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ABOUT  US
Malaysia   Property   Incorporated is a Government initiative set
up under the Economic  Planning  Unit to drive investments in real
estate into Malaysia.
As the first port-of-call for real estate investment queries, Malaysia
Property Inc. connects interested parties through an extensive
network of government agencies, private sector companies, real
estate firms, business councils and real estate-related associations.
MPI has two core objectives; to create international awareness
and to establish connections between foreign interests and
Malaysian real estate industry players, ultimately contributing to
real estate investments into the country.

MPI’s   Property   Quotient   (PQ) covers
innumerable aspects related to the property industry. It is focused on real estate
news, property market updates and current
affairs interviews.

For further information and up-to-date tracking of Malaysian real
estate data, visit:
www.malaysiapropertyinc.com

Inputs and views from property players and
related industries adds new perspectives
and insights to the Property Quotient. MPI
has over 6,000 subscribers globally and is
read by both local and foreign investors.

For further enquiry, write to:
info@malaysiapropertyinc.com

Follow Us
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Equity or Debt?
By:  Aisyah  Mahzan

In the previous publication of the Property Quotient, we introduced the idea of
crowdfunding and its risks and benefits that investors need to be aware of. For this
second article, we will actually discuss the different types of crowdfunding platforms and how it works to benefit the investors. There are two types of crowdfunding platforms which are the equity-based crowdfunding and the debt-based crowdfunding.
Equity-based crowdfunding is a crowdfunding platform that raises money for a specific project directly through a pool of investors in exchange for a share or becomes
a part owner of the property purchased. Meanwhile, debt-based crowdfunding is
where the investors acquire loans to invest in the said property.
What  do  you  actually  own  when  you  invest  in  crowdfunding?
Equity-based Crowdfunding
In equity-based crowdfunding, you will indirectly be a part owner of the property
that is purchased. Most equity-based crowdfundings are set up to acquire and hold
investment properties with a single purpose which is to own and operate the property. These types of entity are known as Limited Liability Company (LLC), Limited
Liability Partnership (LLP) or Limited Partnership (LP). The use of these entities also
helps to protect individual investors from other liabilities of the developer and centralises reporting and distributions to the investors. Since the entity will actually
purchase the property, the investors in actual fact are buying an interest in the
entity.
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As an example, a real estate developer wants to set up an equitybased crowdfunding to raise
RM100,000 in order to fully acquire
and develop a particular property.
The developer sets up a separate
investment LLC to acquire the
property and creates a crowdfunding platform to look for investors
that are interested to invest in the
property. If an investor thinks that
the property will be a good investment and chooses to invest
RM20,000 in the property. In
return, the investor will get a 20%
ownership interest in the investment LLC. While the investor may
not be a direct owner of the property, by owning 20% interest in the
investment LLC, the investor is
entitled to 20% of everything that
the Investment LLC owns.

In terms of returns, it would depend
on what the developer intends to do
with the property once acquired and
how the investment LLC is set up.
Whether it’s to develop and build a
building on the property and later
selling it or whether renovating a
property and renting it.
Taking the example into account,
and assuming that the developer
wants to build and later sell off the
property using the capital raised and
that the investment LLC is set up to
distribute equally to all their investors. Upon completion, the developer managed to sell the property
with a net profit of RM200,000. The
investment LLC will then be distributed to all the net profit to their
investors accordingly. As the investors each owning 20% interest in the
RM 100,000

20% LLC
Interest

20% LLC
Interest

20% LLC
Interest

20% LLC
Interest

20% LLC
Interest

RM 100,000

RM 20,000 RM 20,000

RM 20,000

CROWDFUNDING
PORTAL

RM 20,000 RM 20,000
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investment LLC, the investors will each receive RM40,000 in returns which is double their
initial investment.
RM 200,000 From Sale

RM 40,000

RM 40,000

RM 40,000

RM 40,000

RM 40,000

This is a very simple example that illustrates the basics of what equity-based crowdfunding
is and will receive in terms of returns. Rarely will a developer be looking for 100% financing
for an entire project as the example shows. Investment entities can also be set up in nonpro-rata entities that distribute profits in an unequal manner due to certain variables such
as the profit distribution method, project strategies and exit strategies. Thus, investors
need to evaluate, understand and are clear on the terms and conditions of the investment
entities.
Debt-based Crowdfunding
In a debt-based crowdfunding, the investors are lending money to real estate
developers through debt-based sources
such as loans to acquire or develop a
particular property. In return, the investors
will receive a promissory note stating the
amount of loan receivable together with
the set amount of interest. This is similar to
a housing loan. Rather than directly lending the money to the developer, the investors will lend the money with a lending
entity that acts as a bank.
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The lending entity will take the investors’
money and make a loan to the developer.
Each investor will receive a promissory note
from the lending entity promising to pay the
respective investor’s loan back with interest.
Similarly, the lending entity will receive a
promissory note from the developer promising to pay the lending entity back the loan
with interest.

