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¢ Maintain OVERWEIGHT; Top Picks: Axis REIT (AXRB) and Sunway REIT
(SREIT). We think M-REITs will continue to do well in 2025 on the back of
strong fundamentals and a stable macroeconomic outlook. The occupancy
rates for REITs under our coverage have improved to high levels, and
managements are largely guiding healthy rental reversions ahead. While
market sentiment has shifted to slower interest rate cuts in 2025, we think
the downward trajectory would still be supportive of REITs’ valuations over
the medium term.

e The current dividend yield spread between the Bursa Malaysia REIT Index
(KLREI) and Malaysia Government Securities (MGS10) is at +160bps - in line
with the historical mean. Although the US 10-year bond yield has been more
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yield has remained broadly stable around 3.8%. While we do not expect any
cuts to the overnight policy rate (OPR) in 2025, interest rate cuts globally
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o Catalysts for retail assets. The growth rate of new supply of retail space in
Kuala Lumpur is expected to ease over the next two years which should lead
to better occupancy rates. Retail spending should also remain strong,
boosted by a higher minimum wage, broad civil servants pay hike, and
improving tourism industry. As such, we generally expect mid-single digit
rental reversions for the retail REITs under our coverage, with more upside
to rental rates for SREIT and IGB REIT following their major refurbishments.

e Opportunities for inorganic growth. We think the current improved
sentiment on REITs (including sizeable listing of new REITs which could
garner more interest) is favourable for asset acquisitions, to be funded via a
combination of debt and equity with less dilutive effects. After AXRB’s
largest private placement yet in Oct 2024, 2025 will see a sizeable placement
for Pavilion REIT’s (PREIT) acquisitions of Banyan Tree, Pavilion Hotel, and
potentially for the balance payment of Pavilion Bukit Jalil. SREIT could also
potentially enter the capital market as it targets to grow its portfolio to
MYR14bn by end-2027 (from MYR10bn currently).

e Top Picks: AXRB and SREIT. We like AXRB as a proxy to the resilient
industrial property segment. The REIT announced MYR684m in new
acquisitions in 2024, which should result in a 10% DPU growth in FY25
despite its higher share base. We also like SREIT for its robust earnings
outlook, underpinned by its diversified portfolio and active acquisition
strategy.

Strong crowds seen in Bukit Bintang, KL in Dec 2024
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Company Name Rating Target % Ups.ide P/E (x) P/B(x) ROAE (%) Yield (%)
(MYR) (Downside) Dec-25F Dec-25F Dec-25F Dec-25F
AME REIT Buy 1.57 11.3 18.3 1.3 7.0 5.9
Axis REIT Buy 2.08 20.2 15.9 11 6.7 5.8
IGBREIT Neutral 2.12 (1.4) 19.0 1.9 10.1 5.5
KLCCP Stapled Neutral 8.20 1.5 17.0 11 6.4 5.6
Pavilion REIT Buy 174 12.3 16.6 11 6.6 6.2
Sentral REIT Buy 0.91 14.5 11.2 0.7 6.2 8.6
Sunway REIT Buy 2.07 8.9 16.3 1.2 7.3 5.8

Source: Company data, RHB
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More upside from the current yield spread

The KLREI rose by 12% in 2024 vs FBM KLCl's 13% in 2024. The retail REITs under our
coverage were the best performers (PREIT: +28%, IGB REIT: +24%, SREIT: +20%) as high
occupancy rates and rental reversions provided strong earnings growth, while AXRB saw its
share price drop by 3% for the year following its private placement in October last year.

Currently, the dividend yield spread between the KLREI and MGS10 is at +160bps - in line
with the historical mean. While the US 10-year bond yield has been more volatile, ranging
between a low of 3.6% in Sep 2024 to a high of 4.7% in Apr 2024, the MGS10 vyield has
remained broadly stable around 3.8%. RHB Economics currently expects three 25bps cuts to
the US Federal Funds Rate in 2025 which should resultin a more gradual easing in bond yields.

