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PT Lippo Karawaci Tbk (“LK”) has announced its strategic transformation
which includes a significant rights issue of USD730mn, asset divestments of
USD280mn to help improve liquidity at LK, senior management and board
changes.

We are maintaining LK-related REITs, LMRT and FIRT’s issuer profile at
Negative (6) for now. We lowered both from Neutral (5) in May 2018 on
account of the high counterparty exposure of the REITs to LK.
Notwithstanding our unchanged issuer profiles, we see the positive sentiment
surrounding LK as an opportune time to revisit the relative value of FIRT and
LMRT perpetuals.

We started off with the idea that for the same REIT issuer, perpetuals should
feature tighter yield in perpetuity versus dividend vyields. Based on
observations from the SGD REIT perpetual market, LMRT’s perpetuals were
the only two outliers. This indicates to us three possibilities (1) Common
equity holders are pricing the equity wrongly (2) The perpetual prices are too
low or both (1) and (2) are in part correct.

For REIT perpetuals which are more equity-like, we think a perpetual yield in
perpetuity-equity to dividend yield spread of 100bps is fair. For those that are
more debt-like, we think a larger spread differential is justified, and the more
debt-like they are, the larger the spread differential should be.
Recommendation: We see fair value of the FIRTSP 5.68%-PERP at 7.0%-
7.5% and continue to underweight the perpetual. For the LMRTSP 7.0%-
PERP and LMRTSP 6.6%-PERP we think the bonds are trading at fair value
versus a stabilised equity dividend yield and are interesting for investors
seeking stressed plays.

Figure 1: REIT perpetuals

Issue LMRTSP LMRTSP ‘ FIRTSP EREITSP
7.0%-PERP 6.6%-PERP 5.68%-PERP 4.6%-PERP
First call 27 September 19 December 8 July 2021 03 November
2021 2022 2021

Ask Price 89.0 85.0 91.0 94.8
Yield to call 12.21% 11.64% 10.16% 6.23%
Yield in perpetuity 8.53% 8.34% 6.86% 5.15%
Current dividend yield 6.03% 6.03% 8.60% 6.23%
Equity-Perpetual yield 250bps 231bps (174bps) (108bps)
in perpetuity spread

Note (1): Indicative prices as at 15 March 2019 per Bloomberg

Background: On 12 March 2019, PT Lippo Karawaci Tbk (“LK”) (lssuer
profile: Unrated) announced a strategic transformation of LK to focus on three
core areas: urban housing, lifestyle malls and healthcare. LK has been
suffering from a liquidity crunch and is proposing a rights issue to raise
USD730mn that will go towards (1) Reducing LK’s debt by USD275mn (2)
Providing a liquidity buffer for interest payments, rental payments to its
Sponsored-REITs until end-2020, working capital and general corporate
purposes and (3) Fund on-going property development projects. The rights
issue will be underwritten by the controlling shareholders of LK, the Riady
family. No sub-underwriters have been named. Apart from the rights issue, LK
is also intending to raise USD280mn from asset divestment plans (USD260mn
from LMRT’s proposed acquisition of Lippo Mall Puri (“Puri”, owner of Puri
Mall) from LK and USD20mn from an earlier announced transaction to sell its
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stake in two healthcare joint ventures to OUE Lippo Healthcare Limited (“OUE-
LH"). OUE-LH is a 64%-owned subsidiary of OUE Ltd, a separate Riady
family-controlled entity listed in Singapore. We hold OUE Ltd’s issuer profile at
Neutral (4).

Positive sentiment to FIRT though no structural changes to FIRT credit
profile yet: LK was historically the sole Sponsor of FIRT and currently holds a
10.7%-stake in FIRT. More importantly, 82.4% of FIRT’s rental income in 2017
was attributable to LK and its subsidiaries. While the 2018 figures have not
been released, this is likely to be similar to 2017. In October 2018, OUE and
OUE-LH acquired FIRT’s REIT Manager and bought a stake in the REIT itself.
Currently OUE’s deemed interest in FIRT is 17.6% (largest unitholder of FIRT).
We view the knock-on sentiment from LK's 12 March 2019 announcement
positively and view OUE’s involvement in FIRT as a credit positive. However,
we continue to maintain FIRT’s issuer profile at Negative (6) on account that
structurally, FIRT is still reliant on LK for rental payments. We are maintaining
the issuer profile as such until (1) the LK rights issue completes and LK’s
credit profile improves decisively and/or (2) FIRT structurally de-couples from
LK. This can happen if FIRT’s earnings become more diversified or end-user
PT Siloam International Hospitals Tbk’s (“Siloam”) credit profile improves and
FIRT enters into tenancy agreements directly with Siloam. In 2018 though,
Siloam’s operating profit-to-total capital (a proxy for returns to -capital
providers) was 3.0%.

