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First REIT announced an asset swap deal with PT Lippo Karawaci Tbk (LPKR), First REIT’s 
sponsor, in relation to Siloam Hospital Surabaya yesterday morning. This deal marks the first 
asset enhancement initiative First REIT has conducted and aptly so, to the oldest hospital 
(established 1977) in its portfolio. 

 

 Asset swap deal with LPKR - Divestment of existing Siloam Hospital Surabaya to LPKR 
and purchase of new mixed development on the adjacent plot of land. LPKR plans to 
build a mixed development on the adjacent plot of land to the current Siloam Hospital 
Surabaya (Existing SHS), which First REIT is divesting. This mixed development will 
comprise the new Siloam Hospital Surabaya (New SHS), a private school, an ancillary 
mall, a hotel and an apartment. Upon completion, the New SHS will be sold to First REIT 
for a purchase consideration of S$90m. As part of the deal, First REIT will divest the 
Existing SHS and a plot of land adjacent to it (Figure 1: PLOT B) for a minimum price of 
S$35.7m. Completion of the development is slated to be in 2019. 

 
Figure 1: First REIT to divest Existing SHS together with adjacent plot of land (PLOT B) to LPKR. 
LPKR’s new mixed development (comprising a New SHS) will be built on PLOT A and B. 

 
Source: Company  
 

 Attractive Divestment and Acquisition prices. The combined sale consideration of a 
minimum of S$35.7m for the Existing SHS and Plot B represents a premium of at least 
112.5% to the original acquisition price of S$16.8m by First REIT in December 2006. This 
sale consideration also represents a premium of at least 7.53% to the appraised value of 
S$33.2m as at 31 October 2014. The acquisition of the new SHS at a price of S$90m 
represents a discount of 12.3% to the average of two independent valuations. 
 

 New SHS Master Lease increases income stability. Yield on cost lower than previous 
acquisitions but still at an attractive 9%. Based on the assumed net rental of the new 
Master Lease for New SHS upon completion, yield on cost works out to be c.9%. This is 
lower than previous acquisitions for First REIT from 2010-2014, which saw NPI yields of 
close to 10%. Nonetheless, this still outperforms the yield of c.8.7% for the Existing SHS 
(based on assumed selling price of S$35.7m) and overall portfolio NPI yield of c.8%. 
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 Steady rental income from Existing SHS throughout the development of the new SHS 
until acquisition is completed. Development works are not expected to cause any major 
disruptions to the operations of the existing SHS.  
 

 Increased Weighted Average Lease to Expiry (WALE) post divestment and acquisition. 
First REIT’s income visibility will improve post acquisition, with WALE increasing from 
10.8 years to 11.3 years. A new 15-year Master Lease term for the new SHS will replace 
the 15-year lease for the Existing SHS which has only 6 years left to expiry in 2021. 

 
Figure 2: Artist impression of the new integrated development  

 
Source: Company  

 
What do we think? 

 Positive on asset swap deal. Yield on cost of 9% is slightly lower than those on previous 
acquisitions from 2010 to 2014. Nonetheless, this is still better than the yield of c.8.7% 
on the Existing SHS (based on projected minimum selling price) and overall portfolio NPI 
yield of c.8%. We think this deal is yet another piece of evidence of how First REIT can 
leverage on the expertise of one of the largest property developer in Indonesia, as LPKR 
continues to develop synergistic integrated developments which include hospitals. 
 

 Risks hedged in deal agreement. First REIT will continue to receive rental incomes from 
the Existing SHS until handover of the New SHS. Additionally, LPKR has offered to pay a 
rate of return of 6% per annum on the progressive payments by First REIT at different 
completion stages of the project. First REIT’s funding costs and project development risks 
are minimized with these additional clauses. 

 

 Healthcare to remain an integral part of LPKR’s business model. LPKR’s expansion of 
hospital network to continue to present acquisition opportunities for First REIT.  
Revenue from healthcare as a percentage of total revenue has stayed pretty constant in 
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the c.30% range for LPKR from 2006 to 2013, even as revenue grew at a CAGR of c.19% in 
the period.  

 
Healthcare forms an important source of recurring income for LPKR and the continued 
expansion of hospital networks will provide First REIT with further acquisition 
opportunities. LPKR currently has a total of 46 sites for new hospitals under various 
stages of development.  

 

Investment Actions 
We maintain our ACCUMULATE call with an unchanged DDM-derived target price of S$1.49. 
Our forecasts remain unchanged as we have already factored in acquisitions in our 
assumptions. 
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Financials

Statement of Total Return and Distribution Statement Balance Sheet

Y/E Dec, SGD mn FY12 FY13 FY14 FY15e FY16e Y/E Dec, SGD mn FY12 FY13 FY14 FY15e FY16e

Gross Revenue 57.6    83.3     93.3     100.0   111.3   ASSETS

Total Property expenses (0.4) (3.1) (1.4) (1.5) (1.6) Investment properties 797         1,052     1,172     1,252     1,302     

Net Property Income 57.2    80.2     91.9     98.5     109.6   Cash and Cash Equivalents 20.5        29.3        28.2        29.8        31.4        

Net Finance (Expense)/Inc (4.2)     (12.2)    (15.0)    (16.6)    (16.9)    Total Assets 829         1,109     1,212     1,335     1,385     

Net Income before tax and FV changes 47.1    58.0     65.5     69.7     77.5     

FV changes 30.8    61.3     47.2     -            -            LIABILITIES

Tax expense (12.7)   (1.5)      (22.1)    (15.7)    (17.4)    Total Current Liabilities 32.1        49.8        68.2        82.0        83.8        

