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Research Update:

NEPI Rockcastle PLC Assigned 'BBB' Prelim
Rating; Outlook Stable

Overview

e Retail property investnent conpany NEPI Rockcastle should energe as a
| eadi ng real estate investnment group in Central and Eastern Europe (CEE)
followi ng the nerger of New Europe Property |Investnents PLC (NEPI) and
Rockcastl e 3 obal Real Estate Conpany Ltd. (Rockcastle).

* Upon conpl etion of the transaction, the conpany will own and manage a
| arge asset portfolio of about €3.9 billion, nostly conprising prine
qual ity shopping centers in Ronania and Poland, and a €1 billion
portfolio of listed securities. NEPI Rockcastle will also exhibit very
| ow debt | everage and enough liquidity resources to absorb an economc
stress scenario in Romani a.

« W are therefore assigning our 'BBB prelinminary |ong-term corporate
credit rating to NEPI Rockcastl e.

« The stable outlook reflects our view that the conpany will generate
resilient cash flows over the next 24 nmonths and naintain a conservative
financial policy, with ratios of EBITDA to interest and debt to debt and
equity of nore than 3.5x and | ess than 35% respectively.

Rating Action

On June 2, 2017, S&P d obal Ratings assigned its 'BBB prelimnary |ong-term
corporate credit rating to NEPI Rockcastle PLC. The outl ook is stable.

The final rating will depend on our receipt and satisfactory review of al
final docunentation and confirnation of the irrevocability of the nerger.
Accordingly, the prelimnary rating should not be construed as evi dence of
final rating. If S& d obal Ratings does not receive final docunentation
within a reasonable timefranme, or if final docunentation departs from
materials reviewed, we reserve the right to withdraw or revise our rating.

Rationale

NEPI Rockcastle is a real estate investnent conpany focused on acquiring,
devel opi ng, and managing retail real estate assets in the CEE region, with a
primary focus on Ronania (48% of total asset value, pro fornma as of March 31
2017) and Pol and (30% . At the closing of the transaction, the company wll
own and nmanage 50 standing assets in six countries, for a total value of €3.9
billion (pro forma, as of March 31, 2017), and seven additional assets under
devel opnent (one currently in construction, six in permtting and | easing
process).
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The group's business risk profile is underpinned by its position as the

| argest retail property owner in Romania, the fourth-largest in Poland and
second-1argest in Slovakia. It manages a portfolio of prine quality retai
assets, nostly located in densely popul ated areas with good macroeconomni c
dynam cs, higher-than-average consunption and | ow conpetition. The conpany
enjoys a very high occupancy ratio of 96.4% Most of the conpany's tenants are
creditworthy nultinational conpanies or regional |eaders with triple-net |ease
contracts fixed in euros. NEPI Rockcastle's portfolio includes 42 shopping
centers, mainly large ones (35 assets have nore than 35,000 square neters of
gross lettable area; 3 mllion-14 million visitors per year), representing 90%
of NEPI Rockcastle's total rental incone, six prinme quality office buildings,
and two | ogistic warehouses. Anot her seven assets are currently under
construction or pernmitting and preleasing, while 14 small noncore assets are
up for disposal

We see limted devel opment risk in the portfolio, because a | arge share of
devel opnent is the extension of existing projects, nostly pre-let. Mreover,
the share of assets under devel opment shoul d remain noderate, at around 5% of
the portfolio value. W believe that NEPI Rockcastle's rent stability should
be supported by the good asset quality of its portfolio, with prine positions
in most of its locations, and a sound | ease maturity profile with an average
wei ghted | ease maturity of about five years. NEPI Rockcastle's tenants have a
rel atively nodest occupancy cost (or rent-to-sales) ratio bel ow 15% which
sonmewhat nitigates the risk of increasing rent burden from currency novenents
(rents are contracted in euros, while tenants' revenues are in |loca
currencies, nostly Romanian |ei and Polish zloty). NEPI's two | argest tenants,
Carrefour (BBB+/ Stable/A-2) and Auchan (BBB+/ Stabl e/ A-2), represent 18%of its
total rental inconme, which is inline with rated peers in the sane business

ri sk category.

The business risk profile is constrai ned by nodest geographic diversification
wi th Romani a and Pol and representing 78% of asset value, and the conpany's
exposure to devel opi ng econoni es such as Romani a. However, we understand that
tenant denand for retail and office space is increasing quickly in this

mar ket, and current econom c prospects are favorable. Under our base case, we
assune that the conpany's EBITDA will reach €220 nillion-€280 nmillion by

2017- 2018, on the back of full-year contributions of previous acquisitions,
new acqui sitions, conpleted devel opnments, and val ue-enhanci ng renovati ons and
proj ect extensions. W assess NEPI Rockcastle's profitability as average, and,
i n our base-case scenario, we forecast its adjusted EBITDA margin to be in the
range of 73% 78% in 2017-2018. At the sane tinme, we note that the conpany's
revenue includes significant costs that are passed on to tenants and, if
nmeasured wi thout those costs, the conpany's profitability woul d exceed 90%
Qur operating base-case scenario for 2017-2018 includes like-for-like renta

i ncome growth of 2% 3% and stabl e occupancy.

Qur assessnment of NEPI Rockcastle's financial risk profile is underpinned by
t he conpany's prudent financial policy, centered on a | oan-to-value (LTV)
ratio of less than 35% which is low for the industry. Under our base-case
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scenario, we forecast a debt-to-debt plus equity ratio of about 29% 31%in
2017-2018. W also anticipate that the EBI TDA i nterest coverage ratio will be
strong, at about 4.4x-4.7x in 2017-2018. We expect total dividend distribution
to shareholders to remain stable, although NEPI Rockcastle is not legally
required to distribute dividends.

