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Buy

IREIT Global

Target Price:
Price:
Market Cap:
Bloomberg Ticker:

Stabil Wie Ein Stein
IREIT offers investors a solid and defensive c.9% dividend yield, which is
among the highest in the S-REIT universe. We initiate coverage on this
REIT with a BUY and DDM-based SGD0.81 TP (17% upside). The REIT is
backed by a portfolio of five freehold properties in Germany, generating
stable cash flows stemming from long leases with blue-chip tenants. We
forecast for a 20% growth in FY16 DPU. We also see scope for further
DPU growth as the REIT manager executes on acquisition opportunities.

SGD0.81
SGD0.69
USD301m
IREIT SP

Share Data
Avg Daily Turnover (SGD/USD)

0.04m/0.03m

52-wk Price low/high (SGD)

0.62 - 0.75

Free Float (%)

23

Shares outstanding (m)

613

Estimated Return

17%

Shareholders (%)

P.S. The title of the report Stabil Wie Ein Stein means steady as a rock in
German, which is how we see the stock, providing a steady yield and return to
investors.

Forecasts and Valuations

Dec-14

Dec-15

8.3

26.9

32.5

32.8

33.2

Net property income (EURm)
Reported net profit (EURm)

7.5
(6.2)

24.0
11.8

30.3
23.6

30.6
24.7

30.9
25.2

Total distributable income (EURm)
DPS (EUR)

6.4
0.02

20.8
0.03

24.4
0.04

25.6
0.04

26.2
0.04

DPS growth (%)
Recurring P/E (x)
P/B (x)

0.0
na
0.94

116.3
8.9
1.09

19.7
11.6
1.09

4.4
11.1
1.09

1.6
11.0
1.09

Total turnover (EURm)

Dec-16F

Dec-17F

Dec-18F

Dividend Yield (%)
Return on average equity (%)

3.4
0.0

7.4
5.2

9.2
9.4

9.3
9.8

9.4
9.9

Return on average assets (%)
Interest cover (x)

0.0
7.63

3.1
8.13

5.1
6.76

5.3
7.40

5.5
7.73

Source: Company data, RHB
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Share Performance (%)
YTD

1m

3m

6m

12m

Absolute

0.0

3.0

1.5

2.2

(5.1)

Relative

7.8

2.3

10.5

14.8

17.6

Source: Bloomberg
IREIT Global (IREIT SP)
Price Close

Relative to Straits Times Index (RHS)

0.75

118

0.70

107

0.65

96

0.60
2
2
1
1
1
1
1

85

Dec-15

Oct-15

Aug-15

Jun-15

Mispriced REIT = opportunity. IREIT is one of the highest-yielding REITs
within the S-REIT universe, trading at an FY16F yield of 9.2%, despite a very
low-risk business model. We think the REIT is misunderstood due to its smaller
market capitalisation and overseas asset base, and we see scope for its yield to
compress as it delivers on earnings and acquisitions. Risks include a sustained
fall in the EUR against the SGD.

18.9

Apr-15

Healthy real estate fundamentals in Germany. IREIT offers investors
exposure to the buoyant German economy, with its GDP projected to grow by
1.9% in 2016-2017. Due to increased business activities across a broad swath
of the economy, especially in the IT space and small and medium enterprise
(SME) sector, demand for prime office space in seven key German cities grew
by 15% to 2.4m sq m in 9M15. With little new-build space and sustained
demand, vacancy rates are expected to drop further from an already low 5.7%.

57.2

Lim Chap Huat

Feb-15

Near-term DPU growth driven by acquisitions. While IREIT’s rental
agreements with tenants pegged rental adjustments to increases in the
Consumer Price Index (CPI), the current low inflation environment implies that
DPU growth is likely to be driven by yield-accretive acquisitions. The REIT
made its maiden acquisition last year and we expect full-year contribution from
its Berlin purchase to fuel a 20% YoY DPU growth in FY16. We expect IREIT to
embark on further acquisition opportunities in FY16.

Tong Jinquan

Vol m

Freehold assets backed by long leases. Unlike its sector peers, IREIT Global
(IREIT) is the only S-REIT with a 100% freehold portfolio. Its five properties are
located across five key German cities, anchored by blue-chip tenants such as
Deutsche Telekom and STMicroelectronics. The average lease term to expiry of
seven years of its portfolio ensures solid, long-term visibility on cash flows.

Source: Bloomberg
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Financial Exhibits
Profit & Loss (EURm)

Dec-14

Dec-15

Dec-16F

Dec-17F

Dec-18F

Dec-14

Dec-15

Dec-16F

Dec-17F

Dec-18F

8

27

33

33

33

Operating profit

6

21

26

26

27

(1)

(3)

(2)

(2)

(2)

Change in working capital

8

(0)

0

(0)

(0)

8

24

30

31

31

Other operating cash flow

(6)

2

(22)

(23)

(24)

Management fees

(1)

(2)

(3)

(3)

(3)

Operating cash flow

8

23

4

3

3

Trust expenses

(1)

(1)

(1)

(1)

(1)

Cash flow from operations

8

23

4

3

6

21

26

26

27

Other new investments
Other investing cash flow

Total turnover
Property operating expenses
Net property income

Operating profit
EBITDA

Cash flow (EURm)

(303)

-

-

-

(1)

-

-

-

(156)

-

-

-

(24)

(26)

(26)

-

-

-

6

21

26

26

27

(12)

(6)

2

2

2

Other recurring income

(0)

(0)

(0)

(0)

(0)

Dividends paid

-

Interest expense

(1)

(3)

(4)

(4)

(3)

Proceeds from issue of shares

219

59

Pre-tax profit

(7)

12

24

25

25

Increase in debt

97

102

1

(0)

Other financing cash flow

(9)

Reported net profit

(6)

12

24

25

25

Cash flow from financing activities

307

Recurring net profit

(6)

12

24

25

25

Cash at beginning of period

-

Adjustment for distributable income

13

9

1

1

1

6

21

24

26

26

Net income from investments

Taxation

Total distributable income

-

-

-

Cash flow from investing activities

-

Source: Company data, RHB

(303)

3

(155)

(15)

19

17

22

(4)

(4)

(3)

142

(9)

(12)

(8)

12

21

17

8

(4)

Total cash generated

12

9

(5)

