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The Basics and Not-So-Basics
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With the listing of IGB REIT, the largest
real estate investment trust (REIT)
thus far in Malaysia, retail investors are
now probably all pumped up to invest
in the RElTs. lt is undeniable that the
REIT sector is experiencing phenomenal growth in the recent years. ln fact,
investing in M-REIT has never
garnered so much attention since the
framework set upon by the Securities
Commission Malaysia (SC) in 2005.
However, before you do so, let's
demystify some of the financial jargons
used in REIT investing.

Distribution per unit
Although you could call distribution per
unit (DPU) dividend, the lnland
Revenue Board prefers to use the term
'income distribution' to differentiate
between income received from REIT
and dividends income from other
stocks. This is due to the fact that the
tax treatment for REIT is quite unique.
For REIT, the tax deducted at 10o/o in
the cheque you received is the final
tax. So the taxpayer is not required to
declare the REIT income in his or her
lncome Tax return form and, thus, not
entitled to claim for deducted tax.
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lncome of a REIT is derived ma - ,"
from rents collected from the RE property assets portfolio. ln the
Statement of Comprehensive ln;-:-e,
this is known as net property ino:re
after deducting property operalr j
expenses. The taxable income s
computed after deducting
non-operating and trust expenses from
its net property income (and inves:ment income, if any). Non-operatrng
and trust expenses may include. but
not limited to, manager's managernent
fee, trustee fee, valuation fees, flnance
costs and auditor's fee. This taxable
income is the lump sum available for
distribution to unitholders.
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When a REIT manager disposes of a
property in their portfolio, it is likely that
the net gain on disposal will be
distributed to unitholders. This is not
the norm, but certainly a welcomed
bonus for unitholders. For example,
when Axis REIT announced the
proposed disposal of Kayangan Depot,
it intends to distribute the RM6 million
net capital gain or 1.3 cent per unit to
investors.

Money Compass

ztjz

)eqolco

I L?

'orloj}Jod slasse slr

s}r

1s.rr; aq1 ur

q

paOeueu ;;enny

palduexe-xe1

%OZ uastJ

}o euo 1eq1 spodel

llfU

IflY

sr ure6

setl sOurploq
e lt 'le^o^ oH

nVN Iq polcagoi 'uorlerceldde
anlen {pedord ;o 1r;eueq eq1 1e6 }ou op sJo}se^ul l_lfu
ro; lenertrog 'r.uJou eq] sr uorlercalddB onlen ,tpedold
enp ;esodsrp 6uunp ure6 ;elrdec '[yadold a]e]sa leeJ ul

sl! ol l_lfU e Jo ltun rad nyry Ouuedu.roc ,{q euop sl slr.{t

lcols

llfU

e J! oul.uJolop

ol pesn

led

st ouleur lrun

sseduo3 {euoy1

r.uoJJ

euocur lsooq ol seruedoJd l eu eltnbee ol lnolool oql uo
s^e^ le sr pue 'enllrleduoc ureuel ol slosse Ourlsrxe s1r
ol sluaue^oJdrur 6uqeu si{ennle sl IlfU

uolllslnbrY T

'soop euocur lBlueJ ol!l ]uaueq
lduexe-xe1 eq] urelqo ol polnqulstp aq lsnut ureb ;e1dec
pesrleal eql Jo %06 ler.l] luoualtnbe.l lo elepueul ou
sr areql 'aro;eJotlf 'ece;d

1e1de3 'eurocur lelual lo Oulleledo se eues eql lou st
;esodsrp uo uorlenlenel lelrdec;o ureO postleeJ er.ll 'oslv

