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STRH MK Outperform 
 
Stock price as of 19 Sep 06 RM 0.91 
12-month target RM 1.14 
Upside/downside % +25.3 
Valuation RM 1.14 
 - DCF 
 
GICS sector real estate 
Market cap RMm 946 
30-day avg turnover RMm 0.8 
Market cap US$m 257 
Number shares on issue m 1,040 
  

Investment fundamentals 
Year end 30 Jun  2006A 2007E 2008E 2009E 
 
Total revenue  m 41.6 77.5 80.3 84.8 
EBIT  m 39.8 74.1 76.9 81.2 
EBIT Growth % nmf 86.4 3.7 5.6 
Reported profit  m 35.9 68.9 70.6 75.1 
Adjusted profit  m 35.9 68.9 70.6 75.1 
 
EPS rep sen 3.5 6.6 6.8 7.2 
EPS rep growth %  0.0 91.8 2.6 6.3 
EPS adj sen 3.5 6.6 6.8 7.2 
EPS adj growth %  nmf 91.8 2.6 6.3 
PE rep x  26.4 13.7 13.4 12.6 
PE adj x  26.4 13.7 13.4 12.6 
 
Total DPS sen  3.45 6.62 6.54 6.96 
Total DPS growth %  0.0 91.8 -1.2 6.3 
Total div yield %  3.8 7.3 7.2 7.6 
 
ROA % 3.2 5.9 6.0 6.2 
ROE % 3.5 6.7 6.7 7.0 
EV/EBITDA x 25.9 13.9 13.4 12.7 
Net debt/equity % 8.0 8.2 7.6 7.0 
Price/book x 0.9 0.9 0.9 0.9 
  

STRH MK rel KLCI performance, & rec 
history 

 
Source: Datastream, Macquarie Research, September 
2006 (all figures in MYR unless noted) 
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Gapping up? 
Event 
 We reiterate our positive view on Starhill REIT after reviewing their prospects. 

Impact 
 Over the next 12 months, we understand that there will be some novation of 

the subleases from Autodome to the REIT. Autodome (which is wholly owned 
by YTL Corp) has a master lease, which accounts for about 40+% of the 
rental income of Starhill Gallery and Lot 10. The subleases are expected to 
expire from Nov 2007. We believe that the novation would be positive for 
Starhill REIT as the underlying rentals of the subleases are higher than 
Autodome’s lease rates. 

 Starhill REIT is also seeing positive developments with tenants. We gather 
that US apparel group Gap has chosen Lot 10 to open its first store in 
Malaysia expected in end-2006/early 2007. Meanwhile, Louis Vuitton has 
recently opened its expanded store in Starhill Gallery. 

 We see the possibility of acquisitions for Starhill REIT within the next 12 
months. The immediate identifiable assets are the Ritz Carlton Hotel and Ritz 
Carlton Residences would be from its sponsor, YTL group and ultimate major 
shareholder. With gearing at 14% of assets at end FY06, Starhill REIT has the 
capacity to fund the acquisition entirely by debt. The gearing limit for Malaysia 
REITs is 50%. As a sensitivity analysis, assuming that Starhill REIT acquires 
RM400m of assets with a yield of 7.5%, we estimate the potential DPU 
accretion is 12% based on funding entirely by debt at 5.2%. 

Earnings revision 
 No change. 

Price catalyst 
 12-month price target: RM1.14 based on a DCF methodology. 

 Catalyst: Asset acquisition. Higher-than-expected rentals. Regulatory 
changes. 

Action and recommendation 
 We reiterate our Outperform rating on Starhill REIT. The price has improved 

recently on the back of positive regulatory changes (particularly the reduction 
in withholding tax from 28% to 20% on distribution by REIT to foreign 
investors) and we see scope for better performance. Over the next 12 
months, we see the potential for income to surprise on the upside from the 
novation of subleases and acquisition potential. We believe that the potential 
has not been priced in. 

 Valuation wise, we believe that Starhill REIT is attractive. The DPU yield 
spread over the risk-free rate is about 290 bps (or 150 bp assuming a 20% 
withholding tax). Starhill REIT is also trading at a 7% discount to its NAV. 

Please refer to the important disclosures on inside back cover of this document, or on 
our website www.macquarie.com.au/research/disclosures. 
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Starhill REIT (STRH MK, Outperform, Target price: RM1.14)
Interim Results  2H/06A 1H/07E 2H/07E 1H/08E  Profit & Loss  2006A 2007E 2008E 2009E

     
Net Property Income m 42 38 39 39 Net Property Income m 42 77 80 85
Development Income m 0 0 0 0 Development Income m 0 0 0 0
Other Revenue m 0 0 0 0 Other Revenue m 0 0 0 0
Total Revenue m 42 38 39 39 Total Revenue m 42 77 80 85
Management Fees m 1 1 1 1 Management Fees m 1 3 3 3
Other Expenses m 0 0 0 0 Other Expenses m 0 1 1 1
EBITDA m 40 36 38 38 EBITDA m 40 74 77 81
Dep & Amortisation m 0 0 0 0 Dep & Amortisation m 0 0 0 0
EBIT m 40 36 38 38 EBIT m 40 74 77 81
Net Interest Income m -4 -3 -3 -3 Net Interest Income m -4 -5 -5 -5
Associates m 0 0 0 0 Associates m 0 0 0 0
Exceptionals m 0 0 0 0 Exceptionals m 0 0 0 0
Other Pre-Tax Income m 0 0 0 0 Other Pre-Tax Income m 0 0 0 0
Pre-Tax Profit m 36 34 35 35 Pre-Tax Profit m 36 69 72 76
Tax Expense m 0 0 0 -0 Tax Expense m 0 0 -1 -1
Net Profit m 36 34 35 34 Net Profit m 36 69 71 75
Minority Interests m 0 0 0 0 Minority Interests m 0 0 0 0

