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Research Update:

Luxembourg-Registered Prologis European
Properties Fund II FCP Assigned 'BBB/A-2'
Ratings, Outlook Stable

Overview

» Luxenbourg-regi stered property fund Prol ogis European Properties Fund |
(PEPF 11) has, in our view, a "satisfactory" business risk profile
underpinned by a large portfolio of prinme, recently built, |ogistics
properties in Europe.

e W classify PEPF Il's financial risk profile as "internediate,"
reflecting an EBI TDA-to-interest-coverage rati o of 3x and a | oan-to-val ue
rati o bel ow 45%

« W are assigning our 'BBB/A-2
ratings to PEPF I1.

» The stable outlook reflects our belief that PEPF Il should continue to
generate stable cash flows and maintain its current credit netrics over
the mediumterm and our assunption that the governance and fi nanci al

| ong- and short-termcorporate credit

policy of PEPF Il's majority shareholder, U S. based internationa
property devel oper Prologis Inc., will remain constant.
Rating Action

On Sept. 7, 2012, Standard & Poor's Ratings Services assigned its 'BBB/A-2
| ong- and short-termcorporate credit ratings to Luxenburg property fund
Prol ogi s European Properties Fund Il (PEPF I1). The outl ook is stable.

Rationale

The ratings reflect our viewthat PEPF || has a "satisfactory" business risk
profile and an "internediate" financial risk profile, as our criteria define
the terms.

The satisfactory business risk profile is underpinned by PEPF I1's |arge
pan- Eur opean portfolio of prime, recently-built |ogistics properties, the
strong cash flow generated by these assets, an occupancy ratio of 95% and
hi gh average | ease duration of 4.8 years. W also viewits |lack of exposure to
specul ati ve devel opnent risk as credit positive.

These strengths are partly offset by the fund' s substantial share of secured
debt as a proportion of total debt, which, in our view, limts the fund' s
current financial flexibility. PEPF Il is also exposed to currently fragile
demand in the European industrial property nmarket, and to some volatility
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i nherent in the real estate sector

PEPF 11's portfolio includes a strong presence in Wstern and Central Europe.
The U K represents 21% of the portfolio's expected rental value, Pol and
represents 21% Germany 18% and France 15% The portfolio mainly conprises
prime-quality logistic properties, whose rent and asset val uations are
generally nore resilient than older or |ess specialized properties in the

i ndustrial and | ogistics segnents. The | ow average age of five years and high

60% retention rate of PEPF Il's assets gives it a good conpetitive advantage
in a market where the supply of new nodern warehouses is still at historically
low |l evels. The portfolio was worth about €2.8 billion on June, 30, 2012, and

provides the fund with strong and predictable cash flows derived from 95%
occupancy and a |long average | ease duration of 4.8 years. That said, PEPF |
has hi gh exposure to the industrial property segnment, which has suffered from
a sharp fall in values over the past two years. Today, demand remains fragile,
l[imting scope for raising rents and increasing average | ease duration

After an initial three-year growh period, PEPF || reached critical size and
entered into an ongoi ng active nanagenent phase in August 2010, maintaining no
exposure to specul ative devel opment risks. W view these factors positively in
our ratings. Another element supporting PEPF Il's creditworthiness is its
ability to maintain its Standard & Poor's-adjusted | oan-to-value (LTV) ratio
bet ween 40% and 45% This range is inline with PEPF |I's stated financi al
policy and is nore noderate than the industry average. As a result of
equity-financed acquisitions and | ow | everage, PEPF |Il's cash flow adequacy is
currently confortable, in our view, in light of its funds from operations
(FFO) -to-debt ratio above 10% and EBI TDA-to-i nterest-coverage rati o around 3x,
both of which are consistent with our definition of an internediate financial
risk profile for real estate asset managenent comnpani es.

Bal anci ng these financial strengths is PEPF I1's current funding structure,
which is constrained by a | arge amount of secured debt--91.5% of tota
debt--and a limted anount of backup credit |ines. Average debt duration fel
from3.9 years on Dec. 31, 2010, to 2.7 years on June 30, 2012, as the fund
started preparing for a broad refinancing, which will likely help diversify
fundi ng sources. Based on PEPF Il's |ow | everage and the high quality of its
€910 mllion pool of unencunbered assets, we view liquidity as adequate
because of the fund' s proven track record in raising secured debt, which it

m ght use as an alternative source of financing if volatile credit conditions
l[imt investor demand for unsecured debt instrunents.

In assessing PEPF I1's corporate governance, we note that the fund has a
busi ness relationship with its |argest sharehol der, U S.-based internationa
devel oper and manager of industrial properties Prologis Inc. (BBB-/Stable/--).

