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Suntec REIT

Focus on cash calls and cash flows.

New office asset value reality is already priced in. The Business
Times reported on Friday that the entire 32nd floor of Suntec City Tower 1
has been sold for about S$1300 per square foot of strata area. This is
about 40% lower than previous strata floor transactions completed about
seven months ago (above the S$2000 psf level). We believe this new deal
is important as it gives an indication of the current market value for office
space. However, Suntec REIT's current market value already reflects an
implied asset value of S$885 psf for Suntec City Office (our estimate) - or
a 32% discount to this latest transaction. Our valuation prices Suntec City
Office at about S$1106 psf.

Potential risk of cash call. In our opinion, the refinancing of the S$825m
in debt due this year is less of a problem than the potential need for an
equity issue. In 4Q CY08, Suntec REIT saw property values fall 7% against
its 3Q CY08 revaluation. We believe cap rates used by independent valuers
still do not fully reflect downward trends in S-REIT capital values. For
example, we understand that Suntec City Office was valued at S$1900
psf, or 46% higher than this latest transaction. This scepticism towards
the accuracy of these valuations is creating downward pressure on share
prices - Suntec's current share price of S$0.505 is at a 75% discount to
reported NAV. As capital values fall, we estimate that Suntec could
eventually need up to S$480m in fresh equity to maintain gearing at 40%
levels. In the current environment, rights issues may need to be underwritten
in order to succeed. As a non-sponsored REIT, any rights issue by Suntec
could require the backing of investment banks or sub-underwriting
arrangements with substantial shareholders.

Focus on cash flows. There are inherent strengths in Suntec's portfolio
and we continue to believe in the merit of our BUY call on Suntec. The
biggest concern today is how deeply earnings - and consequently
distributions - will be affected by deteriorating economic conditions. We
have adjusted our earnings and valuation assumptions, with a fairly
conservative assessment of rents and occupancy levels. Our new DPU
estimates for FY09-10 are 6-10% below consensus. This still translates to
reasonable distribution yields of 18.6% and 16.1% in FYO9F and FY10F
respectively. Our SOTP value for Suntec falls 10% to S$0.95. Maintaining
the 15% discount to SOTP, our fair value estimate falls from S$0.90 to
S$0.80.

Year to Revenue Net Prop Income Dist. Profit DPU DPU Growth PER Div Yield
31 Dec (S$m) (S$m) (S$m) (cents) (%) (x) (%)
FY 07* 190.3 140.6 1154 8.1 10.7 8.2 16.0
FY 08* 294.5 219.5 201.2 12.8 26.7 7.3 20.3
FY 09F 232.2 171.8 154.5 9.4 -8.1 6.3 18.6
FY 10F 225.7 167.0 138.9 8.1 -13.7 7.5 16.1

Note: FY07 year end is 30-Sep. FY08 is 15 months long due to a change of year end from 30-Sep to 31-Dec

Please refer to the important disclosures at the back of this document.
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Exhibit 1: S-REITs comparison

Share price  Market Cap Curryr DPU Borrowings in S$m Total assets in| Gearing
(S$) (S$m)  Price/NAV (x)  Yield (%) (as of 31-Dec) S$m (%)
Repayable % of total Total
in1yr borrowings  borrowings | (at31-Dec)

Office
Frasers Commercial Trust 0.140 103.0 0.14 293 616.4 65.1 946.4 1,757.9 53.8
CapitaCommercial Trust 0.720 1,008.3 0.24 15.6 696.0 27.2 2,561.6 6,871.4 37.3
K-REIT Asia 0.505 3321 0.22 17.0 0.0 0.0 577.1 2,092.3 276
Suntec REITA 0.505 797.3 0.25 18.6 8237 44.3 1,860.8 5431.6 343
Office Total 0.21 20.1 2,136.1 35.9 5,945.9 16,153.2 36.8
Retail
CapitaMall Trust? 1.010 32034 0.79 9.0 652.9 20.7 3,156.9 7,509.0 420
Frasers Centerpoint Trust? 0.595 370.6 049 114 62.0 19.3 322.0 1,129.4 285
Starhill Global REIT 0.405 389.1 0.28 17.0 17.0 2.6 666.0 2,163.4 30.8
Retail Total 0.52 125 7319 17.7 4,144.9 10,801.7 384
Healthcare
Parkway Life REIT 0.725 437.0 0.54 106 34.0 13.6 250.8 1,080.6 232
Healthcare Total 0.54 106 34.0 13.6 2508 1,080.6 232
Hospitality
Ascott Residence Trust 0.360 2209 0.24 247 117.5 18.8 624.4 1,687.6 37.0
CDL Hospitality Trusts 0.425 3529 0.30 18.1 273.0 100.0 273.0 1,501.6 18.2
Hospitality Total 0.27 214 3905 435 897.4 3,189.2 28.1
Industrial
Ascendas REIT 1.170 1,963.9 0.64 128 738.1 38.5 1,915.4 4,610.3 415
Cambridge Industrial Trust 0.215 171.2 0.29 209 369.1 100.0 369.1 9779 317
Macarthurcook Industrial REIT 0.215 56.3 0.17 433 2244 100.0 2244 566.2 39.6
Mapletree Logistics Trust" 0.340 659.4 0.38 13.7 2177 18.8 1,159.4 3,046.3 38.1
Industrial Total 0.37 227 1,549.4 422 3,668.4 9,200.6 39.9
Overseas
Ascendas India Trust 0.545 4124 0.51 12.7 315 51.1 61.6 1,038.8 59
CapitaRetail China Trust 0.600 3714 0.48 133 61.0 14.7 4147 1,325.7 31.3
First REIT 0.485 133.0 0.52 146 50.8 100.0 50.8 3395 15.0
Fortune REIT* 2.240 1,838.6 0.30 16.4 0.0 0.0 4322 1,638.8 26.4
Lippo-Mapletree Indonesia® 0.180 192.6 0.25 264 0.0 0.0 118.9 1,006.1 11.8
Saizen REIT* 0.105 475 0.10 38.6 293.0 69.8 4200 9144 459
Overseas Total 0.36 203 436.3 29.1 1,498.1 6,263.4 239
S-REITs Total 0.36 19.2 5,278.2 32.2 16,405.6 46,688.7 35.1

