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Neutral (4) (“CRCT”)

Ticker: Recommendation

= Revenue growth of 1.9% y/y in RMB terms to RMB275mn in 2Q2019 was driven by
CapitaMall Xizhimen and CapitaMall Wangjing. In SGD terms though gross revenue fell by
1.9% y/y instead to SGD55.2mn due to stronger SGD against RMB.

] CRCT has seen some changes to its portfolio. Over the quarter, CRCT has proposed to
acquire CapitaMall Xuefu and CapitaMall Aidemengdun in Harbin, north China and
CapitaMall Yuhuating in Changsha, central China which will be funded by a 55/45 equity
debt split by 3Q2019. Post results in July this year, CapitaMall Wuhu was divested.
Separately, CRCT also has plans for a bundle deal in Hohhot, China where it will acquire
Yuquan Mall in 2H2019 and divest CapitaMall Saihan in 2H2020 when Yuquan Mall is in
operations.

L] EBITDA/Interest coverage was stable q/q at 5.0x, while aggregate leverage had fallen to
33.8% from 35.5% in the preceding quarter. However, we expect aggregate leverage to
climb higher to ~36% (assuming no existing cash will be used to fund the acquisitions).

] We think CRCTSP 3.25% ’22 is trading fair. It is offering a yield of 2.74% and 118bps over
swap for a tenor of 2 years 11 months.

] We are maintaining CRCT’s Neutral (4) issuer profile on the back of its manageable credit
metrics.

CRCT

Seow Zhi Qi

+65 6530 7348
zhigiseow@ocbc.com

Relative Value

Maturity / Call Aggregate Ask YTC/
Bond date leverage YTM Spread
CRCTSP 3.25% 22 04/07/2022 33.8% 2.74% 118bps
MAGIC 3.43% ‘22 09/03/2022 36.9% 2.41% 84bps
KREITS 3.15% ‘22 11/02/2022 38.4% 2.67% 109bps
SUNSP 3.025% 22 16/03/2022 38.3% 2.69% 111bps

Indicative prices as at 7 August 2019 Source: Bloomberg
Aggregate leverage based on latest available quarter

Background

] Capitaland Retail China Trust (“CRCT”), listed on the SGX in 2006, is the first pure-play China
shopping mall REIT in Singapore. As at 30 June 2019, CRCT owns in a portfolio of 11 shopping
malls located across eight cities in China. These properties were value at RMB16.1bn
(~SGD3.2bn).

= In July 2019, CRCT divested its only mall in Wuhu for RMB210mn (SGD41.5mn). The REIT has
also proposed to acquire two malls in Harbin and a mall in Changsha (to be completed in
3Q2019). Separately, CRCT is also in the midst of divesting CapitaMall Saihan and acquiring
Yuquan Mall by 2H2020. Both malls are located in Hohhot, China.

] Capitaland Group has a 38.04% cumulative stake in CRCT, which comprise a 25.75% stake
held by Capitaland Ltd and a 12.29% stake held by CapitaLand Mall Trust.

Key Considerations

= Revenue growth was driven by CapitaMall Xizhimen and CapitaMall Wangjing: Gross
revenue in RMB terms was up by 1.9% y/y (+RMB5.1mn) to RMB275mn. CapitaMall
Xizhimen and CapitaMall Wangjing generated 5.1% (+RMB3.7mn) and 6.0% (+RMB3.5mn)
more income y/y respectively. This came on back of higher occupancy rate as that at
CapitaMall Xizhimen had improved to full occupancy from 98.7% a year ago, and CapitaMall
Wanjing recorded a 0.3% higher occupancy rate as compared to 99.3% as end June 2018.
These higher incomes though were partially offset by weaker performance at the other
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properties, namely CapitaMall Grand Canyon, CapitaMall Qibao and CapitaMall Wuhu. In
SGD terms, gross revenue was down by 1.9% y/y (-SGD1.1mn) to SGD55.2mn due to
stronger SGD against RMB.

] Net property income (“NPI”) rose sharply due to accounting change: With the application
of FRS 116 Leases, land rental expenses in 2Q2019 were excluded from property expenses
instead this figure was classified as net changes in fair value of investment properties, and
interest expense liabilities which is part of finance costs. Consequentially, property expenses
fell by 17.4% y/y (-RMB15.6mn) to RMB73.8mn and NPI was up by 11.5% y/y (+RMB20.7mn)
to RMB201mn. In SGD terms, NPl was up by a smaller extent of 7.4% y/y as the SGD was
stronger against RMB. The exact impact of this accounting change cannot be determined as
CRCT does not disclose the necessary figures. On a quarter-on-quarter basis (which removes
the accounting change discrepancy as FRS 116 Leases took effect from 1 Jan 2019), we find
property expenses lower by 85% qg/q (-RMB6.9mn) and NPI higher by 1.1% q/q
(+RMB2.2mn).

