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IPO Analysis: Sasseur REIT

Description

Sasseur REIT is an upcoming Chinese outlet mall portfolio that is currently open for IPO applications
and will soon be listed on SGX.
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This is the third retail REIT in the Peoplea??s Republic of China (PRC) to be listed here 4?? BHG and
Daisin Retail Trust are the other two &?7? pointing to the growth in the spending power of the Chinese
middle class, which is expected to continue growing. With a CAGR of over 24% per annum, it is
expected that China outlet malls will become the biggest in the world by 2030, surpassing the outlet
mall markets in Europe and USA. While | wouldna??t place too much emphasis on these estimates, |
would however review this IPO as both a dividend and growth stock for the future.

Youa??ll currently be buying into a portfolio of 4 retail outlet malls located in Chongging, Bishan, Hefei
and Kunming.

Details:

a?? 266.6 million shares for offer at $0.80 each, raising S$396 million
a?? 13.8 million public tranche

a?? IPO closes on 26 March at noon.

Business:

Sasseur REIT owns and manages four outlet shopping malls in China, valued at RMB 7.34 million (or
S$1.5 million) in total (although I would take these valuation numbers with a pinch of salt). All of these outlet malls have
an occupancy rate of above 90% each, with land tenures of 30 4?7 37 years and includes 4,466 car
park lots (translates into extra revenue for the REIT).

Strengths
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1. A chance to ride on Chinaad??s growing consumer market

The PRC outlet market industry has experienced a compounded annual growth rate (CAGR) of 30.8%,
and is expected to continue its growth at a 24.2% CAGR from 2016 &4?? 2021.

Per capita disposable income of urban households, China, 2012-2021E
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Most of you should be well familiar with how the Chinese shop and spend by now, but if you havena??t
seen it for yourself, | kid you not when | say they can go insane at outlet malls. | saw this firsthand in
both the US and Italy where the PRC folks were buying bags and bags of discounted branded
stuffa?jwhereas all | walked out with was a pair of Nike shoes, lol. These outlets get so much sales
from the Chinese that even their salespeople are trained to speak in the language (I remember the
shock | got when | saw the Italian salesman speak in Chinese to a PRC customer!).

Luxury Qutlets Sprout in China - W3J
hittps:ifwwawsj comlarticlesluxury -cutlsts-sprout-in-china- 1339980825

My 13, 2014 - Familiar sights along LS. highwarys and in the remole outskirts of soma European cities,
outlet malls pedding high-end brands are now poppéng up in China. Shoppers can wander & faux
Italian village—Aush with Roman architecture and flashy fountaing—whors a panuing Burbomy tnanch

coat, ..
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Florentia Village Plans Four More China Outlets - Mingtiandi

nittps: . mingtiandl com._lching, . NMorentia-vilage-group-plans-4-mofe-mainan, . «

Mav 16, 2015 - RDM Assa, whase panent compary oparabes outlet malls in Raly, manages the Florentia
Willage profects. Also working in favor of the outlet concept is the growing swareness of Chinese
consumers of the price dfereniial bebwoen luxury poods sold in marmy mainland malls, and these sold
in othar mankats

Chinesa shoppers seek Prada closer to home - Financial Times
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Jul 13, 2013 - As China®s middla class swalls, fareign and domestic retail groups are apening disoownt
gutiet malls in China i help mainlanders ﬁt oy lell‘:ﬁ closar o ... The histonc founst oty near
Shanghai — including mall archilectune “with an talian inspiration but that has slements of raditonal
Chinesa design”,

Chinese Tourisis Shopping al Luxury Outlet Malls Skyrockets by 270 ...
nitpsiskif.com,, Sehinese-toursis-shopping-al-uary-outiat-malls-skyrockets-oy-27... =

Jun 8, 2014 - As n growing numbser of middle-class Chinese consumears tavel intematicnally, thair
price-conscious mindsel is sending tham o iy outlets in . Chinese vistors make 50 percent of all
tie-free purchases al the company’s cutlots throughoul Europe, and ths number is 10 times highar Tor
its storos in ltaty

L Catterion bets on growth in China cutlet malls (Amended), Real ...
wrw businesslirmes. com. sg/. . N-calteron-bels-on-growlh-in-china-outiel-malls-amend.., =

d@f ay

The concept of a??facea?e or a??mian zé”'/M% iIn China, and you only need to see them buying to
be convinced of this. Sasseur REIT offers an opp é‘ymlgft? to ride on this trend.