Net Income after tax and FV changes 65.2    118.0   90.6     54.0     60.1     Interest bearing borrowings, non current 212.8     535.8     370.1     394.1     403.1     

Distribution adjustments (23.6)   (65.7)    (32.4)    8.4        8.9        Total Non-Current Liabilities 246.6     375.8     399.2     423.2     432.2     
Income available for distribution 41.7    52.2     58.2     62.4     69.0     Total Liabilities 278.8     425.6     467.4     505.2     515.9     

EQUITY
Shareholder Equity 550.1     682.9     745.0     829.5     868.7     

Per share data (SGD)

Y/E Dec FY12 FY13 FY14 FY15e FY16e

NAV 0.83    0.97     1.02     1.11     1.11     
DPU (cents) 7.3       7.5        8.1        8.3        8.8        

Cash Flow Valuation Ratios

Y/E Dec, SGD mn FY12 FY13 FY14 FY15e FY16e Y/E Dec FY12 FY13 FY14 FY15e FY16e

CFO P/NAV 1.12 1.20 1.15 1.30 1.30

Net Income before tax 77.9    119.4   112.7   69.7     77.5     Distribution yield (%) 7.83 6.49 6.90 5.79 6.11
Interest Expense 3.8       11.1     13.4     16.8     17.1     NPI yield (%) 7.2% 7.6% 7.8% 7.9% 8.4%

Management fees settled in units 4.6       5.9        6.7        7.3        7.9        Growth & Margins (%) FY12 FY13 FY14 FY15e FY16e

Cashflow from Ops 49.8 63.2 80.8 80.5 87.5 Growth

CFI Revenue 6.7% 44.5% 12.0% 7.2% 11.3%

Cashflow from investments (147.8) (141.9)  (67.7)    (80.0)    (50.0)    Net property income (NPI) 7.1% 40.1% 14.5% 7.2% 11.3%

CFF DPU 3.6% 3.6% 7.0% 3.5% 5.7%

Share issuance 28.2    -            -            56.0     41.0     Margins

Distributions to unitholders (53.6)   (42.8)    (39.8)    (46.4)    (53.0)    NPI margin 99.3% 96.3% 98.5% 98.5% 98.5%
Net increase in borrowings 115.6  140.6   39.3     8.0        (7.0)      Operating Income Margin 81.7% 69.7% 70.3% 69.7% 69.7%

Cashflow from financing 86.7    87.3     (14.4)    0.9        (36.1)    Key Ratios

Net change in cash (12.2)   8.8        (1.1)      1.6        1.6        Net Gearing 26.0% 32.3% 33.1% 31.4% 30.9%

CCE, end 20.5    29.3     28.2     29.8     31.4     

Source: Company, Phill ip Securities Research (Singapore) Estimates

*Forward multiples  & yields  based on current market price; his torica l  multiples  & yields  based on his torica l  market price.
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Total Returns Recommendation Rating

> +20% Buy 1

+5% to +20% Accumulate 2

-5% to +5% Neutra l 3

-5% to -20% Reduce 4

< -20% Sel l 5

We do not base our recommendations  entirely on the  above quanti tative 

return bands .  We cons ider qual i tative factors  l ike (but not l imited to) a  s tock's  

ri sk reward profi le, market sentiment, recent rate of share price appreciation, 

presence or absence of s tock price catalysts , and speculative undertones  

surrounding the s tock, before making our fina l  recommendation 
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Important Information 

 
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s 
licence under the Financial Advisers Act, Chapter 110 in Singapore.  
 

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations 
may constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in 
whole or in part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  
 

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained 
from public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or 
warranty, express or implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information 
or Research contained in this report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the 
information or Research made available or to supply any corrections, updates or releases in connection therewith.  
 

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any 
time without prior notice.  
 

Past performance of any product referred to in this report is not indicative of future results.  
 

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively 
or as authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been 
made available constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is 
suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant 
risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made, unless all such 
risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained 
herein with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.  
 

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product 
mentioned in this report should take into account existing public information, including any registered prospectus in respect of such product.  
 

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, 
employees or persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and 
worldwide, including but not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), 
brokerage or securities trading activities. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but 
not limited to its officers, directors, employees or persons involved in the issuance of this report, may have participated in or invested in transactions with the 
issuer(s) of the securities mentioned in this report, and may have performed services for or solicited business from such issuers. Additionally, Phillip 
Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may have provided advice or investment services to such companies and investments or related 
investments, as may be mentioned in this report.  
 

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, 
employees or persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in 
related futures or options, purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other 
compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to 
any fluctuation in exchange rates between US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have 
an adverse effect on the value, price or income return of the investment.  
 

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited 
to its officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above 
or otherwise hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this 
report. Accordingly, information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, 
including but not limited to its officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip 
Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately 
following its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited its 
officers, directors, employees or persons involved in the issuance of this report, may have issued other material that is inconsistent with, or reach different 
conclusions from, the contents of this report.  
 

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country 
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities 
Research to any registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.  
 

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of 
any particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek 
advice from a professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, 
taking into account the specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of 
such products.  
This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip 
Securities Research may determine in its absolute discretion. 
 

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 
 

Where the report contains research analyses or reports from a foreign research house, please note: 
 

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 
North Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in 
connection with, the analyses or reports; and 
 

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, 
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports. 

 


