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Hektar REIT's dividend yleld attractive

P Recommendation:
Initiate buy
Target Price 99 sen
By OSK Research

Bay On Dividend Yield
THE basis of our buy call is
mainly premised on its at-
tractive dividend yield of
13.6%, representing a sub-
stantial 990 basis point spread
over the 10-year Malaysian
Government Securities (MGS)
yield of 37%.

Although our Dividend
Discounted Model suggests a
fair value of RM1.84, our tar-
get price of 99 sen s based on
achieving the targeted divi-
dend yield of 10.9% that is the
average of its peers, a yield
which is almost on par with
that of Starhill, another real
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estate investment trust (REIT)
focused primarily on retail
and hospitality.

Hektar REIT is currently
trading at a significant 3%
discount to its net asset value
(NAV). To recap, Hektar RE-
IT's business model makes its
earnings relatively more resil-
ient even during a downturn,
which ensures that it will at
least be able to maintain its
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current dividend payout.

This include its shopping
malls in prime locations are
usually more resilient.

Although tenants may try
to cut occupancy cost, most
have relatively lower bar-
gaining power because their
main business, ie retailing,
and prospects depend very
much on being in the shap-
ping mall itself.
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Moving premises, or o an-
other shopping lot, may sig-
nificantly disrupt business.
Customers may not follow,
and a lower-grade shopping
mall may not offer clientele
with the same spending pow-
er. Inaddition, there is lack of
significant competition in the
vicinity where Hektar REITs
malls are operating, with the
probable exception of Mahko-

ta Parade (Melaka).

Diversified Tenant Base
And Serving The Right
Segment
Iis tenants comprise a healthy
mix of consumer-driven busi-
nesses focused on providing
daily necessities to the resi-
dents in the vicinity.
During an economic
downturn when consumer
sentiment softens, consum-
ers may hold back on the
purchase of luxury goods
and other big ticket items but
are highly unlikely to sig-
nificantly cut down their ex-
penditure on essential items
and daily consumables.
Inaddition, with the excep-
tion of Parkson, no other ten-
ant contributes more than 3%

of the REITs fotal monthly
income; and all assets com-
bined, none of its tenancy ex-
piry account for more than
29% of its monthly rental in-
come in any given year.

However, do keep a close
watch on Mahkota Parade,
where approximately 36% of
the mall's monthly income
{over 38% of the mall's net let-
table area) is due for tenancy
expiry in FY09,

We initiate coverage on
Hektar REIT with a buy rat-
ing and an estimated target
price of RM099 based on a
peers yield comparison ap-

which implies a divi-
dend yield of 109% and an
approximately 720 basis point
spread over the 10-year MCS
yield of 3.7%.