Prol ogis owns a 29. 7% stake in PEPF Il, shares the sane nanme and is PEPF Il's
fund manager through its 100% ownershi p of the managenent conpany Prol ogis
Managenent |1. W do not align our rating on PEPF Il with that of Prologis, or
cap it at the same level, as we do not factor in any extraordinary positive
support or negative influence fromPrologis. This is because PEPF Il has a

hi story of independent decision making on all major aspects of its business
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and financial policy. W also believe that there are provisions included in
t he managenent contract that provide a degree of mitigation against the risk
of undue influence by Prologis, particularly those governing rel ated-party

transactions. Such provisions include any purchases by PEPF || of properties
devel oped by Prologis. W see, however, a strong |link between the two entities
and therefore continue to closely nonitor this aspect of PEPF Il's rating.

We anticipate that PEPF I1's adjusted EBI TDA shoul d exceed €220 million over
the next two years, mainly driven by rent contribution from planned new asset
acquisitions. W have factored into our analysis a prolonged sl owdown of

| easing activity and stagnating yields, which would constrain any organic
gromh. As a result of largely equity-financed acquisitions, in line with the
fund's growmh strategy, we forecast that PEPF Il should post a Standard &
Poor' s-adj usted EBI TDA-to-i nterest-coverage ratio in the 3.0-3.5x range, and a
LTV rati o between 41% and 43% over the next two years.

Liquidity

We classify PEPF II1's liquidity as "adequate" under our criteria. W expect
liquidity sources to nmeet funding needs by nore than 1.2x in the next 12
nont hs.

We estimate the main liquidity sources over the next 12 nonths, as of July 31

2012, at about €415 nillion including:

o €28 nmillion of comritted asset sales;

e« €68 million in cash and short-terminvestnents;

o« Sufficient availability under conmitted credit lines of revolving credit
to cover the debt maturities over the sane period; and

e Sufficient incomng FFO to nore than cover planned dividends and capita
expendi tures (capex).

Over the same period, we estinmate the main liquidity uses at about €275
mllion including:

o Debt maturities;

* Pl anned divi dends; and

e Capital expenditure (capex).

W& note a strong deterioration in average debt durations, which fell to 2.7
years on June 30, 2012, from 3.9 years on Dec. 31, 2010. This was owing to the
absence of l|arge refinancing over the past 12 nonths. That said, PEPF Il is
now | ooki ng at a range of funding options for extending its debt naturity
profile, based on the step up in the fund's asset and income base over the
past few years. PEPF Il also has a significant unencunbered asset base as a
back-up option for raising secured finance.

Outlook

The stable outl ook reflects our belief that PEPF Il will continue to generate
stabl e cash flows and nmaintain its current credit netrics, and our assunption
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that the governance and financial policy of majority sharehol der Prologis Inc.
will remain constant.

We believe PEPF Il should be able to maintain high occupancy and | ong-term

| ease duration to generate stable operating cash flows over the mediumterm
We al so expect the fund to mmintain adequate liquidity and have an

EBI TDA-to-interest ratio of between 2.5x and 3x and a LTV ratio of close to
45%

We nmight consider a negative rating action if credit metrics fell bel ow these
benchnarks for a prolonged period, or if PEPF Il faced significant delays in
its refinancing plans.

A positive rating action would depend on PEPF ||l being able to report an
EBI TDA-to-interest ratio higher than 3.5x and an LTV ratio bel ow 40% A hi gher
rating level would al so be contingent on PEPF I1's ability to diversify its

fundi ng sources and | engthen its average debt maturity profile, in our view

VWhile PEPF II's rating is currently neither capped by nor aligned to that of
its largest shareholder, Prologis, we will nmonitor this relationship closely.
Any further increase in ownership by Prologis or change in Prologis
governance or financial policy that led to a nore aggressive business or
financial profile for PEPF Il would result in a review of the rating. In
addition, a change in the rating of Prologis could |lead us to review a
potential inpact on PEPF I1's rating.

Related Criteria And Research

» Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
I ssuers, Sept. 28, 2011

e Table O Contents: Standard & Poor's Corporate Ratings Criteria, Aug. 1
2012

e Key Credit Factors: dobal Criteria For Rating Real Estate Conpanies
June 21, 2011

e Corporate Criteria--Parent/Subsidiary Links; General Principles;
Subsi di ari es/ Joi nt Ventures/ Nonrecourse Projects; Finance Subsidiaries;
Rating Link To Parent, Cct. 28, 2004
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Conplete ratings information is available to subscribers of RatingsDirect on
the dobal Credit Portal at www gl obal creditportal.com All 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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