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Research Update:

New Europe Property Investments PLC Outlook
Revised To Positive; 'BBB-' Rating Affirmed

Overview

 Isle of Man-regi stered property investnent conpany New Europe Property
Investments PLC (NEPI) and Mauritius-regi stered Rockcastle G obal Rea
Estate Conpany (Rockcastle) signed a framework agreenent signifying their
intent to nerge into an entity newy incorporated in the Isle of Man
NEPI Rockcastle PLC, through an all-share transaction

 The conbined entity should exhibit greater size and geographi ca
diversity than NEPI has on a stand-al one basis, while retaining a simlar
| evel of debt |everage, such that its |loan-to-value ratio should not
exceed 35%

« W are therefore revising our outlook on NEPI to positive from stable and
affirming our 'BBB-' long-termcorporate credit rating.

» The positive outlook reflects our view that we nmay rai se our rating on
the conpany in the next six nonths if NEPI and Rockcastle conplete their
nmerger and thereby inprove the portfolio in terns of size and
diversification, while financial policy and liquidity remain supportive
of a higher rating.

Rating Action

On Dec. 20, 2016, S&P dobal Ratings revised its outl ook on property
i nvest nent conpany New Europe Property Investnents PLC (NEPI) to positive from

stable and affirmed its 'BBB-' long-termcorporate credit rating on the
conpany.
We also affirnmed our 'BBB-' issue rating on NEPI's €400 nillion senior

unsecur ed bond.

Rationale

The outl ook revision reflects our viewthat there is a one-in-three chance
that we might raise our rating on NEPI if NEPI and Rockcastle d obal Rea
Estate Conmpany nerge into an entity newly incorporated in the Isle of Man
NEPI Rockcastle PLC, through an all-share transaction and the new conpany's
financial policy and liquidity managenent remai ns supportive of the higher
rating.

The conbined entity's portfolio is expected to have better scale and
diversification than NEPI's current portfolio. If the nerger is conpleted, we
expect the newy incorporated entity, NEPI Rockcastle PLC, to have an

i ncome- produci ng property portfolio value of about €3.4 billion (versus €2.2
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billion for NEPI as of Nov. 15, 2016). It would also inherit the €1.4 billion
portfolio of listed securities in large property conpanies in the U S and
Eur ope now owned by Rockcastl e.

The conbi ned conmpany will have inproved geographical diversification and be

| ess vul nerable to Ronmani a's devel opi ng econony. Romani a- based,

i ncome- produci ng assets would represent less than half (or one-third including
listed securities) of NEPI's gross asset value (GAV) after the nerger, down
from79% currently.

Up to 30% (or approxinmately 20% including |isted securities) of the conbi ned
entity's GAV would be in the nore-mature Polish market after the merger. In
our view, these assets are well-aligned to NEPI's current asset profile. They
are mainly large (25, 000-50,000 square neters of gross lettable area),

hi gh-quality assets in areas that are densely popul ated or have good

macr odynami cs, and they have denonstrated | ow vacancy |evels of |ess than 10%

On Sept. 30, 2016, Rockcastle's portfolio of investnent properties conprised
seven income-producing retail properties, two devel opnents under construction
and three extensions, together valued at €878.6 mllion. Rockcastle's gross
debt totaled €1.2 billion as of the sane date. Its portfolio is estimated to
have increased to €1.2 billion by Nov. 30, 2016.

We understand that Rockcastle was inplenenting a strategy of selling its
listed i nvestnents and reinvesting the proceeds in direct properties and
devel opnents. The conbined entity's policy regarding its portfolio of listed
stock and the growth of its property portfolio would be key areas for us to
nonitor. We expect NEPI's managenent to obtain bondhol ders' consent to waive
change-of -control clauses in order to conplete the nerger

We understand that both NEPI and Rockcastle are listed on the Johannesburg
stock exchange and benefit fromthe support of South African investors. Two

| arge South African property funds and one investnment managenent conpany own a
total of 38% of NEPI's shares.

We continue to assess NEPI on a stand-al one basis in our base-case scenari o,
whi ch remai ns unchanged. NEPI's business risk profile, currently unchanged, is
underpinned by its position as the largest retail property owner in Ronania.
About 79% of NEPI's rental incone is generated in Romania, 15%in Sl ovakia,
and 4% in the Czech Republic. It nanages a portfolio of prine retail and

of fice income-produci ng assets worth €2.2 billion as of Nov. 15, 2016. The
conpany enjoys a very high occupancy ratio of 98% Mst of the conpany's
tenants are strong, nultinational conpanies or regional |eaders with
triple-net |ease contracts fixed in euros. NEPI's rent stability is supported
by a sound | ease maturity profile with an average weighted | ease naturity of
about five years.

