IGB Real Estate Investment Trust
(Oct 24, RM1.97)
Maintain hold with a higher tar-
get price (TP) of RM2: IGB Real
Estate Investment Trust’s (REIT)
third quarter of financial year 2019
(3QFY19) earnings and third inter-
im gross distribution per unit (DPU)
of 2.31 sen (nine months [9IM] of
FY19:6.97 sen) were within our ex-
pectations with 9IMFY19 earnings
at 77%/76% of our/consensus full-
year estimates. We nudge up our
earnings forecasts by 2-3% and our
dividend discount model-based TP
by 15 sen to RM2 after realigning
with a lower beta assumption of
0.5 time (x). We maintain “hold”
on balanced risk-reward (+2% total
return). IGB REIT could be rerated
once there is better visibility of its
next major retail asset acquisition.
Its FY20 estimated net DPU vyield
is 4.6%. We prefer YTL Hospitality
REIT (“buy”; TP: RM1.50).
3QFY19net profitwas RM79.8 mil-
lion (+5% year-on-year [y-o-y|; +2%
quarter-on-quarter), taking 9IMFY19
earnings to RM240.6 million (+5%
y-0-y). The improved 3QFY19 y-0-y
bottom line was mainly due to high-
er rental income from positive rental
reversions and sustained high occu-
pancy rates (about 100% committed
tenancies at both malls). Further-
more, 3QFY19 earnings were also
lifted by lower operating expenses
(-1% y-0-y), which boosted the net
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within expectations

profitincome margin to 73.9% (+1.7
percentage points y-0-y) for 3QFY19.

We continue to favour near-term
organic rental income growth from
Mid Valley Megamall and The Gar-
dens Mall due to their prominent
locations with wide catchments
and high footfall traffic. This would
support our decent near-term DPU
growth forecasts amid the ongoing
mall oversupply and heightened
competition in the Klang Valley.

IGB REIT’s key growth catalyst
is likely to come from sizeable re-
tail asset acquisitions, namely Mid
Valley Southkey in Johor Baru (a
joint venture between IGB REIT’s
parent IGB Bhd [“not rated”| and
Selia Pantai Sdn Bhd), which was
opened in April 2019. However, we
believe potential acquisition of the
asset is not likely until at least after
one tenancy cycle of approximate-
ly three years (earliest by FY22).
Hence, we have not factored in
any new assets into our forecasts.
Also, asset purchases would be
supported by its low-end 3QFY19
gross gearing of 0.23x.

There are several risk factors for
our earnings estimates, TP and rat-
ing for IGB REIT. Changes in rental
rates, occupancy rates and operating
expenses may lead to lower earnings
for IGB REIT. A third of IGB REIT’s net
lettable area is due for lease renew-
al in 2019, while all debt is on fixed
rates. — Maybank IB Research, Oct 24

FYE DEC (RM MIL) 2017A 2018A 2019E 2020E 2021E
Revenue 92> . 236 .. 276 .29 . 615
Net property income 374 386 405 420 436
Corenetprofit = .. 303 304 ..320 .33 .30
CoreEPU(sen) ~ 87 .86 90 94 98
Core EPU growth (%) 86 ... 04 .. 48 .. 38 .40
NetDPU(sep) =~~~ 83 83 86 89 93
NEtDPUgrOWth(%) .................................... 65(10) ............................ 46 . 36 . 3.7
P/NTA (x) 1.7 1.6 1.9 1.9 1.9

NEtDPUy'ELd(%) ............................................. 46 .48 . 43 .45 46
ROAA(%) ........................................................................... °8 28 6.1 . 64 6.6
Debt/assets(x) 023 023 023 023 023
ConsensusnetDPU A SR 8.4 . 86 . 8.9

Source: Maybank IB Research



