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Bloomberg ticker MQREITMK
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3-mth average volume (‘000) 149
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Earnings summary

FYE (Dec) FY18  FY19  FY20i
PAT - core (RM m) 84.7 7.5 74.8
EPU —core (sen) 79 6.7 7.0
PIE (x) 12.9 15.3 14.6

26 November 2019

Results Review: 3QFY19

MRCB-Quill REIT

Slightly below expectation

MQREIT’s 3Q19 core net profit of RM17.6m (+7.2% Qo0Q, -14.3% YoY) brought
9M19 sum to RM53.5m (-14.9% YoY); this was below both ours and consensus
expectations due to lower than expected revenue contribution. We reduce our
FY19/20/21 earnings forecasts by -6.4%/-4.1%/-2.1% respectively after factoring
in lower rental income. We maintain our HOLD call with a lower TP of RM1.05
(from RM1.10) based on FY20 forward DPU on targeted yield of 6.6%

Below expectations. 3Q19 core net profit of RM17.6m (+7.2% QoQ, -14.3% YoY)
brought 9M19 sum to RM53.5m (-14.9% YoY). The results were below both ours and
consensus expectations, accounting for 70% and 71%, respectively. The devation
was due to lower than expected top-line (see YTD para).

Dividend. None as dividend is usually payable semi-annually.

Qo0Q. Total gross revenue increased marginally by 2.9% to RM39.9m, which then led
to a rise in core net profit to RM17.6m (+7.2% QoQ). The increase was mainly due to
lower income contribution in 2Q19 (due to repositioning of tenant).

YoY. Top line was decreased by 7.7% attributable to lower revenue contribution;
mainly from Platinum Sentral, Wisma Technip and QB5; however this was slightly
mitigated by decrease in property operating expense (-2%) due to tighten control on
costs, which in turn brought down the net property income (NPI) by 9.4%. As a result,
bottom line showed a decrement of 14.3%.

YTD. Rewvenue for 9M19 decreased by 8.1% to RM120.1m. Similarly, core net profit of
RM53.5m showed a decline of 15.2%. The lower revenue was due to (i) loss of
revenue from QB8 (disposed in April 2018); (i) lower occupancy rate from Platinum
Sentral (SPAD downsized & MyHSR mowed out), Wisma Technip (tenant downsized)
and QB5 (IBM mowved out). Newertheless, it was cushioned by marginally (i) lower
property expenses (-3.2%) and (ii) lower finance costs (-1.3%).

Occupancy and gearing. Occupancy rate stayed at 89% (2Q19: 89%). The awerage
debt to maturity decreased to 1.82 years from 2.07 years (2Q19), while average cost
of financing was kept at 4.5%. As for gearing lewel, it edged up to 37.4% (2Q19:
37.1%), with a majority of its total borrowings being charged a fixed interest rate
(76%).

Outlook. 19% of MQREITs net lettable area are due for renewal for FY19 where: (i)
11% of it has been renewed as of 3Q19, (ii) 4% of leases is expiring in 4Q19, and
management is still under negotiation with the tenants while (iii) the remaining 4% are
not renewed. We envisage flattish reversion for its assets given lacklustre owerall
office market and flattish top line growth from these new leases by 4Q19. Going
forward, management will focus on cost discipline and tenant retention. We believe
MQREIT will continue to sustain with its long-term tenancy with Shell (comprising of
31% of its NLA), despite the moving out of tenants in a few assets.

Forecast. We reduce our FY19/20/21 earnings forecasts by -6.4%/-4.1%/-2.1%
respectively after factoring in lower rental income.

