Headline Singapore vs Malaysia REITs: Why the big difference?

MediaTitle The Edge

Date 04 Nov 2019 Language English
Circulation 25,910 Readership 77,730
Section Corporate Color Full Color
Page No 14,16,18 ArticleSize 2804 cm?2
Journalist TONG KOOI ONG PR Value RM 145,951

Singapore vs Malaysia REITs: Why the big difference?

BY TONG KOOI DNG - ASIA ANALYTICA

mid low interest rates, real estate
investment trusts have been one of
the better-performing asset classes
on both sides of the causeway in re-
cent years, especially in Singapore.
Defensive income bases, attractive yields and
eamings-accreti ises have b d the
appeal of REITs in Singapore and Malaysia.

Malaysian REITs (MY REITS),as measured
by the Bursa Malaysia REIT index launched
in October 2017, has declined 4.1%, outper-
forming the FBM KLCI's 9.6% fall in the same
period. Singapore REITs (SG REITS), on the
other hand, have performed far better. The
Standard & Poor’s Singapore REIT Singapore
Dollar Index has surged 16.1% over the same
time frame, better than both MY REITs and
the Straits Times Index’s 1.7% decline.

What drives the performance of REITs?
Low interest rates are the main factor, as
REITs are priced off risk-free rates in a yield
spread. Low interest costs also enable them
to make earnings-accretive acquisitions.The
ability to raise income through value-accretive
exercise, rental revisions or enhancements
to assets is the other key factor,and that is
more prevalent among SG REITSs.

REIT prices typically move in the opposite
direction of interest rates. Over the past five
years, interest rates in Malaysia have fallen,
whereas Singapore’s have risen — yet,5G REIT
prices have risen. Since January 2014, yield

on five-year government securities, which
we use as the “risk-free rate”, has fallen from
3.68% to 3.36% in Malaysia, and risen from
1.11% to 1.63% in Singapore. Clearly, inves-
tors are favouring Singapore over Malaysia
REITs, but why?

we looked at the performance of several
major $G and MY REITs, their price perfor-
mance relative to interest rates, gross and net
yields over the past five years (see Charts 1to
7).We have also done a comparative list of MY
and G REITs (see Tables 1 and 2),comparing
their valuation, size and yields, as a starting
reference point for investors.There are some
i ing observations from these tabl d
charts,and why SG REITs are outperforming
their Malaysian counterparts.

Gross and net ylelds
As can be seen in Charts 1 to 7, prices of the
major REITS in Singapore and Malaysia have
appreciated over the past five years.As a re-
sult, gross yields for REITs in both markets
have generally declined, but remain well
above domestic interest rates. Net yield, or
the yield spread (gross yield less the risk-free
rate), has also been declining for SG REITS,
but remained fairly constant for MY REITS.
Capital appreciation of SG REITs has been
drivenbyac ion of yield compressi
for gross and net yield,and higher distribu-
tion per unit. The latter has been a trend, as
SG REITs are actively engaged in value-accre-
tive exercises and acquisitions (see Chart 8).

Chart 2: Singapore REIT: CapitaLand Mall Trust

MY REITs, on the other hand, have de-
pended largely on rental revisions rather
than acquisitions for income growth. Only
Sunway REIT has actively acquired properties,
mostly from within Sunway. The four major
MY REITs hold more iconic and defensive
assets, notably Kuala Lumpur City Centre
and the country’s biggest malls, and rental
revisions have anchored distribution growth

over the past three years (see Chart 9). Unlike
SG REITs, net yield for the major MY REITs
have stayed relatively stable. The smaller MY
REITs, though, have seen falling income and
prices in the last five years.

Gross yield for the bigger SG REITs are
currently 4.2% to 5.2%, whereas the bigger
MY REITs yield 4.7% to 5.2% (see Tables 1 and

CONTINUES ON PAGE 16

Chart 1: Singapore REIT: CapitaLand Commercial Trust
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Chart 3: Singapore REIT: Ascendas REIT

Chart 4: Singapore REIT: Mapletree Commercial Trust

Chart 5: Malaysia REIT: KLCCP Stapled Group
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MY REIT sector has less depth and liquidity than SG REIT sector

FROM PAGE 14

2).vields on some of the smaller SG and MY
REITs can reach as high as 7% to 9%, but one
has to assess sustainability in terms of quality
of assets and length of leases. Relative to do-
mestic interest rates, net yield on the bigger
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Chart 6: Malaysia REIT: IGB REIT Chart 7:Malaysia REIT: Sunway REIT
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Chart 8: Singapore REITs: Annual distribution Chart 9: Malaysia REITs: Annual distribution
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MY REITs have
done little else