Similarly, while we expect Bank Negara Malaysia to keep the OPR at 3%, the MGS10 vyield
should ease alongside global yields due to the narrowing rate differential between Malaysia
and other countries, driving capital into Malaysia bonds, exerting downward pressure into the
Malaysia bond yields. As such, we think there is more room for the yield spread to grow from
earnings growth and easing bond yields, thereby providing upside to M-REITs’ share prices.

Figure 1: Yield spread between KLREI and 10-year MGS Figure 2: Yield spread currently at c.160bps
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Catalysts for retail REITs

The retail sector in Malaysia has been healthy, with retail trade sales recording +7% YoY
growth in Oct 2024. Retail spending should be supported in 2025 by government measures
to raise minimum wage, targeted aid, and a broad pay hike for civil servants. Another driver
would be the increasing tourist arrivals as the Government aims to promote tourism ahead of
its Visit Malaysia Year campaign in 2026 where it aims to attract 36m tourists. As at Nov
2024, the country recorded 22m tourist arrivals which is a 26% increase (+5m) from the same

period in 2023, although still 7% (-2m) behind the same period in 2019, being the pre-COVID-
19 period.

While newly opened malls provide increased competition, which could suppress rental rate
growth, we think the established malls under our coverage - Suria KLCC, Pavilion Kuala
Lumpur, Mid Valley Megamall, and Sunway Pyramid - would continue to do well. This is
reflected by the malls recording close to full occupancy rates as of Sep 2024. REITs’
managements are generally guiding for mid-single digit rental reversions, with the exception
of KLCCP Stapled partly due to its higher base. This is reflected by it recording close to full
occupancy rates as of Sep 2024. On a macroeconomic level, the growth rate of new supply of
retail space in Kuala Lumpur is also expected to slow down over the next two years. According
to Savills Malaysia, malls in Greater KL have shown a gradual improvement in occupancy rates
since 2023 compared to the downtrend in 2013-2019.

SREIT and IGB REIT should also see a boost in rental rates thanks to their major asset
enhancement initiatives. SREIT is currently refurbishing Sunway Carnival Mall’s old wing to
match the aesthetics of its new wing, allowing it to attract higher quality tenants. The REIT
also recently opened Sunway Pyramid’s new Oasis wing in Nov 2024, reconfiguring a space
previously occupied by a single anchor tenant to now hosting over 100 smaller, higher yielding

See important disclosures at the end of this report
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tenants. Similarly, with IGB REIT, Mid Valley Megamall now has over 20 tenants replacing its
previous anchor tenant, of which the full impact should be reflected in FY25.

Figure 3: Greater Kuala Lumpur’s retail supply and vacancy rate Figure 4: Retail trade sales in Malaysia (MYRm)
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Opportunities for inorganic growth

With the improved sentiment on REITs (including sizeable listing of new REITs which could
garner more investor interest), we also think the market is more favourable for asset
acquisitions to be funded via a combination of debt and equity with less dilutive effects.

Retail REITs. The M-REITs under our coverage only have a gearing ratio of 32% on average as
of Sep 2024, with the lowest being IGB REIT at 22%. While there is no official guidance, we
continue to keep an eye out for any potential acquisition of Mid Valley Southkey Mall, which
could be a strong catalyst for IGB REIT due to the mall’s strong positioning in Iskandar
Malaysia. As SREIT’s gearing is already at 43%, we expect its following acquisitions to be
partially funded via equity as it aims to meet its MYR14bn asset under management target by
end-2027 (currently MYR10bn). PREIT also recently announced that it is acquiring two hotels
in Bukit Bintang - Banyan Tree and Pavilion Hotel - for MYR480m. While we expect it to be
dilutive in the short term due to a higher share base, in the long term it could bring synergistic
opportunities alongside Pavilion KL, proving to be a timely acquisition as the country prepares
for Visit Malaysia 2026.

