Soilbuild Business Space REIT

Occupancy risk exists, but acquisitions should stabilise DPU

SINGAPORE | REAL ESTATE (REIT) | UPDATE

= 11.8% of NLA up for renewal for the rest of the year, as of June 2015.
= Recent refinancing exercise has pushed nearest maturity to 2018.
=  Three acquisitions completed recently should support DPU.

Since we initiated coverage on Soilbuild Business Space REIT (SBREIT) in March earlier this
year at S$0.80, the price for SBREIT had peaked at SS0.87 and has retraced to its current
level. Investors would have received 3.248 Cents DPU for 1HFY15. SBREIT has also
outperformed the benchmark Straits Times Index over the last three months.

What is the news?

SBREIT will be announcing its 3Q FY15 (Y/E Dec) results on 14 October after trading hours.
We highlight the weak 3Q manufacturing indicators in a sector update and give an update of
what to expect for 3Q15.

Outlook

= Improved debt maturity profile; next debt maturity will be in 2018. The Manager
made an announcement and press release on 25 September 2015 on the refinancing of
a S$185 million Club Loan. Weighted average all-in cost of debt has been reduced to
3.20% p.a. from 3.49% p.a. and weighted average debt maturity has been lengthened to
3.5 years from 2.4 years.

=  Well-positioned for inorganic growth through acquisition. SBREIT's gearing is currently
at 36.3%, with a debt headroom of S$75 million based on a target leverage of 40%
gearing.

=  Occupancy should remain high, but expect some non-renewals and flattish rental
reversions due to the challenging operating landscape. Portfolio occupancy was 99.8%,
as at end June 2015. Multi-tenanted buildings (Eightrium & Tuas Connection) were
100%-occupied, except for West Park BizCentral at 95.1%. SBREIT has 11.8%
outstanding lease by NLA expiring in 2015. With the impending supply of industrial
property coming on-stream in 2015 and 2016, tenants will be spoilt for choice and able
to drive a hard bargain against landlords.

=  Gross Revenue and DPU are expected to have modest positive y-o-y growth. This is
due to contributions from acquisitions: KTL Offshore, Speedy-Tech (both acquired in
4Q14) and Technics (acquired in 2Q15).

Investment Actions

We continue to like SBREIT for its exposure to niche Business Park spaces and its ability to
grow its portfolio inorganically through acquisition with its remaining debt headroom.
However, we lower our forecasts for FY15e and FY16e in view of the challenging operating
landscape, downgrading SBREIT to "Accumulate" rating with lower DDM-backed valuation of
$50.91 (Previous: $50.96).
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Accumulate (Downgraded)

CLOSING PRICE SGD 0.820
FORECAST DIV SGD 0.065
TARGET PRICE SGD 0.910
TOTAL RETURN 18.9%
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KEY FINANCIALS

Y/E Dec FY13 FY14 FYl15e FY1l6e

Gross Rev. (SGD mn) 246 681 771 819

NP1(SGD mn) 206 574 649 689
Dist. Inc. (SGD mn) B3 502 530 550
P/NAV (X) 095 099 107 108
DPU, adj (Cents) 227 619 648 6.66
Distribution Yield, % 3.0 7.9 77 7.9

Source: Company Data, PSR est.

VALUATION METHOD
DDM (Cost of Equity: 6.9%; Terminal g: 0.5%)

Richard Leow, CFTe (+65 6531 1735)
richardleowwt@phillip.com.sg
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Relative valuation
We compare SBREIT against peers with exposure to Business Park space in their
respective portfolios.

SBREIT is relatively under-valued and has a higher historical yield than the larger
market capitalised Industrial S-REITs. These two factors suggest there is still room for
yield compression for SBREIT.

Peer relative data (arranged by Mkt. Cap.)
Mkt. Cap. (SSmn) Price (SS) P/NAV (x) vyield (%)

Ascendas REIT 5,827 2.42 1.18 6.0
Mapletree Industrial Trust 2,691 1.520 1.15 7.2
Soilbuild Business Space REIT 760 0.815 1.03 7.9
Viva Industrial Trust 526 0.745 0.90 9.8
Average 1.06 7.7

Source: Bloomberg (Updated: 13 October 2015)