'uoqnqulsrp
eurocur ur ,tpcalrp sJolso^ut uauoq lou seop enle^
ul %OZ aLl] 'y r.roJJ luel 6ur1ce;;oc pue ,{pedotd 1eq1 oluo
'we6 ologT lteq] pestleer pue
ploq
[eq1
se
0uo1
sy
lllls
IlfU eq] lqun sreplotlltun

fpedord ]eq] slles la6eueul
llJaueq lou llt^ lt 'enle^

{yedord

o1

'esJen-octA

pue ponleruapun eq o] ptes st I ueq] 'ecud pols 113g
eql ueql req6rq sr lrun lad nVN aq];; 'acr.ld )cols luolnc

s1r

llfu

uo uolluxsl

'elep pJoceJ sql orolsq
srtep ssaursnq om1 I1;ensn st elep-xa eqf'uottnqulstp
pocunouue {1luacer eql .lol pel}t}ue eq lltm oq os a}ep-xo

eql JeUe ro uo
s6urp;oq srq ;o esodsrp ol ost^
eq plnom 1r 'esodsrp^luo
o1 sue;d pue ')icols l_lfu e ur 6uo;
Ipeer;e s! Jolso^ur ue I puv'alep-xo ot1l oJolaq uotlsenb
ur lools lllE eql eseqclnd ol peeu sJolse^ut 'uotl
-nqulsrp pecunouue {;luecer lsot! eq} JoJ pol}r}ue oq oI
'uorlnqrJlsrp
palelcop
{;snorneld e }noq}t^ popeJ} s! Ioo}s
qcrL,l^ Joue Jo uo elep eql ol sJeleJ elep-xf

lllu

otll

'e;doed lqbu eql ol luos 1e0 senbeqc uotlnqtJlstp orllocut
oql seJnsua pJocor Jo elep e 'Illequassf uorlnqrJlsrp
etuoour enrocar o1 elqrblle ele oql sJeploql!un eq] souLlJ
-re1ep rerlsrbar areqs IlfE er4l uaq^ alep aql sr (a1e6
ernsolC loog e1e) elep pJoceu 'elep-xo pue olep ploceJ
6urpuodse.uoc eq llrl eJaLll 'pacunouue st uollnqulstp
otuoour ueqM 'uorlnqrJlsrp euocut pocunouue A;luecar
aql ol lueluelllue lno{ ou) o} luepodtur st }t 'eloleleLll
^
'{papenb ro {peert;;eq
Joq}te - uot}nqtJlstp euocut
lualsrsuoc 6urpeb lnoqe rt;ueullrd sr 6urlsanul 113y

alB(I-xf, puB oluo proJou

'%g'9 Jo ern6r; p;ar{
ssorO eql 1e0 1lrnn no('yyg7 requecoq Le uo 0L'ZylH
eclrd aleqs slt lunocce olur 6uu1e1 pue 'eleqs red
se^ ndc lf^l l_lfE stxv'ecuelsut Jol 'uotle
1o

sluec z

/f

-roprsuoc ur reel letcueu4 eq1 lo1 ecud )cols flfu er.ll
peprnrp uot}nqulsrp oulocut lelo} o} luelenlnbe sl plol1

{q

'luelsuoc

'rtneln;o lutod

srsf;eue lelueulepunJ e [uoJJ panlerueno Jo penleruepun
sr

)eols
6urneq

IlfE

{q

{11ecr1eq1od[q

sureulel

acr.rd

eq1 6urtunsse 'uotlnqtJlstp eulocut eq1

urn}eJ }ueu}senut lenuue lnor{ se plel{

'Ja^o^^oH 'uJnleJ ,sleplor.lltun lce#e Il1callp lou seop nVN

'{pedoid
eq1 {q parncas ele qcrq^ slqep ,tue sse; 'or1o;pod s}esse
lalreru eq] sl IllU e Jo (AVN) anle^ lesse leN

slr Jo anle^

onI€A lossY laN
'/961lcvXef oruocul
oLll to VL9 uoqcos )epun o/ogz Jo aleJ xel elelod.roc ruo.r1
uonduaxe lo1 elqr6r;e I lBql os oulocul leluoJ elqexel
sl! Jo %06 ]sBel le elnqulslp ol utBues lsotllle sl