Industrial REITs. FY25 should see strong earnings growth from AME REIT and AXRB as they
picked up the pace of acquisitions in 2024 after a quieter 2023. AXRB completed MYR719m
in new acquisitions, and subsequently raised MYR449m through a private placement in Oct
2024 to lower its gearing from an estimated 44% to 33%. AME REIT, on the other hand,
announced MYR119m in new acquisitions, expected to be completed between 4QFY25 (Mar)
and 2QFY26, which should result ina 11% DPU growth in FY26. We remain positive on AME
REIT’s long-term growth trajectory as it aims to acquire c.MYR100m in new acquisitions each
year, supported by a pipeline of new assets from its Sponsor.

Status quo for offices

We continue to be cautious on the office sector as the occupancy rate in Kuala Lumpur
remains low at ¢.70%, compounded by an increasing supply of new offices. According to
Knight Frank, one-third of the current office space is green certified, and demand was largely
supported by a flight-to-quality trend with tenants relocating to newly completed Grade A
offices.

That said, in this subsector, we like Sentral REIT for its attractive high dividend yield. We think
the downside risks to its occupancy rate in the medium term is minimal, with tenancies up for
expiry mostly consisting of the REIT’s long-term tenants that are likely to continue, as well as
tenancies in its in-demand flagship assets - Platinum Sentral and Menara Shell. Earnings are
also underpinned by along-term tenancy at Menara CelcomDigi. We highlight that the upside
risk from a potential disposal of the vacant Wisma Sentral Inai, which would result in
significant interest cost savings, and further boost its dividend yield.

See important disclosures at the end of this report R"B‘
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Figure 5: Supply of purpose-built offices in Kuala Lumpur
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Source: National Property Information Centre (NAPIC)

Top Picks: AXRB and SREIT

We like AXRB as a proxy to the thriving industrial property segment. The industrial segment
should continue to fare better as the South-East Asian region is expected to benefit from more
trade diversions after Donald Trump becomes the US President again later this month. We
think AXRB'’s recent share price retraction post-placement provides an opportunity to
accumulate the stock. The REIT currently offers an estimated yield of 5.8% for FY25, which is
well above the historical average spread of 86bps to the MGS10 yield.

We also like SREIT for its robust earnings outlook, underpinned by its diversified portfolio and
active acquisition strategy. We expect the REIT to continue acquiring new assets as it aims to
achieve assets under management of MYR14bn by end-2027 (currently MYR10bn). Its strong
market positioning in the retail segment could unlock more opportunities for earnings growth
by upgrading its recently acquired properties, similar to the asset enhancement initiatives
done in Sunway Carnival and Sunway Pyramid.

Figure 6: M-REITs’ gearing levels as at Sep 2024
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Figure 7: Occupancy rates of buildings of M-REITs

2018 2019 2020 2021 2022 2023 1H24
Petronas Twin Towers 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Menara 3 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Menara Exxon Mobile 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Menara Dayabumi 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Menara Maxis 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Suria KLCC 98.0 99.0 97.0 93.0 92.0 96.0 98.0
Mid Valley Mall 99.0 99.0 99.7 97.8 99.9 100.0 100.0
The Gardens Mall 97.0 99.0 91.8 90.7 99.9 100.0 100.0
Pavilion Kuala Lumpur 98.7 98.0 96.5 90.2 91.6 95.2 96.4
Intermark Mall 94.4 97.1 85.7 83.6 86.9 89.8 90.2
DA MEN Mall 744 717 68.9 62.3 64.5 734 754
Elite Pavilion Mall 96.7 95.0 83.2 86.4 92.3 95.9 955
Pavilion Bukit Jalil - - - - - 88.1 87.8
Pavilion Tower 94.0 85.8 85.8 79.1 73.0 720 75.0
Sunway REIT Offices 61.0 720 78.0 84.0 83.0 84.0 84.0
Sunway REIT Retail 96.0 96.0 95.0 97.0 96.0 97.0 97.0
Sunway REIT Hospitality 740 69.0 53.0 320 540 64.0 620
Axis REIT* 940 920 91.0 96.0 95.0 97.0 89.0
Sentral REIT* 93.0 90.0 90.0 90.0 77.0 89.0 84.0
AME REIT* - - - - - 100.0 100.0
Note: * blended portfolio occupancy
Source: Company data, RHB
Figure 8: Valuations of M-REITs
FYE Target Mkt Cap P/E (x) EPS Growth (%) P/BV (x) DY (%) Rec
(MYR/s) (MYRm) FY25F FY26F FY25F FY26F FY24F FY24F
Sunway REIT Dec 2.07 6,507 16.3 15.3 12.7 6.4 1.2 5.8 Buy
Pavilion REIT Dec 1.74 5,674 16.6 16.4 4.0 1.5 1.1 6.2 Buy
Axis REIT Dec 2.08 3,478 15.9 16.6 10.1 2.4 1.0 5.8 Buy
Sentral REIT Dec 0.91 950 11.2 10.9 2.6 3.1 0.7 8.6 Buy
AME REIT* Mar 1.57 743 17.9 17.3 10.7 3.3 1.3 6.0 Buy
KLCCP Stapled Dec 8.20 14,587 170 16.6 7.5 24 1.1 5.6 Neutral
IGB REIT Dec 2.12 7,773 19.0 18.3 5.7 4.0 1.9 5.5 Neutral
Weighted Sector Avg 16.8 16.1 7.7 2.6