SBREIT is under-valued relative to
the larger market capitalised
industrial S-REITs.
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Financials
Statement of Total Return and Distribution Statement Balance Sheet
Y/E Dec, SGD mn FY13 FY14 FY15e FY1l6e Y/E Dec, SGD mn FY13 FY14 FY1l5e FY1l6e
Gross revenue 24.6 68.1 77.1 81.9 ASSETS
Property expenses (4.0) (10.8) (12.2) (13.0) Investment properties 935 1,031 1,154 1,154
Net property income 20.6 57.4 64.9 68.9 Inv. Propty. Under Devmnt. - - - -
Net Finance (Expense)/Inc. (3.3) (9.7) (12.3) (13.2) PPE - - - -
Manager's fees (2.0) (5.5) (7.4) (7.6) Others 0.0 1.0 1.0 1.0
Otheritems (0.3) (1.1) (2.1) (2.1) Total non-current assets 935 1,032 1,155 1,155
Exceptional items - - - - Cash 20.0 21.0 17.7 14.7
Net income 15.0 41.2 43.2 46.1 Trade receivables 0.2 0.8 0.9 1.0
FV change, Invmnt. properties 29.7 0.9 - - Others 0.1 0.5 0.6 0.7
Total Return Before Tax 44.7 42.1 43.2 46.1 Total current assets 20.2 223 19.2 16.4
Taxation - - - - Total Assets 955 1,054 1,174 1,171
Total Return After Tax 44.7 42.1 43.2 46.1
Distribution adjustments (26.5) 8.1 10.8 11.2 LIABILITIES
Income available for distribution 18.3 50.2 54.0 57.2 Trade payables 8.3 8.7 9.8 10.4
Income distributed 18.3 50.2 54.0 57.2 Borrowings - 94.6 0.6 0.6
Others 0.8 2.6 2.9 31
Total current liabilities 9.1 105.9 134 14.1
Borrowings 275.3 2743 400.3 400.3
Others 235 23.0 23.0 23.0
Total non-current liabilities 298.8 2973 4233 4233
Per share data (Cents) Total Liabilities 308.0 403.2 436.7 437.4
Y/E Dec FY13 FY14 FY15e FYl6e
NAV 80.0 80.0 89.7 88.3 Net assets 647 651 737 734
EPU 1.86 5.09 5.29 5.57 Represented by:
DPU 2.27 6.19 6.61 6.92 Unitholders' funds 647 651 737 734
Cash Flow
Y/E Dec, SGD mn FY13 FY14 FY15e FYl6e
CFO
Netincome 15.0 41.2 43.2 46.1
Adjustments 5.8 16.7 19.6 20.7
WC changes 3.0 3.4 1.3 0.7
Cash generated from ops 23.8 61.3 64.2 67.5
Others (1.8) (7.4) (12.3) (13.2)
Cashflow from ops 22.0 53.9 51.9 54.3 Valuation Ratios
Y/E Dec FY13 FY14 FY15e FY1l6e
CFI P/NAV (x) 0.95 0.99 0.94 0.95
CAPEX, net - (0.2) (25.0) - P/DPU (x) 3355 1273 12,70 12.13
Purchase of Inv. Propty. (799.2) (94.6) (98.1) - Distribution Yield (%) 2.98 7.86 7.87 8.24
Others - - - - NPI yield (%) 5.84 5.94 5.97
Cashflow from investments (799.2) (94.8) (123.1) - Growth & Margins (%)
Growth
CFF Revenue 177.4% 13.2% 6.2%
Share issuance, net 612.6 (0.1) 90.0 - Net propertyincome (NPI) 178.4% 13.2% 6.2%
Loans, net of repayments 190.8 91.5 32.0 - Distributable income 174.7% 7.7% 5.9%
Dividends (6.1) (49.4) (54.0) (57.2) DPU 1728% 6.8% 4.7%
Others - - - - Margins
Cashflow from financing 797.2 41.9 68.0 (57.2) NPI margin 84.2% 84.2% 84.2%
Net change in cash 20.0 1.0 (3.3) (2.9) Key Ratios
Effects of exchange rate - - - - Net Debt or (Net Cash) 255.4 3480 383.3 386.2
Ending cash 20.0 21.0 17.7 14.7 Gearing (%) 28.8% 35.0% 34.2% 34.2%

Source: Company, Phillip Securities Research (Singapore) Estimates

*Forward multiples & yields based on current market price; historical multiples & yields based on historical market price.
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PSR Rating System

Recommendation
Buy

Accumulate
Neutral

Reduce

Sell

We do not base ourrecommendations entirelyon the above quantitative
return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation,
presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation

Rating

P PhillipCapital
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Important Information

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s
licence under the Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations
may constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in
whole or in part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained
from public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or
warranty, express or implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information
or Research contained in this report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the
information or Research made available or to supply any corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any
time without prior notice.

Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively
or as authoritative, without further being subject to the recipient’'s own independent verification and exercise of judgment. The fact that this report has been
made available constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is
suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant
risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made, unless all such
risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained
herein with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product
mentioned in this report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and
worldwide, including but not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities),
brokerage or securities trading activities. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but
not limited to its officers, directors, employees or persons involved in the issuance of this report, may have participated in or invested in transactions with the
issuer(s) of the securities mentioned in this report, and may have performed services for or solicited business from such issuers. Additionally, Phillip
Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may have provided advice or investment services to such companies and investments or related
investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in
related futures or options, purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other
compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to
any fluctuation in exchange rates between US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have
an adverse effect on the value, price or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited
to its officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above
or otherwise hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this
report. Accordingly, information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited to its officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip
Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately
following its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited its
officers, directors, employees or persons involved in the issuance of this report, may have issued other material that is inconsistent with, or reach different
conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities
Research to any registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of
any particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek
advice from a professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products,
taking into account the specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of
such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip
Securities Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

0] recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250
North Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in
connection with, the analyses or reports; and

(i)  tothe extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor,
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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