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•

CAPL on track to meet divestment and ROE targets
while demonstrating in-house recycling capabilities

Proposed acquisition of three dominant retail malls in
China. CapitaLand Retail China Trust (CRCT) has proposed the
purchase of companies holding retail assets, CapitaMall Xuefu,
CapitaMall Aidemengdun and CapitaMall Yuhuating, from the
Sponsor, CapitaLand Limited’s (CAPL) China Funds I and II.
The agreed portfolio value of RMB2,960m (S$589.2m)
represents a slight discount to latest independent valuations,
which is c.13% higher compared to end-Dec 2018 valuations.
We reckon that this could be mainly driven by the properties’
strong cash flow generation capability and fundamentals. This
implies an NPI yield of c.6%, compared to c.5.7% for CRCT’s
existing portfolio (excluding Wuhu).
Mega win for CRCT. We are positive on CRCT’s diversification
from Beijing/Shanghai to Tier 2 cities Harbin and Changsha – a
strategic move that allows the REIT to tap the strong organic
and economic growth prospects in these markets, which have
generally outpaced the national average. Based on its current
gearing of c.35.5%, the acquisition would likely entail partial
equity funding. A 50%/50% debt/equity funding mix, which
we assume to meet target gearing of c.38%, is projected to
boost FY20F DPU by 2-3%.
The enlarged market cap will also improve liquidity and, over
time, should enhance the visibility of CRCT as an attractive
proxy to SGX-listed China-focused REITs among investors.
And another for CAPL. The proposed deal will net investment
gains of c.S$37.6m for CAPL, which can be redeployed
towards higher-yielding projects and importantly, demonstrates
its ability to recycle capital in China via its listed platforms.
This allows CAPL to continue participating in the assets’ longerterm growth potential (which is captured under its enlarged
AUM) through its stake in CRCT, while delivering on its doubledigit ROE targets over the medium term.
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A mutually beneficial and transformative transaction
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CRCT proposes strategic diversification into high-growth cities
in Harbin and Changsha. CapitaLand Retail China Trust
(CRCT) has proposed the acquisition of companies holding
retail assets, CapitaMall Xuefu, CapitaMall Aidemengdun, and
CapitaMall Yuhuating, which have a combined NLA of
141,157 sqm (+ 27.1%) from entities related to the Sponsor,
CapitaLand Limited (CAPL).
CapitaMall Xuefu and CapitaMall Aidemengdun are located in
Harbin (Heilongjiang Province) and CapitaMall Yuhuating in
Changsha (Hunan Province) – Tier 2 cities, in our opinion.
Acquisition consideration of approximately S$505.4m. The
purchase price is based on the agreed market value of
RMB2,960m (S$589.2m) for the portfolio – or RMB1,745m,
RMB469m and RMB746m for CapitaMall Xuefu, CapitaMall
Aidemengdun and CapitaMall Yuhuating, respectively. This
represents slight discounts of 0.2%-1.3% to independent
valuations by C&W and JLL. We also observe that current
valuations represent c.13% premium over its last valuation on
31 Dec 2018, which is likely to be driven by higher cashflows
for two of the three properties, in our opinion.

Attractive property attributes, with longer-term organic
growth opportunities in store. All three incoming properties
are characteristic of CapitaLand’s malls in China – offering
exposure to markets with strong economic fundamentals,
good transport connectivity and access to strong captive
populations within high-density zones.
CapitaMall Xuefu, which is set to rank among the top 3 in
CRCT’s enlarged portfolio by GRI post acquisition, enjoys
U740
direct connectivity to Xuefu Road Station on Metro Line 1 and
is poised to benefit from its sizeable, affluent catchment and
tertiary student population from eight universities in the
vicinity, as on-going efforts to further inject experiential
elements continue to take shape.
It is also of close proximity to CapitaMall Aidemengdun, which
offers complementary retail offerings and synergies from
leasing and operational perspective. On the other hand, both
CapitaMall Aidemengdun and CapitaMall Yuhuating, which
cater mainly to necessity shopping, are defensive and bode
well for the stability of DPU, with longer-term growth
opportunities from AEI and tenant reconfiguration.