RM 100,000

RM 20,000

RM 20,000

RM 20,000

RM 20,000
RM 20,000

The lending entity will provide the investor with regular monthly or quarterly payments of principal and/or interest. This ability to receive regular payments from the
lending entity makes the investment less risky compared with the equity-based
crowdfunding. However, a note of caution, the regular pay-outs can be made by the
lending entity each time the developer pays the lending entity. The returns will be
based on the pre-agreed amount on the promissory note regardless of the way the
property will be operated or profit made upon selling of the property.
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Like equity-based crowdfundings, debt-based crowdfundings carry their own
complexities and variables that need to be researched and understood thoroughly by the investors. The investors need to understand what type of payments
will be made under the promissory note and is the security behind the payment.
Thus, thorough evaluation and understanding of the promissory note as well as
the terms and conditions need to be done prior to investing.
Guidelines  set  by  the  Securities  Commission  Malaysia
Malaysia is the first country in Asean to have the legal framework on crowdfunding. The Bill was passed by the Senate in June 2015 as one of the amendments
to the Capital and Market Bill 2015. The Bill will regulate and protect the interest
of crowdfunding investors and companies.
Under the Bill, the amount of capital that can be collected through crowdfunding
platforms is limited to RM5 million for private companies while SMEs can crowdfund up to RM3 million. Individual investors, the maximum investment value is
limited to RM5,000 for each crowdfunding project and up to RM50,000 in total
per year.
However, do ensure to do your due diligence and research on the project and the
crowdfunding platform first before you invest. Any fraud committed in crowdfunding activities will falls under Section 179 of the Capital Markets and Services
(Amendment) Act 2015 which carries a jail term of not more than 10 years and a
minimum fine of RM1 million.
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Strata Living,
A Tale of Two Cities
By:  Chris  Tan

‘It was the best of times, it
was the worst of times…
We had everything before
us, we had nothing before
us,
We were all going direct
to Heaven, we were all
going direct the other
way…”
The famous opening line in A Tale of
Two Cities by Charles Dickens, presents
to us the tension and opposing
attitudes borne between the inhabitants of the two cities within the story.
This disparity well reflects our perception of ‘Strata Living’ – a form of progressive yet regulated community living
made possible by its inhabitants within
its gated guarded boundary.