(9)

(5)

Implied cash at end of period

12

21

16

8

3

Dec-14

Dec-15

Dec-16F

Dec-17F

Dec-18F

12

21

17

8

3

2

2

3

3

3

14

23

19

10

5

291

441

441

444

446

Source: Company data, RHB

Key Ratios

Dec-14

Dec-15

Dec-16F

Dec-17F

Dec-18F

Revenue growth (%)

0.0

223.4

20.8

1.0

1.0

Total cash and equivalents

Recurring net profit growth (%)

0.0

0.0

99.5

4.8

2.1

Accounts receivable

Recurrent EPS growth (%)

0.0

0.0

(23.0)

4.1

1.5

Total current assets

Operating EBITDA margin (%)

72.6

79.2

78.4

80.4

80.9

Total investments

Recurring net profit margin (%)

(74.2)

43.9

72.5

75.3

76.1

Total other assets

2

2

6

6

6

0.0

3.1

5.1

5.3

5.5

Total non-current assets

292

444

448

450

452

Total assets

458

Return on average assets (%)
Return on average equity (%)

Balance Sheet (EURm)

0.0

5.2

9.4

9.8

9.9

307

466

467

460

Net debt to equity (%)

41.5

70.1

68.0

67.3

66.9

Accounts payable

5

4

2

2

2

Interest cover (x)

7.63

8.13

6.76

7.40

7.73

Other current liabilities

6

12

24

26

26

BVPS (EUR)

0.48

0.41

0.41

0.41

0.41

Total current liabilities

11

16

27

28

28

DPS (EUR)

0.02

0.03

0.04

0.04

0.04

Total long-term debt

95

197

188

179

174

(103.8)

175.7

103.4

103.7

103.8

0.10

0.10

0.01

0.00

0.00

Dividend payout ratio (%)
Free cash flow per share (EUR)

Other liabilities

0

1

-

-

-

96

199

188

179

174

Total liabilities

107

215

215

206

202

Share capital

200

251

252

254

256

Shareholders' equity

200

251

252

254

256

Other equity

-

-

-

-

Total equity

200

251

252

254

256

Total liabilities & equity

307

466

467

460

458

Total non-current liabilities

Source: Company data, RHB

0

Source: Company data, RHB

Revenue growth vs Recurring net profit growth

EBITDA margin vs Net profit margin

250%

90%
70%

200%

50%
30%

150%

10%
-10%

100%

-30%
-50%

50%

-70%

0%

-90%
Dec-14

Dec-15
Revenue growth

Dec-16F

Dec-17F

Dec-18F

Dec-14

Recurring net profit growth

Source: Company data, RHB
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Dec-15

Dec-16F

Operating EBITDA margin
Source: Company data, RHB
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Dec-17F
Net profit margin

Dec-18F
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Investment Merits
Freehold portfolio and blue-chip tenants
IREIT is uniquely-positioned in the S-REIT space, being the only listed REIT in Singapore
with substantially all of its properties on freehold tenure. Its portfolio comprises five
properties with total net leasable area (NLA) of 200,603 sq m that are located in key
German cities, ie Berlin, Bonn, Darmstadt, Münster and Munich. These cities are
traditionally either administrative centres or key commercial hubs. With the exception of its
Berlin property which was completed in 1994, IREIT’s properties are relatively young,
having been completed or refurbished from 2007 onwards. As a result, capex
requirements are minimal and the group enjoys a high net property income (NPI) margin
of 89%. The REIT has secured long-term leases on its properties averaging seven years,
with blue-chip tenants that include Deutsche Telekom, pension fund Deutsche
Rentenversicherung Bund (DRB), STMicroelectronics and Allianz SE. The strong credit
standing of its tenants minimises bad debts and collection risks.
Figure 1: Snapshot of properties in IREIT’s portfolio

Source: Company

Figure 2: Profile of IREIT’s top five tenants

Source: Company

See important disclosures at the end of this report
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Exposure to strongest economy in the Eurozone
With all its properties located in Germany, IREIT offers investors a pure-play real estate
investment in Germany, the most robust economy in the Eurozone. Germany is the fourthlargest economy in the world. The country generated a GDP of EUR3.5trn in 2014,
accounting for 28% of the Eurozone’s GDP. It is also one of seven countries in Europe to
hold an AAA rating from the three major rating agencies. Germany is viewed as a safe
haven due to its mature property market and transparent business environment.
Companies here enjoy stable and steady growth due to the good availability of highlyskilled labour, flexible wages, quality infrastructure and strong research capabilities. The
European Commission forecasts for Germany’s GDP to grow by 1.7% YoY in 2015, before
rising to 1.9% in 2016 and 2017. This is supported by a favourable labour market, low
inflation, and a consumption boost from lower oil prices and public sector spending.
Germany’s real estate commercial market continued to see strong leasing demand during
the first three quarters of 2015, with its seven largest office markets recording a 15% YoY
increase in take-ups to 2.34m sq m. Berlin saw the strongest take-up of all German cities,
with 527,000 sq m of office space taken up. This was primarily driven by businesses from
the IT industry and SME segments. According to Colliers International, the average
vacancy of the country’s top seven cities dropped to 5.7% in 3Q15 from 7% as at end2014. This is projected to decline further given the comparatively little new-build space
expected to be added to supply in the coming years. The high liquidity and low interest
rate environment continues to spur the investment market in Germany, with transaction
volume for the first nine months of 2015 topping EUR40bn (+50% YoY).
Figure 3: Take-up of office space in the top seven German cities (in 1,000 sq m)

Source: Company

Experienced management with interests aligned with that of unitholders
IREIT is led by an experienced management team with extensive experience in the real
estate market. CEO Mr Itzhak Sella and CIO Ms Jeremy Adina Bard Cooper each have
proven track records in sourcing for/acquiring valuable real estate assets across Europe.
CFO Mr Choo Boon Poh has more than 15 years of experience in audit- and bankingrelated work.
Figure 4: IREIT’s key management

