REIT

PAVILION REIT

(PREIT MK EQUITY, PREI.KL) 30 Apr 2021

1QFY21 earnings in line with expectations

Company report BUY
AmInvestment Bank (Mamtamed)
www.amequities.com.my
03-2036 2240 Rationale for report: Company results

) Investment Highlights
Price RM1.40
Fair Value RM1.75
52-week High/Low RM1.78/RM1.34 ® \We maintain our BUY recommendation for Pavilion REIT
(PREIT) at an unchanged fair value of RM1.75 based on a
Key Changes lowered distribution target yield of 4% (from 4.5%
E?)';"a'“e f; previously) given the current low interest rate

environment. We make no ESG related adjustment to our

FV n our 3-star rating (Exhibit 3).
YE to Dec V20 EY2IE EYZF  FY23F based on our 3-star rating ( )

® However, we cut our distributable income forecasts by

Revenue (RM mil) 5102 4226 5343  571.9 10% to RM214.6mil for FY22F and 7% to RM241.6mil for
Distributable Income (RM mil) 1258 1584 2146 2416 FY23F. Our lower forecasts largely reflect more
Distributable Income PU (sen) a1 52 70 79 conservative assumptions for rental recovery at the
Distributable Income PU growth (%) 513) 259 55 126 malls, taking cue from t_he recent spike in Covu_j-lg_cases
Consensus Net Profit (RM mil) ) locally and globally, which could lengthen the timeline for

179.4 2238  240.0

DPS (sen) our country to open our borders to international tourists,

57 5.2 70 79 thus dampening the footfall recovery at PREIT's malls.
PE () B9 269 199 176
EV/EBITDA (x) 26 227 178 167 ® Historically, international tourist footfall makes up 30% at
Div yield (%) 41 37 50 57 Pavilion Mall, which contributes to more than 90% of
ROE (%) 3.2 a1 56 63 PREIT’s net property income (NPI).
Net debt to total assets (%) o . .
282 305 299 298 ® PREIT's 1QFY21 distributable income of RM33.5mil (-
o 9.2% YoY) accounted for 21% of our full-year forecasts
Stock and Financial Data i .
and 19% of the consensus' full-year estimates. We
Shares Outstanding (million) 3.047.7 con5|der_ the results within expectations given our
Market Cap (RM mil) 4,266.8 expectations of a weaker 1Q due to the MCO 2.0.
Book Value (RM/share) 1.26
P/BV (x) 11 ® PREIT's 1QFY21 revenue of RM 126.2mil declined by 6%
ROE (%) 3.2 YoY (vs. RM134.3mil in 1QFY20), mainly due to lower
Net Gearing (%) 28.2 occupancy rate for malls because of non-renewal of
Major Shareholders QATAR INVESTMENT AUT(33.1%) some expired tenancies, as well as lower marketing
SIEW CHOON LIM(27.7%) events and advertising revenue. This was exacerbated by
EPF(9.6%) the longer MCO 2.0 period during the quarter compared
Free Float 296 to the MCO 1.0 back in 2020.
Avg Daily Value (RM mil) 2.0
. Meanwhile, 1QFY21 NPI fell by 10% YoY to RM58.8mil
Price performance 3mth 6mth 12mth . .
mainly due to lower revenue, which was partly offset by
Absolute (%) 22 ; (13.6) decreased property operating expenses, largely from
Relative (%) 0.4 (7.0) (26.3) electrical costs savings and lower marketing expenses.
25 - 2000 ® Distributable income contracted by 9% YoY to RM33.5mil,
L 1800 mainly because of the lower NPI, partly offset by slightly
20 | | 1600 lower management fees, in line with the decrease in total

L 1400 assets value and NPI, and lower borrowing costs for the
15| % 1,200 quarter on lower interest rate.

1,000 ® On aQoQ comparison, PREIT's gross rental revenue has
109 [ 800 dropped by 3.5% mainly due to lower occupancy rate for
600 malls, as well as fewer marketing events and weaker

0.5 - - 400

advertising revenue, resulting from the MCO 2.0 during
the quarter as compared to mainly the CMCO in 4QFY20.
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® | jkewise, the company's NPl tumbled by 14% QoQ as compared to RM68.5mil in 4QFY20, while distributable income
shrank by 21% QoQ from RM42.4mil in 4QFY20, mainly because of the lower revenue recorded, partly offset by the
lower property operating expenses.

