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Rationale for report: Company results

Ez:li(;e\/alue ﬁmg% Investment Highlights
52-week High/Low RMO0.63/RM0.44
® \We upgrade Hektar to BUY from HOLD with a higher fair
Key Changes value (FV) of RMO.73/unit (from RMO0.60/unit) based on the
Fair value 0 dividend discount model (DDM). The increase in our FV is
EPS () R . .
based on a lower risk-free rate due to a decline in the 10-
YE to Dec FY21 FY22F FY23F FY24F year Malaysian Government Securities (MGS) yield to 4%
from 4.3%. Also, we have taken into account higher rental
Gross Revenue (RM mil) 9.6 1100 1139 118.0 income and minimal rental rebates from FY22F onwards.
Distributable Income (RM mil) 12.7 27.1 276 28.2 No change to our 4-star ESG rating (Exhibits 3, 4).
EPU (sen) 30 5.7 58 6.0
Consensus Net Profit (RM mil) - - - - ® Hektar's distributable income of RM20mil in 1HFY22 came
DPU (sen) 25 5.2 53 5.4 in way above our expectations, making up 109% of our
DPU Growth (%) >100  >100 19 24 earlier full-year estimates. The variance was mainly due to
PE() (90) 106 104 102 lower rental support to tenants.
EV/EBITDA (x) 199 220 174 162
Distribution yield (%) 50 85 8.6 8.8 ® We raise our FY22F/FY23F/FY24F distributable income
ROE (%) ®.1 48 48 49 forecast by 45%/44%/45% by factoring in minimal rental
Debt-to-asset ratio (%) 472 463 461 48.0 assistance to tenants, coupled with higher rental income
Stock and Financial Data from improving footfalls in malls while pending further
updates from management in its result briefing.
Shares Outstanding (million) 4713 .
Market Cap (RM mil) 2875 ® In1HFY22, Hektar’s gross revenue rose 11% YoY while net
Book Value (RM/share) 124 property income (NPI) climbed 25% YoY. The improvement
;’(‘)3;’ (;) (()5-51) was driven by lower rental rebates offered to tenants,
Debt-Eo?Zasset ratio (%) 472 coupled with the reversals of trade receivable impairments
(RM1.4mil).
Major Shareholders Frasers Centrepoint Trust (30.5%)
Hektar Black (30.1%) ® QOQ, Hektar's revenue was flattish at RM29mil while NPI
oo Float QgENTURA (0.9%) declined 18%. The lower NPl QoQ was mainly attributed to
Avg Dally Value (RM mil) 02 |rTcreaS(_ed p.roperty mamtenance. cost, coupled WI'[.h .a
higher impairment of trade receivables of RMO0.9mil in
Price performance 3mth 6mth _ 12mth 2QFY22 vs. areversal of RM1.4mil in 1QFY22.
Absolute (%) 196 208 25 ® Hektar's net debt-to-asset ratio fell slightly to 46.7%, below
Relative (%) 233 295 87 the 60% statutory threshold required by the Securities
Commission.
1.4 r 2,000
12 L’\W.m«, - 1.800 ® Asthe group’s borrowings are all on a floating rate, based
; [ 1,600 on our sensitivity analysis, a 1% increase in interest rate
10  1:400 will lower the group’s CNP will by RM4mil or 14% of FY23F
08 r 1200 distributable income. We have already factored in a higher
os [ 1.000 finance cost on its borrowings from FY22F onwards with
800 the assumption that the OPR will rise to 2.75% by the end
04 I jzz of FY22 and 3.25% by the end of FY23.
o2 [ 200 ® Hektar declared its first interim gross DPU of 2.70 sen in
Ofug_ﬂ Als  Agle  Ag20  Augel 0 2QFY22, which represented a distribution payout ratio of
63%. It was 7% higher than the 2.53 sen (full-year
HEKT MK FBMKLC Index distribution) in FY21 and 31% lower than the 3.93 sen in

the pre-pandemic 1HFY19.
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Since the beginning of 2022, the yield spread between Hektar and 10-year MGS has been narrowing. This was
contributed by the surge in the 10-year MGS yield which followed closely the rising trend of the 10-year US Treasury
yield (UST). However, we see a stabilisation in the 10-year MGS yield with a decline to 4.0% from the peak of 4.4%
following heavy foreign selling in June 2022 and also a tapering in inflationary pressures with the retreat in commodity
prices from their high levels. As Hektar's FY23F distribution yield is estimated at 9%, we expect the stock to be
appealing to yield-seeking investors with its higher spread against 10-year MGS (Exhibit 2).

Hektar currently trades at a compelling FY23F PE of 10x vs. its 2-year average (pre-pandemic FY18-19) of 15x.
Meanw hile, FY23F distribution yield of 9% is attractive vs. 10-year MGS yield of 4%.