LMRT proposed to buy Puri Mall from LK: LK is the Sponsor of LMRT and
holds a 30.7%-stake in the REIT. We estimate that 30% of LMRT revenue
comes from the Lippo group of companies, including from Hypermart and
Matahari Department stores. LMRT is an important part of LK’s liquidity plan
with LMRT proposing to buy Puri for IDR3.7bn (SGD354.7mn / USD260mn)
from LK, however the total transaction cost will amount to SGD430.0mn, which
includes taxes, professional and other fees and asset enhancement initiative
cost. Puri Mall, located in Jakarta is the flagship mall of LK. The reported net
property income (“NPI”) yield of the property is 9.41%, higher than the existing
portfolio average of 8.94%. However, the NPI yield includes vendor support
from LK. We note that LK has already been falling behind on rental payments
to LMRT and the vendor support increases the exposure of LMRT to LK.
Similar to FIRT, we continue to hold LMRT at Negative (6) Issuer Profile in the
meantime.

REIT debt to equity continuum: We started off with the idea that for the
same REIT issuer, perpetuals should (1) Feature tighter yield in perpetuity (ie:
perpetuals that are not called though continue paying distributions) versus
dividend vyields and (2) Perpetuals that are more debt-like should trade at
larger spread differentials to dividend yields while those that are more equity-
like should trade at smaller spread differentials to dividend vyields. In our view,
this is grounded in corporate finance theory where seniority matters to required
returns and that perpetuals as hybrids can be more debt-like or equity-like at
various points of their existence (eg: issuer credit quality, interest rate
environment). We also sought to find out if there was a common spread
differential between yields-in-perpetuity and dividend yields across various
REITs. Based on observations of the SGD REIT perpetuals we cover, we find
that in practice, yield in perpetuity for bulk of the REIT perpetuals indeed trade
tighter versus dividend yields. However, we find no consensus view on the
quantum of spread differential which we think is driven by the lack of overlap
between REIT perpetual investors and REIT equity investors. And even more
interestingly, we find the only two outliers being LMRT’s perpetuals.

What’s happening to LMRT perpetuals? Within the curve, we continue to
prefer the LMRTSP 4.1% ‘20s (being senior and trading at 10.1% ask yield to
maturity 816 bps spread). The LMRT perpetuals though are trading at yield in
perpetuity in excess of current dividend yield of 6.03%. This indicates to us
three possibilities (1) Common equity holders are pricing the equity wrongly (2)
The perpetual prices are too low or both (1) and (2) are in part correct.

LMRT likely need to raise equity to get Puri Mall done: As at 31 December
2018, aggregate leverage was 34.6%. Given the large scale of Puri Mall, it is
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likely that both equity and debt would be needed to fund the purchase. The
exact funding structure has not been finalised while the acquisition itself is
subject to unitholders approval. Currently, LMRT has 2.86bn outstanding
shares with a market cap of SGD569mn (20 cts per unit). Given the impending
changes at LMRT, it is uncertain what dividend yields would be, although we
can put some parameters around it to work backwards towards a fair value
view of the perpetuals.

Our base case assumptions:

Puri Mall purchase and equity funding approved by unitholders, deal
completes.

Puri Mall funded via a 58.1% debt and 41.9% equity structure with 1.5bn new
units to be issued to raise SGD180mn (per one of LMRT’s illustrative
scenarios).

Dividends per unit of 1.61 cents with a 58.1% debt and 41.9% equity
structure (per one of LMRT's illustrative scenario).