® During the quarter, we observed that among the retail malls owned by PREIT, Elite Pavilion Mall recorded the biggest
decline in revenue YoY (-22.4% YoY), followed by Da Men Mall (-14.9% YoY), Intermark Mall (-6.2% YoY), and Pavilion
KL Mall (-3.8% YoY). We believe the larger decline in revenue from Elite Pavilion Mall could be due to the less stable
relationship with its tenants, as well as higher supply of retail space as compared to demand, given it being arelatively
new mall (ie. only less than 4 years in operation before the pandemic hits). On a positive note, we take comfort that
Pavilion KL Mall’s rental rates (the main retail mall own by PREIT) has remained resilient during the pandemic, with
only asmall declinein revenue recorded YoY, thanks to the more stable and mature tenant base with stronger financial
ability to sustain throughout the pandemic.

® OnaQoQcomparison, Elite Pavilion Mall has also recorded the biggest declinein revenue QoQ (-14.6% QoQ), followed
Intermark Mall (-8.7% QoQ) and Pavilion KL Mall (-2.2% QoQ). This stemmed from aless stable tenant base and higher
retail space supply as compared to demand at Elite Pavilion Mall. Pavilon KL Mall continues to remain more resilient
as compared to the other malls given its stronger relationship with tenants, as well as the better quality tenants. On
the other hand, Da Men Mall has recorded a revenue growth of 5.8% QoQ. We believe this is largely because of the
moving in of new tenants (which were supposed to move in earlier but was postponed due to the delay in renovation
work as aresult of the various MCOSs), thus contributing positively to the rental income at the mall.

® PREIT has incurred RM8.5mil for capital expenditure (capex) to develop a new retail space at the end of the Couture
precinct and glass kiosk outside Fashion Avenue at Pavilion Mall in 1QFY21. Moving forward, PREIT will continue to
improve its performance and support its tenants by sustaining healthy occupancy levels through proactive lease
management; extend its reach to shoppers by leveraging on aggressive marketing strategies, creative initiatives and
the use of technology.

® Reflecting the lower results, PREIT's proposed distribution income declined by 9% YoY to 1.1 sen per unit for 1QFY21
(compared with 1.2 sen per unitin 1QFY20). While we maintain our FY21F distribution projection of 5.20 sen, we lower
our distribution projections to 7.1 sen (from from 7.8 sen) for FY22F and 7.9 sen (from 8.5 sen) for FY23F. This
translates into FY21F-23F dividend yields of 3.7%, 5.0% and 5.7% respectively.

® PREIT's debt-to-asset ratio stayed relatively unchanged at 30% (vs. 29% previously in FY20), well below the regulatory
threshold of 60% (temporarily raised from 50% up to 31 December 2022 by the Securities Commission, being a Covid-
19 relief measure). As such, PREIT does have some headroom to gear up for new acquisitions.

® \We believe PREIT’s long-term outlook remains positive given its strategic assets which are located in the heart of the
capital in Malaysia, and are poised to benefit from the growth in Malaysia’s economy post-pandemic. We like PREIT
as arecovery play as well as ayield play, with attractive dividend yields of more than 5% for FY21 and beyond amidst
a low interest rate environment that is likely to be prolonged.
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EXHIBIT 1: EARNINGS SUMMARY

YE 31 Dec (RM mil) 1QFY20  2QFY20  3QFY20  4QFY20  1QFY21  QoQ % YoY %
Gross rental income 134.3 86.7 116.2 130.8 126.2 -3.5% -6.0%
Property operating cost (69.2) 471.7) (55.4) (62.3) (67.4) 8.1% -2.6%
Net Property income 65.1 39.1 60.9 68.5 58.8 -14.0% -9.6%
Net interest (23.4) (22.7) (21.9) (21.5) (20.8) -3.0% -11.1%
Other expenses (7.1) (6.4) (7.0) (6.9) 9.2) 32.4% 29.7%
Fair value adjustments 0.0 0.0 0.0 (70.3) 0.0 -100.0% n.m.
Income before tax 34.6 10.0 320 (30.3) 313 -203.2% 9.7%
Taxation 0.0 0.0 0.0 0.0 0.0 n.m. n.m.
Income after tax 34.6 10.0 32.0 (30.3) 313 -203.2% 9.7%
Distribution adjustment 2.3 2.2 2.3 727 2.3 -96.9% -2.3%
Distributable income 36.9 12.2 344 424 335 -20.9% 9.2%
EPU (sen) 121 0.40 113 1.39 1.10 -20.9% 9.2%
DPU (sen) 121 0.40 113 1.39 1.10 -20.9% 9.1%
NAV/unit (RM) 1.28 1.27 1.27 1.27 1.25 -1.2% 2.1%
NPI margin (%) 48.5% 45.0% 52.4% 52.3% 46.6%