We like Hektar due to:

(i) its diverse portfolio of neighbourhood shopping centres located strategically over 4 states (Selangor, Melaka,
Johor and Kedah) in Peninsular Malaysia. This enables the group to benefit from the gradual increase in the
number of shoppers following the reopening of the economy;

(i) most of its retail malls (Kulim Central, Central Square and Wetex Parade) have a more consistent customer base
since they are either the only mall in that particular town or the dominant shopping centre; and

(iii) its strategic collaboration with Frasers Centrepoint Trust will help Hektar expedite acquisition plans, working on
joint venture prospects, obtaining financial assistance and leverage synergies on skills, experiences and retail
connections.

EXHIBIT 1: RESULT SUMMARY

(RM "mil) 20FY21  1QFY22  2QFY22 | QoQ (%) YoY (%) | 1HFY2L  1HFY22 | YoY (%)
Revenue 25.7 29.1 294 0.9 14.2 52.5 58.5 114
Property operating costs (15.5) (12.5) (15.7) 25.4 1.0 (28.2) (28.2) (0.3)
Net property income 10.2 16.6 13.7 (17.5) 34.3 24.3 30.3 24.8
Other income 0.1 1.6 0.6 (63.2) >100 0.2 2.1 >100
Net Investment Income 10.3 18.2 14.3 (21.4) 38.9 245 325 325
Other trust expenses 4.2) (0.2) (3.0 >100 (23.8) (6.9) (3.2 (53.3)
EBIT 6.2 18.0 11.2 (37.9) 79.8 17.6 29.2 66.1
Net interest income/expenses (4.7) (4.3) (4.6) 75 (0.7) (9.5) (8.9) (6.2)
Profit before El 1.6 13.7 6.6 (52.1) >100 8.1 20.3 >100
Profit Before Taxation 1.6 13.7 6.6 (52.1) >100 8.1 20.3 >100
Net Profit 16 13.7 6.6 (52.1) >100 8.1 20.3 >100
Distributable Income 1.6 13.7 6.6 (52.1) >100 8.1 20.3 >100
Distribution:

EPU - Diluted (Sen) 0.3 2.9 14 (52.1) >100 18 4.3 >100
Proposed DPU (Sen) - Interim 0.0 0.0 2.7 n.m. n.m. 0.0 2.7 n.m.
Eéﬁf)?‘:ﬂg”pgig)%z)‘“ the 16 5.0 9.0 800  >100 16 9.0 5100
NAV/unit 12 12 12 (L1) (7.5) 12 1.2 (7.5)
Weighted average unit ('000) 462.0 4713 4713 0.0 2.0 462.0 471.3 2.0
Margin:

NPI margin (%) 39.7 57.1 46.7 (10.4) 7.0 463 51.9 5.6
EBIT margin (%) 24.2 61.9 38.1 (23.9) 13.9 335 50.0 165
Net Interest coverage (x) 13 42 2.4 (1.8) 11 1.9 33 14
Debt-to-Asset Ratio (%) 46.2 47.3 46.7 (0.7) 0.5 46.2 46.7 0.5

Source: Company, Aminvestment Bank Berhad

AmlIinvestment Bank Bhd 2
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EXHIBIT 2: YIELD SPREAD AGAINST 10-YEAR MALAYSIAN GOVERNMENT SECURITIES (MGS)
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Source: AmInvestment Bank Bhd, Bloomberg

EXHIBIT 3: DIVIDEND DISCOUNT MODEL (DDM)

Risk Free Rate 4.0%
Beta 0.94
Market Return 14.8%
Cost of Equity (Ke) 14.1%
Average Cost of Debt 4.8%

Capital Structure: (RM Mil)

Market Cap 287.5 33.1%
Total Borrowing 581.1 66.9%
Total 868.6  100.0%
Weighted Average Cost of Capital (WACC): Weight  Cost WXC
Cost of Equity (Ke) 331%  14.1% 4.7%
Average Cost of Debt 66.9% 4.8% 3.2%
WACC 7.9%
Muki-StageDOM 222 208 2024 2025 2026  Temminal Value
Period 1 2 3 4 5
Dividends (RM) 0.05 0.05 0.05 0.05 0.06 0.72
Present Value (RM) 0.05 0.05 0.04 0.04 0.04 0.49
Valuation 0.71
(+) 3% premium for 4-star ESG rating 0.02
Fair Value/unit (RM)+ESG 0.73
Rate of Return (%) 7.9%
— Growth Rate (%) 0.2% 3

Source: Company, AmInvestment Bank Berhad
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EXHIBIT 4: ESG RATING

Overall * * * *
Zero-carbon inttiatives * * * *
Energy, Water & Waste

management o o S S
Pollution Control * * *

Health and  safety

compliance uS uS S S
Corporate social

responsibilty N
Employees welfare &

training o o S
Corruption free pledge * * *
Diversity and inclusion * * * *
Accessibility &

transparency B L L *

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

Source: Aminvestment Bank Bhd

EXHIBIT 5: PB BAND CHART EXHIBIT 6: PE BAND CHART
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EXHIBIT 7: FINANCIAL DATA

