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Real Estate: Credit risk evenly balanced
for deleveraged European sector
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Corporates Outlook 2019: Real Estate
Summary

H € Real estate market
HH Stable capital values going forward

0 Capital market
|IIII A) Reduced issuance activity

A0 Real estate corporates
B Stable credit outlook
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Real Estate Market

Less boom but still buoyant



S&'E,E European commercial real estate market

b4 | The real estate super cycle remains intact...

EHHE M ClO%

Capital value European CRE stock
-2007 to 2018-

« EU GDP growth of around 2% for the fifth year?

« EU unemployment rate declined to 6.9%?

» Shortages of supply

* Rental growth exceeded average of past five years*
« Ample capital to deploy?

 Light Industrial/Logistics driving growth

1Change in capital value of commercial real estate stock in Europe (income return adjusted) 2018 vs. 2008. Sources: ‘MSCI Real Estate Market Sizes 2017’ June
2018 and ‘Global Real Estate Performance in 2017’ May 2018.

2 Source: European Commission (November 2018).

3 Dry powder increase in funds with a focus on European real estate: USD 31.2bn in 2007 (USD 36.2bn HCPI adjusted, EU 28) / USD 64bn in 2017
Sources: Prequin January 2009 for 2008 and Prequin March 2019 for 2017.

4JLL and Savills.
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S European commercial real estate market
b4 | ... butthere are the first signs that the sector is cooling down
F 2018F 2019E 2020E
Increase in development activity? Slowing economic growth?
Nov 2018
’.'-.-"'.|'41 2017
Increase in interest rates? More intense capacity utilisation

L Increase in step with growing demand, forecasted output + 10% for the period between 2018 and 2020 compared to 2015 to 2017. Sources: PMA, Schroders.
2 According to the European Commission EU (November 2018), GDP is forecasted to grow by 2.1% in 2018, in 2019 (+1.9%) and 2020 (1.8%)
3 Government bonds Eurozone (all bonds spot rate). Spread widenend especially for tenors in between two (+36bp) to five years (+39bp). Source: ECB
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Capital Markets

Reduced capital market issuance with a focus on
refinancing



< | European debt and equity capital markets
Capital raising falls from 2017 peak...

®mEquity Issuances m Debt Issuances
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* Issuance volume up to October 2018. Source: public information
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< | European debt and equity capital markets
..aims of considerable cash call fulfilled...

f -

Bank

96%

Reduce financing costs? Reduce reliance on bank debt?

VONOVIA 8228 &

unibail-rodameco I 1
| M

Wesifield

Finance large-scale acquisitions and development projects

~ MERLIN | METROVACESA

PROPERTIES

Beni Stabili

1 Cost of debt for top 50 commercial real estate corporates by market capitalisation (median) FY 2008 vs. FY 2017. Source: public information October 2018
2 Share of bank debt from total interest bearing debt (on-balance) for top 50 commercial real estate corporates by market capitalisation (median) FY 2008 vs. FY
2017. Source: public information October 2018
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e European debt and equity capital markets
b4 | ... scale of fundraising likely to dimish with turn in interest rate cycle
m 0.00% - 1.05% ®1.05% - 2.10% 7 2.10% - 3.15% 3.15% - 4.20%
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* wa interest rate = weighted average interest rate show the 12 months roling average. Source: public information

1%
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Real Estate Corporates

Stable credit outlook



< | European commercial real estate corporates
Corporate credit metrics improved significantly against 2007/08

91%
Low cost of debt! High portion of fixed rate debt!
m 49% Relatively low leverage!
Bank I 7.8X
Broad debt funding mix? Strong debt protection?
6 years
ﬁ

t
Maturity wall in distant future?!

1 All data for top 50 commercial real estate corporates by market capitalisation (median). Source: public information October 2018
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https://scoperatings.com/#search/research/detail/158018EN

< | European commercial real estate corporates

SCOPE

b4 | Tighter monetary policy, slowing growth, politics remain key risks

2019

%9

e
[e-]
2 N

» No further deleveraging
» Slightly improving Asset Quality
* Muted M&A activity

« More volatile credit profile for UK
corporates

/
\
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2020F

2020 - 2023

EUR 83bn to be refinanced
between 2020 and 2023

Reduced access to unsecured
financing

Developers at risk
Pressure on UK high street
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< | European commercial real estate markets
Potential factors leading to the end of the current cycle

Missallocation of capital

r
f Winding down of QE

Drop in construction activity  Bad debt
dity drying up -Pfolﬁgpl turmoﬂ‘

rity wall Interest rates
y/demand | '!',.'1 Turkey |

Risk perception  ltaly Black swan

Government debt crisis
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S European commercial real estate market
Protective elements