Pretax margin (%) 25.8% 11.5% 27.6% -23.2% 24.8%

Source: Company, Aminvestment Bank Bhd

EXHIBIT 2: SEGMENTAL BREAKDOWN

1QFY20 4QFY20 1QFY21 QoQ % YoY % Split %
Gross revenue
Retail: 131.6 128.0 123.4 -3.6% -6.2% 97.8%
Pavilion KL Mall 107.8 106.0 103.7 -2.2% -3.8% 82.2%
Intermark 6.2 6.4 59 -8.7% -6.2% 4.6%
DA MEN 3.7 3.0 3.1 5.8% -14.9% 2.5%
Elite Pavilion Mall 13.9 12.6 10.7 -14.6% -22.4% 8.5%
Office: 2.8 2.8 2.8 -0.6% 0.8% 2.2%
Pavilion Tower 2.8 2.8 2.8 -0.6% 0.8% 2.2%
Total 134.3 130.8 126.2 -3.5% -6.0% 100.0%
Net Property Income
Retail: 63.8 66.7 574 -13.9% -10.0% 97.5%
Pavilion KL Mall 56.4 61.1 54.0 -11.6% -4.3% 91.8%
Intermark 2.7 2.7 2.1 -23.4% -22.8% 3.5%
DA MEN (2.0) (2.7 (2.2) -16.8% 14.3% -3.8%
Elite Pavilion Mall 6.7 5.6 3.6 -36.4% -46.2% 6.1%
Office: 1.3 1.8 15 -17.6% 9.4% 2.5%
Paviloin Tower 1.3 1.8 15 -17.6% 9.4% 2.5%
Total 65.1 68.5 58.8 -14.0% -9.6% 100.0%

Source: Company, Aminvestment Bank Bhd
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EXHIBIT 3: ESG RATING
Overall * *
Zero-carbon initiatives

*
Waste management *
Pollution control *
Sustainable industrialization *
Diversity and inclusion *
Employees welfare *
Corporate social responsibilities %

LD D I b 2.2 4
* % % Ok % % %

Accessibility & transparency * * *

We accord a discount/premium of -6%, -3%, 0%, +3% and +6% on fundamental fair
value based on the overall ESG rating as appraised by us, from 1-star to 5-star