IIflU

lsnt

1o >1utq1

PIAIA
'tuJel
ecr.rd 1co1s

esneoeq

uor.{s ur qlnos speeq

eql plnoqs 1eu ,{1e;es e seprno.rd puopt^tp aq}
ul lse^ut ol ueel eq os;e {eLu qynol6 ulel

IlfU

6uo; rol 6ul>1oo1 sle oq^ sJolse^ul IllU ul lsonut ol ueel
orB oLuocut ]ualstsuoc JoJ )ool oLlM sJolsa^ut os :pael
-uerenb lsorJlle st spueptntp uJol] ueoils auocur entssed
'ecr.rd
1co1s eql uoJl ure6 ;elrdec pue puept^tp )cols aql

uoJl seuroc ulnleJ lelol

lno{

's1co1s raqlo

t

Iue e)tl }snf

Blnrurof, luetulsoaul uo urnlou

IIuu

Asset enhancement initiative (AEl) includes, but not
limited to, renovation and facility refurbishment to its
properties.
Direct AEI can add value by increasing net lettable area
(NLA) or converting previously unused area into incomegenerating spaces. This is especially true for retail RElTs.
For example, Gurney Plaza, under Capital Malls Malaysia Trust management, has undergone majorAEls in
2011, which includes conversion of certain car park
spaces on two of its floors to retail units.
lndirect AEI for retail REIT may refer to appearance or
ambience improvement. For instance, upgraded toilets in
a shopping mall could attract higher shopper traffic. This
translates to brisk business for tenants, which in turn,
helps in tenant retention. A highly popular mall
commands a premium in rental rate, which results in
increasing income distribution for unitholders.

income distribution to investors.
Usually, in the REIT annual or quarterly report, there will
be a table illustrating tenancy expiry profile. Having said
that, a high number of tenancy expiries per se should not
be a cause of concern - it should only be when there is a
negative rental reversion or unsuccessful rental negotiations.

Gearing Ratio
The gearing ratio reflects the indebtedness of a REIT.
Simplified, it refers to total borrowings over total assets
value. Although this financial metric is regulated by the
SC to not exceed a 50% threshold, a REIT porlfolio with
gearing of over 40% would tend to raise some eyebrows.
High gearing is significantly more dangerous at times of
high or rising interest rates and also low profitability.

Shariah Compliance
Asset acquisition for a REIT means it is buying and
incorporating new properties into its portfolio to increase
income. One example of this is the recent acquisition of
three Marriott hotels at Sydney, Melbourne and Brisbane
by StarHill REIT.

WALE
Weighted average lease expiry WALE) refers to the
average lease term remaining to expiry across the
portfolio weighted by rental income.

That is quite a mouthful, but here is a simplified illustration of what it means.
When tenancies is about to expire, it is the REIT
manager's responsibility to actively engage the tenants in
early negotiations of tenancy renewal, preferably with
positive rental reversions. Rental hike would be correlated with increasing income distribution for investors. For
example, Sunway REIT registered double digit rental
reversion of 14.4o/o in FY2011 in its asset portfolio.

This is to minimise, if not to prevent, void periods as it
directly impacts rental income, which in turn, reduces
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Syariah Compliant REIT is managed in accordance with
Shariah investment principles and procedures, wh!ch are
consistent wlth principles of lslamic law and general
considerations of ethical investments in terms of social
responsibility in asset selection and structuring.
lslamic law prohibits investors to derive benefits from
interest paid on loans, conventional insurance, sale of
pork, firearms, and other sin investments related to
pornography, gambling, alcohol or tobacco. Business
activities that involve short selling and the use of leverage are also shunned since borrowing contradicts one of
the basic principles of lslamic law.
As determined by the Shariah Advisory Council of the
SC, the benchmark for the rental percentage of
non-permissible activities out of its total rental turnover of
mixed activities REIT is 20o/o. This can be based on the
ratio of NLA occupied for non-permissible activities to the
total area occupied.
Shariah compliant REIT ls, therefore, able to tap into
relatively more diverse sources of equity funding and a
larger investor base. ln Malaysia, such REITs areAxis,
Al-Hadharah and Al-Aqar Healthcare. M
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