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Research Update:

Germany-Based Real Estate Co. Summit Germany
Ltd. Rated 'BB+'; Outlook Stable

Overview

e Sunmit Germany Ltd. owns and operates a portfolio of about €980 million
consisting mainly of office assets.

e W consider that the conpany's portfolio will generate stable operating
cash flows, supported by its locations in and around German netropolitan
areas and mdsize cities.

e W are assigning our 'BB+ long-termcorporate credit rating to Sumnt
and a 'BBB-' issue rating to its proposed senior unsecured notes.

e The stable outlook reflects our view that Summit's portfolio, including
ongoi ng asset rotation, should generate increasing recurring cash flows,
thanks to a stable office leasing market in its nmain |ocations and
favorabl e underlying market conditions in Gernany.

Rating Action

On Jan. 15, 2018, S&P d obal Ratings assigned its 'BB+ |ong-term corporate
credit rating to the CGernany-based real estate conpany Summt Germany Ltd. The
outl ook is stable.

At the sane tinme, we assigned our 'BBB-' issue rating to Sunmmit's proposed
€250 mllion senior unsecured notes. The recovery rating on the notes is '2',
i ndi cating our expectation of substantial recovery (70% 90% rounded esti nate:
85% in the event of a paynment default.

Rationale

Sunmit is a real estate investnent conpany focused on comercial properties in
secondary locations in Germany. The conpany currently owns and manages 85

prem ses, valued at about €980 nmillion as of Sept. 30, 2017. The nmjority of
its assets are office properties (76% of portfolio value); the renainder are
logistic assets (17% and retail real estate (7% . W understand the company
al so has two residential devel opment projects, but exposure to devel opnent is
small (less than 5% of the total investment portfolio). The conpany's strategy
is to expand its portfolio size to about €1.5 billion in the next few years,
whil e enhancing its diversification

Qur rating takes into account the conpany's relatively snall portfolio size
and scal e conpared with higher-rated comrercial real estate (CRE) conpanies
that focus on offices in Europe, such as Alstria Ofice REIT-AG

(BBB/ Stable/--) or Beni Stabili SpA SIIQ (BBB-/Stable/--). The conpany is
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exposed solely to the Gernman econony, which remains a highly fragnmented rea
estate narket across all segnents. However, we understand that Summit's
portfolio is well spread across the country, |ocations close to nmetropolitan
areas and midsize cities with good infrastructure, near notorways, or

i nternational airports, such as Berlin, Cologne, or Stuttgart. W estinmate
that the nacroeconom ¢ fundanentals in the mgjority of Summit's |ocations are
favorable, with positive demand trends for the CRE sector, relatively | ow
unenpl oynent rates, and GDP growth. W believe that about 20% of the portfolio
is located in nore rural areas or less dynamic cities, such as Eberswal de,

Hof, or Obernkirchen, where the replacenent of departing tenants may take

| onger conpared with nore central locations. Sunmit's tenant base is |arge,

wi th about 680 tenants, mainly donestic conpani es. The conpany has sone tenant
concentration on Vol kswagen AG (BBB+/ Stabl e/ A-2) generating about 7% of tota
rental income, and Deutsche Tel ekom AG (BBB+/ St abl e/ A-2), which accounts for a
further 6.7% of total annual rental incone. Neverthel ess, we understand the
risk is partly mtigated across several |ease agreenments with both tenants.