Given the scale of equity to be raised, we assume that LMRT will fund the
equity portion via a rights issue offering at an exercise price of 12 cents per
unit (being SGD180mn divided by 1.5bn units)

Theoretical ex-rights price of 17 cents

Forming a basis for comparison: REIT perpetuals in SGD have
standardised structures with no step-up margin and a first call after five years
from issuance. Despite not having step-ups, we think REITs may have higher
incentive to call if they want to continue accessing the perpetual market, given
their aggregate leverage caps. As such we hold the view that cost of funding is
only one consideration for REITs. Outside of LMRT and FIRT, we find only one
REIT perpetual which in our view has a low probability of call at first call, with
the rest having at least a 50:50 probability of a call at first call. ESR-REIT
(“EREIT”, Issuer Profile: Neutral (4)) priced the EREIT 4.6%-PERP in October
2017 with a first call date in November 2022. Per our estimations, we think a
hypothetical replacement perpetual in 3.6 years’ time for EREIT may be 80-
100bps higher than the 4.6% distribution rate. While we see EREIT’s issuer
profile as stable, cost advantages are significant enough for us to deem the
probability of a call as low.

Fair value for the LMRT perpetuals: In our view, the high cost of a
hypothetical replacement perpetual and LMRT’s issuer profile increases the
probability of non-call at first call; consequently we think the LMRT’s
perpetuals should trade more equity-like. Our base case dividend yield for
LMRT is between 9.4% - 13.4%, with 9.4% on a more stabilised basis and
13.4% at the extremity. The widest dividend yield in the S-REIT space is 9.7%
currently; making it less likely that LMRT would breach this. Given the lack of
perfect comparables, we take the ~100bps spread differential between
EREIT’s dividend yield and perpetual yield in perpetuity as the best basis we
can have for now. Net-net, we view fair value of the LMRT perpetuals at 8.4%
on a stabilised basis.

Fair value of FIRT perpetual: While concerns over FIRT’s structural linkages
with LK persist, the involvement of OUE as new Sponsor may speed up FIRT’s
income diversification. FIRT may lever up to buy new properties in the next 12
months though we expect the REIT to fund this optimally and the issuer profile
to remain unchanged from current levels. Using the same methodology from
LMRT (ie: 100bps less than dividend yield of 8.5%) we see fair value of the
FIRTSP 5.68%-PERP’s yield in perpetuity at 7.0% - 7.5%. While we deem this
perpetual as equity-like, we see the risk of FIRT missing the call at first call as
lower than LMRTSP. We are of this view due to the following reason: While
FIRT still faces challenges in accessing fixed income markets, this may
improve overtime as the change in Sponsor to OUE increases the bankability
of FIRT. As a knock-on effect, should FIRT’s accessibility to markets improve,
a hypothetical replacement perpetual may come in closer to the distribution
rate of 5.68%, which encourages FIRT to call.
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First Real Estate Investment Trust

Table 1: Summary Financials Figure 1: Revenue breakdown by Property - FY2018
Year Ended 31st Dec FY2016 FY2017 FY2018
Income Statement (SGD'mn) Snaqff,fre
Revenue 107.0 11.0 116.2 Kaorea
EBITDA 949 982 102.5 /_U'B%
EBIT 949 982 102.5
Gross interest expense 178 178 216
Profit Before Tax 64.2 93.6 748
Net profit 40.3 734 759
Balance Sheet (SGD'mn)
Cash and bank deposits 336 157 278
Total assets 13412 14238 14388 Indanesia
Short term debt 142.0 198.3 109.7 0%
Gross debt 4136 476.4 496 .4
MNet debt 380.0 460.7 468.7 . .
) B Indonesia OSingapore OKorea
Shareholders' equity 8386 8523 869.2
Cash Flow (SGD'm n)
CFO 815 727 733 Source: Company
Capex 00 00 0.1
Acquisitions 392 725 1.2 Figure 2: Net debt to EBITDA (x)
Disposals 82 00 0.0
Dividends 56.7 66.4 68.8 47
Interest paid 16.2 16.1 169 46
Free Cash Flow (FCF) 815 727 733
Key Ratios
EBITDA margin (%) 8863 8847 88.24
Net margin (%) 3770 66.16 65.30
Gross debt to EBITDA (x) 436 4.85 484
Net debt to EBITDA (x) 4.01 469 457 40
Gross Debt to Equity (x) 0.49 0.56 0.57
Net Debt to Equity (x) 0.45 0.54 0.54
Gross debt/total asset (x) 0.31 0.33 0.35
Net debt/'total asset (x) 0.28 0.32 0.33
Cash/current borrow ings (x) 0.24 0.08 0.25 FY2016 Fy2017 FY2018
EBTDA/Total Interest (x) 5.34 5 51 474 = Net debtto EBITDA ()
Source: Company, OCBC estimates Source: Compary
Figure 3: Debt Maturity Profile Figure 4: Net Debt to Equity (x)
Amounts in (SGD'mn) As at 31/12/2018 % of debt 056 -
054 054
Amount repayable in one year or less, oron demand 0.54 1
Secured 386.8 77.9% 0.52 1
Unsecured 0.0 0.0% 0.50 4
386.8 77.9% 048
Amount repayable after a year 046 - 0.45
Secured 0.0 0.0% 044 | I
Unsecured 1097 22 1%
0.42 |
109.7 221%
0.40 T .
Total 496.4 100.0% FY2016 . mFI;rini:y?[x] FY2018
Source: Company Source: Comparny, OCBC estimates
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Lippo Mall Indonesia Retail Trust