EXHIBIT 4: PB BAND CHART EXHIBIT 5: PE BAND CHART
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EXHIBIT 6: FINANCIAL DATA
Income Statement (RMmil, YE 31 Dec) FY19 FY20 FY21F FY22F FY23F
Revenue 585.4 510.2 4226 534.3 571.9
EBITDA 369.9 141.6 272.3 345.7 369.2
Depreciation/Amortisation 0.0 0.0 0.0 0.0 0.0
Operating income (EBIT) 369.9 142.2 268.0 353.1 389.9
Other income & associates 0.0 0.0 0.0 0.0 0.0
Net interest (107.3) (958)  (1096)  (1385)  (1483)
Exceptional items 44 (79.5) 0.0 0.0 0.0
Pretax profit 262.6 46.3 158.4 214.6 2416
Taxation 0.0 0.0 0.0 0.0 0.0
Minorities/pref dividends 0.0 0.0 0.0 0.0 0.0
Distributable Income (RM mil) 258.3 125.8 158.4 214.6 2416
Core net profit 258.3 125.8 158.4 214.6 2416
Balance Sheet (RMmil, YE 31 Dec) FY19 FY20 FY21F FY22F FY23F
PPE 11 12 12 13 13
Intangible assets 0.0 0.0 0.0 0.0 0.0
Other long-term assets 59130 59130 59130 59130 59130
Total non-current assets 59141 59142 59142 59143 59143
Cash & equivalent 368.9 3314 3521 346.9 3434
Inventories 2.9 32 1.8 2.3 24
Trade receivables 711 62.3 54.9 66.5 718
Other current assets 0.0 0.0 0.0 0.0 0.0
Total current assets 442.9 396.8 408.8 415.7 4176
Trade payables 146.5 285.6 138.2 168.6 176.3
Short-term horrowings 0.0 0.0 0.0 0.0 0.0
Other current liabilities 0.0 0.0 0.0 0.0 0.0
Total current liabilities 146.5 285.6 138.2 168.6 176.3
Long-term borrowings 2,157.1 2,108.8 2,279.2 2,241.7 2,231.3
Other long-term liabilities 3.7 64.2 53.2 67.3 720
Total long-term liabilities 22307 21730 23324 23089 23033
Shareholders’ funds 39797 38524 38524 38524 38524
Minority interests 0.0 0.0 0.0 0.0 0.0
BV/share (RM) 131 1.26 1.26 1.26 1.26
Cash Flow (RMmil, YE 31 Dec) FY19 FY20 FY21F FY22F FY23F
Pretax profit 262.6 46.3 158.4 214.6 2416
Depreciation/Amortisation 0.0 0.0 0.0 0.0 0.0
Net change in working capital 34 1476 (138.7) 183 23
Others 834 53.0 (110) 141 47
Cash flow from operations 349.4 246.9 8.7 247.0 2487
Capital expenditure 0.0 (0.1) (0.) (0.1) (0.)
Net investments & sale of fixed assets 0.0 0.0 0.0 0.0 0.0
Others 39 0.0 0.0 0.0 0.0
Cash flow from investing 39 (0.1) (0.1) (0.1) (0.1)
Debt raised/(repaid) 9.0 (483) 170.5 (37.6) (104)
Equity raised/(repaid) 0.0 0.0 0.0 0.0 0.0
Dividends paid (2685)  (1737)  (1584)  (2146)  (2416)
Others (107.1) 0.0 0.0 0.0 0.0
Cash flow from financing (366.6)  (222.0) 120 (2522) (252.0)
Net cash flow (133) 249 207 (52) (34)
Net cash/(debt) b/f 319.7 306.5 3314 3521 346.9
Net cash/(debt) c/f 306.5 3314 3521 346.9 3434
Key Ratios (YE31 Dec) FY19 FY20 FY21F FY22F FY23F
Revenue growth (%) 5.5 (128) (17.2) 26.4 70
EBITDA growth (%) 43) (61.7) 923 269 6.8
Pretax margin (%) 449 9.1 375 40.2 423
Net profit margin (%) 449 9.1 375 40.2 423
Interest cover (x) 34 15 24 25 26
Effective tax rate (%) 0.0 0.0 0.0 0.0 0.0
Dividend payout (%) 102.3 374.8 100.0 100.0 100.0
Receivable tumover (days) 43 445 474 454 458
Inventory turnover (days) 1.6 2.2 2.2 14 15
Payable turnover (days) 1033 154.6 183.0 104.8 1101
Source: Company, Aminvestment Bank Bhd
AmInvestment Bank Bhd 5
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DISCLOSURE AND DISCLAIMER

This report is prepared for information purposes only and it is issued by Aminvestment Bank Berhad (“AmInvestment”) without
regard to your individual financial circumstances and objectives. Nothing in this report shall constitute an offer to sell, warranty,
representation, recommendation, legal, accounting or tax advice, solicitation or expression of views to influence any one to buy
or sell any real estate, securities, stocks, foreign exchange, futures or investment products. Aminvestment recommends that
you evaluate a particular investment or strategy based on your individual circumstances and objectives and/or seek financial,
legal or other advice on the appropriateness of the particular investment or strategy.

The information in this report was obtained or derived from sources that AmInvestment believes are reliable and correct at the
time of issue. While all reasonable care has been taken to ensure that the stated facts are accurate and views are fair and
reasonable, Aminvestment has not independently verified the information and does not warrant or represent that they are
accurate, adequate, complete or up-to-date and they should not be relied upon as such. All information included in this report
constitute Aminvestment’s views as of this date and are subject to change without notice. Notwithstanding that, AmInvestment
has no obligation to update its opinion or information in this report. Facts and views presented in this report may not reflect the
views of or information known to other business units of Aminvestment'’s affiliates and/or related corporations (collectively,
“AmBank Group”).

This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or republished
for any purpose without Aminvestment’s prior written consent. Aminvestment, AmBank Group and its respective directors,
officers, employees and agents (“Relevant Person”) accept no liability whatsoever for any direct, indirect or consequential
losses, loss of profits and/or damages arising from the use or reliance of this report and/or further communications given in
relation to this report. Any such responsibility is hereby expressly disclaimed.

Amlinvestment is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The
Relevant Person may provide services to any company and affiliates of such companies in or related to the securities or
products and/or may trade or otherwise effect transactions for their own account or the accounts of their customers which may
give rise to real or potential conflicts of interest.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should
have regard to the laws of the jurisdiction in which you are located.

If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to
form part of this disclosure and disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer will
not be affected.
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