Maintain HOLD, TP: RM1.05. We maintain our HOLD call with a lower TP of RM1.05
(rom RM1.10) based on FY20 forward DPU on targeted yield of 6.6% which is
derived from 2 years historical average yield spread of MQREIT and 10-year MGS.
Although MQREIT provides investors with attractive dividend yield of 6.5% (highest
among REITs in our universe), we are vigilant on market outlook for office REITs as it
remain lacklustre due to unabated owversupply of office in KL city.
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Financial Forecast

All items in (RM m) unless otherwise stated

Balance Sheet

Income Statement

FYE Dec FY17 FY18 FY19f FY20f FY21f FYE Dec FY17 FY18 FY19f FY20f FY21f
Cash 76.0 85.8 83.7 93.2 91.7 Gross rental income 163.5 155.0 140.9 145.9 146.9
Receivables 6.0 6.7 6.2 6.4 6.5 Car park income 12.8 13.2 13.9 14.2 144
Investment propertes 2,179.2 2,177.6 2,179.6 2,181.6 2,183.6 Other revenue 52 44 54 56 57
PPE 0.2 0.3 0.3 0.2 0.2 Total revenue 181.5 172.5 160.2 165.6 167.0
Others 27.0 1.3 1.3 1.3 1.3 Property opex -40.2 -39.7 -38.4 -39.8 -38.7
Assets 2,288.4 2,271.7 2,271.2 2,282.7 2,283.3 Net property income 141.3 132.8 121.8 125.8 128.4
Other income -16.0 1.9 28 27 3.0
Payables 20.3 16.1 15.6 16.2 15.7 Net invest income 125.4 134.7 124.6 128.5 131.4
Debt 853.5 853.7 853.7 864.7 865.7 Manager's fee -13.5 -13.3 -12.8 -13.0 -13.1
Security deposits 29.2 29.2 29.2 29.2 29.2 Trustee's fee -0.7 -0.7 -0.7 -0.7 -0.7
Derivatives 0.7 0.4 0.4 0.4 0.4 Finance costs -40.5 -40.6 -38.9 -39.4 -39.4
Liabilities 903.7 899.4 898.9 910.5 911.0 Other non opex -0.8 -0.9 -0.7 -0.7 -0.7
Profit before tax 69.9 79.3 715 74.8 715
Unitholders’ capital 1,231.9 1,235.9 1,235.9 1,235.9 1,235.9 Taxation 0.0 -6.1 0.0 0.0 0.0
Undistributed profit 152.8 136.4 136.4 136.4 136.4 Profit after tax 69.9 731 715 74.8 715
Equity 1,384.7 1,372.3 1,372.3 1,372.3 1,372.3 Core net profit 88.1 84.7 71.5 74.8 77.5
Distributable income 92.1 87.1 71.5 74.8 77.5
Consensus core net profit 74.5 75.5 78.5
HLIB/ Consensus 96% 99% 99%
Cash Flow Statement Valuation & Ratios
FYE Dec FY17 FY18 FY19f FY20f FY21f FYE Dec FY17 FY18 FY19f FY20f FY21f
Profit before taxation 69.9 79.3 715 74.8 775 Core EPU (sen) 8.2 7.9 6.7 7.0 7.2
Finance costs 40.5 40.6 0.0 0.0 0.0 P/E (x) 124 12.9 15.3 14.6 141
Depreciation 0.1 0.1 0.1 0.1 0.1 EBITDA 128.7 1254 1104 114.2 117.0
Fair value gain of assets 18.2 54 0.0 0.0 0.0 EBIT 128.6 125.3 110.4 114.1 116.9
Interestincome -3.6 -4.3 0.0 0.0 0.0 EV 1,866.8 1,861.1 1,863.2 1,864.8 1,867.2
Others 3.8 -14.6 -0.1 0.4 -0.5 EV/EBITDA (x) 145 14.8 16.9 16.3 16.0
CFO 128.8 106.5 71.5 75.2 77.0 DPU (sen) 8.4 8.1 6.7 7.0 7.2
Dividend yield 8.2 7.9 6.5 6.8 71
Capex -0.4 -3.8 -2.0 -2.0 -2.0 NTA/ share (sen) 129.0 127.3 127.3 127.3 127.3
Disposal / (purchase) 0.0 -0.2 0.0 0.0 0.0 P/NTA 0.8 0.8 0.8 0.8 0.8
Others 22 317 0.0 0.0 0.0 BVPS (RM) 1.30 1.28 1.28 1.28 1.28
CFl 1.8 27.6 -2.0 -2.0 -2.0 P/B (x) 0.8 0.8 0.8 0.8 0.8
Distribution paid -72.6 -89.8 -71.5 -74.8 -77.5 EBITDA margin 70.9% 72.7% 68.9% 69.0% 70.0%
Proceeds frm borrow'g 189.7 117.0 0.0 400.0 165.0 EBIT margin 70.9% 72.6% 68.9% 68.9% 70.0%
Repayment of borrow'g -190.0 -117.0 0.0 -389.0 -164.0 PBT margin 38.5% 45.9% 44.6% 451% 46.4%
Others -35.7 -34.6 0.0 0.0 0.0 Net margin 48.5% 49.1% 44.6% 451% 46.4%
CFF -108.6 -124.3 -71.5 -63.8 -76.5
ROE 5.0% 5.3% 5.2% 5.4% 5.6%
Net cash flow 22,0 9.7 -2.0 9.4 -1.5 ROA 3.8% 3.7% 3.1% 3.3% 3.4%
Beginning cash 54.1 76.0 85.8 83.7 93.2 Net gearing 33.97% 37.70% 33.90% 33.80% 33.90%
Ending cash 76.0 85.8 83.7 93.2 91.7
Assumptions Quarterly financial summary
FYE Dec FY19f FY20f FY21f FYE Dec 3Q18 2Q19 3Q19 QoQ (%) YoY (%)
Gross rental income Gross revenue 43.3 38.8 39.9 3% -8%
Quill Building 1 - DHL 1 5.0 5.1 5.2 Property opex -9.9 -9.7 -9.7 0% -2%
Quill Building 4 - DHL 2 54 5.5 5.6 Net property income 333 29.1 30.2 4% -9%
Quill Building 2 - HSBC 9.9 10.1 10.2 Interestincome 1.0 0.6 0.7 24% -31%
Quill Building 3 - BMW 58 59 6.0 Revaluation gains 0.0 0.0 0.0 0% 0%
Wisma Technip 75 8.9 9.0 Netinvestmentincome 34.4 29.6 30.9 4% -10%
Part of Plaza Mont Kiara 3.7 3.8 3.9 Finance costs -10.1 -9.7 -9.7 0% -3%
Quill Building 5 - 1BM 0.0 0.0 0.1 Valuation fees -0.1 -0.1 -0.1 0% 0%
Tesco Building - Penang 14.7 14.9 15.2 Administrative expenses -0.1 0.0 0.0 14% -47%
Platnum Sentral 455 48.3 48.3 TOTAL EXPENSES -13.8 -13.2 -13.3 1% -4%
Menara Shell 435 435 435 Normalised PBT 20.6 16.5 17.6 7% -14%
Normalised PAT 20.6 16.5 17.6 7% -14%
Total: 140.9 145.9 146.9 EPU (realised) 1.9 15 1.6 7% -14%
DPU (sen) 0.0 34 0.0 NM NM
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Figure #1 Quarterly results comparison

