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Research Update:

Prologis European Properties Fund II Outlook
Revised To Positive On Improved Credit Metrics;
'BBB' Ratings Affirmed

Overview

» Luxenbourg-regi stered property fund Prol ogis European Properties Fund |
FCP-FI'S (PEPF 11) has further expanded its portfolio amd inproved market
conditions in the European |ogistics sector, and its credit netrics have
i mproved nore than we had expect ed.

e W are therefore revising our outlook on PEPF Il to positive fromstable,
and affirmng our 'BBB/A-2' |ong- and short-term corporate credit ratings
on the fund.

W are also affirmng our 'BBB issue rating on PEPF Il's senior
unsecured debt, issued by Prologis International Funding Il S. A

e The positive outlook reflects our view that we could raise the rating on
PEPF Il if the fund sustains its inproved credit netrics and nai ntains

organi c grow h.

Rating Action

On July 17, 2014, Standard & Poor's Ratings Services revised its outl ook on
Luxembour g-regi stered property fund Prol ogis European Properties Fund I
FCP-FIS (PEPF I1) to positive fromstable

At the same time, we affirned our 'BBB/A-2' |ong- and short-term corporate

credit ratings on PEPF Il and our 'BBB issue rating on PEPF Il's senior
unsecured debt, issued by Prologis International Funding Il S. A

Rationale

The outl ook revision reflects our viewthat PEPF I1's credit netrics have
strengt hened anmid inproving conditions in the European |ogistics markets. The
positive outlook is supported by the recent growh in PEPF I1's asset

portfolio, follow ng the significant acquisitions conpleted in 2013 and 2014,
and our expectation of further growmh due to additional acquisitions this year
and in 2015.

The market valuation of PEPF Il's portfolio increased to €3.5 billion in
Decenber 2013 from €2.9 billion in Decenber 2012, and we forecast this figure
to surpass €4 billion over the next two years. PEPF Il funded its acquisitions

with a mx of debt and equity, followi ng two successful equity raises in 2013
and early 2014 as well as debt issuances in the bond capital markets. As a
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result, credit netrics have inproved faster than we anticipated, and we now
forecast EBITDA interest coverage to stay at about 4x and debt to debt plus
equity at about 40%in 2014 and 2015.

Qur rating on PEPF Il reflects our "satisfactory" business risk and
"intermediate" financial risk profile assessnents for the conpany. Rating

nodi fiers do not have any inmpact on the rating outcone. In our view, the
portfolio growth has reinforced PEPF I|'s business risk profile, which we now
assess at the stronger end of the "satisfactory" category. PEPF Il's scale,
scope, and diversity benefit froma relatively |arge pan-European portfolio of
prem um | ogi stics assets. In addition, we believe that market conditions in

t he European | ogistics sector are currently nore favorable to PEPF I, as
i ndi cated by the conpression of yields, notably in the U K [|ogistics nmarket,
and the still-limted supply of new nodern warehouses in Europe.

Qur base case assunes:

e Overall revenue growth of 10% 12%in 2014, reflecting the materi al
acquisitions that PEPF Il conpleted in 2013 and early 2014.

* Like-for-like growmth in rental incone of 1% 2% in 2014 and 2015,
supported by our assunption of a stable or slightly inproving occupancy
rate and nodest rent increases. W consider GDP growth, unenpl oynent
rates, and consumer price index (CPl) inflation to be the nost rel evant
nmacr oeconom ¢ indicators of market conditions in real estate, and we
forecast these as stable or slightly inmproving for PEPF I1's core
mar kets. W al so consider corporate sentinent and the supply of new
projects as anong the nost inportant influences on rent for |ogistics
property investors. In our view, slowy inproving sentinment should
support an increase in denmand in the sector in the next two years.

 PEPF Il's EBITDA nargin staying firmy at about 88% over the next two
years.

* Ongoi ng asset acquisitions fromboth third-party transactions and the
Prologis pipeline in 2014. This should continue to boost PEPF I1's
revenue and EBI TDA base. Qur base case does not factor in any nateria
di sposal s.