Summary of the Properties

Source: Company
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Our thoughts
We believe this to be a win-win strategy for both the Sponsor
and CRCT. Firstly, a sizeable deal for CRCT will enable the REIT
to continue to bulk up and grow its market cap compared to
its China-focused peers. We believe that such efforts will
ultimately allow the REIT to stand out among investors as a
proxy to yield plays in China. Meanwhile, such acquisitions will
also enable Capitaland to continue deleveraging and recycling
capital.
CRCT:
Raising visibility amongst investors as it bulks up in China.
Similar to CRCT’s Rock Square acquisition in 2017/2018, we
believe that this acquisition could be transformative for the
REIT. If successful, it is set to drive an 18.8% increase in
portfolio value to approximately RMB18.7bn (~S$3.8bn) and a
22.8% jump in NPI to RMB959.3bn.
This would significant widen the AUM gap between CRCT and
SGX-listed China-centric REIT peers, which are largely below
the S$2bn mark. As this plays out, could significantly enhance
the REIT’s proposition to investors over time.
Implied NPI yield of 6% is accretive. Based on FY18 NPI of
RMB178.1m, the implied NPI yield for the three assets to be
acquired stands at 6%, which is 30bps above CRCT’s ex-Wuhu
portfolio of approximately 5.7%.
Funding structure likely to include some form of equity raising.
Including c.S$16.4m in acquisition-related fees, the total outlay
comes to approximately S$505.4m. Given its current gearing of
35.5% (as at 31 Mar 2019), the transaction is likely to be
funded by a combination of equity and debt.
DPU accretion of 2-3%, according to our estimates.
While the proposed acquisition represents a diversification
away from its Beijing and Shanghai-focused malls, it is also a
strategic move that allows the REIT to capitalise on the strong
economic and organic growth prospects in these markets,
which have generally outpaced the national average.
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Assuming 50%/50% debt/equityU740
funding to meet its target
gearing of c.38%, we estimate pro-forma FY18 DPU accretion
of c.2.5% and between 2% and 3% for FY20F. However, due
to the impact of EFR against just four months’ contributions
from the acquired portfolio, we still expect a flattish FY19F
DPU.
Maintain BUY. Overall, we are positive on CRCT’s move as the
target portfolio offers both DPU accretion and organic growth
prospects, unlocking a longer-term growth runway for the
U740
REIT. We currently have a BUY call with a TP of S$1.65, and
have yet to factor in positive contributions from the acquisition
for CRCT.
CAPL:
On track to meet its AUM divestment target in FY19. The
proposed sale of the three properties for close to RMB 3.0bn
(S$589.2m) on a 100% basis, allows the group to realise the
group’s property investment value and unlock capital for
reinvestment. The sale will generate proceeds of about
S$239.9m and a net gain of about S$37.6m for CAPL. While
marginal, the cumulative impact adds towards to the group’s
longer-term ROE of close to 10%.
The pro-forma impact of the transaction, if completed on 1 Jan
2019, will boost CAPL’s 3Q19 EPS from 7.1 to 7.9 Scts.
The transaction, which is conditional upon CRCT unitholders’
approval, is expected to be completed in 3Q19.
Keeping its AUM within the group. The properties will be
divested from the CapitaLand Mall China Income Fund III (two
Harbin properties) and CapitaLand Mall China Income Fund I
(Changsha property), and with CRCT being the purchaser, this
keeps the AUM within the group. Most importantly, CAPL
through its stake in CRCT, will continue to benefit from the
longer-term uplift in operational performance and capital
values for the three properties.
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DBS Bank recommendations are based on an Absolute Total Return* Rating system, defined as follows:
STRONG BUY (>20% total return over the next 3 months, with identifiable share price catalysts within this time frame)
BUY (>15% total return over the next 12 months for small caps, >10% for large caps)
HOLD (-10% to +15% total return over the next 12 months for small caps, -10% to +10% for large caps)
FULLY VALUED (negative total return, i.e., > -10% over the next 12 months)
SELL (negative total return of > -20% over the next 3 months, with identifiable share price catalysts within this time frame)
U740

