLCI

1 mth 0.0 0.3
3 mth 5.1 (4.9)
6 mth 14.7 0.3

12 mth 1.9 (10.3)
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Valuation

We maintain our DDM-derived target price at RM1.65 based on an unchanged
discount rate of 9.25%. Reiterate Sell. Our TP implies forward yield of 5.6%, in line
with industry’s average. Nevertheless, we believe MREITs will deserve a re-rating
should SC issue a revise guideline that permits REITs to embark on greenfield
development of properties to further optimise their portfolio returns, in view of
limited external acquisition opportunities due to low property yields.
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Appendix 1: Location Map
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Earnings Summary (RMmn)

Profit and Loss (RM mn) Balance Sheet (RM mn)
FYE Jun 30 Y14 FY15  FYtef  FV17f  FY18f  FYEJun30 Y14 Y15 FYief  FYI7f  FY18f
Gross Revenue 4278 4535 5184 5688 607.1 Non current assets 55230 63293 64193 65193 65693
Net Property Income 3210 3408 3909 4089 4493
Finance Cost (63.0) (708) (932) (971) (990)  Receivables 164 202 27 312 266
Adjusted Pretax Profit 2320 2406 2606 137 3102 Cash 546 66.2 1112 1108 1134
Reported Net Profit 4111 5414 2606 2137 3102 Others 00 00 0.0 0.0 0.0
Realised Net Profit 2319 2420 2606 2737 3102 Total CA 835 1008 1482 156.4 1544
Realised EPU (sen) 79 8.2 838 93 105
Realised EPU growth (%) 08 37 74 50 133 Total Asset 56065 64300 65675 66756 67236
PER (x) 207 199 186 177 156
GDPS (sen) 84 8.7 9.1 93 105 Trade and other payables 1161 2228 1103 1184 1164
Divyield (%) 51 53 55 57 64 Borrowings 7420 7634 8134 8334 8434
Core ROE (%) 64 63 65 69 78 Total CL 858.1 986.2 923.7 9518 9598
NPImargin (%) 750 752 754 719 740 Unitholders" Capital 27028 27165 27243 27243 27243
PBT margin (%) 542 531 503 481 511 Distributable income 9853 12658 12580 12580 12580
Core net margin (%) 542 534 503 481 511 Total Unitholders' funds 36881 39823 39823 39823 39823
Cash Flow Statement (RM mn) Borrowings 10000 13786 15786 16586 16986
FYE Jun 30 FY14 FY15 Fvief  FY17f  FY18f  Longterm liabilties 60.3 83.0 8.0 83.0 83.0
PBT 4111 5473 260.6 2737 3102 Total Non Current Liabilities 10603 14615 16615 17415 17815
Op profit before change in WC 4871 632.2 3616 3708 409.2
(FO 3149 3475 2466 3704 4117 Total Liabilities + Equity 5606.5 6430.0 6567.5 6675.6 6723.6
Capex (1188)  (4020)  (900)  (1000)  (500)
CFl (1183)  (40L0)  (900)  (1000)  (500)

Ratios
Equity Raised 00 0.0 00 0.0 0.0 FYE Jun 30 FY14 15 FYief  FYI7f  FY18f
Net borrowings 106.0 3925 2500 1000 500 Gearing (%) 311 333 364 373 378
Dividend (2441)  (2554)  (2684)  (2737)  (3102)  NTA/unit(RM) 14 13 15 15 135
CFF (2004) 651 (1116)  (2708)  (3592)  P/NTA(x) 12 11 11 11 11

ROE (%) 64 63 65 69 78
Change in cash (39) 116 450 (03) 26 ROA (%) 43 40 40 41 46

Disclaimer

The information in this report has been obtained from sources believed to be reliable. Its accuracy or completeness is not guaranteed and

opinions are subject to change without notice. This report is for information only and not to be construed as a solicitation for contracts.

We accept no liability for any direct or indirect loss arising from the use of this document. We, our associates, directors, employees may
have an interest in the securities and/or companies mentioned herein.

for TA SECURITIES HOLDINGS BERHADw494s-m)
(A Participating Organisation of Bursa Malaysia Securities Berhad)

Kaladher Govindan — Head of Research
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