     
Reported Earnings m 36 34 35 34 Reported Earnings m 36 69 71 75
Adjusted Earnings m 36 34 35 34 Adjusted Earnings m 36 69 71 75

     
EPS (rep) sen 3.5 3.2 3.4 3.3 EPS (rep) sen 3.5 6.6 6.8 7.2
EPS (adj) sen 3.5 3.2 3.4 3.3 EPS (adj) sen 3.5 6.6 6.8 7.2
EPS Growth YoY (adj) % nmf nmf -2.2 2.0 EPS Growth (adj) % nmf 91.8 2.6 6.3

   PE (rep) x 26.4 13.7 13.4 12.6
   PE (adj) x 26.4 13.7 13.4 12.6
     

EBITDA Margins % 95.6 95.6 95.7 95.7 Total DPS sen 3.5 6.6 6.5 7.0
EBIT Margins % 95.6 95.6 95.7 95.7 Total Div Yield % 3.8 7.3 7.2 7.6
Earnings Split % 100.0 49.0 51.0 48.8 Weighted Average Shares m 1,040 1,040 1,040 1,040
Revenue Growth % nmf nmf -5.2 3.2 Period End Shares m 1,040 1,040 1,040 1,040
EBIT Growth % nmf nmf -5.1 3.2   

     
Profit & Loss Ratios  2006A 2007E 2008E 2009E Cashflow Analysis  2006A 2007E 2008E 2009E

     
Revenue Growth % nmf 86.3 3.7 5.6 EBITDA m 40 74 77 81
EBITDA Growth % nmf 86.4 3.7 5.6 Tax Paid m 0 0 -1 -1
EBIT Growth % nmf 86.4 3.7 5.6 Chg in Working Capital m 4 -0 0 2
EBITDA Margins % 95.6 95.7 95.7 95.8 Net Interest Paid m -4 -5 -5 -5
EBIT Margins % 95.6 95.7 95.7 95.8 Other m 0 0 0 0
Net Profit Margins % 86.3 88.9 87.9 88.6 Operating Cashflow m 40 68 71 77
Payout Ratio % 100.0 100.0 96.3 96.3 Acquisitions m 0 0 0 0
EV/EBITDA x 25.9 13.9 13.4 12.7 Capex m -0 -0 -0 -1
EV/EBIT x 25.9 13.9 13.4 12.7 Asset Sales m 0 0 0 0

   Other m 0 0 0 0
Balance Sheet Ratios   Investing Cashflow m -0 -0 -0 -1
ROE % 3.5 6.7 6.7 7.0 Dividend (Ordinary) m 0 -70 -68 -70
ROA % 3.2 5.9 6.0 6.2 Equity Raised m 0 0 0 0
ROIC % nmf 6.7 6.9 6.9 Debt Movements m 0 0 0 0
Net Debt/Equity % 8.0 8.2 7.6 7.0 Other m 0 0 0 0
Interest Cover x 10.3 14.1 14.7 16.2 Financing Cashflow m 0 -70 -68 -70
Price/Book x 0.9 0.9 0.9 0.9   
Book Value per Share  1.0 1.0 1.0 1.0 Net Chg in Cash/Debt m 40 -1 2 6

     
   Balance Sheet  2006A 2007E 2008E 2009E
     
   Cash m 98 97 99 105
   Receivables m 0 0 0 0
   Inventories m 0 0 0 0
   Investments m 1,150 1,150 1,197 1,197
   Fixed Assets m 0 0 0 0
   Intangibles m 0 0 0 0
   Other Assets m 2 2 2 2
   Total Assets m 1,250 1,249 1,298 1,304
   Payables m 11 12 12 12
   Short Term Debt m 0 0 0 0
   Long Term Debt m 180 180 180 180
   Provisions m 36 35 35 37
   Other Liabilities m 0 0 0 0
   Total Liabilities m 227 227 227 229
   Shareholders' Funds m 1,023 1,022 1,071 1,075
   Minority Interests m 0 0 0 0
   Total S/H Equity m 1,023 1,022 1,071 1,075
   Total Liab & S/H Funds m 1,250 1,249 1,298 1,304
     

All figures in MYR unless noted. 
Source: Macquarie Research, September 2006 
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Important disclosures: 
Recommendation definitions 
Macquarie Australia/New Zealand 
Outperform – return >5% in excess of benchmark 
return (>2.5% in excess for listed property trusts) 
Neutral – return within 5% of benchmark return (within 
2.5% for listed property trusts) 
Underperform – return >5% below benchmark return 
(>2.5% below for listed property trusts) 
 
Macquarie Asia 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 
 
Recommendations – 12 months 
 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 

Recommendation proportions 
Macquarie Australia/New Zealand 
Outperform 44.29% 
Neutral 43.93% 
Underperform 11.79% 
Macquarie Asia 
Outperform 54.93% 
Neutral 28.06% 
Underperform 17.01% 
For quarter ending 30 June 2006 

Volatility index definition* 
This is calculated from the volatility of historic price 
movements. 
 
Very high–highest risk – Stock should be expected 
to move up or down 60–100% in a year – investors 
should be aware this stock is highly speculative. 
 
High – stock should be expected to move up or down 
at least 40–60% in a year – investors should be aware 
this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move up 
or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or down 
at least 15–25% in a year. 
* Applicable to Australian/NZ stocks only 

Financial definitions 
All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, 
IFRS impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average 
number of shares 
 
All Reported numbers for Australian/NZ listed stocks 
are modelled under IFRS (International Financial 
Reporting Standards). 
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