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Issuer Profile:
Neutral (4)

Ticker: SBREIT

Background

Listed in 2013, Soilbuild
Business Space REIT
(“SBREIT”) is an
Industrial REIT in
Singapore, with total
assets of SGD1.23bn as
at 5 October 2018.
SBREIT currently owns
a portfolio of 11
properties in Singapore
and 2 properties in
Australia. The REIT is
Sponsored by Soilbuild

Group Holdings Ltd
(“Soilbuild”) and
Soilbuild is  wholly

owned by Mr. Lim Chap
Huat. The Lim family is
the REIT’s largest
unitholder, with a 28.9%
stake.

Seow Zhi Qi
+65 6530 7348

zhigiseow@ocbc.com

Earnings Review: Soilbuild Business Space REIT

(“SBREIT”)

Recommendation

3Q2018 income was down due to divestment of KTL Offshore and lower
contributions from West Park BizCentral and Eightrium though encouragingly,
occupancy at Eightrium climbed to 89.3% and we saw positive rental reversion
(for renewals as well as blended) this quarter for the first time since 1Q2017. The
venture into Australia could also boost portfolio statistics going forward.

We maintain SBREIT’s issuer profile at Neutral (4) given its manageable credit
metrics.

Comparing SBREIT 21s to EREIT ’'20s, although there is no pick-up in spread we
think the latter offers greater value given the shorter tenor of 13 months.

On the other hand, we prefer SBREIT 6.0%-PERP to EREIT 4.6%-PERP as it
offers a 28bps pick-up for a shorter tenor of 14 months. We also have ESR-REIT
(“EREIT”) at an issuer profile of Neutral (4).

Relative Value:

Aggregate

leverage Spread

Bond Maturity

Ask Yield

SBREIT 3.6% ‘21 08/04/2021 39.2% 3.81% 157bps
SBREIT 6% PERP 27/09/2021 39.2% 6.09% 379bps
EREIT 3.95% ‘20 21/05/2020 30.5% 3.62% 151bps
EREIT 4.6% PERP 03/11/2022 30.5% 5.89% 351bps

Indicative prices as at 18 October 2018 Source: Bloomberg
Aggregate leverage based on latest available quarter

Key Considerations

Solaris is the key income driver: In 3Q2018, reported gross revenue and net
property income (“NPI”) fell 3.6% y/y to SGD19.8mn and 8.8% y/y to SGD16.2mn
respectively. This was largely due to the divestment of KTL Offshore, lower
contribution from West Park BizCentral and Eightrium though partially offset by
higher revenue from the conversion of Solaris into a multi-tenanted property on 15
August 2018. It is worth noting that the conversion also brought about higher
property operating expenses of ~SGD1.8mn per annum (NPl margin for master-
leased spaces is typically 100% unlike multi-tenanted spaces at ~60-70%).
Therefore, even though gross revenue has increased by 5.7% on a quarter-on-
quarter basis, NPI still fell by 0.15% g/g. Likewise, EBITDA fell 8.8% yl/y to
SGD14.9mn. That said, EBITDA/Interest albeit lower remains manageable at
4.08x (3Q2017: 4.3x). Including 50% of perpetual distributions as interest
expense, adjusted EBITDA/Interest falls marginally to 4.06x. Solaris accounts for
32% of portfolio income as at 30 September 2018.

No clear recovery seen in the industrial space yet: Portfolio occupancy fell
slightly to 87.2% from 87.6% in 2Q2018, with a decline at Tuas Connection to
94.7% from 97.0% as at 30 June 2018. Occupancy was stable at West Park
BizCentral at 81.0% while Eightrium saw slight improvement in occupancy to
89.3% from 88.5% in the previous quarter. Furthermore, renewal at Solaris was
the sole contributor to the overall positive 2.7% rental reversion in 3Q2018.
Otherwise, rental reversion would have kept to its negative trend. As oppose to a
downward drift, we expect rents and occupancy to continue to stabilise going
forward.