Prime Yleld

300-350b
« High spread of prime yields to risk free rates 1 P

5Y Euro

bonds
» Values partially below market construction costs €F

 Low share of speculative construction pre-let

. . TAX
- Lower economic incentives for leverage -

* ,New’ asset classes backed by sound demographic fundamentals
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About Scope Group
Portraits of the operating companies

Scope SE & Co. KGaA is the holding company of the Scope Group and the leading EU-
based provider of independent ratings, research and risk analysis solutions across all
asset classes. The Scope Group is based in Berlin and has offices in Frankfurt, London,
Madrid, Milan, Oslo and Paris. The Scope Group has four fully-owned operating

companies:

Scope Ratings GmbH
the leading European
credit rating agency, offers
clients opinion-driven,
forward-looking and non-
mechanistic credit risk
analysis and contributes
to a greater diversity of
opinions for institutional
investors. Scope Ratings
is a credit rating agency
registered in accordance
with  the EU rating
regulation and operating
in the European Union
with External Credit
Assessment Institution
(ECAI) status.
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Scope Risk Solutions
GmbH is a provider of
high quality credit risk
solutions, enabling market
participants to measure
and manage credit risk,
providing capabilities to
extend their credit
workbench, and helping
them to meet regulatory
requirements. Scope Risk
Solutions’ approach is
fully aligned with Scope
Ratings, incorporating the
same European
perspective as well as
guantitative and
gualitative consistency.

Scope Analysis GmbH
specialises in the analysis
and rating of mutual
funds, alternative
investment funds, asset
management companies
and certificate issuers.
Scope Analysis offers
opinion-driven and
forward-looking risk-return
research and monitors
risks on an ongoing basis.

Scope Investor Services
GmbH supports institu-
tional investors in the
selection of asset

managers and funds and
provides portfolio
strategies for indirect
investments. Funds from
all asset classes,
investing in securities and
real assets, are
considered in the
selection process
according to quantitative
and qualitative criteria.




Sg(‘);E Disclaimer
b4 | Scope SE & Co. KGaA

“Scope Group” or “Scope” refers to the holding company “Scope
SE & Co. KGaA” and its subsidiaries “Scope Ratings GmbH” or

“Scope Ratings”, “Scope Risk Solutions GmbH” or “Scope Risk
Solutions”, “Scope Analysis GmbH” or “Scope Analysis” as well as
“Scope Investor Services GmbH” or “Scope Investor Services”, all
headquartered in LennéstralRe 5, D-10785 Berlin, Germany. All

entities are referred to as “Scope” hereinafter.

This presentation contains data and information of all types, which
are subject to copyright and/or trademark laws in favour of
“Scope” or in individual cases also in favour of third parties and/or
companies. The latter is, especially, the case where in terms of
i.e. “selected key clients”, “mandates” and/or “track record” the
name of the respective (ex-)client of Scope and its trademark
and/or company logo is shown for informative and promotional

purposes.

This presentation does not purport to be exhaustive and does not
assume any liability for its correctness. Scope therefore does not
make any representations or guarantees for the correctness and
completeness of the information provided in the presentation.

The information and data supporting Scope’s products as i.e.
reports, research, opinions in general and, especially, ratings,
rating reports, rating opinions and related research and credit
opinions originate from sources Scope considers to be reliable
and accurate. Scope cannot, however, independently verify the
reliability and accuracy of the information and data.

Scope’s products as i.e. reports, research, opinions in general,
and, especially ratings, rating reports, rating opinions, or related

research and credit opinions are provided “as is” without any
representation or warranty of any kind. Ratings and other related
credit opinions issued by Scope are, and have to be viewed by
any party, as opinions on relative credit risk and not as a
statement of fact or recommendation to purchase, hold or sell
securities. Past performance does not necessarily predict future
results.

Any report issued by Scope is not a prospectus or similar
document related to a debt security or issuing entity. Scope issues
credit ratings and related research and opinions with the
understanding and expectation that parties using them will assess
independently the suitability of each security for investment or
transaction purposes.

Scope’s credit ratings address relative credit risk, they do not
address other risks such as market, liquidity, legal, or volatility.
Scope is not liable for any losses, claims, damages, costs or injury
(including, without limitation, legal fees) of whatever nature arising
from or in connection with (i) any incomplete, inaccurate or out-of-
date information and/or documentation provided to Scope, and/or
(i) any information and/or documentation provided to Scope
without authorization.

Scope also assumes no liability for the information underlying the
sources of third parties to which this presentation refers to at the
affected point of the presentation described therein as “source”.

If you should have any further questions on the topics discussed
here, please contact Scope Group, Lennéstral3e 5, 10785 Berlin,
Germany, Phone +49 30 27891-0.
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