2: Singapore REITs

NAME CURRENCY PRICE AS MARKET CAP FINANCIAL CURRENT CURRENT NETDEBT/  PRICE-TO-MAV
= AT OCT 30 SMiL) YEAR-END DPU(CENT]  YIELD(%) ASSETS” (%) (TmES)
OFFICE REITS is)
a pa rt from ra I SI ng CapitaLand Commercial Trust SGO 2.050 79842  December 88 430 348 113
I’enta I I’ates Frasers Commercial Trust | _SGJ 1620 1.4-8\2‘1 September : '9-.'-6' 593 29_..’; 107
IREIT Global SGD 0795 4993  December 58 127 362 105
Keppel REIT SGD 1230 42423 Decomber 55 450 384 0.90
Manullfe US REIT " usD 0910 18730  December 61 670 37 115
FROM PAGE 16 OUE Commercial REIT SGD 0540 29579 December a0 552 393 076
accounted for by just one REIT, KLCCP Sta- Suntec REIT SGD 1870 53438 Decemboer 98 521 383 0.a1
pled Group, owner of the iconic KLCC devel Keppel Pacific Oak US REIT uso 0.745 SE4b"  December 58 172 385 0.98
opment and Menara Dayabumi. The REIT  primeUsRENT usp 0.940 11911 Decermber NA NA 370 112
derived 42% of income from offices, 36% from Retall REITs :
a retail mall, 12% from a hotel,and 10% from BHG Retall REIT SGD 0.680 3501 December 45 662 370 081
management services in FY. CapitaLand Mall Trust SGD 2560 97011  December 9 463 343 124
Three other retail mall-based REITs —IGB  CapitaLand Retail China Trust SGD 1520 18560  December 99 650 338 096
IT (market cap: RM6.8 billion), Sunway  Frasers Centrepaint Trust 5GD 2710 33033 September 121 445 235 128
REIT(RM5.4 billion) and Pavilion RETT(RM5.3 Lendlease Global Commercial REIT SGD 0.950 10862  June NA NA 364 17
billion) — have a combined markeg§cap of Lippo Malls Indonesia Retail Trust SGD 0.235 14, December 19 8.26 352 0.79
RM17.5 billion. This means the four piggest Mapletree Commercial Trust SGD 2.350 March 9.9 420 N7 138
REITs alone account for 73% of the My REIT Maphetree North Asla Commercial Trust | SGD 1270 39848  March 78 6.12 369 088
market, and are mainly retail mall-bhsed. SPH REIT 5GD 1150 29795  August 56 487 75 121
For investors who are not keenjpn the  giarni Giobal REIT SGD 0.740 16250  june 45 6.03 361 0.85
outlook for malls because of disruplion by Sacceur REIT SGO 0,785 9552  December 68 856 297 092
e-commerce, there are very few Malaysian Industrial REITs
options. There is only one healthcare REIT AIMS APAC REIT SGD 1350 March 103 101
(Al-Agar Healthcare REIT, market cap: RM1.1 Ascendas REIT SGD 3180 March 6.0 155
billion),one hospitality REIT (YTL Hospitality Cache Loglstics Trust SGD 0.730 December ‘56 113
REIT,RM2.2 billion)and four office RETTs with EC World REIT SGD 0725 December 62 085
a total size of RM2.2 billion. However, most ESR-REIT SGD 0.530 December 40 116
of the smaller MY REITS are not faring well. Frasers Logistics & Industrial Trust 5GD 1260 September 71 140
Mapletree Industrial Trust Eleh] 2:550 March 124 168
SG REITS offer diversity, Mapletree Logistics Trust SGD 1700 March 87 145
depth and liquidity Sabana REIT SGD 0.460 December 29 0.82
Singapore,on the other hand, has a very large, Sollbulld Business Space REIT SGD 0.500 December 4.7 0.81
vibrant and active REIT market. Apart from Hospitality REITs
size and depth, there is ample choice — from ARA LS Hospitality Trust uso 0.865 6158 Cecember NA NA 319 099
office, retail, industrial, hospitality and health Ascendas Hospitality Trust SGD 1150 12970 March ‘5g 51 34 116
care to data centres — with assets in Singapore Ascott Residence Trust SGD 1380 30040  December 75 543 328 109
and worldwide. The REITs offer exposure to CDL Hospitality Trusts SGD 1640 19993  December 90 560 353 110
a wide range of sectors, including logistics,  gagle Hospitality Trust usD 0.560 7864  December NA NA 375 063
data centres and businesses that cater for the Far East Hospitality Trust SGD 0.725 13361 December 39 532 308 084
new ecanomy. Frasers Hospitabity Trust SGD 0,730 13733  September 44 6.05 350 099
Four of the largest SG REITs (CapitaLand Healthcare REITs
Mall Trust, CapitaLand Commercial Trust, First REIT SGD 1030 812" December 86 835 345 101
Ascendas REIT and Mapletree Commercial Parkway Life REIT SGD 3.260 16602 December 11 4m 369 174
Trust) each have a market cap of between Data Centre REITs
$6.8 billion and $9.9 billion. Combined, they Keppel DC REIT SGD 1980 32260  December 76 385 289 182
total $34.4 billion, or 32% of total SG REITs, Other REITs
as opposed to 74% for the top four MY REITs. 0.500 19615  December 36 724 354 096

