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Good performance despite a seasonally low period for Price Target: M$1.70
hotel segment; Maintain OW PT End Date: 30 Dec 2016

SREIT reported a good set of 3QFY 16 results with DPU up 11% Y/Y (-8.5%Q/Q). 9MFY 16 DPU rose
5.7%Y/Y (2.5%Y/Y on a recurrent basis), coming in at about 80% of our full-year forecast and consensus.
Growth was driven by stronger contribution from the Putra assets (i.e. the mall and hotel) after reopening in
May-15 and exiting the rent-free period in Sep-15, as well as from stronger Hotel segment income (driven by
Middle Eastern tourist arrivals) despite the seasonally low period. These helped to more than compensate for
weaker Office segment income. Management is now more optimistically guiding for moderate growth in DPU
for FY16E versus previous guidance of flat growth (our forecast +2% Y/Y). We like both SREIT and IGB REIT
in the REIT space (both OWs), and now prefer SREIT following the latter’s stronger outperformance YTD.

e SREIT reported an 11% Y/Y rise in 3QFY16 DPU (-8.5%Q/Q). This brought IMFY 16 DPU at 7.06sen
(+5.7% Y/Y) representing 79.5%/80.3% of JPM/consensus’ full year forecast. Growth was supported by a
M$6.2MM one-off legal award to Sunway REIT for the delay in handover of the Putra Place assets post-
acquisition in 2QFY 16. Excluding this one-off gain, IMFY 16 DPU rose by a more moderate 2.5% Y/Y.

e 3QFY16 growth was driven mainly by the Retail and Hotels segments. 3QFY 16 NPI from the Retail
segment rose 18% Y/Y driven by Sunway Pyramid and Sunway Carnival malls, as well as a turnaround in
contribution from the newly refurbished Sunway Putra Mall to a profit of M$5.5MM (from a loss of
M$2.1MM in 3QFY15) since opening in May-15 and exiting its 3.5 month rent-free period in mid-Sept-15
(occupancy for the mall is currently at 84%). 3QFY 16 NPI from the Hotel segment rose 38% Y/Y driven by
the leisure segment for Sunway Resort Hotel where Middle Eastern tourist arrivals were strong despite it
being a seasonally low season in the past, as well as improved contribution from Sunway Putra hotel. The
office segment however registered 44%Y/Y decline in NPI, within expectations, due to the oversupply in the
market and non-renewal of expired tenancies. In 3QFY 16, the Retail segment made up 75% of group NPI,
followed by Hotel at 16% and Office at 3%.

e Rental reversions at Sunway Pyramid in the 3QFY16 period stood in high single digit levels, and about
57% of the NLA here will be up for renewal in Sept-16. Management is targeting mid-to-high single digit
reversions (renewals will include anchor tenants, whose rental rises are limited). Management has revised its
DPU growth guidance for FY 16E to expectations for a moderate increase versus previous guidance of flat
growth on the back of rising contributions from Sunway Putra assets (i.e. the mall and hotel) as well as better
than anticipated performance from Hotels, namely Sunway Resort hotel which the group expects to sustain
into 4QFY 16. This guidance is despite loss of earnings from the closure of Pyramid hotel effective Mar-16 for
refurbishments over the next 12 months.

e Gearing came in at 34% as at end 3QFY16, with 94% of debt on fixed rates and 64% long term.



Table 1: SREIT 3QFY16 results summary

M$mn; year-end Jun 3QFY16 3QFY15 YIY 2QFY16 QQ IMFY16 IMFY15 YIY
Revenue 130.3 110.7 17.7% 131.9 -1.2% 3834 3385 13.3%
Net property income 96.7 83.2 16.2% 97.1 0.4% 283.7 256.4 10.6%
Operating margin 74.2% 75.1% 73.6% 74.0% 75.7%
PBT 64.8 56.8 14.0% 715 -9.4% 200.8 183.5 9.4%
Distributable income 70.2 62.8 1.7% 75.6 -1.2% 208.1 196.2 6.0%
DPU (sen) 2.37 213 11.3% 257 -7.8% 7.06 6.68 5.7%
Adjusted DPU (sen) 2.16 213 1.4% 2.36 -8.5% 6.85 6.68 2.5%
Source: Company.
Table 2: Retail REIT peer comparison
As at: 27 Apr-16 Ticker FYE Mktcap Price Rating Target Netdivyield Net DPU growth Net yield spread P/B
(US$mn)  (LC) (LC) CY16E CY17E CY16E CY17E CY16E CY17E CY16E CY17E
CapitaLand Malaysia CMMTMK  Dec 746 1.44 uw 1.33 54%  56% -03% 54% 1.5%  1.8% 1.09 1.07
IGB REIT IGBREIT MK  Dec 1,342 1.51 ow 1.50 51% 54% 52%  4.4% 1.3%  1.5% 1.43 1.43
KLCC Property Hidgs KLCCSS MK  Dec 3,317 719 N 6.60 47%  49% 35% 44% 08%  1.0% 1.02 1.00
Pavilion REIT PREITMK  Dec 1,296 1.68 NC - 47%  51% 57% 92% 08% 1.2% 1.31 1.31
Sunway REIT SREITMK  Jun 1,202 1.60 ow 1.70 51% 55% 24%  89% 12%  16% 1.09 1.01
Weighted average* 6,607 49% 52% 33% 48% 1.0% 1.3% 112 1.09
Weighted average* (ex-KLCC) 3,291 52% 55% 29% 63% 1.3% 1.6% 1.23 1.19