We assess Summit's asset quality in terns of asset size and age as average and
inline with rated German peers, such as Alstria Ofice REIT-AG or DEM RE
Deutsche Mttelstand Real Estate AG (BB/ Stable/--). Mst of the buildings are
bet ween 5, 000 and 20,000 square neters, with limted need for capita
expenditures (capex; estimated at €6 mllion to €8 mllion per year). The
top-10 assets represent 40% of total narket value, with the | argest asset
counting for 8.5% an office building in Berlin with over 100 tenants. The
conpany's average |l ease termof 4.4 years is slightly below other rated office
pl ayers (five years or longer) but conmpares well with the German market |ease
l ength of approximately 3.6 years. Mdst of Summit's | ease contracts are

i ndex-1inked or subject to fixed annual increases, which should give the
conpany some organic rental growh in the future

On Sept. 30, 2017, total portfolio EPRA (European Public Real Estate

Associ ation) vacancy stood at about 9% excluding vacant space for

redevel opment. We expect the conpany to marginally decrease vacancy levels in
the next 12 to 24 nonths, including neWy acquired properties and sone
benefits fromthe di sposal of noncore assets, representing about eight
buil di ngs and €20 nmillion of portfolio value that has an average vacancy of
above 50%

Sunmit is a listed conmpany on the Alternative Investnment Market of the London
St ock Exchange, and its main sharehol der, Summit Real Estate Hol di ngs (50%,

i s headquartered in Guernsey, U K. Further mnority sharehol ders are |Invesco
wi th about 29% and Fidelity with about 8% The remai ning 12% of shares are
free float. Sunmit represents 90% of Summit Real Estate Hol di ngs' cash
generation and is consolidated under group accounts, constituting a
significant proportion of the consolidated group. We therefore see Sunmit as
playing an integral role in Sutmit Real Estate Hol dings' identity and
strategy. The two entities also share a name and brand, and the group's
reputation and risk-managenent activities are closely |linked. W believe that
Sunmit Real Estate Holdings is likely to support Sunmmt under any foreseeable
circunmst ances, as the subsidiary is fundanental to its strategy and
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per f or mance.

Summit's financial risk profile is underpinned by its noderate | everage, with
S&P d obal Ratings-adjusted ratio of debt to debt plus equity of approximately
45% and its solid EBITDA interest coverage close to 4x. The conmpany's average
debt maturity is 5.3 years, with 95% of debt fixed-rate or hedged. W
understand that the conpany's strategy is to extend its maturity profile
further, while keeping limted exposure to variable-rated liabilities.

In July 2017, Sunmit Real Estate Hol ding provided Sunmt a |oan of €19.5
mllion at a coupon of 8% W include the |oan in our debt calculations. W
understand the | oan was i ssued as part of a transaction funding and will be
repaid in the short term

Under our base-case scenario, we expect Summit to mmintain stable |everage
rati os, including debt to debt plus equity of close to 45% in line with the
conpany's financial policy of a maxi num|oan-to-value ratio of 50% W expect
EBI TDA i nterest coverage to remain well above 3x, thanks to the ongoi ng
favorabl e low interest rate environnent and the conpany's | ow exposure to
vari abl e-rate debt. W believe that the conpany will finance its growth pl ans
with a balanced nmix of debt and equity and that the portfolio will benefit
from some positive asset reval uations.

In our base case, we assune:

e Low GDP growth for Gernmany of 1.7%in 2018 and 1.6%in 2019, with overal
unenpl oynment renai ni ng bel ow 5. 0%

 Approximately 2%l ike-for-like rental income growh for the next 12 to 24
nmonths, mainly stenming fromthe conpany's existing contracts, of which
roughly 50% are sliding-scale or index-linked rental contracts, as well
as fromnew lettings and a gradual ly inproving occupancy rate.

* Annual acquisitions of about €75 million-€100 million, in line with the
conpany's grow h strategy, while we assune asset disposals will be
[imted.

e Md-to-high single-digit property revaluation for 2017 and
m d-single-digit revaluation for 2018, reflecting the favorable
underlying demand trends for its locations in and around nidsize cities
and netropolitan areas.