Note: “FY25F-26F valuations refer to those of FY26F-27F

Source: Bloomberg, RHB

See important disclosures at the end of this report

RHBS



RHB Guide to Investment Ratings

Buy: Share price may exceed 10% over the next 12 months
Trading Buy:  Share price may exceed 15% over the next 3 months, however longer-
term outlook remains uncertain

Neutral: Share price may fall within the range of +/- 10% over the next
12 months

Take Profit: Target price has been attained. Look to accumulate at lower levels

Sell: Share price may fall by more than 10% over the next 12 months

Not Rated: Stock is not within regular research coverage

Investment Research Disclaimers

RHB has issued this report for information purposes only. This report is intended for
circulation amongst RHB and its affiliates’ clients generally or such persons as may be
deemed eligible by RHB to receive this report and does not have regard to the specific
investment objectives, financial situation and the particular needs of any specific person
who may receive this report. This report is not intended, and should not under any
circumstances be construed as, an offer or a solicitation of an offer to buy or sell the
securities referred to herein or any related financial instruments.

This report may further consist of, whether in whole or in part, summaries, research,
compilations, extracts or analysis that has been prepared by RHB’s strategic, joint
venture and/or business partners. No representation or warranty (express or implied) is
given as to the accuracy or completeness of such information and accordingly investors
should make their own informed decisions before relying on the same.

This report is not directed to, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to
the applicable laws or regulations. By accepting this report, the recipient hereof (i)
represents and warrants that it is lawfully able to receive this document under the laws
and regulations of the jurisdiction in which it is located or other applicable laws and (ii)
acknowledges and agrees to be bound by the limitations contained herein. Any failure to
comply with these limitations may constitute a violation of applicable laws.

All the information contained herein is based upon publicly available information and
has been obtained from sources that RHB believes to be reliable and correct at the time
of issue of this report. However, such sources have not been independently verified by
RHB and/or its affiliates and this report does not purport to contain all information that
a prospective investor may require. The opinions expressed herein are RHB'’s present
opinions only and are subject to change without prior notice. RHB is not under any
obligation to update or keep current the information and opinions expressed herein or
to provide the recipient with access to any additional information. Consequently, RHB
does not guarantee, represent or warrant, expressly or impliedly, as to the adequacy,
accuracy, reliability, fairness or completeness of the information and opinion contained
in this report. Neither RHB (including its officers, directors, associates, connected
parties, and/or employees) nor does any of its agents accept any liability for any direct,
indirect or consequential losses, loss of profits and/or damages that may arise from the
use or reliance of this research report and/or further communications given in relation
to this report. Any such responsibility or liability is hereby expressly disclaimed.

