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Research Update:

Starhill Global REIT Outlook Revised To Negative
On Likely Weaker Leverage; 'BBB+' Rating
Affirmed

Rating Action Overview

e On March 19, 2019, S&P d obal Ratings revised the rating outl ook on
Si ngapor e-based Starhill d obal Real Estate Investment Trust (SGREIT) to
negative fromstable. W also affirmed the 'BBB+' issuer credit rating on
the trust and the 'BBB+' issue rating on its guaranteed senior unsecured
not es.

» W expect SCGREIT's leverage ratio to deteriorate to bel ow our downgrade
trigger because of an asset-enhancenent initiative (AEl) concerning its
Starhill Gallery in Ml aysia.

 Material delays or cost overruns, or underperformance at SCREIT's ot her
assets that result in a drop in net property incone, could also |ead
credit nmetrics to remain sub-par.

« W affirmed the rating because we antici pate secured occupancy and hi gher
rents on |l ease renewal following the AEI's conpletion in 2021, |eading
the | everage ratios to recover by 2023.

Rating Action Rationale

W revised the outlook in view of the AElI and to reflect the possibility that
we could | ower the rating by one notch over the next 18 to 24 nonths if: (1)
the performance of SGREIT's other assets are weaker than our current
expectations; or (2) material delays or cost overruns in the AEl result in a
key measure of |everage remaining |l ess than 9% a level that could trigger a
downgr ade.

We affirned the rating because we anticipate that SGREIT's ratio of funds from
operations (FFO to debt will recover after the AEl on Starhill Gallery is
substantially conpleted in June 2021. This reflects the secured occupancy and
hi gher rents on | ease renewal, which we believe will lead the ratio to rise
above 9% in fiscal 2023.

We anticipate that SGREIT's ratio of FFOto debt will fall to the | ow end of
the 8% range over the next few years. This | everage nmeasure i s weaker than our
previous estimate of 9.2%9.6% for fiscal 2020. The rental rebates given to
the Starhill Gallery tenant during the two-year AEl period will be a drag on
the FFO. The hi gher borrowi ngs and associated interest costs to fund the AEI
al so wei gh on our revised FFO to-debt projections.
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Mtigating factors that should offset the deteriorating credit metrics include
certainty over occupancy after the AEl. Starhill Gallery is on a master | ease
wi th Katagreen Devel opment Sdn. Bhd. Katagreen is an indirect wholly owned
subsidiary of YTL Corp. Bhd., the sponsor of SGREIT. The master |ease expires
in June 2019. The | ease renewal has been secured with Katagreen for 19.5 years
with a "positive rental reversion" (or higher rents) in fiscal 2023 after the
AEl . The renewed | ease has a rental step-up every three years. SGREIT's ot her
Mal aysi a asset Lot 10 has also had its master |ease with Katagreen secured for
nine years (assumng the option to renew is exercised after six years), with
positive rental reversion and rental step-ups every three years.

Over the longer term the AEl shoul d enhance SGREIT's asset quality and
contribute nmore resilient recurring income. Over the AEl period, we expect
positive rental reversions in SGREIT s Singapore retail assets to tenper the
effect of rental rebates.

W estimate that the ratio of FFO to debt will progressively inmprove to the
hi gh end of the 8% category in fiscal 2022, and stay above 9% thereafter. Even
at the weakest point, the ratio should stay above 8% These factors support
our positive conparative rating adjustnent to the rating.

The AElI on Starhill Gallery seeks to capitalize on the expected increase
footfall with the new MRT (or subway) station at Bukit Bintang area. SGREIT
estimates the AEl will cost Singapore dollar (S$) 58.1 million (about US$43
mllion) and last for two years fromJuly 2019 to June 2021. The trust expects
to fully fund the AEl by borrow ngs.

Outlook
The negative outl ook on SGREIT reflects our expectation that the trust's
financial |leverage will be stretched over the next 18 to 24 nonths, beyond the

threshold for the 'BBB+' rating.

The negative outlook also reflects the possibility that we may downgrade
SCGREIT over the next 18 to 24 nonths if its business underperfornms our
expectations, and if the Starhill Gallery AElI does not provide the budgeted
returns.

Downside scenario

If the ratio of FFO to debt looks likely to remai n sub-par w thout managenent
taking corrective action, we could lower the rating to 'BBB . I|ndications
woul d be if the FFO-to-debt ratio no Ionger |ooks likely to recover to 9% or
if the debt-to-capital ratio exceeds and remains materially above 35%

We could also lower the rating in the next 18 to 24 nonths if: (1) SGREIT is

unable to replace the loss of a key tenant within a reasonable tineframe on
favorabl e |l ease terns; or (2) the perfornmance of the Singapore property narket
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is markedly weaker than our expectations, resulting in increased volatility in
profitability and cash fl ows.

Upside scenario
We could return the rating to a stable if SGREIT is likely to return its
credit netrics to levels that are consistent with a 'BBB+ rating.

Company Description

SGREIT is Singapore-based REIT, with properties across Singapore, Ml aysia,
China, Australia, and Japan. Its portfolio conprises primarily retail
properties, which contribute about 85% 90%to gross rental inconme. The
remai ni ng contribution comes from office buil di ngs.