Source: Company

See important disclosures at the end of this report

4

IREIT Global

Singapore Initiating Coverage

22 February 2016

Property | REITS

Committed support from strategic partner and major shareholders
IREIT is supported by strategic partner Shanghai Summit Pte Ltd, a Singaporeincorporated company ultimately owned by Mr Tong Jinquan, the founder of Shanghai
Summit (Summit Group). Summit Group has total assets valued at approximately
CNY64.9bn. It is engaged in industrial investments, property development, hotel and
property management, and convention and exhibition services. Mr Tong owns 57.2% of
IREIT and has been supportive of the REIT in its past equity-raising to fund the Berlin
acquisition. Mr Lim Chap Huat, the CEO of Soilbuild Group, is the second-largest
shareholder of IREIT with an 18.9% stake. Mr Lim has, similarly, been a supportive
shareholder.
Mr Tong currently owns 65% of the REIT’s manager, IREIT Global Management Pte Ltd.
Meanwhile, Mr Sella, the sponsor of the REIT and CEO of the REIT manager, owns the
35% balance of IREIT Global Management.
IREIT manager’s interests are aligned with that of unitholders through a base fee pegged
to 10% of distributable income and a performance fee pegged to 25% of the difference in
DPU YoY multiplied by the number of outstanding units.

Figure 5: Ownership structure of the REIT manager

Source: Company

Unique growth strategy encapsulated by “ABBA”
IREIT pursues a niche strategy of investing in core income-producing assets with growth
potential in second-tier cities and core plus assets in first-tier cities, ie “A” properties in “B”
cities and “B” properties in “A” cities. This is known as the “ABBA” strategy. Such a
strategy fulfils the REIT’s objective of acquiring quality assets with attractive yields and the
potential for rental growth. In Germany, there are seven “A” cities – Berlin, Hamburg,
Düsseldorf, Cologne, Frankfurt, Stuttgart and Munich. The other cities in the country are
classified as “B” cities. Within IREIT’s portfolio, the Bonn Campus, Darmstadt Campus and
Münster Campus are examples of “A” properties in “B” cities. The office markets in Bonn,
Darmstadt and Münster are extremely strong, enjoying low vacancy rates and high
occupier demand. Meanwhile, Concor Park – located in Munich – and the Berlin campus
typify the “B” properties in “A” cities portion of the “ABBA” strategy. IREIT’s adopted
strategy has led to a high-yielding business model without sacrificing asset quality.

See important disclosures at the end of this report
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Figure 6: Acquisition of Berlin property – the ABBA investment strategy at work

Figure 7: Snapshots of Berlin properties

Source: Company

Embedded rent structure pegs rental growth to CPI expansion
While IREIT’s leases on its properties are long-dated, the REIT can also benefit from any
potential rental uplift tied to Germany’s CPI performance. This is if the cumulative CPI
increases exceed 10% from the start of the lease term. Given the subdued inflationary
environment over the last two years, however, such rent adjustments are less likely to
materialise in the near term. Still, the rental escalation clause provides a useful hedge
against sudden inflationary trends as a result of the low interest rate environment.

Acquisitions to drive near-term growth
IREIT made its maiden acquisition post-listing in Aug 2015, when it completed the
acquisition of an office property in Berlin for EUR144.2m. The property – which comprises
two fully-connected building sections of eight storeys and 13 storeys respectively – is
located in the district of Lichtenberg, 6km east of Berlin’s city centre. The acquisition was
made at an attractive NPI yield of 7.1% when compared to the group’s NPI yield of 6.7%.
It also allowed IREIT to expand its portfolio by 50% to about EUR438m and NLA to
200,603 sq m from 121,603 sq m. As the acquisition was only completed on 6 Aug 2015,
the full impact of the acquisition ought to be only felt from 4Q15 onwards. We expect the
acquisition to drive a 20% increase in DPU to 6.1 cents for FY16, implying an attractive
yield of 9.2% – which is among the highest in the S-REIT universe.
See important disclosures at the end of this report
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Valuation
Given IREIT’s stable cash flow profile, we believe the stock lends itself well to a DDM
valuation. Its distribution policy is to pay distributions on a semi-annual basis. Our DDMderived TP works out to SGD0.81. This, coupled with a forward dividend yield of 9.2%,
implies a total return of 28% (rounded).
Figure 8: IREIT’s DDM valuation
FY16F

FY17F

FY18FF

FY19F

FY20F

FY21F

DPU (SGD cts)

6.06

6.33

6.43

6.48

6.52

6.55

Fair value (SGD)

0.81

Current price (SGD)

0.68

Price upside (%)

19.1

Distribution yield (%)
Total return (%)

Terminal
value
89.39

9.2
28.3

Assumptions
Risk-free rate: (%)

3.0

Beta

0.90

Cost of equity (%)

8.4

Terminal growth: (%)

1.0

Source: RHB

We also compare IREIT against a basket of its office REIT peers. Here, it stacks up
favourably in terms of both DPU growth profile as well as overall yield. We project the
REIT’s DPU to grow 20% for FY16 and over 4.4% for FY17 against the sector flat/negative
DPU trend. Its FY16F distribution yield of 9.2% is also significantly higher than those of its
peers. In our view, this is due to its a low-risk business model with good cash flow visibility
and natural hedging due to its EUR-denominated borrowings.

Figure 9: Peer comparison

Sector Average ex-IREIT Global
CapitaLand Commercial Trust Ltd
Frasers Commercial Trust
IREIT Global
Keppel REIT
OUE Commercial Real Estate
Investment Trust
Suntec Real Estate Investment Trust

Last
Price

Market
Cap

(LCY)

(LCY m)

1.385
1.195
0.660
0.910

1M

3M

6M

SGD13,233 3.4 1.5 (3.7)
4,093
5.3 6.5 3.4
941
(2.4) (9.1) (14.3)
405
0.0 (1.5) (4.3)
2,939
1.7 (2.2) (10.3)

0.640

825

1.595

4,030

vs 52- vs 52FY16F FY17F
12M MTD YTD wk
wk
low high
(20.0) 3.1 0.5 10.6 (22.1)
(22.0) 6.9 2.6 13.1 (23.5) 9.0
8.0
(19.8) 3.0 (5.9) 4.4 (24.4) 10.0 10.2
(9.8) (1.5) (4.3) 7.3 (12.4) 6.1
6.3
(24.8) 1.7 (2.2) 6.4 (26.9) 7.0
7.0