 Stabl e average cost of debt of close to 3%

Based on these assunptions, we arrive at the followi ng credit measures:
 EBI TDA margi n of about 80% for the next 12 to 24 nonths;

e S&P d obal Ratings-adjusted EBI TDA i nterest coverage of 3.5x-4.0x; and
e« Aratio of debt to debt plus equity of close to 45%

Liquidity
We assess Summit's liquidity as adequate. By our estinmate, the conpany's
l[iquidity sources will likely cover liquidity uses by well above 1.2x in the

next 12 nonths. Sunmit has no large debt maturities in the next two to three
years and linmted conmitted capex.
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As of Sept. 30, 2017, we forecast that Summt's liquidity sources over the

next 12 nmonths will include:

e Unrestricted cash bal ances of about €25 million; and

e Qur forecast of cash funds from operations (FFO of €40 million-€45
mllion

This conmpares with our estimate of liquidity uses for the same period of:

e About €8 mllion debt maturities, including anortization

« Total annual capex of €6 nillion, including tenant investnents. However,
we understand that nost of the investnments are not commtted; and

e About €17 million of dividend paynents, based on the conpany's policy to
distribute 50% of free cash fl ow

Sunmit has only 11% of its assets unencunbered. Mst of the conpany's debt
facilities relate to nortgaged bank debt and were granted for the purpose of
financing real estate assets. Loan agreenents are therefore nostly secured by
| and charges and assignnents of rental paynents and nost of theminclude
financial covenants, such as |loan-to-value ratios or a debt service coverage
ratio.

We expect Summit will maintain substantial (nore than 109 headroom under the
financial mai ntenance covenants in its various debt agreenments goi ng forward.

Outlook

The stable outlook reflects our view that Summit's portfolio, including
ongoi ng asset rotation, should generate increasing recurring cash fl ows,
thanks to a stable office leasing market in its nain |ocations and favorable
underlying market conditions in Germany. W expect the conpany to generate
like-for-like rental growh of around 2% over the next 12 nonths, nmainly
stemming fromthe positive fundanentals of the German real estate narket and
re-lettings. Most of Sunmit's properties in secondary |ocations, such as

m dsize cities or near netropolitan areas across Gernmany, benefit from
favorabl e demand trends. W believe occupancy levels will remain broadly
stable with a narginal decline of existing vacant space.

We forecast EBITDA interest coverage will remain well above 3x in the next 12
nont hs, and debt to debt plus equity will be approxinmately 45% in line with
t he conpany's financial policy.

Upside scenario

We could raise the rating if Summt enhanced the scal e and scope of its
portfolio, simlar to rated CRE peers in the | ower investmnent-grade category,
wi th vacancy levels well below 10% including newy acquired assets, |ocations
with solid underlying nmacroeconom ¢ fundamentals, and prem ses that have

wel | -diversified tenant structures.

In addition, an upgrade woul d al so depend on the conpany naintaining current

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 15, 2018 5

1980661 | 301742784



Research Update: Germany-Based Real Estate Co. Summit Germany Ltd. Rated 'BB+'; Outlook Stable

credit netrics, with the ratio of debt to debt plus equity well bel ow 50% and
i nterest coverage remai ning high, above 3x.

An upgrade woul d al so hinge on our assessnment of the controlling sharehol der
Sunmit Real Estate Holding and the alignment of the credit quality between the
two entities.

Downside scenario

We could lower the rating if the conpany increased its |everage, with a
debt-to-debt-plus-equity ratio of 50% or above or EBI TDA i nterest coverage
falling to 2.4x or below. This situation could materialize if Sunmmt were to
alter its current announced financial policy and undertook additiona
debt -fi nanced acqui sitions.

We could also lower the rating if the company di sposed of a material share of
its property portfolio, thereby reducing its scale and scope and i ncreasing
its concentration on single assets or tenants, resulting in a decline in the
overall portfolio size to well below €1 billion, or investnent in |ess
favorabl e secondary | ocati ons away from netropolitan hubs.

Li kewi se, a weakening of our view of the controlling shareholder Sumit Rea
Estate Hol ding would constrain the rating.