Income Statement (RMmil, YE 31 Dec) FY20 FY21 FY22F FY23F FY24F
Gross Revenue 1111 96.6 110.0 113.9 118.0
Net Property Income 52.9 47.0 56.8 59.4 62.1
Net Investmentincome 53.0 47.0 57.0 59.5 62.2
EBITDA 42.3 36.8 46.2 49.4 51.7
Net interest (20.4) (17.9) (19.2) (21.8) (23.5)
Exceptional items (EI) (46.1) (50.3) 0.0 0.0 0.0
Pretax profit (24.2) (315) 271 276 28.2
Taxation 0.2 3.0 (1.0) (1.1) (1.1)
Minorities 0.0 0.0 0.0 0.0 0.0
Net income (23.9) (285) 26.1 26.5 271
Distributable income 14.2 12.7 271 276 28.2
Balance Sheet (RMmil, YE 31 Dec) FY20 Fy21 FY22F FY23F FY24F
Plant and equipment 0.1 0.1 0.0 0.0 0.0
Investment Properties 1,208.4 1,164.6 1,164.6 1,164.6 1,164.6
Total non-current assets 1,210.0 1,166.2 1,166.2 1,166.2 1,166.1
Cash & equivalent 273 59.1 67.6 70.4 733
Other receivables 17.4 2.7 8.7 9.0 9.3
Trade receivables 4.3 2.7 13.2 13.6 14.1
Other current assets 0.0 0.0 0.0 0.0 0.0
Total current assets 49.0 64.5 89.5 93.0 96.7
Trade payables 16.4 16.6 9.9 10.1 10.4
Short-term borrowings 45.0 15.0 15.0 15.0 15.0
Other payables and accruals 48.2 51.0 45.0 46.2 47.3
Total current liabilities 109.5 82.6 69.9 713 727
Long-term borrowings 536.1 566.1 566.1 566.1 566.1
Other long-term liabiliies 37.0 34.1 40.6 419 433
Total long-term liabilities 573.1 600.2 606.7 608.0 609.4
Total Unitholders' funds 576.4 548.0 579.0 579.8 580.7
Minority interests - - - - -
NAV per unit (RM) 14 13 1.2 1.2 1.2
Cash Flow (RMmil, YE 31 Dec) FY20 Fy21 FY22F FY23F FY24F
Pretax profit (24.2) (315) 271 276 28.2
Net change in working capital (4.8) 13.2 (26.0) 0.9 0.9
Others 66.5 68.3 51.0 18.2 19.7
Cash flow from operations 375 50.0 52.0 46.6 48.9
Capital expenditure (9.0) (0.4) 0.0 0.0 0.0
Net investments & sale of fixed assets 0.0 0.0 0.0 0.0 0.0
Others 0.5 0.7 1.0 4.2 4.6
Cash flow from investing (8.5) 0.3 1.0 4.2 4.6
Debt raised/(repaid) 18.0 0.0 0.0 0.0 0.0
Equity raised/(repaid) 0.0 4.2 0.0 0.0 0.0
Distribution paid to unitholders 9.2) 4.2) (24.3) (24.8) (25.4)
Others (20.9) (18.7) (20.1) (23.2) (25.3)
Cash flow from financing (12.) (18.6) (44.5) (48.1) (50.7)
Net cash flow 16.8 317 8.6 2.8 29
Net cash/(debt) b/f 10.5 273 59.1 67.6 70.4
Net cash/(debt) c/f 273 59.1 67.6 70.4 733
Key Ratios (YE31 Dec) FY20 Fy21 FY22F FY23F FY24F
Revenue growth (%) (19.0) (13.) 13.9 3.6 3.6
Net Property Income growth (%) (29.8) (112 20.8 45 45
Pretax margin (%) (21.7) (32.6) 24.6 24.2 239
Net income margin (%) (215) (29.5) 24.6 24.2 239
Net Interest cover (x) 2.1 2.1 24 2.3 2.2
Effective tax rate (%) 1.0 9.6 39 39 39
DPU payout (%) 1174 1419 90.0 90.0 90.0
Receivable turnover (days) 39.8 13.1 43.6 43.6 43.6
Payable turnover (days) 80.0 121.4 67.8 67.8 67.8

Source: Company, Aminvestment Bank Bhd estimates

AmlIinvestment Bank Bhd 5
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DISCLOSURE AND DISCLAIMER

This report is prepared for information purposes only and it is issued by AmlInvestment 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. Amlnvestment, 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.

This report has been prepared by AmInvestment pursuant to the Research Incentive Program under Bursa Research Incentive
Scheme (“Bursa RISE”) administered by Bursa Malaysia Berhad. This report has been produced independent of any influence
from Bursa Malaysia Berhad or the subject company. Bursa Malaysia Berhad and its group of companies disclaim any and all
liability, howsoever arising, out of or in relation to the administration of Bursa Research Incentive Program and/or this report.
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