] Rock Square continues to deliver good results: CRCT holds a 51% interest in Rock Square,
Guangzhou (acquire at end Jan 2018) via a joint venture. We note that Rock Square’s results
are disclosed in SGD terms only. Over the quarter, gross revenue was up by 12.3% y/y to
SGD5.2mn, while NPI grew by 8.6% y/y to SGD3.5mn. We think positive rental reversion
could be the driver as this property has consistently recorded double digit growth in newly
contracted rents over the expiring leases. Having said that, occupancy rate was only
marginally better at 96.8% from 96.6% a year ago. Rock Square has 6.1% of total net lettable
area expiring this year and we expect good performance to persist as year-to-date tenants’
sales had improved by 26% y/y.

= Divested CapitaMall Wuhu: On 10 July 2019, CRCT sold its 51% interest in CapitaMall Wuhu
for RMB210mn (~SGD41.5mn). The mall has been closed since 3Q2018, following the exit of
its anchor tenant.

=  Aggressive acquisition of three malls: CRCT proposed in June 2019 to acquire three
CapitaLand malls in China for RMB3.0bn (~SGD589.2mn). The malls are CapitaMall Xuefu and
CapitaMall Aidemengdun in Harbin, north China and CapitaMall Yuhuating in Changsha,
central China. This transaction will grow CRCT’s portfolio by ~18.5% to SGD3.8bn. The total
estimated outlay of SGD505.4mn will be funded via a 55/45 equity debt split. CRCT had on 2
Aug 2019 raised SGD279.4mn equity funding to finance part of this acquisition. Based on our
estimation, CRCT would have to fund a balance of SGD226mn via borrowings. This
transaction is expected to be completed in 3Q2019.

i) CapitaMall Xuefu, opened in 2012, is a multi-tenanted mall located in the Nangang
District of Harbin. Positioned as a regional retail mall, it is directly connected to
the Harbin Metro and has a cluster of tertiary education institutions in the area.
NPl yield is ~6.1%.

ii) CapitaMall Aidemengdun, opened in 2010, is a multi-tenanted mall located in the
Daoli District of Harbin. This is a community mall that serves the residents living in
the area. NPl yield is ~5.6%.

iii) CapitaMall Yuhuating, opened in 2005, is a multi-tenanted mall located in
Changsha. It is an established mall within the Dongtang retail hub of Yuhua
District. NPl yield is ~6.2%.

= Bundle deal in Hohhot, China: Apart from the abovementioned acquisitions, CRCT had in
February 2019 announced that it will acquire Yuquan Mall for a purchase consideration of
RMB808.3mn (~SGD159.6mn) (i.e. RMB8079 psm based on gross floor area) in 2H2019 and
open the mall in 2H2020. Upon opening the mall, it will sell CapitaMall Saihan (also in
Hohhot) for RMB460mn (~SGD90.8mn) (i.e. RMB10,969 psm based on gross floor area).
Reason cited for pursuing the deal was that CapitaMall Saihan’s longer term potential is
constrained by its relatively smaller size and a lack of metro connectivity and its own car
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park. CRCT will also be looking to port over selected leases from CapitaMall Saihan. Both
malls are located adjacent of each other. CRCT will be funding 59% of the purchase
consideration via proceeds from the sale of CapitaMall Saihan and the balance 41%
(~SGD65.4mn) with a combination of debt and existing cash.

. Aggregate leverage expected to creep higher: As at 30 June 2019, aggregate leverage
(including the proportionate share of its JV’s borrowings and deposited property) was 33.8%,
up from 35.5% in the preceding quarter due to the repayment of some of its borrowings.
Reported interest coverage though was stable g/q at 5.0x. CRCT has SGD38.2mn of debt due
in 2019 from its unsecured money market line. With fully-unencumbered assets and
SGD155.9mn of cash on hand as at 30 June 019, CRCT’s credit metrics remain intact in our
view. Having said that, we expect aggregate leverage to weaken slightly going forward given
its heavy acquisition pipeline. Assuming no existing cash is used to fund the acquisitions
mentioned above, we see adjusted aggregate leverage higher at 36.1%, though still
manageable.
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Explanation of Issuer Profile Rating / Issuer Profile Score

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 into a 7 point Issuer Profile Score scale.

IPR tive Neutral

IPS 1 2 3 4 5 6 7

Please note that Bond Recommendations are dependent on a bond’s price, underlying risk free rates and
an implied credit spread that reflects the strength of the issuer’s credit profile. Bond Recommendations
may not be relied upon if one or more of these factors change.

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
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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.
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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
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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 1I”), 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
I, as implemented in any jurisdiction).

Co.Reg.no.:193200032W
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