Source: Bloomberg, J.P. Morgan estimates. * Covered stocks only.

Investment Thesis

We see good visible mid to long-term growth for Sunway REIT, with progress in the AEIs/renovations for the Putra Place
assets (re-opened in mid-CY 15) to largely drive mid to long-term DPU growth. The Sunway Putra mall is now 85%
occupied with the end of the rental free period as at end-CY'15. Amid a consumption slowdown due to subsidy
rationalization and rising costs (i.e., GST introduction in Apr-15), we believe large integrated malls like Sunway Pyramid
will see retail sales hold up better than at smaller, standalone malls. Expectations for stable to lower interest rates by 2016
will also provide some reprieve amid easing consumption. Despite the office oversupply, this accounts for less than 4% of
NPI while the hotel segment (22% of NPI) could benefit from increased leisure travel longer term with the weaker Ringgit.

Valuation

Our Dec-16E PT of M$1.70 is based on a discount rate of 8.5% and a long-term growth rate of 3% in our dividend discount
model (DDM).

SREIT DDM assumptions

Risk-free rate 4.30%

Market risk premium 6.0%

Beta 0.70

Discount rate 8.5%

Long-term growth 3.0%

Source: J.P. Morgan estimates

Risks to Rating and Price Target

Key downside risks include:

1. Expiry of tenancies at Sunway Tower and Putra Tower office assets which have not been replaced (office at 4% of

group NPI). Our forecast has conservatively assumed no income from here for now.

2. Delays in the newly opened and refurbished Putra mall asset reaching full potential given weak consumer
sentiment and the economic slowdown (i.e. extension of rental free period etc).

3. Weakness in the corporate sector and, hence, the hotel segment.

4. Weakness in retail sales, especially at major asset Sunway Pyramid Mall.
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research
analysts are primarily responsible for this report, the research analyst denoted by an “AC” on the cover or within the document
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views
expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also certify, as per
KOFIA requirements, that their analysis was made in good faith and that the views reflect their own opinion, without undue influence or
intervention.

J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the
firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single
factor in making their investment decision.

Important Disclosures

® Market Maker/ Liquidity Provider: J.P. Morgan Securities plc and/or an affiliate is a market maker and/or liquidity provider in
securities issued by Sunway REIT, IGB REIT.

® Other Significant Financial Interests: J.P. Morgan owns a position of 1 million USD or more in the debt securities of Sunway
REIT, IGB REIT.

Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for
compendium reports and all J.P. Morgan—covered companies by visiting https:/jpmm.com/research/disclosures, calling 1-800-477-0406,
or e-mailing research.disclosure.inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative
Research teams may screen companies not covered by J.P. Morgan. For important disclosures for these companies, please call 1-800-
477-0406 or e-mail research.disclosure.inquiries@jpmorgan.com.
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IGB REIT (IGRE.KL, IGBREIT MK) Price Chart
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Initiated coverage Oct 17, 2012.

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire
period.
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe:
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average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve
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coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy
reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a
recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock’s expected total return is
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website, www.jpmorganmarkets.com.
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J.P. Morgan Equity Research Ratings Distribution, as of April 1, 2016

Overweight Neutral Underweight
(buy) (hold) (sell)
J.P. Morgan Global Equity Research Coverage 44% 44% 12%
IB clients* 53% 49% 34%
JPMS Equity Research Coverage 43% 48% 9%
IB clients* 71% 63% 49%

*Percentage of investment banking clients in each rating category.

For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold
rating category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table
above.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered
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or your J.P. Morgan representative, or email research.disclosure.inquiries@jpmorgan.com.

Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based
upon various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues.

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-
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