IGB REIT rental income
growth remains robust
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Highlights

IGB Real Estate Investment
Trust’s (IGB REIT) 1QFY14
realised net profit deemed
within Affin’s forecast. IGB
REIT registered a 1QFY14 real-
ised net profit of RM57.7m
(+17.1% YoY).

Annualised, results was 6%
higher than Affin’s estimate of
RM208.6m (but in line with
consensus’ forecasts), but we
deem the results to be within
our full-year expectations due
to the seasonal factor in
1QFY14.

Meanwhile, no DPU was an-
nounced for shareholders this
quarter (1QFY13: Nil).

Gross rental income grew by
a robust 12.6% YoY due to te-
nancy renewals at both the Mid
Valley Megamall (MVM) and
The Gardens Mall (TGM) last
year — 33% of MVM's NLA and
54% of TGM's NLA were re-
newed at rental rate of +15%

2013 2014E
| 43{]?' | 45?6 S
el ol
e

e —

12.7

higher. QoQ, realised net profit
was up 8.8% due to lower ope-
rating expenses (-12.6% QoQ).

Occupancy rates as at
1QFY14 stood at 99.9% at MVM
and 98.8% at TGM.

Outlook in FY14 — high oc-
cupancy rates, AEI to over-
come headwinds. Though the
operating outlook in FY14 re-
mains challenging as IGB REIT
may have to cope with uncer-

tainties given higher ﬂperatmg'

costs (tenants having to bear
with higher assessment rates
and higher electricity costs
through higher service charge)
against a backdrop of poten-
tially weaker retail sales.

We believe IGB REIT’s key
strengths: 1) stable occupancy
rates of (close to 100%); 2) strong
visitor and retailer attraction
— MVM and TGM are key sub-
urban shopping destinations;
and 3) yield-accretive AEI will
continue to sustain the REIT.
Asset injection plans of South-
key Megamall (1.5m sq ft NLA)
and 18@Medini (in IDR) mean-
while, are expected after

FY16E.
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Maintains ‘Buy’

We maintain our ‘Buy’ rating
on IGB REIT based on an un-
changed DDM-derived price
target of RM1.34, premised on
a 8.2% cost of equity, 6% equity
risk premium and a 3% termi-
nal growth rate.

At RM1.16, IGB REIT is tra-
ding at a 13.3% discount to our
NAV estimate (DDM of future
DPU).

YTD, IGB REIT has under-
performed the other pure re-
tail M-REITs such as Capita-
Malls Malaysia Trust (CMMT)
(CMMT MK, RM1.5], not rat-
ed) and Pavilion REIT (PREIT
MK, RM1.36, ‘Add’), possibly
on concerns that a modera-
tion in consumer spending
will hit its portfolio’s net
property income negatively.

Key risks: i) lowdown in con-
sumer spending; ii) inflation-
ary pressure; iii) decline in
tenancy rates; iv) competition
from 15.1m sq ftincoming sup-
ply of retail space (2014-2016);
v) higher debt-refinancing
rates; vi) correction in asset
prices.