Ratings Score Snapshot

Corporate Credit Rating: BB+ Stable/--

Busi ness risk: Fair

e Country risk: Very |ow

* Industry risk: Low
 Conpetitive position: Fair

Financial risk: Internediate
 Cash flow Leverage: Internediate

Anchor: bb+

Modi fiers

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

 Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

e« Managenent and governance: Fair (no inpact)

» Conmparable ratings anal ysis: Neutral (no inpact)
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Issue Ratings: Recovery Analysis

Key analytical factors

e The issue rating on Sunmit's proposed senior unsecured €250 million notes
is '"BBB-', one notch above the corporate credit rating. The recovery
rating is '2', reflecting the valuabl e asset base consisting of
i nvest ment properties. However, our recovery prospects are constrai ned by
t he unsecured nature of the debt instrument and its contractua
subordi nation to the current anobunt of secured debt (such as nortgage
| oans). For asset intensive conpanies, such as real estate conpanies, we
cap our recovery rating on senior unsecured debt at '2'. W expect
recoveries will be about 85% W expect that the conpany will use the
proceeds fromthe bond issuance to refinance mainly existing secured
debt. W also take into account the conpany's strategy to add further
unsecured debt to its capital structure.

e In our hypothetical default scenario, we envisage a severe nacroeconom c
downturn in Germany, resulting in narket depression and exacer bated
conpetitive pressures

- W value the group as a going concern. Qur stressed valuation figure
conprises the stressed value of the conpany's property portfolio.

 Recovery prospects for the senior unsecured notes are very sensitive to a
smal | change in the anmount of senior secured debt or any other priority
debt outstanding at default. Since there is no limtation on the
i ncurrence of additional debt in the bond docunmentation, recoveries could
be much lower if the amount of secured debt at default differs from our
proj ecti ons.

Simulated default assumptions
* Year of default: 2022
e Jurisdiction: Gernany

Simplified waterfall

e Goss enterprise value at energence: €658 mllion

* Net enterprise value (EV) at energence after adnministrative costs: €625
mllion

e Estinated priority debt (nortgages and other secured debt): €202 mllion

* Net EV available to senior unsecured bondhol ders: €318 nmillion

* Seni or unsecured debt clainms: €255 mllion

* Recovery expectation: 70% 90% (rounded estinmate: 85%

*Al'l debt anpunts include six nonths of prepetition interest.

Related Criteria

e CGeneral Criteria: S&P d obal Ratings' National And Regional Scal e Mapping
Tabl es, Aug. 14, 2017

e Criteria - Corporates - Ceneral: Recovery Rating Criteria For
Specul ati ve- G ade Corporate |ssuers, Dec. 7, 2016
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e Criteria - Corporates - GCeneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

e Ceneral Criteria: National And Regional Scale Credit Ratings, Sept. 22,
2014

e Criteria - Corporates - Recovery: Methodol ogy For Applying Recovery
Ratings To National Scale |Issue Ratings, Sept. 22, 2014

e Criteria - Corporates - Ceneral: Standard & Poor's Mal ot (Israel)
Nati onal Scal e: Methodol ogy For Nonfinancial Corporate |ssue Ratings,
Sept. 22, 2014

e Criteria - Corporates - Ceneral: The Treatnment O Non- Conmon Equity
Fi nancing In Nonfinancial Corporate Entities, April 29, 2014

e CGeneral Criteria: Group Rating Methodol ogy, Nov. 19, 2013

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 Criteria - Corporates - Industrials: Key Credit Factors For The Real
Estate Industry, Nov. 19, 2013

e CGeneral Criteria: Methodology: Tineliness O Paynents: G ace Periods,
Guarantees, And Use O 'D And 'SD Ratings, Cct. 24, 2013

e General Criteria: Use O CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

New Rati ng

Sunmit Germany Limted

Corporate Credit Rating BB+/ St abl e/ - -
Seni or Unsecured BBB-
Recovery Rati ng 2(85%

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs 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
information. Conplete ratings information is available to subscribers of

Rati ngsDirect at www. capitalig.com Al 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 located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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