Based on these assunptions, we arrive at the following credit neasures:

e W forecast EBITDA interest coverage of about 4.0x in the next two years,
confortably above our previous target of 3.5x.

* W expect the Standard & Poor's-adjusted ratio of debt to debt plus
equity to reduce to 40% over the next two years, in line with
managenent's intention to maintain reported | everage bel ow 40%

Liquidity

We classify PEPF II1's liquidity as "adequate" under our criteria, as we
bel i eve fundi ng sources will exceed uses by nore than 1.2x over the next 12
nont hs.

As of March 31, 2014, we estinate that liquidity sources over the next 12
nonths will nostly consist of:
e €39 nmillion in cash and short-terminvestnents;
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e €150 million availability under commtted revolving credit |ines;

e About €150 million-€160 million of annual funds from operations (FFO;

* €300 mlIlion of unsecured notes raised in April 2014 and about €150
mllion of new secured debt that we expect to be raised during the year
to refinance existing secured debt facilities; and

e About €225 million froma followon equity raise conpleted in April 2014.

This conpares with our estinate of liquidity uses over the sane peri od:

o About €300 nillion of debt maturities;

* 90% 95% di sbursenment of distributable earnings to the unit hol ders;

e About €10 million of maxi num nai nt enance capital expenditure; and

* In addition, we forecast significant acquisitions over the next 12
nont hs. We understand that as of July 2014, about €140 nillion of
acqui sition spending has already been comitted for the year and we
anticipate further acquisitions in 2014 and 2015.

Outlook

The positive outlook reflects our viewthat PEPF Il's credit netrics should
further strengthen over the next 12-24 nonths, supported by the nateria
pi pel i ne of acquisitions and inproved market conditions.

The outl ook al so reflects our assunption that the governance and financi al
policy of PEPF Il's |argest sharehol der--U. S.-based international owner

devel oper, and nanager of industrial properties Prologis Inc.--will renain
constant. We believe PEPF || should be able to mmintain high occupancy rates
and long-term | eases to generate stable operating cash flows over the medi um
term W also believe that the fund will maintain "adequate"” liquidity, an
EBI TDA-to-interest ratio above 3.5x, and an adjusted ratio of debt to debt
plus equity of about 40%

Upside scenario

An upgrade would likely depend on PEPF I1's ability to sustain its recently
i mproved credit metrics and reduce its ratio of debt to debt plus equity to
firmy below 40% while maintaining positive organic grow h.

Downside scenario

Conversely, we could revise the outlook back to stable if PEPF Il is unable to
mai ntai n EBI TDA i nterest coverage above 3.5x and if its debt to debt plus
equity remains materially above 40% W could al so revise the outl ook back to
stable if organic growth turns negative

Ratings Score Snapshot

Corporate Credit Rating: BBB/Positivel/ A2

Busi ness risk: Satisfactory
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 Country risk: Low
e Industry risk: Low
« Conpetitive position: Satisfactory

Fi nancial risk: Internediate
 Cash flow Leverage: Internediate

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)
 Conmparable rating anal ysis: Neutral (no inpact)

Related Criteria And Research

Related Criteria

e Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Jan. 2, 2014

e Corporate Mthodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnents, Nov. 19, 2013

* Key Credit Factors For The Real Estate Industry, Nov. 19, 2013

 Met hodol ogy: Managenent And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

Related Research
 Prol ogis European Properties Fund Il FCP — FI'S, My 2, 2014
Ratings List

Ratings Affirmed; Qutl ook Action

To From
Prol ogi s European Properties Fund Il FCP-FIS
Corporate Credit Rating BBB/ Positive/ A-2 BBB/ St abl e/ A- 2
Ratings Affirmed
Prologis International Funding Il S. A
Seni or Unsecur ed* BBB

*Q@uar ant eed by Prol ogis European Properties Fund Il FCP-FIS.

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@standardandpoors.com
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Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.comand at spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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