0.8 (6.6) (5.2) (10.9) 1.6 (2.3) 15.3 (14.7)
4.9

3.6

(3.3) (17.4) 0.9

Note: Price data as at 15 Feb
Source: RHB, Bloomberg

See important disclosures at the end of this report

Cons/RHB DPU Growth
DPU (cents)
(%)

Share price movement

7

2.9

5.4

5.5

11.9 (19.0) 10.00 10.00

Yield (%)

P/BV

FY16F FY17F FY16F FY17F (x)
0.0
0.0
0.0
19.7
0.0

-3.1
(11.1)
2.0
4.4
0.0

7.1
6.5
8.4
9.2
7.7

6.9
5.8
8.5
9.6
7.7

0.73
0.78
0.78
0.85
0.63

0.0

1.3

8.5

8.6

0.61

0.0

0.0

6.3

6.3

0.74
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Industry Overview
Germany remains a strong economic powerhouse in Western Europe, given its
competitive business landscape. According to the World Bank’s Ease of Doing Business
2016 report, the country is ranked 15th out of 189 countries. Moreover, its underlying
macroeconomy is healthy, with GDP per capita registering a 7-year CAGR of 2.7% since
2007. This was despite the 2008 financial crisis, from which Germany made a remarkable
recovery.
Figure 10: Germany’s GDP per capita
GDP per capita

USD$
45 000

6.7%

43 000

8.0%

Title:
Source:

6.0%

Please fill in the values above to h

6.4%

4.5%
4.0%
2.5%

41 000

1.5%

2.0%

39 000

0.9%

0.0%

37 000

-2.0%

-3.4%

-4.0%

35 000
2007

2008

2009

2010
GDP per capita

2011

2012
2013
GDP per capita growth

2014

Source: Federal Statistical Office of Germany

Looking at the general unemployment rate, Germany’s labour market continues to improve
along with steady economic growth, reflecting the strong fundamentals of the country’s
progress.
Figure 11: Unemployment rate – total labour force
%
9.0

National unemployment rate

Title:
Source:

8.5

8.0

7.4

7.6

Please fill in the values above to h
7.0

7.0

5.8

6.0

5.4

5.2

5.0

5.0

4.0
2007

2008

2009

2010

2011

2012

2013

Unemployment rate: total labour force

Source: Federal Statistical Office of Germany
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Germany’s unemployment rate fell steadily to 5% in 2014 from a high of 8.5% in 2007.
This has contributed to a rise in business confidence as the European Central Bank
reiterates its commitment to accommodating further stimulus in the Eurozone as and when
necessary. Although inflation had fallen to 0.9% in 2014 from 2.1% in 2011, the
Eurozone’s prospects are improving and this could prevent a further drag on Germany’s
economy. Looking forward, the Deutsche Bundesbank revised its GDP forecast for 2016
upwards to 1.8% YoY, from 1.6%. In addition, GDP for 2015 is expected to grow by 1.7%
YoY, up from the central bank’s previous forecast of 1% YoY. With the rise in business
confidence, we expect Germany’s office space demand to sustain the current high take-up
rate, ie 2.34m sq m, or +15% YoY in the country’s top seven cities for 9M15.
Figure 12: Breakdown of the German economy by sector
Gross value added by sectors

Title:
Source:

Please fill in the values above to h

Agriculture, forestry and fishing
Construction
Information and communication
Real estate activities
Public services, education, health

Industrial and manufacturing
Trade, transport, accommodation and food services
Financial and insurance services
Business services
Other services

Source: Census and Economic Information Center (CEIC), RHB

Given that the financial intermediation, real estate, renting and business activities sectors
make up the largest share of economic activities, there is potentially higher headroom for
growth in the office properties space. Coupled with strong inward foreign direct investment
(FDI) stocks, Colliers International expects Germany would be able to leverage on its high
level of capital stock accumulation to further bolster future economic growth.
Figure 13: Inward FDI stocks
USDm

Inward FDI stocks

1 100 000

Title:
Source:

1 050 000

Please fill in the values above to h

1 000 000

950 000

900 000

850 000
2007

2008

2009

2010

2011

2012

Inward FDI stocks

Source: CEIC, RHB
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Figure 14: Office statistics in key German cities

Source: Savills Research

We expect a broad-based recovery in the German office market across various cities on
the back of higher turnover. According to Savills Research (Savills), amongst the top 6
major cities (Figure 14), take-up totalled 1.45m sq m. More importantly, vacancy rates
have been declining, averaging 7.4% across the six cities as at Jun 2015.
This is partly due to the fall in infrastructure investment and spending as the German
Government remained prudent with public expenditure. Apart from government austerity
measures, the competition between commercial and residential developers has also led to
lower supply. With residential developments commanding higher profitability, this has led
to lower completion volume for commercial projects. As such, the tight supply, especially
in dense cities, had a positive impact on rental rates. In the case of Berlin, average rent
increased 11.8% YoY from 1H14, and 23% YoY from 9M14. Similarly, Munich saw a takeup of 200,000 sq m in 3Q15.
In addition, Munich’s vacancy rate dropped to 3.8% in 3Q15, resulting in it being the city
with the second-lowest vacancy rate. Amongst the top locations, Colliers International
expects vacancy rates to drop further across the board in the near term, largely driven by
the lack of supply in the pipeline.

See important disclosures at the end of this report
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Financials
Figure 15: IREIT’s 4Q15 and 2015 financials

Source: Company

IREIT was listed on 13 Aug 2014. 2015 marked its first full year of financials. For FY15,
the REIT achieved a NPI of EUR24m and distributable income of EUR20.8m, which were
19.7% and 18.3% ahead of its IPO forecasts respectively. This was largely on account of
its Berlin property acquisition, which was completed on 6 Aug 2015. We expect full-year
contribution from its Berlin property to drive a 20% increase in FY16 DPU to 0.061 cents.
Figure 16: IREIT’s capital structure and debt maturity profile

Source: Company

IREIT continues to enjoy favourable borrowing rates with its effective interest rate at 2%.
Approximately 88% of its borrowings consist of term loans with fixed interest rates, with an
average weighted debt maturity of four years.
Following IREIT’s Berlin acquisition, which was funded two-thirds with debt, the REIT’s
gearing increased to 42.6% as at end-2015 from 31.5% at end-2014. We expect IREIT to
undertake further yield-accretive acquisitions to drive its DPU growth, funded by a
combination of debt and equity.