Whilst every effort is made to ensure that statement of facts made in this report are
accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to
be reasonable and must not be construed as a representation that the matters referred
to therein will occur. Different assumptions by RHB or any other source may vyield
substantially different results and recommendations contained on one type of research
product may differ from recommendations contained in other types of research. The
performance of currencies may affect the value of, or income from, the securities or any
other financial instruments referenced in this report. Holders of depositary receipts
backed by the securities discussed in this report assume currency risk. Past performance
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This report does not purport to be comprehensive or to contain all the information that a
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this report is making its own independent assessment and decisions regarding any
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This report may contain forward-looking statements which are often but not always
identified by the use of words such as “believe”, “estimate”, “intend” and “expect” and

statements that an event or result “may”, “will” or “might” occur or be achieved and other

similar expressions. Such forward-looking statements are based on assumptions made
andinformation currently available to RHB and are subject to known and unknown risks,
uncertainties and other factors which may cause the actual results, performance or
achievement to be materially different from any future results, performance or
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be taken with respect to such statements and recipients of this report should not place
undue reliance on any such forward-looking statements. RHB expressly disclaims any
obligation to update or revise any forward-looking statements, whether as a result of
new information, future events or circumstances after the date of this publication or to
reflect the occurrence of unanticipated events.

The use of any website to access this report electronically is done at the recipient’s own
risk, and it is the recipient’s sole responsibility to take precautions to ensure that it is free
from viruses or other items of a destructive nature. This report may also provide the
addresses of, or contain hyperlinks to, websites. RHB takes no responsibility for the content
contained therein. Such addresses or hyperlinks (including addresses or hyperlinks to RHB
own website material) are provided solely for the recipient’s convenience. The information
and the content of the linked site do not in any way form part of this report. Accessing such
website or following such link through the report or RHB website shall be at the recipient’s
own risk.

This report may contain information obtained from third parties. Third party content
providers do not guarantee the accuracy, completeness, timeliness or availability of any
information and are not responsible for any errors or omissions (negligent or otherwise),
regardless of the cause, or for the results obtained from the use of such content. Third party
content providers give no express or implied warranties, including, but not limited to, any
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providers shall not be liable for any direct, indirect, incidental, exemplary, compensatory,
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the views expressed herein accurately and exclusively reflect his or her personal views
and opinions about any and all of the issuers or securities analysed in this report and
were prepared independently and autonomously. The research analysts that authored
this report are precluded by RHB in all circumstances from trading in the securities or
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The contents of this report is strictly confidential and may not be copied, reproduced,
published, distributed, transmitted or passed, in whole or in part, to any other person
without the prior express written consent of RHB and/or its affiliates. This report has
been delivered to RHB and its affiliates’ clients for information purposes only and upon
the express understanding that such parties will use it only for the purposes set forth
above. By electing to view or accepting a copy of this report, the recipients have agreed
that they will not print, copy, videotape, record, hyperlink, download, or otherwise
attempt to reproduce or re-transmit (in any form including hard copy or electronic
distribution format) the contents of this report. RHB and/or its affiliates accepts no
liability whatsoever for the actions of third parties in this respect.

The contents of this report are subject to copyright. Please refer to Restrictions on
Distribution below for information regarding the distributors of this report. Recipients
must not reproduce or disseminate any content or findings of this report without the
express permission of RHB and the distributors.

The securities mentioned in this publication may not be eligible for sale in some states
or countries or certain categories of investors. The recipient of this report should have
regard to the laws of the recipient’s place of domicile when contemplating transactions
in the securities or other financial instruments referred to herein. The securities
discussed in this report may not have been registered in such jurisdiction. Without
prejudice to the foregoing, the recipient is to note that additional disclaimers, warnings
or qualifications may apply based on geographical location of the person or entity
receiving this report.

The term “RHB” shall denote, where appropriate, the relevant entity distributing or
disseminating the report in the particular jurisdiction referenced below, or, in every
other case, RHB Investment Bank Berhad and its affiliates, subsidiaries and related
companies.

RESTRICTIONS ON DISTRIBUTION
Malaysia

This report is issued and distributed in Malaysia by RHB Investment Bank Berhad
(“RHBIB”). The views and opinions in this report are our own as of the date hereof and is
subject to change. If the Financial Services and Markets Act of the United Kingdom or
the rules of the Financial Conduct Authority apply to a recipient, our obligations owed
to such recipient therein are unaffected. RHBIB has no obligation to update its opinion
or the information in this report.