There are currently 10 assets in the trust's portfolio, valued at about S$3.1
billion as of June 30, 2018.

Our Base-Case Scenario

Qur base-case scenario assunptions include:

» Singapore's econony will grow 2.5% 2. 7% over the next two years. This
translates into broadly stable operating conditions for Singapore REITs.

e Positive rental reversions for SGREIT's Singapore retail assets, with
bottom ng-out of the retail sector on the back of linmited new supply.

* SGREIT s revenue to be flat in 2019 and thereafter decline 1.7%in 2020
due to the rental rebates during the AEI. Revenue to grow a margi nal 0.9%
in 2021 with positive rental reversion in Singapore and Australia assets.

» The REIT' s portfolio occupancy is likely to be over 95%in fiscal 2020
and 2021.

« EBITDA margin to dip in fiscal 2020 and 2021 to 67% 68% slightly slower
than historical trends, due to rental rebates.

* SGREIT's capital expenditure to be S$10 nmillion in 2019. Capital
expenditure to be higher in 2020 and 2021 due to the AEl, at S$42 million
and S$18 nillion, respectively.

Based on these assunptions, we arrive at the followi ng credit mneasures:

e SGREIT's ratio of FFOto debt to be 9.0%in 2019, and 8.2%8.3%in 2020
and 2021.

e Its ratio of debt to total assets to be 36% 37%in 2019, and 37% 38%in
2020 and 2021.
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Liquidity
We assess SGREIT's liquidity as adequate because the REIT s sources of
liquidity are nore than 1.2x its liquidity uses over the 12 nonths endi ng Dec.

31, 2019. W expect sources of liquidity to exceed uses even if EBI TDA
decreases by 10%

We believe SGREIT has sound banking relationships, with a diverse pool of
| enders. It has satisfactory standing in the capital markets, as denonstrated
by successful bond issuances under its nediumtermnotes (MIN) program

Principal liquidity sources include:
e Cash and cash equival ents of S$62 nillion as of Dec. 31, 2018.

» Consolidated cash FFO of about S$100 nmillion in the 12 nonths to Dec. 31,
2019.

Principal liquidity uses include:
e Capital expenditure of about S$21 million in the 12 nonths to Dec. 31,
2019.

* Cash dividends of about S$100 million during the sane period.

 Debt maturities of S$7 million revolving credit facility.

Covenants

W believe SGREIT has adequate headroomin the financial covenants on its bank
| oans over the next 12 nonths. Mjor covenants include interest coverage of at
least 1.5x and ratio of debt to assets of |ess than 45%

Issue Rating--Subordination Risk Analysis

Capital structure

As of Dec. 31, 2018, SGREIT's capital structure consists of S$1.1 billion of
debt, 28% out of which is secured debt. The REIT' s funding is well diversified
bet ween bank facilities and MIN prograns.

Analytical conclusions

W rate SGREIT's S$2 billion program'BBB+' , the sanme |evel as the issuer
credit rating. W do not view SGREIT's capital structure as having any
material structural or contractual subordination risks. As of Dec. 31, 2018,
SCGREIT's ratio of secured debt to total assets is 10%
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Ratings Score Snapshot

| ssuer Credit Rating: BBB+/ Negative/--
Busi ness risk: Strong

e Country risk: Low

e Industry risk: Low

 Conpetitive position: Strong

Fi nancial risk: Significant
e Cash flow Leverage: Significant

Anchor: bbb

Modi fiers

e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Financial policy: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

 Managenent and governance: Satisfactory (no inpact)

 Conparable rating analysis: Positive (+1 notch)

Stand-al one credit profile: bbb+

Related Criteria

e Criteria - Corporates - Industrials: Key Credit Factors For The Real
Estate I ndustry, Feb. 26, 2018

e Ceneral Criteria: GQuarantee Criteria, Cct. 21, 2016

e Criteria | Corporates | Ceneral: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Dec. 16, 2014

e CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 19, 2013

e Criteria | Corporates | General: Corporate Methodol ogy: Ratios And
Adj ust ments, Nov. 19, 2013

e Criteria | Corporates | Ceneral: Corporate Mthodol ogy, Nov. 19, 2013
e General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013
e CGeneral Criteria: Methodology: Industry Risk, Nov. 19, 2013
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e CGeneral Criteria: Methodology: Tineliness O Paynents: G ace Periods,
Guarantees, And Use O 'D And 'SD Ratings, Cct. 24, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
Ratings List

Ratings Affirmed; Qutl ook Action

To From
Starhill dobal Real Estate |Investnent Trust
| ssuer Credit Rating BBB+/ Negati ve/ - - BBB+/ St abl e/ - -
Starhill dobal Reit MIN Pte Ltd.
Seni or Unsecur ed BBB+

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 19,2019 8



Copyright © 2018 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P's opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-
related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication
of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 19, 2019 9



	Research:
	Rating Action Overview
	Rating Action Rationale
	Outlook
	Downside scenario
	Upside scenario

	Company Description
	Our Base-Case Scenario
	Liquidity
	Covenants
	Issue Rating--Subordination Risk Analysis
	Capital structure
	Analytical conclusions

	Ratings Score Snapshot
	Related Criteria
	Ratings List
	