Manageable refinancing risk despite higher aggregate leverage: Following
the additional debt taken up to finance parts of the acquisition of two Australian
properties, aggregate leverage inched higher to 39.2% (2Q2018: 37.6%). Taking
50% of the perpetual securities issued in September 2018 as debt, adjusted
aggregate leverage is ~42%. With just SGD40mn and SGD18.5mn in loans
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maturing in 2019 and 2020 respectively and SGD868.6mn unencumbered
investment properties (post-acquisition) that can be used as collateral if needed,
we think refinancing risk is manageable.

= Maiden expansion into Australia: SBREIT completed the acquisition of a
commercial building in Canberra that is fully leased to Commonwealth
Government of Australia (“14 Mort Street”) for AUD58.9mn (~SGD58.9mn) and a
poultry processing plant in Adelaide (“‘Inghams Burton”) for AUD62.1mn
(~SGD62.1mn) on 5 October 2018. These Australian properties are expected to
contribute ~10% of the portfolio income and to make up ~9.5% of the portfolio by
asset value. We also expect these properties to boost SBREIT’s occupancy rate
to ~88.2% as well as weighted average lease to expiry (“WALE”) to ~3.9 years in
the upcoming quarters.

= New supply at One-North: Alice@Mediapolis, located 1km away from SBEIT’s
crown jewel — Solaris, is expected to commence operations in 4Q2018. It is an
11-storey building with a gross floor area of 39,487 sqm (Solaris GFA: ~51,265
sgm). Although Alice caters more to start-ups and fast-growing ventures, both
buildings target similar trade sectors such as Science and Engineering. Given
Solaris’ is currently fully occupied and has seen a high single digit positive rental
reversion in 3Q2018, we think Solaris remains attractive to tenants. That being
said, we should not discount the possibility of tenants having a higher bargaining
power on renewal lease rates on the back of greater rental supply in the area.
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Explanation of Issuer Profile Rating (“IPR”) / Issuer Profile Score (“IPS”)

Positive (“Pos”) — The issuer’s credit profile is either strong on an absolute basis, or expected to improve to a
strong position over the next six months.

Neutral (“N”) — The issuer’s credit profile is fair on an absolute basis, or expected to improve / deteriorate to a fair
level over the next six months.

Negative (“Neg”) — The issuer’s credit profile is either weaker or highly geared on an absolute basis, or expected
to deteriorate to a weak or highly geared position over the next six months.

To better differentiate relative credit quality of the issuers under our coverage, we have further sub-divided our
Issuer Profile Ratings (“IPR”) into a 7 point Issuer Profile Score (“IPS”) scale.

IPR tive Neutral

IPS 1 2 3 4 5 6 7

Explanation of Bond Recommendation

Overweight (“OW”) — The performance of the issuer’s specific bond is expected to outperform the issuer’s other
bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with similar tenor
over the next six months.

Neutral (“N”) — The performance of the issuer’s specific bond is expected to perform in line with the issuer’s other
bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with similar tenor
over the next six months.

Underweight (“UW”) — The performance of the issuer’s specific bond is expected to underperform the issuer’s
other bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with similar
tenor over the next six months.

Other

Suspension — We may suspend our issuer rating and bond level recommendation on specific issuers from time to
time when OCBC is engaged in other business activities with the issuer. Examples of such activities include acting
as a joint lead manager or book runner in a new issue or as an agent in a consent solicitation exercise. We will
resume our coverage once these activities are completed.

Withdrawal (“WD”) — We may withdraw our issuer rating and bond level recommendation on specific issuers from
time to time when corporate actions are announced but the outcome of these actions are highly uncertain. We will
resume our coverage once there is sufficient clarity in our view on the impact of the proposed action.

Treasury Research & Strategy 3


mailto:WongVKAM@ocbc.com
mailto:EzienHoo@ocbc.com
mailto:wonghongwei@ocbc.com
mailto:ZhiQiSeow@ocbc.com

19 October 2018 ?‘_QOCBC Bank

Analyst Declaration
The analyst(s) who wrote this report and/or her or his respective connected persons did not hold securities in the above-mentioned issuer or
company as at the time of the publication of this report.

Disclaimer for research report

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 comprehensive 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.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and
information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary entity
or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree
not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the Markets in
Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014) (“MiFIR”) (together
referred to as “MiFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be liable or responsible for
the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID II, as
implemented in any jurisdiction).

Co.Reg.no.:193200032W
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