Strata is a legal concept that has been
around officially for almost three decades
in Peninsular Malaysia since the introduction of Strata Title Act in the 80s and has
never cease to expand its roots till to-date.
As a working concept, it stretches further
back to the history under the subsidiary
title regime under the National Land Code.
Official statistics from the Ministry of Housing in late 2012 shows that 1 out of 4 stays
in a strata development in West Malaysia.
In response to such pressured demands,
the Strata Title (Amendment) Act 2013
(STAA) and Strata Management Act 2013
(SMA) were enforced effective from 1 June
2015 to better serve such needs.Strata
living often relate to the affordability and
buying power where the common presumption is the less fortunate gets a piece
of “air space” made possible by construction technology.
Nonetheless, parallel to the scenario in the
Dickens’s fiction, there may exists a twins (a
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Siamese genre for this instance) with overlapping similarities while simultaneously distinguishable by the underlying motivation akin to the two sides of the same coin.
The reality of strata living as a direct product of necessity owes to the scarcity of land along
the concentration of infrastructures as the contributing factor along with the expensive land
cost. Over the years, the Government has been vying to improve house ownership through
the introduction of affordable houses, with the most recent example of PR1MA. The basis
of such strata living is on self-management and self-sufficiency. In other words, once developers have done their part, they effectively wipe their hands clean of any further obligations save for any latent defects or negligence. This form of strata living does not only
depict affordability for inconvenience, but also paints a disconcerting picture of small plots
of land densely packed together, a suffocating and uncomfortable setting to raise a family.
So  is  the  tale  of  one  city  –  a  grey  and  morbidly  dense  city.
Yet, by a flip of the same coin, the conception of strata living is not restrictive to surviving
in vertical multi-level structures but also horizontal living – gated, guarded and landed communities. In contrast to the former, the latter is evidently not the result of necessity but
choice. This type of strata living is naturally more expensive and is catered to the professionals and elites within the higher income group - lavish strata living with lesser restraint
on space, practically the area of an entire building with the addition of exclusive luscious
garden.
Imagine the typical Western upper-class neighbourhood - the lack of fencing between the
houses within the gated boundary also creates abundance in connection, space and interaction. Children roaming freely on the pathway unthreatened certainly assured the peace
of mind to the rest of the family.
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With the enforcement of STAA 2013 and SMA 2013, the exclusivity in strata living
lifestyle is only predicted to amplify. By virtue of these strata legislations, the Management Corporation (MC) has the discretion to designate limited common property areas
for the exclusive enjoy-ment of a particular group of parcel owners. To this effect, some
parcel owners despite in the same development will have exclusive enjoyment of certain
common facilities. Diversity will soon be celebrated even more in strata living moving
forward. With such an enactment, one can only envision the inevitable formation of the
MC that is akin to that of a resident’s committee in Singapore. Moving-in residents,
owners or tenants are required to undergo MC screening resemblance of school admission interview and be categorised based on social status, income levels etc.
Moving up a notch higher, one can envisage the setting up of a property management
fund contributed by the owners and managed by professional fund manager to ensure
handsome return to the MC for the long term sustainability in maintaining the desired
lifestyle of the strata community. Simultaneously without much restraint financially, outsourcing such maintenance work to professional management group is made possible.
Such  is  the  tale  of  another  city  –  a  desired  city  of  hopes  and  possibilities.  
From the above, one city simply does not reflect the other. While the idea of chipping
into strata living is involuntary at large, there are pros in strata living that warrant the
higher income group to choose and favour strata living. Bundling with the improvement
of the strata regime that cater to the wants of this higher income group, strata living is
the way forward for Malaysia in our path to a developed nation. Our capitalist economy
certainly demands more choices and strata living in either of the ‘Two Cities’ did just that.
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Has the Property
Bubble Really
Burst?

Has the Property bubble really burst? If so, what can industry players do to keep
±āŅ±ƋĜĹƋĘåü±ÏåŅü±ŸĬŅƵÚŅƵĹũ
By:  Maximus  A

Last month, an industry spokesman
announced that the Malaysian Property bubble had burst, setting off endless rounds of alarm bells and much
mixed reaction from various segments
of the public. Amidst the buzz in the
marketplace, MPI spoke with Fok Khai
Yin of GoodPlace.my, the website that
has caught the publics’ attention to
read somewhat fresh “in your face”
comments and insights on the local
property scene.
The GoodPlace network attracts
approximately 40,000 visitors per
month, providing users with cutting
edge property investment advisory
and proprietary analytics on Malaysian
real estate. Fok is of the opinion that
the property bubble has NOT burst
since there is NO such bubble.

MPI:  Has  the  property  bubble  really  
burst  or  is  the  market  just  dipping  in  
the  face  of  general  global  economic  
downturn?   If   it   has,   what   are   the  
implications   on   current   develop-
ments   and   the   local   property  
market?
FKY: There’s really no “bubble” per se.
In general, prices of properties are still
fair and have not inflated in the way
associated with a bubble. What we
have here is a situation whereby
income appreciation does not correlate with property prices.
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MPI:   What   are   the   implications?  
There  is  a  lot  of  “wait  and  see”  on  
both   sides;;   the   developers   and  
buyers.  Prices  are  still  on  an  upward  
trajectory.   Fundamentals   are   still  
sound   which   mean   that   the   risk   of  
the   market   plunging   is   low.   What  
advice  do  you  have  for  developers,  
housing  agents  and  buyers?            
FKY: To the developers, I would say,
take a second look at the “value” segment which traditionally has not associated with good margins, but with
enough spread it can form a good
portfolio diversification strategy.
Whilst to the agents, as buyers are
becoming more demanding these
days, since it’s a buyer’s market,
agents need to differentiate themselves by adding extra value and playing the role as an advisor or consultant instead of just being a “concierge.”
For the buyers, it’s ever more important to choose products with good
fundamentals instead of adopting the
mindset often associated with those
who want to flip for quick profit.
MPI:   Does   the   government   or  
industry   have   any   safety   nets   for  
such  a  scenario?
FKY: Being a libertarian, I’m not too
keen on regulatory or top-down interventions. Let the market sort itself out,
and it often does especially left to its
own devices.
MPI:  Do  you  anticipate  further  cool-
ing   measures   from   the   banks   on  
loans?  
FKY: Probably not as the cooling
measures are seen to be sufficient for
now.