See important disclosures at the end of this report
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Figure 17: NPI (EURm)
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Source:
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Steady cash flows anchored by long-term leases. IREIT’s cash flow visibility is backed
by its long weighted average lease to expiry (WALE) of about seven years. We have
forecast a 2.2% CAGR in the REIT’s NPI in FY17-19 on the back of rental adjustments.
We have not factored in potential accretion from acquisitions, at this point.
Figure 18: Revenue segment breakdown for FY16
in EURm
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Source:
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IREIT’s gross rental income is well-diversified across its five properties in five cities, with
no single property accounting for more than 40% of group income.

See important disclosures at the end of this report
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Key Risks
Currency risk. IREIT’s revenue are denominated in EUR, but its distributions are paid in
SGD. Volatility in the exchange rates between the two currencies could impact distribution
income for investors. To mitigate its exposure to forex risk on its balance sheet, IREIT
takes on EUR-denominated loans as a natural hedge against its EUR-based assets.
Concentration risk. IREIT’s performance is largely dependent on GMG
Generalmietgesellschaft mbH (GMG), a wholly-owned subsidiary of Deutsche Telekom, as
GMG alone accounted for around 51% of the REIT’s gross rental income as at Dec 2015.
This exposes IREIT to the telecommunications sector in Germany. There would be
material financial impact on the REIT should GMG’s credit conditions deteriorate. As the
key tenant, GMG may be in a stronger position to negotiate for lease terms that are less
favourable for IREIT. We think all this is mitigated by: i) the strong credit standing of
Deutsche Telekom with the German state as its major shareholder, ii) the length of its
leases, and iii) the rental escalation clauses put in place.
Uncertainty over rental adjustments. Due to the nature of rent adjustment clauses,
IREIT’s organic growth relies heavily on the overall health of the economy. With
prescribed hurdles, rental incomes are likely to fluctuate in line with Germany’s CPI.
Moreover, with leases that do not have rental security built in place, extra resources have
to be committed to seek financial compensation as well as to enforce contractual
agreements with regards to bank guarantees or security deposits.
Country risk. IREIT’s strategy of investing in properties in European cities may face
headwinds if the overall economic landscape in Europe remains weak. Although Germany
continues to perform better than its peers, any slowdown in the broader European
economy is likely to drag down growth in the country. Global market conditions are still
volatile looking forward and given the instability, investors may continue to be cautious.
The real estate market involves huge capital outlay and is relatively illiquid. Hence, it is
likely to be highly dependent on future market sentiment. All these could result in a less
favourable acquisition environment as well as sluggish tenants’ sales.

See important disclosures at the end of this report
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Company Background
IREIT is a Singapore REIT established with the investment strategy of principally investing
– directly or indirectly – in a portfolio of income-producing real estate used primarily for
office purposes in Europe. The group was listed on 13 Aug 2014 on the Main Board of the
SGX. IREIT’s initial portfolio comprised four office properties in Germany – strategically
located in Bonn, Darmstadt, Münster and Munich – with an aggregate NLA of 121,506 sq
m (1,307,878 sq ft).
Figure 19: IREIT’s initial portfolio at IPO

Source: Company

IREIT completed its first acquisition on 6 Aug 2015, acquiring a Berlin property
(Schreiberhauer Straße 2, 4, 6, 8, 10, 12, 14, 16, 18, 20 and 22) with an NLA of 79,097 sq
m (851,392 sq ft) that comprised two connected office buildings of eight and 13 storeys
respectively. The acquisition was financed by a renounceable rights issue of 189,607,567
new units in IREIT and external bank borrowings. Following the acquisition, IREIT’s
property portfolio expanded 50% to about EUR438m.

Figure 20: Property description
Property

Description

Bonn Campus

Bonn Campus, which is wholly-leased to GMG, a wholly-owned subsidiary of Deutsche Telekom, comprises four linked modern office buildings of
two, four or six storeys. The property is located in proximity to a key motorway for Bonn and is located in one of the city’s prime office areas,
where the headquarters for Deutsche Telekom is located

Darmstadt Campus

Darmstadt Campus, which is wholly-leased to GMG, comprises six connected office buildings with seven and five storey sections, and a multistorey car park. It is located at a main cluster of technology companies. The property is part of one of the largest clusters of Deutsche Telekom
offices outside of Bonn and is located adjacent to a number of other offices occupied by Deutsche Telekom, including the firm’s cellular division,
T-Mobile

Munster Campus

Münster Campus, which is wholly-leased to GMG, houses offices occupied by Deutsche Telekom and comprises two six-storey modern office
buildings and a six-storey external car park structure. The buildings are located in a main business park that houses leading financial institutions and
global technology firms

Concor Park

Concor Park is a multi-tenanted property comprising three linked, recently fully refurbished, five-storey office buildings with a separate car
Park. It is located in the Munich suburb of Aschheim-Dornach. The property is adjacent to urban and inter-urban rail stations that serve Munich and
the surrounding areas. The tenants include Allianz Handwerker Services GmbH, Ebase, STMicroelectronics and other leading companies

Berlin Campus

Berlin Campus is a multi-tenanted property comprising two connected office buildings of eight and thirteen storeys respectively. There are
currently five tenants, with Deutsche Rentenversicherung Bund being the key tenant. It is located in the district of Lichtenberg, 6km east of Berlin’s
city centre and within walking distance to the Ostkreuz railway station

Source: RHB

See important disclosures at the end of this report
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Bonn Campus is wholly-leased to GMG and consists of four linked modern office
buildings of two, four or six storeys. The property is located in proximity to a key
motorway of Bonn and is located in one of the prime office areas of the city, where
the headquarters of GMG’s parent company, Deutsche Telekom, is located.
Figure 21: Bonn Campus

Source: Company

Darmstadt Campus is wholly-leased to GMG and comprises six connected office
buildings with 7- and 5-storey sections, and a multi-storey car park, located in the
main cluster of technology companies. The property is part of one of the largest
clusters of Deutsche Telekom offices outside of Bonn and is located adjacent to a
number of other offices occupied by the company, including cellular division T-Mobile
Deutschland GmbH (T-Mobile).
Figure 22: Darmstadt Campus