2. High occupancy rate and low tenant default risk.
Their outlet malls at Chongging, Bishan, Hefei and Kunming have high occupancy rates of 96.4%,

91.5%, 95.8% and 96.1% respectively. This comprises of over 1,119 tenants which means that even if
a few tenants were to default, it should not pose too much of an impact to Sasseur REIT.

Average
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Chongging Bishan Hafol Kunming Initial
Year Cutlets Cutlets Qutlets Qutlets Portfolle
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2015 09.9% 70.2% =41 =AM 90.7%
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A al
30 Seplambeer
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As at tho
Latast
Practicable
Date 96.4% 91.5% 95.8% 96.1% 95.1%
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Parcentage of
Property Income™'

Mo. | Tenant™™ Trade Sector(s) Lease Expiry Date (%)

| Tenan! & Imemational Brands June 2021 1.9

2 Tanant B Imamational Brands July 2019 1.6

3 Tenant © Sportswenr July 2019 1.6

& Tenant D Sportswear July 2019 1.4

5 Tenanl E Men's Fashion July 2018 1.4

] Tenant F Sportswear July 2018 1.3

7 Tenant G Infemational Brands Sepltember 2020 1.2

B Temant H Intamational Brands Dacembar 2015 1.1

] Temant | Women's Fashion July 2019 1.1

10 | Tenant J Women's Fashion March 2019 1.0

Top 10 Tenants 13.4

Other Tenants BE.6

Total 100.0
3. Strong sponsor and sponsor interest.
The sponsor is Sasseur REIT is @Lﬁ ingé??2s largest retail outlet mall operators, Sasseur Cayman
Holding Ltd, which was founded in 1989 an es 9 retail outlets in China. They will be
the largest single unitholder with a 55% to 58% interest, whi résents good news to retail investors

since there will be a strong incentive for the Sponsor to ensure the'REIT performs well.

The sponsor also had a 2 billion net profit for FY2016 (S$420 million) which signifies a relatively strong
financial position.

4. Positive management fee structure.

The manager will receive a 10% per annum base fee of the REITa??s distributable income, together
with a performance fee of 25% of the difference in DPU between each financial year. | like how this
management fee structure is based on distributable income and DPU growth, which further aligns the
interest of the manager to ensure that the REIT does well.

5. Strong interest from cornerstone investors
The list includes prominent investors like JD.com (through their subsidiary, Adroit Ideology Limited),
Bangkok Life Assurance PCL (a leading life insurance company in Thailand) and CKK Holdings (which

operates Charles & Keith and Pedro).

6. Decent dividend yield above 6%
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Attractive Distribution Attractive Distribution Yield

Yield (with Entrusted Management (without Entrusted
Agreements) Management Agreements)

7.5%* 7.8%7 7.8%°

6.1%"

Forecast Projection Forecast Projection
Period 2018 Year 2019 Period 2018 Year 2019

The expected distribution yield is 7.5% for 2018 and 7.8% for 2019. 14??ll look at the most conservative
figure in this case, which would be the 6.1% forecast yield for this year without factoring in the EM
agreements.

As a dividend stock, 6.1% is a fair yield that|/wonid-accept for a REIT investment, which is higher than
Suntec REIT (5.2%) and Capitaland Retail China(6.0%)a?}ajthough it still cana??t beat my Sabana
REIT which is giving me a historical yield of over 10% based 6Almy4ast purchase price, heh.

7. Fixed and variable income model.

The structure of most REITs are easy to understand a?? they lease out their assets and collect rent
from tenants, which they then distribute to unitholders. However, Sasseur REIT adopts an interesting
model that warrants a second look and further evaluation on its merits and downsides.

Instead of a pre-agreed rental model, or even one with escalating lease agreements structured in,
Sasseur REIT instead receives a percentage of the tenanta??s sales turnover as rental. What this
means is that Sasseur REITa??s income is highly dependent on the sales performance of its tenants,
and dividends could therefore vary from year to year.

To incentivise consumer spending and sales, Sasseur REIT offers a VIP membership program where
customers qualify by spending more than RMB 600 at any one of its outlets. At the moment, therea??s
over 809,000 VIP members who contribute 50% to 65% of the sales in its outlet malls.
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Breakdown of Property Income by Lease Structure

Fieed rent, 0.9%

Higher of fixed or
turnmover rent,
218%

Turnower rent,
TT2%

= Higrmufﬁmduiurmmwd- Tf'nw = Fixed rent

Aside from these sales-based Ieases a !melfﬂ[%z!ﬁl; of Sasseur REITa??s tenants are under
conventional lease models where they pay a fi %}a of turnover rent and fixed rent.
These tenants include the F&B operators, cinema and other entértainment or lifestyle providers.