FYE Dec (RM m) 3Q18 2Q19 3Q19 QoQ YoY 9M18 9M19 YoY

Gross revenue 43.3 38.8 39.9 2.9% 1.7% 130.7 120.1 -8.1%

Property operating expenses 9.9 9.7 9.7 0.3% 2.0% -29.7 -28.8 -3.2%

Net property income 33.3 291 30.2 3.8% 9.4% 101.0 91.3 9.6%
Interest income 1.0 0.6 0.7 24.2% -31.2% 26 2.1 -20.2%
Gain on divestment 0.0 0.0 0.0 N.M N.M 2.2 0.0 N.M

Net investment income 34.4 29.6 30.9 4.2% -10.1% 105.8 93.4 11.7%
Finance costs -10.1 9.7 9.7 0.2% -3.3% -29.7 -29.3 -1.3%
Valuation fees -0.1 -0.1 -0.1 0.0% 0.0% 0.3 -0.3 3.8%

Administraive expenses 0.1 0.0 0.0 14.4% -46.6% 0.1 0.1 -19.5%
Total expenses -13.8 -13.2 133 0.5% -3.7% -40.7 -39.9 2.0%
Core PBT 20.6 16.5 17.6 7.2% -14.3% 62.9 53.5 -14.9%
Core PAT 20.6 16.5 17.6 7.2% -14.3% 62.9 53.5 -14.9%
Distributable adjustments 1.4 0.9 0.0 N.M N.M 38 0.9 -76.2%
Distributable income 22.0 17.4 17.6 1.6% -19.8% 66.7 54.4 -18.4%
Core EPU (sen) 1.9 1.5 1.6 7.2% -14.3% 5.9 5.0 -14.9%
DPU (sen) 0.0 34 0.0 N.M N.M 42 34 -18.9%
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Hong Leong Investment Bank Berhad (10209-W)