The business risk profile is mainly constrained by nodest geographic
di versification and the conpany's exposure to devel opi ng econoni es, such as
Romania. The rating is also constrained by foreign currency exposure through
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eur o-denom nated tenant agreenents with customers whose retail turnover is in
| ocal currencies.

W see linmted devel opment risk in the portfolio, because a high proportion of
t he conpany's devel opments is to extend existing projects, and the new space
is nostly prelet. Mreover, as of Sept. 30, 2016, only about 8% of the tota
portfolio was under devel oprent.

Qur assessnent of NEPI's financial risk profile is currently unchanged. It is
under pi nned by the conpany's financial policy, which centers on maintaining a
| oan-to-value (LTV) ratio of |less than 35% and a debt-to-EBITDA rati o of

4x- 6x. Under our base-case scenario, we forecast debt-to-debt plus equity
rati os of about 26% 32% in 2016-2017. W also anticipate that the EBI TDA

i nterest coverage ratio will be nmore than 5x in 2016-2017.

We understand that conpany has good access to equity capital markets, as shown
by its track record of issuing equity of about €1.5 billion in the recent
years to fund its retail-assets acquisition pipeline.

Liquidity
We assess NEPI's liquidity as adequate. W anticipate that liquidity sources
will likely cover liquidity uses for the 12 nonths from Sept. 30, 2016, by

about 1.4x. W assess debt covenant headroom as adequate, and we expect this
to continue. NEPI has sound relationships with a diversified group of banks,
and a generally satisfactory standing in capital markets.

As of Sept. 30, 2016, we estinmate that liquidity sources over the next 12
nonths will nostly consist of:

 About €122 million of cash and cash equival ents;

 About €130 million available under the committed credit lines; and
 Funds from operations averagi ng about €130 million

This conpares with the following liquidity uses for the sane period:
 About €57 million of short-term debt;
e About €238 million of capital expenditures already executed after
Sept enber; and
e Qur estimate of about €5 nmillion-€6 mllion of working capital outfl ow

Outlook

The positive outlook on NEPI reflects our view that we mght raise our rating
on the conpany in the next six nonths if the announced nerger is conpleted. W
assune that the company's financial policy will remain supportive of a higher
rating. Currently, NEPI's financial policy centered on an LTV ratio of |ess
than 35% The outl ook is underpinned by our view of the favorable

demand- supply trends in nost of NEPI's geographic |ocations and the |ikelihood
that NEPI will becone |ess vulnerable to the Romani an econony if the
transaction conpl et es.
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Downside scenario

We coul d consider revising outlook to stable if the announced merger does not
materialize or if the company's financial policy becane significantly nore
aggressive. This could be denonstrated by NEPI's debt-to-debt plus equity
rati o i ncreasi ng above 35%oor if liquidity managenent were to deteriorate.

Upside scenario

An upgrade hinges on the merger of NEPI and Rockcastle | eading to an

i mprovenent inits portfolio in terns of size and diversification, and on the
conbined entity's financial policy not materially deviating from NEPI's
current financial policy.

In addition, the conbined entity would have to pass our sovereign stress test
if nmore than 25% of the conbined entity's assets and rental inconme are stil
derived from Romani a and we revise its stand-alone credit profile above our
rating on Romania (currently, BBB-/Stable/A-3). To pass the stress test
assunes that, for exanple, the conbined entity's liquidity sources would be
sufficient to allowit to service its short-termdebt, even if Romani a

experi enced a sovereign default.

Ratings Score Snapshot

Corporate Credit Rating: BBB-/Positive/--

Busi ness risk: Fair

 Country risk: Mderately high
* Industry risk: Low
 Conpetitive position: Fair

Fi nanci al risk: Modest
 Cash flow Leverage: Modest

Anchor: bbb-

Modi fiers

« Diversification/portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

« Managenent and governance: Satisfactory (no inpact)

» Conparable ratings analysis: Neutral (no inpact)

Related Criteria

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014
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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 CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

e CGeneral Criteria: Methodology: Industry Risk, Nov. 19, 2013

* CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

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

e Ceneral Criteria: Methodol ogy For Linking Short-Term And Long- Term
Rati ngs For Corporate, |Insurance, And Sovereign |ssuers, My 07, 2013

» Ceneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
| ssue, April 15, 2008

Related Research

* New Europe Property Investnents PLC, Nov. 30, 2016

Ratings List

Ratings Affirned; CreditWtch/ Qutlook Action

To From
New Eur ope Property |Investnments PLC
Corporate Credit Rating BBB-/ Posi tive/-- BBB-/ St abl e/ - -
Rati ngs Affirned
NE Property Cooperatief U A
Seni or Unsecur ed* BBB-

*Quar ant eed by New Europe Property Investnents PLC.

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 avail able to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owing S& d obal
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Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;
St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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