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Acquires industrial properties for RM91.5mn in Shah Alam

Sunway REIT announced that it has entered into a conditional sale and
purchase agreement with Champion Edge S/B to acquire an industrial
property at Section 23, Shah Alam for a total purchase consideration of
RM91.5mn.

Sitting on a 62,587.3 sqm leasehold land, the industrial property includes a
two-storey office with an annexed one-storey factory with mezzanine floor, a
three-storey office with an annex one-storey warehouse and an integral two-
storey office with a two-storey factory cum warehouse with an adjoining M&E
building and other ancillary buildings. The industrial property is strategically
located in the prime industrial hub of Shah Alam, Selangor and is
predominantly occupied by established multinationals, logistics and
manufacturing companies.

Share Information

Bloomberg Code SREIT MK
Stock Name SUNREIT
Stock Code 5176
Listing Main Market
Units in circulation (mn) 2945.1
Market Cap (RMmn) 5095.0
Par Value 1.00
52-wk Hi/Lo (RM) 1.84/1.44
12-mth Avg Daily Vol ('000 shrs) 2493.0
Estimated Free Float (%) 30.8
Beta 0.53

Major Shareholders (%)

Sunway Berhad (37.3)
EPF (12.3)
Skim Amanah Bumiputera (7.4)

Tan Sri Cheah Fook Ling (5.6)

Forecast Revision

18 years lease agreement
The property is sold together with an existing lease. The lessee is IDS

Manufacturing S/B. The lease has a remaining duration of approximately 18 FY17 FY18

years which shall expire on 31 December 2034. The initial term will Forecast Revision (%) 0.0 19

. Net profit (RMm) 261.7 297.7
automatically be extended for one further term of 5 years on the same terms

. . Consensus 271.2 296.6

and conditions. The current annual lease rental is RM5.6.mn. Note that the TA's / Consensus (%) 96.5 1004

lease is granted on a triple net lease basis meaning that the rental payable
excludes the outgoings such as the quit rent, assessment, utilities, insurance
premium and maintenance cost and expenses which shall be borne by the

Previous Rating Hold (Maintained)

Financial Indicators

lessee. The rent is subject to review every 3 years and the next review date FY17 FY18
shall be 1 January 2019. Gearing (%) 358 36.2
FCPS (sen) 5.7 13.0

e eas . Price / CFPS (x) 30.5 13.3

Decent acquisition yield of 6.12% ROE (%) 65 73
Based on the acquisition cost of RM91.5mn and NPI of RM5.6mn, the yield of ROA (%) 4.0 45
this property works out to 6.12%, which is decent as compared with the REIT’s NTA/Share (RM) 15 15
current distribution yield of 5.1%. Thereafter, management expect the net Price/NTA (x) 1.2 12

property yield to increase to 6.73% upon the next rent review in 2019.

Share Performance (%)

We think the acquisition cost is reasonable, given that it fetches a higher yield :r;::h(:ha"ge Sunv;az REM FB';AI'(LCI
as compared with the REIT’s property portfolio yield of 5.81% in FY16. 3 mth 0:6 0:5
According to the announcement, Sunway REIT intends to fully fund the 6 mth 18 13
acquisition via debt. The proposed drawdown of new borrowings will increase 12 mth 19.3 21

Sunway REIT’s gearing ratio from 33.6% as at 30 Sep-16 to 35.0%. Assuming a
50% leverage ratio, we estimate the trust still has an additional debt headroom
of RM900mn after this acquisition.

(12 Mth) Share Prlce relative to the

F‘EITW R c 1.73 el KL71/1.73 6l
3 . o L 1.70

Neutral on the deal

Upon completion, the group’s weighted average lease expiry is expected to
improve from 1.98 years to 2.23 years. In addition, the acquisition will increase
the group’s total asset size by 1.4% to RM6.52bn from RM6.43bn currently, on
track to meet its target of growing its asset value to RM7.0bn by FY17.
However, we are neutral on this development as we do not see significant EPU
enhancement from the acquisition.

Source: Bloomberg
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Forecast and recommendation
We raise our FY18-19 net profit forecast by 1.2 - 1.9% to account for earnings
contribution from the acquisition. Coupled with our earnings revision, we
nudge up our DDM-derived target price to RM1.79/unit from RM1.78/unit.
Maintain Sell.

