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New PREHSP 4.55% 2020 issue

Monday, 25 April 2016

Initiating coverage on PREHSP 4.55% ’20 with an Underweight

Coming just six months after its maiden retail bond (SGD300mn raised across both
retail and placement tranches at 4.65% for a 3-year tenor) in late October last year,
Perennial is back in the market to raise SGD200-300mn at 4.55% for a 4-year bond.
This new retail bond will be the fourth time the company has tapped the debt markets
for capital in just over a year and comes only 1 month after the company issued the
SGD125mn PREHSP 4.90% ’19. This is in-line with our expectations for more supply
out of the company as we expected Perennial’s leverage to remain elevated due to
high capital requirements from its integrated development projects in our 2016 Credit
Outlook. Placement tranche has been completed with Perennial allocating SGD75mn
to the institutional placement tranche after gathering SGD85mn in orders.

Tight relative to PREHSP curve: Yielding 4.55% at an i-spread of ~259bps, the new
PREHSP 4.55% ’20 retail bond comes in only 24bps wider than the institutional only
PREHSP 4.90% '19 for a ~1-year extension, insufficient compensation with no new
issue premium. This is despite the PREHSP 4.90% ’19 trading ~2pt up since
issuance which has seen the bond tighten considerably. Within the PREHSP curve,
we prefer the retail PREHSP 4.65% ’18 with spreads only 5bps inside the PREHSP
4.90% 19 and only 29bps inside the new PREHSP4.55% ’'20s for a 1.5-year shorter
tenor. We initiate coverage on the new PREHSP 4.55% 20 with an Underweight but
move to Neutral on the PREHSP 4.65% ’18. We still see better relative value in other
China residential names such as YLLGSP 6.2% '17s and CENCHI 6.50% ’17s in the
SGD space.

Key credit considerations:

Strong sponsors: Perennial is 76.2%-owned by sponsors (37.1% by Kuok Khoon
Hong, 15.4% owned by Ron Sim, 13.6% by Wilmar and 10.1% by Pua Seck Guan)
who have established business networks in China, Singapore and emerging markets
where Perennial has operations and who have shown support for the company’s
developments through initial equity funding.

Heavy capital requirements: Major integrated developments in China are still under
construction and require additional capital before being cash generating from mostly
2018 onwards. Perennial generated SGD98.7mn in negative operating cash flow in
2015 due to heavy working capital requirements. Capex and investments have so far
been funded by a SGD272.3mn increase in debt in 2015. As of Dec 2015, Perennial
has SGD580mn in capex commitments contracted but not provided for and given its
current cash flow profile, we expect these commitments to be partly externally funded.

Uncertainty over Capitol Singapore: The current dispute with 50-50 JV partner
Pontiac Land over Capitol Singapore highlights the risks to Perennial’s strategy of
using JVs to fund capital outlays for its projects. Due to deadlocks over the project,
the entities holding the project will now be wound up. There is now uncertainty over
potential need to buy out JV partner Pontiac Land’s 50% stake in the mixed use
development which has a total value of ~SGD750mn (excluding residential piece).
On the flip side, Perennial selling their 50% stake could significantly improve their
liquidity profile.

We initiate coverage on the new PREHSP 4.55% '20 with an Underweight but move
to Neutral on the PREHSP 4.65% '18. We still see better relative value in other China
residential names such as YLLGSP 6.2%’17s and CENCHI 6.50%’17s in the SGD
space. We maintain our Neutral rating on Perennial’s Issuer Profile.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in
whole or in part to any other person without our prior written consent. This publication should not be construed as an offer or
solicitation for the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the
economy, stock market, bond market and economic trends of the markets provided is not necessarily indicative of the future
or likely performance of the securities/instruments. Whilst the information contained herein has been compiled from sources
believed to be reliable and we have taken all reasonable care to ensure that the information contained in this publication is
not untrue or misleading at the time of publication, we cannot guarantee and we make no representation as to its accuracy or
completeness, and you should not act on it without first independently verifying its contents. The securities/instruments
mentioned in this publication may not be suitable for investment by all investors. Any opinion or estimate contained in this
report is subject to change without notice. We have not given any consideration to and we have not made any investigation
of the investment objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly,
no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as
a result of the recipient or any class of persons acting on such information or opinion or estimate. This publication may cover
a wide range of topics and is not intended to be a comPerennialensive study or to provide any recommendation or advice on
personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for specific
advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of any
investment product taking into account your specific investment objectives, financial situation or particular needs before you
make a commitment to purchase the investment product.

OCBC and/or its related and affiliated corporations may at any time make markets in the securities/instruments mentioned in
this publication and together with their respective directors and officers, may have or take positions in the
securities/instruments mentioned in this publication and may be engaged in purchasing or selling the same for themselves or
their clients, and may also perform or seek to perform broking and other investment or securities-related services for the
corporations whose securities are mentioned in this publication as well as other parties generally.
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