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Research Update:

Prologis European Properties Fund II Upgraded
To 'A-' On Acquisition Of Assets From PTELF

Overview

e Luxenbourg-regi stered | ogistics property fund Prol ogi s European
Properties Fund Il FCP-FI'S (PEPF 11) has announced that it has agreed to
acquire the portfolio of assets owned by Prol ogis Targeted Europe
Logi stic Fund FCP-FI'S (PTELF) and change its nane to Prol ogi s European
Logi stics Fund FCP-FI S ( PELF).

e The transaction will strengthen PEPF |l's | eadership position in the
| ogistics real estate sector in Europe--the conbined entity will reach a
gross asset value of €8.2 billion

« W anticipate that the conbined entity's credit quality will inprove as a
result of a nore robust asset base and stronger credit ratios.
Consequently, we are raising our long-termratings on PEPF Il to 'A-'
from' BBB+' .

« The stable outlook reflects our view that the conbi ned pan- European
portfolio of |ogistics assets should continue to generate stable
recurring income under supportive market conditions and allow the conpany
to maintain EBITDA interest coverage well above 4.5x and a
debt -t o-debt-plus-equity ratio around 30%

Rating Action

On Cct. 17, 2017, S&P d obal Ratings raised its long-termcorporate credit
rati ng on Luxenbourg-regi stered |ogistics property fund Prol ogi s European
Properties Fund Il FCP-FIS (PEPF I1) to 'A-' from'BBB+ . The outlook is
stabl e.

At the sanme tinme, we raised our issue rating on PEPF Il's senior unsecured
debt to 'A-' from'BBB+'.

Rationale

The upgrade reflects our view that the announced transfer of Prologis Targeted
Europe Logistic Fund's (PTELF' s) |ogistics assets to PEPF II's portfolio wll

i mprove our assessnment of the conbined entity's overall credit quality. The
conbi ned group will benefit fromincreased scale and scope, as well as a
stronger bal ance sheet.

The transaction will conbine two of Prologis Inc.'s (A-/Stable/--) core
pan- Eur opean | ogi stics funds. W understand that the conmbined entity will
change its nanme to Prol ogis European Logistics Fund FCP-FI'S (PELF), in which
Prologis, as the largest unit holder, will have a pro forna stake of 24.1%
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Foll owi ng the transfer of assets, the conbined entity would becone the |argest
| ogistics fund in Europe, about three tinmes the size of its closest
conpetitor, Goodman European Partnership (CGEP; BBB+/ Stable).

We take a positive view of the over €8.2 billion conbined portfolio--as of
June 2017, PEPF Il1's portfolio was €5.1 billion and PTELF's €3.1 billion. The
conbi ned portfolio will conprise prime, recently built logistics properties
with an average building age of 10.5 years that are well-located across robust
mar kets such as Germany, the U K., and France. Both existing portfolios

i ncl ude core, conplenentary, and well-perform ng assets with an average
occupancy rate of 96.2%

We expect the transaction to enhance the conbined entity's presence in the
mar kets where the two funds currently operate. The |level of denmand in these
mar ket s remai ns good, supported by the rise of e-comerce, consunmer denmand for
rapid delivery of goods, and the ongoing reconfiguration of global supply
chains (see "Large Logistics REITs In Europe Are Confortably Investnent G ade,"
publ i shed on Feb. 16, 2017). The fund will be present in 12 countries (44
markets). Although it will be exposed to sone Eastern European countries,
these woul d represent a small proportion of the conpany's total net operating
i ncone of the conpany (Poland 10.6% Czech Republic 5.1% . The transaction
wi I | therefore enhance the conpany's conpetitive position and increase its
mar ket diversification.

The transfer will also further inprove risk diversification across assets (462
assets and 9.8 nillion square neters) and tenants. Before the transaction, the
top 20 tenants represent 37.3%of PEPF Il's revenue; after the transaction, we
estimate that this will fall to 32.8%of the pro forma revenue. W al so

consi der that the good average | ease duration (weighted-average | ease term of
4.4 years) and high tenant retention (79% for PEPF Il for 2016) highlights the
fund's solid conmpetitive advantage in a market where the supply of new, nodern
war ehouses renai ns | ow.

Al t hough the portfolio mainly conprises prime quality |ogistics properties,
whose rents and val uations are generally nore resilient than ol der or

| ess-specialized properties in the industrial and | ogistics segnments, the
conbined entity will only have exposure to the |ogistics property segnent,
whi ch suffered froma sharp fall in values in 2009-2010. The sector has
benefited frommaterial yield conpression in the |ast few years, but we stil
consider it nmore volatile than other real estate sectors, such as residential

We al so take a positive view on the |lack of exposure to specul ative

devel opnent risk. Like PEPF Il, the conbined entity will have access to

Prol ogi s’ devel oprment pipeline in Europe. W understand that it has no | egal
obligation to buy the nentioned assets and we gain confort fromthe robust
governance that the conpany has put in place to ensure that the interests of
every unitholder are well represented. It has an advisory council conprising
ei ght investors (the four largest, three rotating nmenbers, and Prologis) to
support this aim In addition, Prologis will not be able to vote in any

rel ated-party transaction. W see linited integration risk, as both nmanagenent
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teans will remain in place and there is no cannibalization anticipated between
the two portfolios.