*Share price appreciation + dividends
Completed Date: 11 Jun 2019 18:24:22 (SGT)
Dissemination Date: 11 Jun 2019 18:32:51 (SGT)
U740

Sources for all charts and tables are DBS Bank unless otherwise specified.
GENERAL DISCLOSURE/DISCLAIMER
This report is prepared by DBS Bank Ltd. This report is solely intended for the clients of DBS Bank Ltd, its respective connected and associated
corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in any form or by any means or (ii)
redistributed without the prior written consent of DBS Bank Ltd.
The research set out in this report is based on information obtained from sources believed to be reliable, but we (which collectively refers to DBS
Bank Ltd, its respective connected and associated corporations, affiliates and their respective directors, officers, employees and agents (collectively,
the “DBS Group”) have not conducted due diligence on any of the companies, verified any information or sources or taken into account any other
factors which we may consider to be relevant or appropriate in preparing the research. Accordingly, we do not make any representation or
warranty as to the accuracy, completeness or correctness of the research set out in this report. Opinions expressed are subject to change without
notice. This research is prepared for general circulation. Any recommendation contained in this document does not have regard to the specific
investment objectives, financial situation and the particular needs of any specific addressee. This document is for the information of addressees
U740
U740
only and is not to be taken in substitution for the exercise of judgement by addressees,
who should obtain separate independent legal or financial
advice. The DBS Group accepts no liability whatsoever for any direct, indirect and/or consequential loss (including any claims for loss of profit)
arising from any use of and/or reliance upon this document and/or further communication given in relation to this document. This document is not
to be construed as an offer or a solicitation of an offer to buy or sell any securities. The DBS Group, along with its affiliates and/or persons
associated with any of them may from time to time have interests in the securities mentioned in this document. The DBS Group, may have
positions in, and may effect transactions in securities mentioned herein and may also perform or seek to perform broking, investment banking and
other banking services for these companies.
Any valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgment as of the date of this report, and there can
be no assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments.
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The information in this document is subject to change without notice, its accuracy is not guaranteed, it may be incomplete or condensed, it may
not contain all material information concerning the company (or companies) referred to in this report and the DBS Group is under no obligation to
update the information in this report.
This publication has not been reviewed or authorized by any regulatory authority in Singapore, Hong Kong or elsewhere. There is no planned
schedule or frequency for updating research publication relating to any issuer.
The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates and
assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the estimates on
which the valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary significantly from actual
results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments described herein IS NOT TO BE RELIED
UPON as a representation and/or warranty by the DBS Group (and/or any persons associated with the aforesaid entities), that:
(a) such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and
(b) there is any assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk
assessments stated therein.
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U740 primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets.
Please contact the
Any assumptions made in this report that refers to commodities, are for the purposes of making forecasts for the company (or companies)
mentioned herein. They are not to be construed as recommendations to trade in the physical commodity or in the futures contract relating to the
commodity referred to in this report.

DBSVUSA, a US-registered broker-dealer, does not have its own investment banking or research department, has not participated in any public
offering of securities as a manager or co-manager or in any other investment banking transaction in the past twelve months and does not engage
in market-making.
U740