Its fixed income portion also comes from the fact that in the event where the resulting rent falls below
the Minimum Rent, then Sasseur REIT shall be entitled to receive the shortfall. (RMB 472.9 million or
S$95.9 million for FY2018, and RMB 611.4 million or S$124 million for FY2019). This basically provides
income support to Sasseur REIT for the first two years whereby it is guaranteed a minimum rental, but
will fall away in 2020 onwards.

This leads me to the biggest and most important risk in my next sectiona?|

Risks / Red Flags
1. Loss of income support after 2019

Unless the agreement is restructured to guarantee the minimum rent payment to the REIT after 2019,
we could potentially see a drop in the REITa??s income, especially if economic conditions worsen or if
the Chinese cut back on their spending at outlet malls. If youa??re investing into Sasseur REIT, you
probably should keep an eye on how ita??ll perform from the third year onwards.

Another point to note is that the percentage of distributable income will fall by 10% after two years.

2. Extremely susceptible to economic cycles, especially recessions.

The outlet malls that Sasseur REIT owns are mainly focused on discounted luxury and high-end brand
items, which makes them highly susceptible to economic cycles. In an economic boom and growing

disposable income, all will be good; but in a recession where consumers tend to cut back on their
discretionary spending, Sasseur REIT will surely be impacted negatively, and even more so because
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their rental model is based on tenant sales turnover.

Sasseur REIT claims that a??the outlet mall industry tends to exhibit counter-cyclical characteristics
and resilience during economic recessionsa?e (page 32) but | dona??t know how the US market
consumer behaviour is supposed to be representative of how the Chinese will react in similar
conditions, plus that runs contrary to what | believe so 1a??m just going to brush this claim aside as
marketing speak.

3. Heavy exposure to fashion.

Initial Portfolio Property Income by Trade Sector

Children's Fashion &
Toys, 75%

Women's Fashign, F&B, 2.0%
22,

Footwear, 5.7%

Uk

Intermational
Brands, 17.8%
Trendy Brands, 8.1%
Leisure
& Entertainment,
0.1%
Sportswear, §.7%
Outdoor, 2.9% Men's Fashion

13.0%
Others, 10.9%

Fashion accounts for almost half of Sasseur REITa??s portfolio property income. In times of recession,
wea??ll probably see this discretionary spending on clothes and fashionable apparel be the first to go.

4. High concentration risk 4?? Chongging outlet
Another factor 1a??m pretty uncomfortable with is the fact that out of its 4 outlet malls, Sasseur REIT

derives a majority of its sales and revenue from its Chongqging outlet. Take a look at how the different
malls compare.
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Total Sales by Property (RMB million)

18622
1,751.7

1,566.0
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B Chongqing Outlets [l Bishan Dutlets maﬁukl B Kunming Qutlets

4?4

Now, therea??s a good explanation for this 4?? the Hefei and Kunming outlets became operational only
in 2016, so therea??s limited data for us to analyse. In contrast, Chongqing has been operating since

2008.

However, given that Chongging outlets accounted for over 70% of its income last year, this makes me a
little uneasy given the high concentration risk.
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Breakdown of Portfolio Property Income by Property

Kunming Outlets,
8.2%

Hefei Qutlets,
11.5%

Bishan Qutlets,

B8.9% d

5. Whata??s the actual gearing ratio?

Based on its IPO prospectus (page 163), Sasseur REIT claims that its gearing ratio stands at 30.3%,
which leaves them with enough room to take up more debt for acquisitions and growth if they need to.

However, 1a??m not so certain about the accuracy of this because based on its unaudited pro forma
financial statements (page 155), | arrived at a ratio of 40.8% for 30 Sept 2017 instead (630,155,000 /
1,552,002,000), and this is considered high if we compare it against the other REITSs listed here.

6. Short land tenure and weighted average lease expiry (WALE)

At 30 &?? 37 years remaining on its land tenure, this seems rather short at first glance, but therea??s
apparently a good reason (page 110) when you consider Chinaa??s Urban Land Regulations, which
stipulate that maximum term is up to 40 years for commercial, tourism and entertainment use. The
Chongging outlets are held under the land use right for commercial use, limited to 40 years, which
includes the time taken for developing the land. Sasseur REIT states that it will be able to apply for
renewal of this land use right at least a year in advance of its expiry.

