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S&P Global Ratings has lowered its long-term corporate credit rating on
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Research Update:

CapitaLand Commercial Trust Downgraded To
'BBB+' On Increasing Leverage Following
Portfolio Enhancement; Outlook Stable

Overview

* CCT's leverage is likely to increase over the next 24 nonths, primarily
due to the REIT' s proposed debt-funded acquisition of AST2 as it enhances
its portfolio.

* W are lowering our long-termcorporate rating on CCT and the issue
rating on the Singapore-based REIT's outstandi ng guaranteed notes to
"BBB+' from'A-'.

» The stable outlook reflects our expectation that CCT will rmaintain
profitability and solid asset quality and not nake any further sizable
debt - funded acqui sitions over the next 24 nonths.

Rating Action

On Sept. 21, 2017, S&P G obal Ratings lowered its long-termcorporate credit
rati ng on CapitalLand Conmercial Trust (CCT), a Singapore-based REIT, to ' BBB+'
from'A-'. The outlook is stable. At the sane tine, we also | owered our
long-termissue rating on the REIT s existing guaranteed notes to 'BBB+ from
A

Rationale

The downgrade reflects our expectation that CCT's leverage is likely to
i ncrease over the next 24 nonths, primarily due to the REIT s proposed
debt -funded acquisition of Asia Square Tower 2 (AST2).

We anticipate that CCT's ratio of funds fromoperations (FFO to debt will
remai n bel ow 9% in 2017-2019 after accounting for the acquisition. W had
earlier expected the ratio to exceed 9% during the period. W also estimte
that the REIT' s ratio of debt to total assets will be about 37% over the next
two to three years, conpared with our previous expectation of 35%

We believe the acquisition will inmprove CCT's portfolio quality over the next
three to four years. AST2 is a G ade A office building in the downtown core of
Si ngapore's comercial district. As of June 30, 2017, the property has a
conmitted occupancy of 88.7% and net property income (NPl) yield of 3.6%
Fol l owi ng the acquisition, CCT's asset portfolio valuation will increase to
about Singapore dollar (S$) 10.9 billion from S$9.0 billion as of June 30,
2017, making it the |largest conmmercial landlord in Singapore. The REIT has
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denonstrated a consistent record of high occupancies and stable rentals
t hr oughout the property cycle.

W estimate the total acquisition consideration at S$2.1 billion-S$2.2
billion. CCT will fund the acquisition using the proceeds of a proposed S$700
mllion fully underwitten rights issuance, about S$340 million fromthe

di vestnent of its One George Street property in June 2017, as well as a S$1.12
billion new bank | oan. W expect CCT's funding needs to remain el evated ow ng
to its recent redevel opment proposal of the CGol den Shoe Car Park

We expect CCT's financial strength to weaken considerably in 2017 because AST2
woul d have ninimal income contribution, but the additional debt would be fully
consol i dated. However, CCT's credit ratios should progressively inprove from
2018, when AST2 contributes full year NPI. The REIT's FFO-to-debt ratio will
then recover to 7.2%7.5% froma |low of 6.3%in 2017.

CCT's AST2 acquisitionis in line with the conpany's operating strategy that
enphasi zes the recycling of its portfolio, replacing non-core assets with
hi gher quality properties. Al though the comercial office market is currently

qui te subdued, we believe the market has bottoned and will progressively
i mprove from 2018 onward, given the absence of new supply until 2020. As such
we believe that AST2 as well as CCT's other high quality and well -l ocated

assets are well positioned to benefit frominproving market fundanentals.
Consequently, we project steady occupanci es and nodest rental reversions
across CCT's portfolio in the next 24 nonths.

We believe that CCT has Iimted headroomto acquire nore assets or devel op
ot her projects using debt w thout putting further pressure on its financial
st rengt h.

Qur base-case scenario assunptions include:

e Singapore's econony will grow 2.4%in 2017 and 2.5%in 2018. This
translates into broadly stable operating conditions for Singapore RElITs.

* Rental reversions will be fairly flat in 2017; an influx of office space
in 2017 | eaves nmarginal roomfor rental growh in the next two years.

* CCT's revenue growth will outpace Singapore's CDP, backed by full-year
contribution fromthe CapitaG een property in 2017 and full-year
contribution from AST2 in 2018.