ANALYST CERTIFICATION
The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the
companies and their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her
U740
compensation was, is, or will be, directly or indirectly, related to specific recommendations or views expressed
in the report. The research analyst (s)
primarily responsible for the content of this research report, in part or in whole, certifies that he or his associate 1 does not serve as an officer of the
issuer or the new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real
estate investment trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the
management of the issuer or the new listing applicant) and the research analyst(s) primarily responsible for the content of this research report or
his associate does not have financial interests2 in relation to an issuer or a new listing applicant that the analyst reviews. DBS Group has
procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in connection with the production of
research reports. The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment
banking function of the DBS Group and procedures are in place to ensure that confidential information held by either the research or investment
banking function is handled appropriately. There is no direct link of DBS Group's compensation to any specific investment banking function of the
DBS Group.
COMPANY-SPECIFIC / REGULATORY DISCLOSURES
1. DBS Bank Ltd, DBS HK, DBS Vickers Securities (Singapore) Pte Ltd (''DBSVS'') or their subsidiaries and/or other affiliates have
proprietary positions in CapitaLand, CapitaLand Retail China Trust recommended in this report as of 31 May 2019
U740
2. Neither DBS Bank Ltd nor DBS HK market makes in equity securities of theU740
issuer(s) or company(ies) mentioned in this Research
Report.
3. DBS Bank Ltd, DBS HK, DBSVS, their subsidiaries and/or other affiliates have a net long position exceeding 0.5% of the total issued
share capital in CapitaLand Retail China Trust recommended in this report as of 31 May 2019
Compensation for investment banking services:
4. DBS Bank Ltd, DBS HK, DBSVS their subsidiaries and/or other affiliates of DBSVUSA have received compensation, within the past 12
months for investment banking services from CapitaLand Retail China Trust as of 31 May 2019
5. DBS Bank Ltd, DBS HK, DBSVS, their subsidiaries and/or other affiliates of DBSVUSA have managed or co-managed a public offering
of securities for CapitaLand Retail China Trust in the past 12 months, as of 31 May 2019
U740
6. DBSVUSA does not have its own investment banking or research department, nor has it participated in any public offering of
securities as a manager or co-manager or in any other investment banking transaction in the past twelve months. Any US persons
wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect a transaction in any
security discussed in this document should contact DBSVUSA exclusively.
Directorship/trustee interests:
7. Euleen Goh Yiu Kiang, a member of DBS Group Holdings Board of Directors, is a Non-Exec Director of CapitaLand as of 31 Mar
2019.

1

An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (ii) the trustee of a trust of
which the analyst, his spouse, minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (iii) another person
accustomed or obliged to act in accordance with the directions or instructions of the analyst.

2

Financial interest is defined as interests that are commonly known financial interest, such as investment in the securities in respect of an issuer or a
new listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This term
does not include commercial lending conducted at arm's length, or investments in any collective investment scheme other than an issuer or new
listing applicant notwithstanding the fact that the scheme has investments in securities in respect of an issuer or a new listing applicant.
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Disclosure of previous investment recommendation produced:
8. DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd (''DBSVS''), their subsidiaries and/or other affiliates may have published
other investment recommendations in respect of the same securities / instruments recommended in this research report during the
preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment
recommendations published by DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd (''DBSVS''), their subsidiaries and/or other
affiliates in the preceding 12 months.
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RESTRICTIONS ON DISTRIBUTION
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of
General
or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use
would be contrary to law or regulation.

Australia
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This report is being distributed in Australia by DBS Bank Ltd, DBSVS or DBSV HK. DBS Bank Ltd holds Australian Financial
Services Licence no. 475946.
DBSVS and DBSV HK are exempted from the requirement to hold an Australian Financial Services Licence under the
Corporation Act 2001 (“CA”) in respect of financial services provided to the recipients. Both DBS Bank Ltd and DBSVS
are regulated by the Monetary Authority of Singapore under the laws of Singapore, and DBSV HK is regulated by the
Hong Kong Securities and Futures Commission under the laws of Hong Kong, which differ from Australian laws.
Distribution of this report is intended only for “wholesale investors” within the meaning of the CA.

Hong Kong

This report has been prepared by a person(s) who is not licensed by the Hong Kong Securities and Futures Commission
to carry on the regulated activity of advising on securities in Hong Kong pursuant to the Securities and Futures
Ordinance (Chapter 571 of the Laws of Hong Kong). This report is being distributed in Hong Kong and is attributable to
DBS Bank (Hong Kong) Limited, a registered institution registered with the Hong Kong Securities and Futures
Commission to carry on the regulated activity of advising on securities pursuant to the Securities and Futures Ordinance
(Chapter 571 of the Laws of Hong Kong).
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For any query regarding the materials herein, please contact Carol Wu (Reg No. AH8283) at dbsvhk@dbs.com
U740

Indonesia

This report is being distributed in Indonesia by PT DBS Vickers Sekuritas Indonesia.