NEPI Rockcastle also holds a €1 billion significant portfolio of listed
securities, nostly of large real estate conpanies operating in the US. , UK
and Continental Europe. W believe this portfolio could be recycled into

hi gher yielding new direct property acquisitions. W al so understand that the
conpany has good access to equity capital markets, as shown by its track
record of issuing equity (€2.5 billion of equity raised over the past 10
years) to fund its retail-assets acquisition pipeline.

We expect that the level of NEPI's rental income generated by unencunbered
assets will remain higher than 50% This results in a capital structure where
unsecured debt issuance is not structurally subordinated to other debt
obligations to the extent that it would affect the rating on this debt.

To test NEPI Rockcastle's resiliency to a Romani an soverei gn default, we
stressed our forecast of the company's liquidity position using the foll ow ng
assunptions for 2017:

e A GDP contraction and a doubling of inflation in Ronania, which would
reduce Romani an funds from operations by about 25% assuming rmuch | ower
occupancy rates in shopping nmalls, discounts in rental contracts, and an
i ncrease the conpany's costs and Selling, general, and adm nistrative
expenses;

* A doubling of the base interest rate, although this would have a m nor
i mpact on the company's interest expenses, given that it has a 100% fi xed
interest rate either through fixed coupons or hedgi ng;

* Ahaircut of 35%in the conpany's cash hol dings and the w thdrawal of
undrawn revol ver |ines;

* Reduction of capital expenditure to the comm tted anount only; and

 No dividend, since conpany is not obliged to pay dividends.

Even under this hypothetical scenario, we estimte the conpany woul d have
sufficient cash flow generation to cover its needs and would naintain
liquidity sources over uses of nore than 1x for one year. For this reason, we
beli eve NEPI Rockcastle can be rated higher than our sovereign rating on
Romani a, but by no nore than one notch

Al 't hough the current trend for Romanian and Polish retail markets is positive,
we see these markets as nore volatile and cyclical than those of peers in the
same business risk category, such as French retail for Mercialys and Gernan
residential markets for Around Town Properties. Mreover, we believe NEP
Rockcastle's credit ratios are weaker than those of peers that we assess in
the sane financial risk category, such as d obal Switch and H spania. W apply
a one-notch negative adjustment to take into account this conparable ratings
anal ysi s.
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Liquidity
We assess NEPI Rockcastle's liquidity position as adequate under our criteria
for real estate conpanies. W anticipate that liquidity sources will likely

cover liquidity uses for 2017-2018 by nore than 1.2x. W assess debt covenant
headroom as adequate. NEPI Rockcastle has sound relationships with a

di versified group of banks, and a generally satisfactory standing in capita
mar ket s.

Principal liquidity sources on March 31, 2017:

e Unrestricted cash bal ances of about €80 million

e Undrawn revolver facilities of €230 nmllion

e An undrawn termloan of €10 mllion

 Funds from operations of about €190 mllion for next 12 nonths.

Principal liquidity uses as of the sanme date:

e About €20 mllion of contractual debt repaynents for the next 12 nonths;

» Capital expenditure needs of approximately €315 million in the next 12
nmont hs for the devel opnent pipeline.

Outlook

The stable outl ook on NEPI Rockcastle reflects our view that the conpany
shoul d continue to benefit fromthe healthy econonic trends in Romania and
Pol and, thanks to its good quality assets. W also believe its debt to debt
and equity and EBI TDA i nterest coverage ratios will be | ess than 35% and

hi gher than 3.8x, respectively, over the next two years, supported by the
conpany's resilient cash flows and conservative financial policy. W expect
NEPI Rockcastle will maintain a large liquidity buffer

Downside scenario

We coul d consider taking a negative rating action if, in particular, NEP
Rockcastl e's debt to debt plus equity increased above 35%as a result of
unexpect ed asset devaluations or if its EBITDA interest coverage fell bel ow
3.8x. Downward rating pressure mght also materialize if we see negative
dynamics in its operating performance. W could al so take a negative rating
action on NEPI Rockcastle if Romani a experienced econonic, nonetary, or
political turbulence, leading to a soverei gn downgrade.

Upside scenario

An upgrade woul d hinge on NEPI Rockcastle materially inproving its portfolio
interms of size and diversification, while generating positive like-for-Ilike
rental income growth and showi ng positive portfolio revaluation. It would
require that the newy forned conpany establishes a track record of keeping
robust credit ratios. A positive rating action on NEPI Rockcastle would al so
be conditioned on an inprovenent of Romania's credit quality or on a
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significant dilution of the conpany's exposure to Romania to |ess than 25% of

its assets.

Ratings Score Snapshot

Corporate Credit Rating: BBB(prelim/Stable/--

Busi ness risk: Satisfactory
 Country risk: Mderately high

* Industry risk: Low

e Conpetitive position: Satisfactory

Fi nanci al risk: Mdest
e Cash flow Leverage: Modest

Anchor: bbb+

Modi fiers

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

e Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

e« Managenent and governance: Satisfactory (no inpact)

* Conparable rating analysis: Negative (-1 notch)

St and-al one credit profile: bbb

Related Criteria

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity

Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy: Ratios And
Adj ust ments, Nov. 19, 2013

e Criteria - Corporates - Industrials: Key Credit Factors For The Rea
Estate | ndustry, Nov. 19, 2013

» Ceneral Criteria: Methodol ogy: Managenent And Governance Credit Factors

For Corporate Entities And Insurers, Nov. 13, 2012
e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
| ssue, April 15, 2008

Ratings List

New Rati ng
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NEPI Rockcastle PLC
Corporate Credit Rating BBB(prelim/Stable/--

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on the S& d obal Ratings'
public website at ww. st andar dandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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