Table 1: Summary Financials

Figure 1: Revenue breakdown by Segment - FY2018

. D epartment
Casual Parking Store (Retail
Leasing 100% Malls)
14.0% 9.0%
F13353$n Supermarket/
i Hypermar ket

8.0%

|

) F&B /Food
Leisure & Court
Others Entertainmen 14.0%
t
o,
28.0% 40%

mDepariment Store (Retail Malls)
OF&B/ Food Court

oOthers

OCasual Leasing

oSupermarket / Hypermarket
BLeisure & Entertainment
oFashion

OParking

Source: Compary

Figure 2: NLA breakdown by Segment - FY2018
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Figure 4: Net Debt to Equity (x)
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Year Ended 31stDec FY2016 FY2017 FY2018
Income Statement (SGD'mn)
Revenue 1881 197.4 2303
EBITDA 149.4 186.8 158.5
EBIT 1596 1713 1529
Gross interest expense 44 5 404 347
Profit Before Tax 534 881 99 6
Met profit 288 62.7 60.9
Balance Sheet (SGD'mn)
Cash and bank deposits 778 64.9 527
Total assets 20652 20639 1,966.2
Short term debt 1243 2685 120.0
Gross debt 640.9 688.3 674.0
Met debt 563.1 623.4 621.3
Shareholders' equity 1,2326 1,167 .9 1,079.2
Cash Flow (SGD'm n)
CFO 1437 1427 1382
Capex 14.8 51.3 18
Acquisitions 883 133.4 0.0
Disposals 00 00 0.0
Dividends 93.8 128 897
Interest paid 388 27.0 313
Free Cash Flow (FCF) 1289 91.5 126.4
Key Ratios
EBITDA margin (%) 79.46 94 62 65.84
Met margin (%) 1533 3177 26.46
Gross debt to EBITDA (x) 4.29 3.69 4.25
Met debt to EBITDA (x) 377 3.34 3.92
Gross Debt to Equity (x) 0.52 0.59 0.62
Met Debt to Equity (x) 0.46 0.53 0.58
Gross debt/total asset (x) 0.31 0.33 0.34
Net debt/'total asset (x) 0.27 0.30 0.32
Cash/current borrow ings (x) 0.63 0.24 0.44
EBITDA/Total Interest (x) 3.36 4 62 458
Source: Company, OCBC estimates
Figure 3: Debt Maturity Profile
Amounts in (SGD'mn) As at 31/12/2018 % of debt
Amount repayable in one year or less, oron demand
Secured 0.0 0.0%
Unsecured 0.0 0.0%
0.0 0.0%
Amount repayable after a year
Secured 1200 17.8%
Unsecured 5540 82 2%
674.0 100.0%
Total 674.0 100.0%
Source: Company

Source: Comparny, OCBC estimates

Treasury Research & Strategy



Analyst Declaration
The analyst(s) who wrote this report and/or her or his respective connected persons did not hold financial interests 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).
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