MPI:  What  prudent  regulatory  frame-
works  do  you  think  would  work  within  
industry  to  cushion  the  fall?
FKY: Again, I believe that any correction
should really come naturally from the
market itself, not from external influences or through any collective planning.     
MPI:   What   changes   or   contingencies  
would  help  both  buyers  and  sellers?
FKY: While I am clearly not a fan of governmental or other kinds of external
intervention, there’s a huge role that can
be played by the regulatory bodies to
take inefficiencies out of the industry –
especially in terms of red tape across
the entire value chain. Processes that do
not add tangible value to the buyer
must be taken out or at least be streamlined. For example, there are hugu
opportunities in gaining the approvals
of local governments.
MPI:   Would   a   falling   ringgit   beckon  
more   foreign   purchasers   to   invest   in  
property?
FKY: Yes, definitely. However, it remains
to be seen if this dip is permanent as the
situation is pretty liquid now. Again, I
wouldn’t be surprised that most potential foreign purchasers would adopt a
“wait and see” attitude instead of
immediately taking the plunge given
the liquid state of the ringgit as it
stands.
MPI:   Is   there   an   emerging   trend   in  
Malaysia  that  would  be  of  interest  to  
developers   and   investors   in   the  
region?
FKY: Mixed developments are an
emerging trend, and I expect this to last
for some time.
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MPI:  Do  you  foresee  more  foreign  developers  like  Chinese,  Singaporean  and  
Japanese  developers  headed  in  the  direction  of  emerging  South  East  Asian  
markets?
KY: The Chinese’s propensity to come to Johor is already a given. We’ve already
seen a number of Singaporean developers launching a cluster of upmarket projects in downtown KL. We might just see more foreign developers come if the
ringgit’s weakness becomes prolonged – because these developers will leverage
the buyers in their own countries with a stronger currency. So, the answer is yes if
ringgit remains weak.
MPI:  What  is  attractive  about  these  emerging  markets  -  is  the  land  cheaper  or  
is  there  greater  demand  by  virtue  of  higher  population?
FKY: One overlooked factor is the income levels of the population of the emerging
markets. Even if the land and costs are cheap, projects can fail when there’s mismatch between price and affordability.
MPI:  How  do  foreigners  view  Malaysian  real  estate  versus  emerging  markets?  
What  are  the  advantages  and  disadvantages?
FKY: Malaysia definitely has more advantages: We are seen as good value especially vis-à-vis other countries in SEA as a relatively vibrant market, businessfriendly environment with strong infrastructure as well as economically and politically stable.
Some of the disadvantages would be the opaque characteristics of the market
such as the need to be locally represented, increasing cooling measures targeted
at foreigners especially the minimum purchase price allowable.
MPI:   Are   there   more   administrative   or   legal   restrictions   doing   business   in  
Malaysia  as  opposed  to  emerging  markets?  Or  is  the  approval  processes  much  
lengthier  in  Malaysia?
FKY: Depending on whom we compare with in the emerging markets. Relatively,
Malaysia really is already quite business-friendly although improvement opportunities are still aplenty.
In summary, Bank Negara sources stated that the property market is slowing down
in terms of demand but no major projects have been shelved or delayed. In the
long run, some say, the fundamentals are strong because of the expected growth
in population and earning capacity, low unemployment and low non-performing
loan rate are strong enough to sustain a growing property market in Malaysia.
There has been more foreign investment coming in terms of the high-end residential condominiums and luxury hotels with top architects and European designers
collaborating with some of Malaysia’s finest architectural firms. Slowdown or not,
the property market is still pushing on in terms of residential, commercial and new
iconic landmarks as the nation moves into the last phase of its Vision 2020, as a
fully developed nation status aspirations.
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