Source: Company

See important disclosures at the end of this report
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Münster Campus is wholly-leased to GMG and houses offices occupied by
Deutsche Telekom. It comprises two six-storey modern office buildings and a sixstorey external car park structure. The buildings are located in a main business park
that plays host to leading financial institutions and global technology firms.
Figure 23: Munster Campus

Source: Company

Concor Park is a multi-tenanted property comprising three linked, recently fullyrefurbished, five-storey office buildings with a separate car park. It is located in the
Munich suburb of Aschheim-Dornach. The property is adjacent to urban and interurban rail stations that serve Munich and the surrounding areas. The tenants include
Allianz Handwerker Services GmbH (Allianz Handwerker), the European Bank for
Fund Services GmbH (Ebase) and STMicroelectronics.
Figure 24: Concor Park

Source: Company

See important disclosures at the end of this report
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Berlin Campus is a property with an NLA of 79,097 sq m (851,392 sq ft) comprising
two connected office buildings of eight and 13 storeys respectively. It is located in
Berlin at Schreiberhauer Straße 2, 4, 6, 8, 10, 12, 14, 16, 18, 20 and 22. The property
was IREIT’s maiden acquisition following its listing and was purchased for
EUR144.2m (SGD217.7m). Including acquisition and other estimated professional
fees, the total acquisition cost was EUR156.9m (SGD236.9m).
Figure 25: Berlin Campus

Source: Company

See important disclosures at the end of this report
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SWOT Analysis
 Quality, freehold properties in key German cities
 Stable cash flows due to long leases with blue-chip
tenants
 Low cost of borrowings (all-in cost 2.1%) due to
strong credit profile
 Hedge against inflation due to CPI-linked rental
adjustment clauses

 Increase in
interest rates
would raise
interest
expenses and
affect the
quantum of
payouts
 Sustained
depreciation of
the EUR against
the SGD would
affect SGDbased payouts.
This is because
revenue is
generated in
EUR

 Execution of
ABBA
investment
strategy to drive
more yieldaccretive
acquisitions

 Tenant concentration risk with Deutsche Telekom
accounting for around 51% of rental income (as at
Dec 2015). The risk is mitigated by the latter’s
strong credit ratings (BBB+) and state ownership
(32% owned by the German Government)
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Source: RHB, Bloomberg
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RHB Guide to Investment Ratings
Buy: Share price may exceed 10% over the next 12 months
Trading Buy: Share price may exceed 15% over the next 3 months, however longer-term outlook remains uncertain
Neutral: Share price may fall within the range of +/- 10% over the next 12 months
Take Profit: Target price has been attained. Look to accumulate at lower levels
Sell: Share price may fall by more than 10% over the next 12 months
Not Rated: Stock is not within regular research coverage

Investment Research Disclaimers
RHB has issued this report for information purposes only. This report is intended for circulation amongst RHB and its affiliates’ clients generally or such
persons as may be deemed eligible by RHB to receive this report and does not have regard to the specific investment objectives, financial situation and
the particular needs of any specific person who may receive this report. This report is not intended, and should not under any circumstances be construed
as, an offer or a solicitation of an offer to buy or sell the securities referred to herein or any related financial instruments.
This report may further consist of, whether in whole or in part, summaries, research, compilations, extracts or analysis that has been prepared by RHB’s
strategic, joint venture and/or business partners. No representation or warranty (express or implied) is given as to the accuracy or completeness of such
information and accordingly investors should make their own informed decisions before relying on the same.
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to the applicable l aws or regulations. By accepting
this report, the recipient hereof (i) represents and warrants that it is lawfully able to receive this document under the laws and regulations of the jurisdiction
in which it is located or other applicable laws and (ii) acknowledges and agrees to be bound by the limitations contained her ein. Any failure to comply with
these limitations may constitute a violation of applicable laws.
All the information contained herein is based upon publicly available information and has been obtained from sources that RHB believes to be reliable and
correct at the time of issue of this report. However, such sources have not been independently verified by RHB and/or its affiliates and this report does not
purport to contain all information that a prospective investor may require. The opinions expressed herein are RHB’s present opinions only and are subject
to change without prior notice. RHB is not under any obligation to update or keep current the information and opinions expres sed herein or to provide the
recipient with access to any additional information. Consequently, RHB does not guarantee, represent or warrant, expressly or impliedly, as to the
adequacy, accuracy, reliability, fairness or completeness of the information and opinion contained in this report. Neither RH B (including its officers,
directors, associates, connected parties, and/or employees) nor does any of its agents accept any liability for any direct, indirect or consequential losses,
loss of profits and/or damages that may arise from the use or reliance of this research report and/or further communications given in relation to this report.
Any such responsibility or liability is hereby expressly disclaimed.
Whilst every effort is made to ensure that statement of facts made in this report are accurate, all estimates, projections, f orecasts, expressions of opinion
and other subjective judgments contained in this report are based on assumptions considered to be reasonable and must not be construed as a
representation that the matters referred to therein will occur. Different assumptions by RHB or any other source may yield substantially different results
and recommendations contained on one type of research product may differ from recommendations contained in other types of res earch. The
performance of currencies may affect the value of, or income from, the securities or any other financial instruments referenced in this report. Holders of
depositary receipts backed by the securities discussed in this report assume currency risk. Past performance is not a guide t o future performance. Income
from investments may fluctuate. The price or value of the investments to which this report relates, either directly or indirectly, may fall or rise against the
interest of investors.
This report does not purport to be comprehensive or to contain all the information that a prospective investor may need in order to make an investment
decision. The recipient of this report is making its own independent assessment and decisions regarding any securities or fin ancial instruments referenced
herein. Any investment discussed or recommended in this report may be unsuitable for an investor depending on the investor’s specific investment
objectives and financial position. The material in this report is general information intended for recipients who understand the risks of investing in financial
instruments. This report does not take into account whether an investment or course of action and any associated risks are suitable for the recipient. Any
recommendations contained in this report must therefore not be relied upon as investment advice based on the recipient's personal circumstances.
Investors should make their own independent evaluation of the information contained herein, consider their own investment obj ective, financial situation
and particular needs and seek their own financial, business, legal, tax and other advice regarding the appropriateness of investing in any securities or the
investment strategies discussed or recommended in this report.
This report may contain forward-looking statements which are often but not always identified by the use of words such as “believe”, “estimate”, “intend”
and “expect” and statements that an event or result “may”, “will” or “might” occur or be achieved and other similar expressions. Such forward-looking
statements are based on assumptions made and information currently available to RHB and are subject to known and unknown risks, uncertainties and
other factors which may cause the actual results, performance or achievement to be materially different from any future results, performance or
achievement, expressed or implied by such forward-looking statements. Caution should be taken with respect to such statements and recipients of this
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report should not place undue reliance on any such forward-looking statements. RHB expressly disclaims any obligation to update or revise any forwardlooking statements, whether as a result of new information, future events or circumstances after the date of this publication or to reflect the occurrence of
unanticipated events.
The use of any website to access this report electronically is done at the recipient’s own risk, and it is the recipient’s sole responsibility to take precautions
to ensure that it is free from viruses or other items of a destructive nature. This report may also provide the addresses of, or contain hyperlinks to,
websites. RHB takes no responsibility for the content contained therein. Such addresses or hyperlinks (including addresses or hyperlinks to RHB own
website material) are provided solely for the recipient’s 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 RHB website shall be at the recipient’s own risk.
This report may contain information obtained from third parties. Third party content providers do not guarantee the accuracy, completeness, timeliness or
availability of any information and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results
obtained from the use of such content. Third party content providers give no express or implied warranties, including, but not limited to, any warranties of
merchantability or fitness for a particular purpose or use. Third party content providers shall not be liable for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including lost income or pr ofits and opportunity costs) in
connection with any use of their content.
The research analysts responsible for the production of this report hereby certifies that the views expressed herein accurately and exclusively reflect his or
her personal views and opinions about any and all of the issuers or securities analysed in this report and were prepared independently and autonomously.
The research analysts that authored this report are precluded by RHB in all circumstances from trading in the securities or other financial instruments
referenced in the report, or from having an interest in the company(ies) that they cover.
RHB and/or its affiliates and/or their directors, officers, associates, connected parties and/or employees, may have, or have had, interests in the securities
or qualified holdings, in subject company(ies) mentioned in this report or any securities related thereto and may from time to time add to or dispose of, or
may be materially interested in, any such securities. Further, RHB and/or its affiliates may have, or have had, business relationships with the subject
company(ies) mentioned in this report and may from time to time seek to provide investment banking or other services to the s ubject company(ies)
referred to in this research report. As a result, investors should be aware that a conflict of interest may exist.
The contents of this report is strictly confidential and may not be copied, reproduced, published, distributed, transmitted or passed, in whole or in part, to
any other person without the prior express written consent of RHB and/or its affiliates. This report has been delivered to RHB and its affiliates’ clients for
information purposes only and upon the express understanding that such parties will use it only for the purposes set forth ab ove. By electing to view or
accepting a copy of this report, the recipients have agreed that they will not print, copy, videotape, record, hyperlink, download, or otherwise at tempt to
reproduce or re-transmit (in any form including hard copy or electronic distribution format) the contents of this report. RHB and/or its affiliates accepts no
liability whatsoever for the actions of third parties in this respect.
The contents of this report are subject to copyright. Please refer to Restrictions on Distribution below for information reg arding the distributors of this
report. Recipients must not reproduce or disseminate any content or findings of this report without the express permission of RHB and the distributors.
The securities mentioned in this publication may not be eligible for sale in some states or countries or certain categories of investors. The recipient of this
report should have regard to the laws of the recipient’s place of domicile when contemplating transactions in the securities or other financial instruments
referred to herein. The securities discussed in this report may not have been registered in such jurisdiction. Without prejudice to the foregoing, the
recipient is to note that additional disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this
report.