Page 9
Footer Tagline


https://2.bp.blogspot.com/-89vroCw6wvM/WrU4O5bMHxI/AAAAAAAAYlI/YdP5tFLv6aUcf0VbJqbkC9T9NZux-X65QCLcBGAs/s1600/Screen%2BShot%2B2018-03-24%2Bat%2B1.04.05%2Bam.png

COMPANY NAME
Address | Phone | Link | Email

Property Changging Outlets Bishan Outlets Hefei Outlets Kunming Outlets

Addrass Mo, 1 Aotalaisi Foad, No, 9 Baiyang Road, Mo, 1888 Changning Mo, 181 Aotelaisi
Balbuxin District, Bishan District, Avenue, Gaoxin District, | Avenue, Anning City,
Chongging, PRC (M5 | Chongging, PRC (MK | Hefel, Anhul Province, Kunming, Yunnan
LEEEETFRER1Y) | RUESERST) PRC (E@iA STEATIE | Province, PRC (=RHR

ey kii1easd) B TR e T S MR
1814
Commencement of Operations Saplember 2008 January 2014 (Solt Decamboer 2018
launch); October 2014
(Zones A ang B) and
February 2016

(Zane C)H

May 2018

Expiry Date of Land Use Bights

M

Another point to note is that at 3.2 years, the WALE is quite short in contrast to other REITs listed on
SGX.

Froperty (‘) angaing Outlets | Hishan Outlels | Helei Qutlats ] Kunming Sutlats | TotaliAverage

WALE by Committed NLA as at qU/l. a5 38 2.7 3.
Wal- i - i

30 Septembaor 2007 (years)
'WALE by Property Income faor the 0.9 2.1 25 1.2

manth af September 2017 (years)
har

7. Forex risk

Lastly, as Sasseur REIT receives its income in RMB and pays out dividends in SGD, we&??ll be
exposed to forex risk in this case, as with the other REITs listed here locally which derive a majority of
their income from overseas markets.

Financials

With its NAV at $0.773 per unit, the current IPO price represents a fair value to NAV (1.03 P/NAV
ratio). Then again, it is hard to expect any decent REIT to price its offering at a significant discount to
NAV.

Moreover, dona? forget that Sasseur REIT will be distributing 100% of its distributable income until 31
December 2019, with apromised yield of above 7% if all goeswell for the next 2 years.

1&??ve also not really discussed much about its growth potential (highlighted on page 11) where
Sasseur REIT has been granted a right of first refusal (ROFR) from the Sponsor, giving it the
opportunity to acquire the Sponsora??s Xia??an and Guiyang outlets, which commenced operations on
30 September and 9 December last year respectively. In addition, the Sponsor also manages 3 other
pipeline properties in Hangzhou, Nanjing and Zhongdong Changchun, which were not injected into
Sasseur REITa??s current portfolio since these properties are not currently owned by the Sponsor.

My suspicion is that due to
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(i) the stability of dividend payouts and income support for the next 2 years,

(ii) the expected CAGR for China&d??s outlet mall market and

(i) the potential asset growth for Sasseur REIT in acquiring (2 to 5) more outlet malls in the near future
that explains why the IPO price is valued as such.

Conclusion

Having seen firsthand on the Chinese consumersa?? shopping and spending tendencies, 1a??m
inclined to apply for this IPO placement just to ride on this booming market, which | believe should
continue to grow unless a serious economic recession hits China. However, 1a??m wary of Sasseur
REITa??s income support model, high gearing ratio and over-reliance on Chongging outlets.

It is also interesting to note that Sasseur REIT seems to have invested quite seriously into its marketing
efforts to push out this IPO, as seen from this huge booth that they set up at Raffles Place just to
distribute its IPO prospectusa?;which you can easily find online here.

THE FIRST oy
TO BE LISTED iN ASIA

LET MALL RErT

Nonetheless, there was a good video that shows how traffic and activities at the outlet
malls look like, although the girls manning the booth couldna??t tell me where | could
find the link so | can rewatch it back at home in detail. | was a bit disappointed as | had
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thought this was a golden chance to perhaps speak with its investor relations team, or at
least an insider who would be able to share more insights into the malls that Sasseur
REIT owns, but the girls manning the booth couldna??t really answer my questions,
saying that they were mainly hired to distribute the prospectus to potential retail
investors in the area.

With its unique offering and demand for its IPO, | wona??t be surprised if its share price
flies after listing. 1ta??s worth a shot, but not a big one based on the risk factors 1a??ve
identified above. Hence 1a??Il be applying for a small tranche for now and watch this
closely for further developments.

What about you?

With love, def
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