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Sunway REIT 1Q realised net
income within expectations

Sunway Real mmﬁ.m»m Investment Trust

Sunway REI'T

(Nov 1, RM1.73)

Maintain outperform rating with
an unchanged target price (TP)
of RM1.87 per share: First quarter
of financial year 2018 (1QFY18) re-
alised net income (RNI) of RM78.7
million came in within expecta-
tions, making up 28% and 27% of
consensus and our estimates, re-
spectively. 1QFY18 gross dividend
per unit (GDPU) of 2.67 sen in-
cludes a non-taxable portion of
0.33 sen which is also within our
expectations at 27% of estimated
FY18E GDPU.

Year-on-year to year to date gross
rental income (GRI) was up by 10%
driven by all segments; (i) retail
(+3.9%) on all assets from stable
occupancy and positive reversions,
save for SunCity Ipoh Hypermarket,
(ii) hotel segment (+40.9%) driven
by Sunway Pyramid Hotel post the
completion of the refurbishmentin
June 2017, Sunway Putra Hotel ben-
efiting from the SEA and Para games
and Sunway Hotel Georgetown on
stronger leisure segment, (iii) office
segment with positive growth from
all assets save for Wisma Sunway
on a slight tenant downsizing, but
occupancy is expected to improve
gradually to 99% by 4Q18, and (iv)
other segments (+20.8%) from the
completion of the acquisition of the

Sunway Putra Hotel benefitied from the SEA and Para games.

Shah Alam Industrial asset in Au-
gust 2017.

Net profit interest (NP1} mar-
gins improved by four percentage
points (ppts) on lower maintenance
expenses at Sunway Pyramid. All
in, RNI was up by 18% on slightly
lower expenditure (-17%) and de-
spite higher financing cost (+11%)
from Shah Alam Industrial asset.
Quarter-on-quarter, GRI was up
{(+7%) driven mostly by: (i) retail
segment (+2.7%), and (ii) hotel
segment (+27.7%) on similar rea-

sons mentioned above, (iii) other

segments on inclusion of the Shah
Alam Industrial asset, while (iv) the
office segment was flattish.

NPI margins also improved
+4.3ppts due to similar reasons
mentioned above, allowing RNI
to increase by 18%.

FY18E capital expenditure will
mostly be for Sunway Carnival Ex-
tension in second half2018 (2H18).
As such, we are expecting RM60-
RM100 million in FY18-FY19E.
FY18-FY19E has minimal leases
up for expiry at 17.5%-12% of NLA
(net lettable area). We expect mid-

FYEJNERMMIL

o .ue__._.i

A imoTRE

- 2019€

Turnover 523
Eblfios, Sakic i 389
PN s 424
Netprofit. = = -~ 424
Core NP (RN} 267
Consensusicnp) .~ na
Core EPS(sen) S 92
Core EPS growth (%) S0
NDPSReniuie deiol - 783
BV/Shareem) 150
Core PER (x) 5 18.7
Gearingtx)

Net dividend yield (%) 4.8

Source: Kenanga Research

to-single digit reversions for re-
tail and low- to-mid single-digit
reversions for office assets, while
we expect flattish growth for the
hospitality segment’s average room
rates. Maintain FY18-19E of RM294-
298 million, which translates into
FY18-19E net dividend per unit of
9.0-9.1 sen (5.2-5.3% net yield).
Our applied spread is close to re-
tail mortgage real estate investment
trust (MREIT) peers’ average yield
of 5.4% due to the large portion of
earnings driven by its stable retail
component, while we have already
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priced in earnings fluctuations in
the office and hotel segments.

At current level, Sunway REIT is
commanding gross yields of 5.8%
(on FY18E), which is slightly bet-
ter than MREIT peers (>RM1 bil-
lion market cap) at 5.7% and re-
tail MREITs of 5.4%, warranting
an “outperform” call. Risks to our
call include: (i) bond vield expan-
sion, (ii) earnings risks in hospi-
tality and office division, and (iii)
lower-than-expected contribution
from Sunway Putra Place. — Kenan-
gaResearch, Nov |

Fc

BY }

\

inst
this

1
dicti
Dor
tion
chai
exe(
Hen
The
It he
palr
half
mtic
duc
shoi
NoZ
put
high
bya

S
big
rizo:
off t
to: 2
tion
lion