RESTRICTIONS ON DISTRIBUTION
Malaysia
This report is issued and distributed in Malaysia by RHB Research Institute Sdn Bhd. The views and opinions in this report ar e our own as of the date
hereof and is subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Conduct Authority apply to a
recipient, our obligations owed to such recipient therein are unaffected. RHB Research Institute Sdn Bhd has no obligation to update its opinion or the
information in this report.
Thailand
This report is issued and distributed in the Kingdom of Thailand by RHB Securities (Thailand) PCL, a licensed securities comp any that is authorised by the
Ministry of Finance, regulated by the Securities and Exchange Commission of Thailand and is a member of the Stock Exchange of Thailand. The Thai
Institute of Directors Association has disclosed the Corporate Governance Report of Thai Listed Companies made pursuant to th e policy of the Securities
and Exchange Commission of Thailand. RHB Securities (Thailand) PCL does not endorse, confirm nor certify the result of the Corporate Governance
Report of Thai Listed Companies.
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Indonesia
This report is issued and distributed in Indonesia by PT RHB Securities Indonesia. This research does not constitute an offering document and it should
not be construed as an offer of securities in Indonesia. Any securities offered or sold, directly or indirectly, in Indonesia or to any Indonesian citizen or
corporation (wherever located) or to any Indonesian resident in a manner which constitutes a public offering under Indonesian laws and re gulations must
comply with the prevailing Indonesian laws and regulations.
Singapore
This report is issued and distributed in Singapore by RHB Research Institute Singapore Pte Ltd and it may only be distributed in Singapore to accredited
investors, expert investors and institutional investors as defined in the Financial Advisers Regulations and the Securities and Futures Act (Chapter 289), as
amended from time to time. By virtue of distribution to these categories of investors, RHB Research Institute Singapore Pte Ltd and its representatives are
not required to comply with Section 36 of the Financial Advisers Act (Chapter 110) (Section 36 relates to disclosure of RHB Research Institute Singapore
Pte Ltd ’s interest and/or its representative's interest in securities). Recipients of this report in Singapore may contact RHB Research Institute Singapore
Pte Ltd in respect of any matter arising from or in connection with the report.
Hong Kong
This report is issued and distributed in Hong Kong by RHB Securities Hong Kong Limited (興業僑豐證券有限公司) (CE No.: ADU220) (“RHBSHK”) which is
licensed in Hong Kong by the Securities and Futures Commission for Type 1 (dealing in securities) and Type 4 (advising on securities) regulated activities.
Any investors wishing to purchase or otherwise deal in the securities covered in this report should contact RHB Securities Hong Kong Limited.
United States
This report was prepared by RHB and is being distributed solely and directly to “major” U.S. institutional investors as defined under, and pursuant to, the
requirements of Rule 15a-6 under the U.S. Securities and Exchange Act of 1934, as amended (the “Exchange Act”). RHB is not registered as a brokerdealer in the United States and does not offer brokerage services to U.S. persons. Any order for the purchase or sale of the securities discussed herein
that are listed on Bursa Malaysia Securities Berhad must be placed with and through Auerbach Grayson (“AG”). Any order for the purchase or sale of all
other securities discussed herein must be placed with and through such other registered U.S. broker-dealer as appointed by RHB from time to time as
required by the Exchange Act Rule 15a-6.
This report is confidential and not intended for distribution to, or use by, persons other than the recipient and its employees, agents and advisors, as
applicable.
Additionally, where research is distributed via Electronic Service Provider, the analysts whose names appear in this report are not registered or qualified
as research analysts in the United States and are not associated persons of Auerbach Grayson AG or such other registered U.S. broker-dealer as
appointed by RHB from time to time and therefore may not be subject to any applicable restrictions under Financial Industry Regulatory Authority
(“FINRA”) rules on communications with a subject company, public appearances and personal trading.
Investing in any non-U.S. securities or related financial instruments discussed in this research report may present certain risks. The securities of non -U.S.
issuers may not be registered with, or be subject to the regulations of, the U.S. Securities and Exchange Commission. Information on non-U.S. securities
or related financial instruments may be limited. Foreign companies may not be subject to audit and reporting standards and regulatory requirements
comparable to those in the United States.
The financial instruments discussed in this report may not be suitable for all investors.
Transactions in foreign markets may be subject to regulations that differ from or offer less protection than those in the United States.