Indonesia

This report is issued and distributed in Indonesia by PT RHB Sekuritas Indonesia. This
research does not constitute an offering document and it should not be construed as an
offer of securities in Indonesia. Any securities offered or sold, directly or indirectly, in
Indonesia or to any Indonesian citizen or corporation (wherever located) or to any
Indonesian resident in a manner which constitutes a public offering under Indonesian
laws and regulations must comply with the prevailing Indonesian laws and regulations.
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Singapore

This report is issued and distributed in Singapore by RHB Bank Berhad (through its
Singapore branch) which is an exempt capital markets services entity and an exempt
financial adviser regulated by the Monetary Authority of Singapore. RHB Bank Berhad
(throughits Singapore branch) may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under
Regulation 32C of the Financial Advisers Regulations. Where the report is distributed in
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responsibility for the contents of the report to such persons only to the extent required
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branch) in respect of any matter arising from or in connection with the report.
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investors (viaaregistered U.S broker-dealer), nor shall be deemed as solicitation by RHB
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brokerage services to U.S. persons. Any order for the purchase or sale of all securities
discussed herein must be placed with and through a registered U.S. broker-dealer as
appointed by RHB from time to time as required by the Exchange Act Rule 15a-6. For
avoidance of doubt, RHB reiterates that it has not appointed any U.S. broker-dealer
during the issuance of this report. This report is confidential and not intended for
distribution to, or use by, persons other than the recipient and its employees, agents and
advisors, as applicable. Additionally, where research is distributed via Electronic Service
Provider, the analysts whose names appear in this report are not registered or qualified
as research analysts in the United States and are not associated persons of any
registered U.S. broker-dealer as appointed by RHB from time to time and therefore may
not be subject to any applicable restrictions under Financial Industry Regulatory
Authority (“FINRA”) rules on communications with a subject company, public
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of, the U.S. Securities and Exchange Commission. Information on non-U.S. securities or
related financial instruments may be limited. Foreign companies may not be subject to
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While the RHBIB Group will ensure that there are sufficient information barriers and
internal controls in place where necessary, to prevent/manage any conflicts of interest
to ensure the independence of this report, investors should also be aware that such
conflict of interest may exist in view of the investment banking activities undertaken by
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making any investment decisions.

In Singapore, investment research activities are conducted under RHB Bank Berhad
(through its Singapore branch), and the disclaimers above similarly apply.
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3. None of RHBIB'’s staff or associated person serve as a director or board member* of
the subject company(ies) covered in this report
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4. RHBIB did not receive compensation for investment banking or corporate finance
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production of this report.
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market in any issuer covered by the Singapore research analysts in this report.
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and have not within the last 12 months had any corporate finance advisory
relationship with the issuer covered by the Singapore research analysts in this
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6. RHB Bank Berhad’s Singapore research analysts do not receive any compensation
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the specific recommendations or views expressed in this report.

RHBS


https://research.rhbtradesmart.com/files_preview?hash=1d490759-36ff-426c-92c0-44538ce44d94
https://research.rhbtradesmart.com/files_preview?hash=1d490759-36ff-426c-92c0-44538ce44d94
https://research.rhbtradesmart.com/files_preview?hash=1d490759-36ff-426c-92c0-44538ce44d94

RHB &

KUALA LUMPUR JAKARTA

RHB Investment Bank Bhd PT RHB Sekuritas Indonesia

Level 3A, Tower One, RHB Centre Revenue Tower, 11th Floor, District 8 - SCBD
Jalan Tun Razak JI. Jendral Sudirman Kav 52-53

Kuala Lumpur 50400 Jakarta 12190

Malaysia Indonesia

Tel : +603 2302 8100 Tel : +6221 5093 9888

Fax:+603 23028134 Fax:+6221 50939777

SINGAPORE

RHB Bank Berhad (Singapore branch)
90 Cecil Street

#04-00 RHB Bank Building

Singapore 069531

Fax: +65 6509 0470

8 RHB®