Earnings Summary (RMmn)

Profit and Loss (RM mn) Balance Sheet (RM mn)
FYE Jun 30 FY15 FY16 FY17f FY18f FY19f FYE Jun 30 FY15 FY16 FY17f FY18f FY19f
Gross Revenue 4535 507.0 548.2 6015 618.2 Non current assets 6329.3 6441.7 6541.7 6591.7 6641.7
Net Property Income 3408 3739 3933 433.2 446.0
Finance Cost (70.8) (86.2) (94.2) (96.2) (98.1) Receivables 20.2 258 21.0 231 271
Adjusted Pretax profit 240.6 260.2 261.7 297.7 307.9 Cash 66.2 69.7 68.6 78.2 71.0
Reported Net Profit 5414 323.7 261.7 297.7 307.9 Others 0.0 0.0 0.0 0.0 0.0
Realised Net Profit 2420 262.5 261.7 297.7 307.9 Total CA 1008 95.6 89.6 1013 98.1
EPU (sen) 8.2 89 89 10.1 104
EPU growth (%) 37 8.2 (0.3) 138 34 Total Asset 6430.0 6537.3 6631.3 6693.0 6739.8
PER (x) 21.0 194 195 171 16.6
GDPS (sen) 8.7 9.2 89 10.1 104 Trade and other payables 2228 226.1 120.2 1318 1287
Div yield (%) 50 53 5.1 58 6.0 Borrowings 7634 7724 8124 822.4 8324
Core ROE (%) 63 6.5 6.5 73 76 Total CL 986.2 998.5 9326 954.2 961.1
NPI margin (%) 752 73.7 717 720 721 Unitholders' Capital 27165 27259 27259 27259 27259
PBT margin (%) 53.1 513 477 495 498 Distributable income 1265.8 1325.3 1325.3 1325.3 1325.3
Core net margin (%) 53.4 51.8 477 495 498 Total Unitholders' funds 3982.3 40512 4051.2 40512 4051.2
Cash Flow Statement (RM mn) Borrowings 1378.6 1403.2 1563.2 1603.2 1643.2
FYE Jun 30 FY15 FY16 FY17f FY18f FY19f Long term liabilities 83.0 84.3 84.3 84.3 84.3
PBT 547.3 3237 2617 2977 3079 Total Non Current Liabilities 1461.5 1487.5 1647.5 1687.5 17215
Op profit before change in WC 632.2 417.6 355.8 3939 406.0
CFO 3475 4153 254.7 4035 3988 Total Liabilities + Equity 6430.0 6537.3 6631.3 6693.0 6739.8
Capex (402.0) (90.0) (100.0) (50.0) (50.0)
CFI (401.0) (90.0) (100.0) (50.0) (50.0)

Ratios
Equity Raised 0.0 0.0 0.0 0.0 0.0 FYE Jun 30 FY15 FY16 FY17f FY18f FY19f
Net borrowings 392.5 250.0 200.0 50.0 50.0 Gearing (%) 333 333 358 362 367
Dividend (255.4) (270.9) (261.7) (297.7) (307.9) NTA/unit (RM) 15 15 15 15 15
CFF 65.1 (107.1) (155.8) (3439) (356.0) P/NTA (x) 12 12 12 12 12

ROE (%) 63 6.5 6.5 73 7.6
Change in cash 116 2182 (12) 9.6 (71) ROA (%) 40 40 4.0 4.5 46

Stock Recommendation Guideline

BUY Total return within the next |2 months exceeds required rate of return by 5%-point.

HOLD : Total return within the next |2 months exceeds required rate of return by between 0-5%-point.
SELL : Total return is lower than the required rate of return.

Not Rated: The company is not under coverage. The report is for information only.

Total Return is defined as expected share price appreciation plus gross dividend over the next |2 months.
Required Rate of Return of 7% is defined as the yield for one-year Malaysian government treasury plus assumed equity risk premium.

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 BERHADa945-m)
(A Participating Organisation of Bursa Malaysia Securities Berhad)

Kaladher Govindan — Head of Research
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