Malaysia

This report is distributed in Malaysia by AllianceDBS Research Sdn Bhd ("ADBSR"). Recipients of this report, received
from ADBSR are to contact the undersigned at 603-2604 3333 in respect of any matters arising from or in connection
with this report. In addition to the General Disclosure/Disclaimer found at the preceding page, recipients of this report
are advised that ADBSR (the preparer of this report), its holding company Alliance Investment Bank Berhad, their
respective connected and associated corporations, affiliates, their directors, officers, employees, agents and parties
related or associated with any of them may have positions in, and may effect transactions in the securities mentioned
herein and may also perform or seek to perform broking, investment banking/corporate advisory and other services for
the subject companies. They may also have received compensation and/or seek to obtain compensation for broking,
investment banking/corporate advisory and other services from the subject companies.
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Wong Ming Tek, Executive Director, ADBSR
Singapore

This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 196800306E) or DBSVS (Company Regn
No. 198600294G), both of which are Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by
the Monetary Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its respective
foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the
Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited
Investor, Expert Investor or an Institutional Investor, DBS Bank Ltd accepts legal responsibility for the contents of the
report to such persons only to the extent required by law. Singapore recipients should contact DBS Bank Ltd at 6327
2288 for matters arising from, or in connection with the report.

Thailand

This report is being distributed in Thailand by DBS Vickers Securities (Thailand) Co Ltd.
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United
Kingdom

This report is produced by DBS Bank Ltd which is regulated by the Monetary Authority of Singapore.
This report is disseminated in the United Kingdom by DBS Vickers Securities (UK) Ltd, ("DBSVUK"). DBSVUK is
authorised and regulated by the Financial Conduct Authority in the United Kingdom.
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In respect of the United Kingdom, this report is solely intended for the clients of DBSVUK, its respective connected and
associated corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in
any form or by any means or (ii) redistributed without the prior written consent of DBSVUK. This communication is
directed at persons having professional experience in matters relating to investments. Any investment activity following
U740
from this communication will only be engaged in with such persons. Persons who do not have professional experience in
matters relating to investments should not rely on this communication.

Dubai
International
Financial
Centre

This research report is being distributed by DBS Bank Ltd., (DIFC Branch) having its office at units 608 - 610, 6th Floor,
Gate Precinct Building 5, PO Box 506538, DIFC, Dubai, United Arab Emirates. DBS Bank Ltd., (DIFC Branch) is regulated
by The Dubai Financial Services Authority. This research report is intended only for professional clients (as defined in the
DFSA rulebook) and no other person may act upon it.

United Arab
Emirates

This report is provided by DBS Bank Ltd (Company Regn. No. 196800306E) which is an Exempt Financial Adviser as
defined in the Financial Advisers Act and regulated by the Monetary Authority of Singapore. This report is for
information purposes only and should not be relied upon or acted on by the recipient or considered as a solicitation or
inducement to buy or sell any financial product. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situation, or needs of individual clients. You should contact your
relationship manager or investment adviser if you need advice on the merits of buying, selling or holding a particular
investment. You should note that the information in this report may be out of date and it is not represented or
warranted to be accurate, timely or complete. This report or any portion thereof may not be reprinted, sold or
redistributed without our written consent.

United States

This report was prepared by DBS Bank Ltd. DBSVUSA did not participate in its preparation. The research
U740analyst(s)
named on this report are not registered as research analysts with FINRA and are not associated persons of DBSVUSA.
The research analyst(s) are not subject to FINRA Rule 2241 restrictions on analyst compensation, communications with a
U740
subject company,
public appearances and trading securities held by a research analyst. This report is being distributed in
the United States by DBSVUSA, which accepts responsibility for its contents. This report may only U740
be distributed to Major
U.S. Institutional Investors (as defined in SEC Rule 15a-6) and to such other institutional investors and qualified persons
as DBSVUSA may authorize. Any U.S. person receiving this report who wishes to effect transactions in any securities
referred to herein should contact DBSVUSA directly and not its affiliate.

Other
jurisdictions

In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified,
professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions.
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