They are also far more liquid. These four big-
gest SG REITs have a large free float of 67% to
80%, as they have been issuing new units to
fund uisitions. In contrast, the four larg-
est MY REITs have a low free float of 1¢
38%, 0wing to the lack of corporate exercises.
Helped by low interest rates and funding
Singapore,SG REITs have been very
active in the merger and acquisition and
fund-raising scene. They have been actively
making value-accretive acquisitions. This
REITs have raised more than
placements and preferential
xcluding TPOs. In contrast,
few MY REITS, except for Sunway REIT, have
made major acquisitions since their listing.

Arecent example of such a value-accretive
exercise was Mapletree Commercial Trust’s
proposed acquisition of Mapletree Business
City Phase 2 for $1.55 billion. This was funded
by a combination of debt carrying an interest
rate of 2.9% and the issue of new units priced
at premiums of to 45% to net asset value,
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MY REITs,on the other hand, were origi
nally created as asset-unlocking exercises for
their owners and most appear pretty content
with that purpose, having done little else
since then,apart from raising rental rate
mor ul onesare ated retail
mall-based. Relatively hig rates in
Malaysia also make value-accretive acquisi
tions more challenging,and a low net yield
means further outperformance is unlikely.

The Global Portfolio performed well for
the week ended Oct 31, gaining 2.8% and out
performing the benchmark MSCI World Net
Return index’s 1.3% gain. Total returns since
inception rose to 10.3%, matching the bench
mark index performance over the same period.

Meanwhile, my Malaysian Portfolio gained
0.7% in the past one-week.This lifted total re
tums to 49.9% since inception, outperform-
ing the benchmark index, FBM KLCT,which

e

The deal would be 4.5%-accretive to its dis- One-third of the Malaysian REIT market size is accounted for by just one REIT, KLCCP Stapled Group is still down 12.7%, by a long way. o
tributions per unit.
The tax structure for REIT investorsisalso  of distributions from REITs. A withholding  sia are managed, with a far clearer objective  Disclaimer: This is a personal portfolio

more favourable in Singapore. In Malaysia,
a withholding tax of 10% on distributions
from MY REITs is imposed on individual
and non-corporate investors (residents and
non-residents, including institutional inves-
tors) and 24% on non-resident corporate in
vestors, Local corporate investors are subject
to the prevailing 24% corporate taxes.

In Singapore, individual investors of SG
REITs, irrespective of their resident status, are
not subject to any withholding tax in respect

tax of 10% on REIT distributions is imposed
on non-resident, non-individual investors,
including institutional funds.

This differential tax treatment may partly
account for the difference in the performance
of REITs in Singapore and Malaysia.

But before anyone jumps to the conclusion
that a change in Malaysia's tax structure will
have the same result, let me make my view
clear: it will NOT, unless more fundamental
changes are made in the way REITs in Malay

of serving investors instead of warehousing
and buying properties of the promoters.

Thus,there is a clear distinction in strategy
between MY and SG RETTs.SG REITs have di
versified assets and income bases,with aclear
mission to create value. For that, the market
has rewarded them with rising REIT prices
and a lower required net yield. Singapore has
amore favourable tax structure,while its low
interest rate regime also promotes debt-fund-
ed value-accretive acquisitions.

for information purposes only and does
not constitute a recommendation or
solicitation or expression of views to
influence readers to buy/sell stocks. Our
shareholders, directors and employees
may have positions in or may be
materially interested in any of the stocks.
We may also have or have had dealings
with or may provide or have provided
content services to the companies
mentioned in the reports.
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