Qur assessnent of the conmbined entity's financial risk profile is underpinned
by its new financial policy and conmtment to maintain a | oan-to-value (LTV)
ratio of 30% 35% In our view, this represents a step change fromthe current
comm tnment of |less than 40% and is key to our raising the rating. PTELF
currently has |lower |everage than PEPF Il--its LTV ratio is 19.8%-and the
conbined entity will benefit fromthis. Pro forma for the transaction, we
anticipate an S& G obal Ratings ratio of debt-to-debt-plus-equity of about
30% versus 35.3%for PEPF Il on a stand-al one basis, as of Decenmber 2016.
This leverage ratio is relatively low, conmpared with our rated universe of
conmercial real properties in Europe

The conbined fund will also benefit froml ow wei ght ed-average interest rates
at 2.8% and a staggered debt maturity profile. In addition, the fund will be
open for new equity quarterly, enhancing liquidity (there is already a
conmitted equity queue of approxinately €550 mllion at the end of the third
quarter of 2017). As a result, we have inproved our overall assessment of the
financial risk profile to nodest from i nternediate.

We al so see limted subordination risk on PEPF I1's unsecured debt with regard
to the secured debt issued by the conbined entity. Pro forna for the transfer
the total pool of unencunbered assets will be around €6.5 billion and these

unencunbered assets will generate around 80% of the total pro fornma net
operating income. We therefore continue to align our issue rating on the
unsecured bonds with the corporate credit rating on PEPF I1.

Qur base case assunes:

« Eurozone GDP growt h around 2.2%for 2017 and 1.8% for 2018.

* Rental incone like-for-like growth around 1% 2% in 2017 and 2018,
under pi nned by our projection of a broadly stable occupancy rate around
96% and nodest rent increases. This is supported by the growth of the
Eur opean econony and t he expandi ng e-conmerce industry, which also
supports an increase in demand for nodern |ogistics real estate.

* An EBI TDA margi n of about 86% 87% over the next two years.

e Apositive like-for-like portfolio growth of 2.0%2.5%in 2017 and agai n
in 2018, as we believe there is still some roomfor additional cap rate
declines, particularly in central eastern and southern Europe.

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

pro forma basis:

» S&P d obal Ratings-adjusted EBITDA i nterest coverage well above 4.5x in
2017 and 2018

» A debt-to-debt-plus-equity ratio around 30% over the next two years.

Liquidity
We do not expect any liquidity issues as a result of the transaction and we

note that the liquidity of the conmbined entity will benefit from backup
facilities of about €520 mllion plus a €180 m|lion accordi on option, which
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will increase current credit lines by €200 mllion as part of the transaction

Outlook

The stable outlook reflects our view that after the transfer of assets, PELF
wi Il generate stable cash flows and maintain its pro fornma credit netrics,
with an adj usted debt-to-debt-plus-equity ratio around 30% The outl ook al so
refl ects our assunption that the governance and financial policy of PELF s

| ar gest sharehol der--U. S. -based gl obal owner, devel oper, and manager of

i ndustrial properties Prologis--will remain constant. W assunme that PELF will
mai ntai n hi gh occupancy rates and | ong-term | eases to generate steady
operating cash flows over the nediumterm W also anticipate that the conpany
will maintain an average debt duration over three years and an EBI TDA i nterest
coverage well above 4.5x over the next 24 nonths.

Upside scenario

Rating upside is unlikely at this stage, but an upgrade woul d hi nge on PELF' s
ability to reduce its debt-to-debt-plus equity ratio bel ow 25% whil e

mai nt ai ni ng EBI TDA i nterest coverage well above 4.5x. PELF's commitnent to
ensure a disciplined financial policy consistent with these |levels would al so
be needed for a positive rating action, which we do not foresee at present.

Downside scenario

We nmight lower the rating if we saw evidence of deterioration in PELF' s rental
activities, which in turn, would result in EBITDA interest coverage bel ow
4.5x. W& would al so view negatively debt-to-debt-plus-equity exceedi ng 35%
because of a deterioration in the portfolio value, simlar to the one

experi enced in 2009 and 2010.

Other Credit Considerations

We consider PELF to be favorably positioned conpared with | ogistical peers in
Europe and certain regions. Peers include GEP and Goodnan Australian
Industrial Fund. The conpany's credit ratios are also stronger than nost of
its peers, particularly given its conmtnent to maintain an LTV ratio of

30% 35%

Therefore, we nodify the anchor upward by one notch to reflect our positive
conpar abl e rati ngs assessnent.

Pro forma for the transaction, PELF will be rated at the same level than its
parent conpany Prologis. Al though the conbined fund will still be considerably
smal l er than Prologis, we consider that it will benefit from stronger credit

rati os and al so be exenpt from any devel opment ri sk.
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Ratings Score Snapshot

Corporate Credit Rating: A-/Stable/A-2

Busi ness risk: Satisfactory

Country risk: Low
I ndustry risk: Low
Conpetitive position: Satisfactory

Fi nanci al risk: Mbdest

Cash flow Leverage: Modest

Anchor: bbb+

Modi fiers

Diversification/Portfolio effect: Neutral (no inpact)
Capital structure: Neutral (no inpact)

Fi nancial policy: Neutral (no inpact)

Li quidity: Adequate (no inmpact)

Managenment and governance: Satisfactory (no inpact)
Conpar abl e rating anal ysis: Positive (+1 notch)

Related Criteria

Ceneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

General Criteria: Guarantee Criteria, Cct. 21, 2016

Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

Criteria - Corporates - Industrials: Key Credit Factors For The Real
Estate Industry, Nov. 19, 2013

Criteria - Corporates - Ceneral: Corporate Mthodol ogy: Ratios And

Adj ust ments, Nov. 19, 2013

Criteria - Corporates - General: Corporate Mthodol ogy, Nov. 19, 2013
General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

Ceneral Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

Ceneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

CGeneral Criteria: Use O CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

Upgr aded; Ratings Affirned

To From

Prol ogi s European Properties Fund Il FCP-FIS
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Upgr aded
To From
Prologis International Funding Il S A
Seni or Unsecured A- BBB+

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
infornmation. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on the S& G obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings 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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