Disclaimer

The information contained in this report is based on data obtained from sources believed to be reliable. However, the data and/or sources have not been independently
verified and as such, no representation, express or implied, are made as to the accuracy, adequacy, completeness or reliability of the info or opinions in the report.

Accordingly, neither Hong Leong Investment Bank Berhad nor any of its related companies and associates nor person connected fo it accept any liability whatsoever for any
direct, indirect or consequential losses (including loss of profits) or damages that may arise from the use or reliance on the info or opinions in this publication.

Any information, opinions or recommendations contained herein are subject to change at any fime without prior nofice. Hong Leong Investment Bank Berhad has no
obligation to update its opinion or the information in this report.

Investors are advised to make their own independent evaluation of the info contained in this report and seek independent financial, legal or other advice regarding the
appropriateness of investing in any securifies or the investment strategies discussed or recommended in this report. Nothing in this report consfitutes investment, legal,
accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise represents a personal
recommendation to you.

Under no circumstances should this report be considered as an offer to sell or a solicitation of any offer to buy any securities referred to herein.

Hong Leong Investment Bank Berhad and its related companies, their associates, directors, connected parties and/or employees may, from time to ime, own, have positions
or be materially interested in any securiies mentioned herein or any securiies related thereto, and may further act as market maker or have assumed underwriting
commitment or deal with such securiies and provide advisory, investment or other services for or do business with any companies or enfies mentioned in this report. In
reviewing the report, investors should be aware that any or all of the foregoing among other things, may give rise to real or potential conflict of interests.

This research report is being supplied to you on a stricty confidential basis solely for your information and is made stictly on the basis that it will remain confidential. All
materials presented in this report, unless specifically indicated otherwise, are under copyright to Hong Leong Investment Bank Berhad. This research report and its contents
may not be reproduced, stored in a refrieval system, redistributed, transmitted or passed on, directly or indirectly, to any person or published in whole or in part, or altered in
any way, for any purpose.

This report may provide the addresses of, or contain hyperlinks to websites. Hong Leong Investment Bank Berhad takes no responsibility for the content contained therein.
Such addresses or hyperlinks (including addresses or hyperlinks to Hong Leong Investment Bank Berhad own website material) are provided solely for your 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 Hong Leong
Investment Bank Berhad website shall be at your own risk.

1. As of 26 November 2019, Hong Leong Investment Bank Berhad has proprietary interest in the following securiies covered in this report:
@) -

2. As of 26 November 2019, the analyst(s) whose name(s) appears on the front page, who prepared this report, has interest in the following securities covered in this report:

@ -
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Hong Leong Investment Bank Berhad (10209-W)
Level 28, Menara Hong Leong,

No. 6, Jalan Damanlela,

Bukit Damansara,

50490 Kuala Lumpur

Tel: (603) 2083 1800

Fax: (603) 2083 1766

Stock rating guide

BUY Expected absolute retum of +10% or more over the next 12 months.

HOLD Expected absolute retum of -10% to +10% overthe next 12 months.

SELL Expected absolute return of -10% or less over the next 12 months.

UNDER REVIEW Rating on the stock is temporarily under review which may or may not result in a change from the previous rating.
NOT RATED Stock is not or no longer within regular coverage.

Sectorrating guide

OVERWEIGHT Sector expected to outperform the market over the next 12 months.
NEUTRAL Sector expected to perform in-line with the market over the next 12 months.
UNDERWEIGHT Sector expected to underperform the market over the next 12 months.

The stock rating guide as stipulated above serves as a guiding principle to stock ratings. However, apart from the abovementioned quantitative definiions, other qualitative
measures and situational aspects will also be considered when arriving at the final stock rating. Stock raing may also be affected by the market capitalisation of the individual
stock under review.
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