# Converted to S$, based on respective exchange rates at the end of last reported financial period
*Share price and market cap in HK$

For CMT, ex-Rights gearing level will fall to 29.1%

AOIR estimates used for DPU yield. Rest are consensus estimates

Source: Companies, OIR estimates, Bloomberg consensus estimates
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Suntec REIT's Key Financial Data
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EARNINGS FORECAST
Year Ended 31 Dec (S$ m)

FYO7* FYO08* FYO9F FY10F

Gross revenue
Maintenance

Prop manager's fees

Prop tax

Other prop expenses

Net property income

Fees

Net interest expenses
Dividend and income support from ORQ
Net effect of non-tax items
Other adj

Net profit (distributable)
Units outstanding, year end

DPU (cents)
EPU (cents)
PER (x)

Div yield (%)

Net profit (distr) growth
DPU growth

190.3 294.5 232.2 225.7
-15.8 -20.5 -23.2 -22.6
-5.2 -8.3 -7.0 -6.8
-17.6 -25.4 -23.2 -22.6
-11.0 -20.8 -7.0 -6.8
140.6 219.5 171.8 167.0
-19.5 -34.3 -24.4 -23.7
-33.5 -84.0 -53.0 -60.0
0.0 441 36.0 31.6
27.8 64.5 24.0 24.0
0.0 -3.5 0.0 0.0
115.4 201.2 154.5 138.9

1,429.8 1,571.2 1,640.2 1,709.2

8.1 12.8 9.4 8.1
6.1 8.7 8.0 6.7
8.2 7.3 6.3 7.5
16.0% 20.3% 18.6% 16.1%
21.6% 39.5% -4.0% -10.1%
10.7% 26.7% -8.1% -13.7%

Note: FY07 year end is 30-Sep. FY08 is 15 months long due to a change of year end from 30-Sep to 31-Dec

BALANCE SHEET
As at 31 Dec (S$ m)

FYO7* FYO08* FYO9F FY10F

Total fixed assets

Cash and cash equivalents
Total current assets

Total assets

Current liabilities ex debt
Debt

Total liabilities

Unitholders' funds

Total equity and liabilities

4,569.6 5,304.1 5,306.6 5,309.1

17.3 54.1 43.0 39.6
29.8 66.5 53.4 49.8
4,599.6 5,431.6 5,421.0 5,419.9
38.0 70.8 60.2 59.1
919.1 1,860.8 1,860.8 1,860.8

991.3 1,975.6 1,965.0 1,963.9
3,608.3 3,456.0 3,456.0 3,456.0
4,599.6 5,431.6 5,421.0 5,419.9

Note: FY07 year end is 30-Sep. FY08 is 15 months long due to a change of year end from 30-Sep to 31-Dec
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CASH FLOW

Year Ended 31 Dec (S$ m) FYO7* FYO08* FYO9F FY10F
Net investment income 87.6 140.2 130.5 114.9
Add: net interest expense 33.5 53.4 53.0 60.0
Changes in working cap 14.5 22.9 -8.6 -0.9
Other adjustments 15.1 48.2 24.0 24.0
Net cash from operations 150.8 264.7 198.9 198.0

Cash flows from investing activities:

Purchase of investment properties -55.7 -941.7 0.0 0.0
Others -10.1 17.7 -2.5 -2.5
Net cash from investing -65.8 -924 1 -2.5 -2.5

Cash flows from financing activities:

Proceeds from banks/unitholders 258.8 1,734.0 0.0 0.0
Debt repayment -196.7 -779.0 0.0 0.0
Interest paid -25.2 -71.5 -53.0 -60.0
Distributions to unitholders -109.9 -187.4 -154.5 -138.9
Net cash from financing -72.9 696.2 -207.4 -198.9
Net cash flow 12.0 36.8 -11.1 -3.4
Beg. cash & cash equivalents 5.2 17.3 54 .1 43.0
Ending cash & cash equivalents 17.3 541 43.0 39.6

Note: FY07 year end is 30-Sep. FY08 is 15 months long due to a change of year end from 30-Sep to 31-Dec

Source: Company data, OIR estimates
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:

OCBC (Ijn vestment Research’s (OIR) technical comments and recommendations are short-term and trading
oriented.

- However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month
investment horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10%
from the current price; Sell = More than 10% downside from the current price.

- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% downside from the
current price.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated,
reproduced or distributed in whole or in part to any other person without our written consent. This report
should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities
mentioned herein. Whilst we have taken all reasonable care to ensure that the information contained in this
publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or
completeness, and you should not act on it without first independently verifying its contents. Any opinion or
estimate contained'in this report is subject to change without notice.” We have not given any consideration
fo and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no
liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient
or any class of persons acting on such information or opinion or estimate. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment og/ect/ves, financial situation or particular needs, before making a commitment to invest in
the securities. OCBC Investment Research Pte Lid, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers may have or take positions
in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report
as well as other parties generally.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for déelivery of this message to such person), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to

the official business of my company shall not be understood as neith% rqbvgg é’ﬁ{v gg{%%ﬁel% gg airtéh Pte Lid

Co.Reg.no.: 198301152E

Carmen Lee
Published by OCBC Investment Research Pte Ltd Head of Research
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