OWNERSHIP AND MATERIAL CONFLICTS OF INTEREST
Malaysia
RHB does not have qualified shareholding (1% or more) in the subject company (ies) covered in this report except for:
a)

-

RHB and/or its subsidiaries are not liquidity providers or market makers for the subject company (ies) covered in this report except for:
a)

-

RHB and/or its subsidiaries have not participated as a syndicate member in share offerings and/or bond issues in securities covered in this report in the
last 12 months except for:
a)

-

RHB has not provided investment banking services to the company/companies covered in this report in the last 12 months except for:
a)

-
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Thailand
RHB Securities (Thailand) PCL and/or its directors, officers, associates, connected parties and/or employees, may have, or have had, interests and/or
commitments in the securities in subject company(ies) mentioned in this report or any securities related thereto. Further, RHB Securities (Thailand) PCL
may have, or have had, business relationships with the subject company(ies) mentioned in this report. As a result, investors should exercise their own
judgment carefully before making any investment decisions.
Indonesia
PT RHB Securities Indonesia is not affiliated with the subject company(ies) covered in this report both directly or indirectl y as per the definitions of
affiliation above.
Pursuant to the Capital Market Law (Law Number 8 Year 1995) and the supporting regulations thereof, what constitutes as affiliated parties are as follows:
1.

Familial relationship due to marriage or blood up to the second degree, both horizontally or vertically;

2.

Affiliation between parties to the employees, Directors or Commissioners of the parties concerned;

3.

Affiliation between 2 companies whereby one or more member of the Board of Directors or the Commissioners are the same;

4.

Affiliation between the Company and the parties, both directly or indirectly, controlling or being controlled by the Company;

5.

Affiliation between 2 companies which are controlled, directly or indirectly, by the same party; or

6.

Affiliation between the Company and the main Shareholders.

PT RHB Securities Indonesia is not an insider as defined in the Capital Market Law and the information contained in this report is not considered as insider
information prohibited by law.
Insider means:
a. a commissioner, director or employee of an Issuer or Public Company;
b.

a substantial shareholder of an Issuer or Public Company;

c.

an individual, who because of his position or profession, or because of a business relationship with an Issuer or Public Comp any, has access to
inside information; and

d.

an individual who within the last six months was a Person defined in letters a, b or c, above.

Singapore
RHB Research Institute Singapore Pte Ltd and/or its subsidiaries and/or associated companies do not make a market in any securities covered in this
report, except for:
(a)

-

The staff of RHB Research Institute Singapore Pte Ltd and its subsidiaries and/or its associated companies do not serve on an y board or trustee positions
of any issuer whose securities are covered in this report, except for:
(a)

-

RHB Research Institute Singapore Pte Ltd and/or its subsidiaries and/or its associated companies do not have and have not within the last 12 months had
any corporate finance advisory relationship with the issuer of the securities covered in this report or any other relationship (including a shareholding of 1%
or more in the securities covered in this report) that may create a potential conflict of interest, except for:
(a)

-

Hong Kong
RHBSHK or any of its group companies may have financial interests in in relation to an issuer or a new listing applicant (as the case may be) the securities
in respect of which are reviewed in the report, and such interests aggregate to an amount equal to or more than (a) 1% of the subject company’s market
capitalization (in the case of an issuer as defined under paragraph 16 of the Code of Conduct for Persons Licensed by or Registered with the Securities
and Futures Commission (the “Code of Conduct”); and/or (b) an amount equal to or more than 1% of the subject company’s issued share capital, or issued
units, as applicable (in the case of a new listing applicant as defined in the Code of Conduct). Further, the analysts named in this report or their associates
may have financial interests in relation to an issuer or a new listing applicant (as the case may be) in the securities which are reviewed in the report.

22

IREIT Global

Singapore Initiating Coverage

22 February 2016

Property | REITS

RHBSHK or any of its group companies may make a market in the securities covered by this report.
RHBSHK or any of its group companies may have analysts or their associates, individual(s) employed by or associated with RHBSHK or any of its group
companies serving as an officer of the company or any of the companies covered by this report.
RHBSHK or any of its group companies may have received compensation or a mandate for investment banking services to the company or any of the
companies covered by this report within the past 12 months.
Note: The reference to “group companies” above refers to a group company of RHBSHK that carries on a business in Hong Kong in (a) investment
banking; (b) proprietary trading or market making; or (c) agency broking, in relation to securities listed or traded on The S tock Exchange of Hong Kong
Limited.
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Hong Kong

Singapore

RHB Research Institute Sdn Bhd
Level 11, Tower One, RHB Centre
Jalan Tun Razak
Kuala Lumpur
Malaysia
Tel : +(60) 3 9280 2185
Fax : +(60) 3 9284 8693
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