» The REIT's portfolio occupancy is likely to remain above 90% due to the
hi gh quality and favorable location of its properties.

o« Stable EBITDA margin of 72% 73% in line with the historical trend.

e CCT's capital expenditure will be higher in 2017 given the devel opnent
prem um for Gol den Shoe Car Park that was paid in August 2017.

e Adjusted credit netrics include consolidation of CCT's 60% ownershi p of
Raffles Gty property, which we believe is an inportant asset in the
portfolio. W consolidate both revenue and debt.

Based on these assunptions, we arrive at the following credit neasures:
*+ CCT's ratio of FFOto debt to be 6.2%6.5%in 2017, and 7.2% 7.5%in 2018
and 2019.
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Its ratio of debt to total assets to be about 37% over the next two to
three years.

Liquidity
We assess CCT's liquidity as adequate because the REIT' s consolidated sources

of

[iquidity, including cash and internal cash flows, are nore than 1.2x its

liquidity uses over the next 12 nonths. CCT does not have mmterial debt
refinanci ng needs in 2017 because the S$175 mllion convertible bond was fully
converted into CCT units on Sept. 12, 2017.

Principal liquidity sources include:

Cash and cash equivalents of S$697 nillion as of June 30, 2017, due to
recei pt of proceeds fromdivestnent of One George Street.

Consol i dated FFO of about S$290 nillion.

Cash proceeds of about S$441 nmillion from asset disposals.

S$700 million fromthe fully underwitten right issuance.

A S$1, 425 mllion bank | oan.

Principal liquidity uses include:

Mat uri ng debt of S$$90 million in the 12 nonths from June 30, 2017.
Capital expenditure in a stress scenario of S$441 mllion.

Esti mat ed dividend paynents of about S$265 million.

Consi deration of S$2,150 million for the AST2 acquisition.

Outlook

The stable outl ook reflects our expectation the CCT will maintain its
profitability and solid asset quality anid stable market conditions over the
next 24 nonths. W expect the REIT's FFO-to-debt ratio to stay above 7% over
the period. W believe CCT has limted buffer for further increases in debt,
gi ven the AST2 acquisition and the commitnent for the Gol den Shoe Car Park.

Downside scenario

We nmay downgrade CCT if the REIT enbarks on an aggressive debt-funded growth
strategy. W may also lower the rating if |ower occupancy and declini ng
rental s weaken the conpany's cash flows, |eading the FFO-to-debt ratio
declining bel ow 7% on a sustai ned basi s.

Upside scenario

We may raise our rating on CCT if the REIT generates above-average returns
fromits asset portfolio, expands and diversifies its asset base, or adopts a
nore conservative financial policy. An indication of this inprovement will be
aratio of FFOto debt increasing to about 9% on a sustained basis.
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Ratings Score Snapshot

Corporate Credit Rating: BBB+/ Stable/--
Busi ness risk: Strong

e Country risk: Very Low risk

e Industry risk: Low risk
 Conpetitive position: Strong

Fi nancial risk: Significant
e Cash flow Leverage: Significant

Anchor: bbb

Modi fiers

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

e Liquidity: Adequate (no inpact)
 Financial policy: Neutral (no inpact)

 Managenent and governance: Satisfactory (no inpact)
* Conparable rating analysis: Positive (+1)

Related Criteria

(no inpact)

Portfolio Enhancement; Outlook Stable

* CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs

, April 7, 2017

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

Descriptors For d obal Corporate |ssuers,

e Criteria - Corporates - Industrials:
Estate I ndustry, Nov. 19, 2013

16, 2014
Key Credit Factors For The Real

e« Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And

Adj ust ments, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013
e CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunpti ons,

Nov. 19, 2013

e General Criteria: Methodol ogy: Industry Risk, Nov.
e CGeneral Criteria: Group Rating Methodol ogy,
e Ceneral Criteria: Methodol ogy: Tineliness O Paynents:

Quarantees, And Use O 'D And 'SD Ratings,

19, 2013
19, 2013

Grace Peri ods,

24, 2013

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

For Corporate Entities And Insurers,

e General Criteria: Use O CreditWatch And CQutl ooks,

Sept. 14, 2009

e Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each

| ssue, April 15, 2008
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Ratings List

Downgr aded
To From
Capi taLand Commerci al Trust
Corporate Credit Rating BBB+/ St abl e/ - - A-/ Stabl e/ --
CCT MIN Pte Ltd.
Seni or Unsecured BBB+ A-

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. st andardandpoors. com for further

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

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliqg.com All
ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andar dandpoors.com Use the Ratings search box | ocated
in the left colum.
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