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Upcoming boost from acquisition

ECWREIT (ECW) 2Q results were dragged by unfavourable FX differences.
However, we expect DPU to grow in 2H19 as contributions from accretive
acquisition Fuzhou E-commerce to flow in mid-3Q (+1.6% DPU accretion,
2.25% pa escalation), while underlying portfolio remains resilient with master
leases & rental escalations. Mgmt is reviewing the hedging strategy to
mitigate FX impact moving forward. Reiterate BUY, at revised TP S$0.91/unit.

®» 1H19 results came in below: 1H19 results came in below, where DPU is at 48.2% of
our FY19E estimates, mainly due to our expectations for Fuzhou E-commerce
acquisition contributions to come in starting Jul2019. Similar to 1Q, the main drag for
2Q results was due to FX difference, as revenue and NPl in SGD decreased by
decreased by 4.8% and 7.2% YoY. In RMB terms, revenue and NPI grew by a healthy
3.6% and 3.4% YoY, respectively, due to rental escalations, and contribution from
Wuhan Meiluote. 2Q DPU was -1.5% YoY, while 1H DPU increased by 0.3% YoY.

®»  Fuzhou E-commerce to boost FY19E & beyond: Mgmt updates that the Fuzhou asset
acquisition is expected to complete in mid-3Q19. We expect DPU to grow from 2H19
onwards, while underlying portfolio remains resilient with its master leases and
rental escalations. The acquisition is 1.6% DPU accretive with 2.25% pa rental
escalation. Gearing will inincrease from 32.4% in 2Q to ~39% post acquisition. ECW’s
ave all-in running i/r increased to 4.5% (4.1% in 1Q19, 4.4% in 2Q18), mgmt does not
expect significant increase in the rate moving forward.

®» Management is re-evaluating FX hedging strategy: ECWREIT currently hedges 75%
of RMB income for distribution on a 6mth rolling basis. The hedging is done through
a put spread, hence there was negative impact on ECW when SGD/CNY exceeded the
limit of 5.055. Mgmt is re-evaluating the hedging structure and considering a more
aggressive policy moving forward.

®» Reiterate BUY: We have adjusted the Fuzhou property acquisition to contribute
4mths in FY19E (from previous assumption of 6mths), and changed SGD/RMB
assumptions from 5.01 to 5.1 as a conservative measure. Reiterate BUY with revised
TP of $$0.91/unit, ~4.0% FY18-21E DPU CAGR. ECWREIT currently trades at attractive
valuations of 8.99% FY20E yield and 0.8x P/B.

Financial highlights

Y/E 31 Dec (SGD m) FY18A FY19E FY20E FY21E FY22E
Revenue 96 103 117 122 124
Distribution income 49 49 53 56 58
Outstanding shares (M) 792 795 800 805 810
DPU (SGD cts) 6.2 6.2 6.6 7.0 7.1
DPU growth (%) 2.6% 0.5% 6.4% 5.3% 2.1%
Yield (%) 8.4% 8.4% 9.0% 9.5% 9.7%
BV per share 0.9 0.9 0.9 0.9 0.9
P/B (X) 0.8 0.8 0.8 0.8 0.8
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1H19 estimates below as Fuzhou acquisition contribution has yet to flow in

"  1H19 results came in below at 48.2% of our FY19E estimates, mainly due to our
expectations for Fuzhou E-commerce acquisition contributions to come in
starting July 2019. 2Q19 revenue and NPI decreased by 4.8% and 7.2% YoY,
respectively. In RMB terms, gross revenue and NPl in RMB terms were 3.6% and
3.4% higher YoY, respectively. The healthy underlying growth was due to rental
escalations, and contribution from Wuhan Meiluote.

Fig 1 - Results summary vs previous FY19E estimates

FY 31Dec (SSm) 2Q19 2Q18 YoY % 1Q19 QoQ % 1H19 FY19E % of forecast
Gross Revenue 23.7 24.9 -4.7% 23.9 -0.5% 47.6 107.3 44.4%
Operating Expenses -2.6 -2.1 21.6% -2.7 -3.6% -5.2 -10.9 48.2%
NPI 21.2 22.8 -7.2% 21.2 -0.1% 42.4 96.4 43.9%
Trustee-Manager's fees -1.2 1.4 -190.6% -1.2 3.3% -2.4 -6.7 35.9%
Trustee's Expenses -0.1 -0.1 -1.4% -0.1 0.0% -0.1 -0.3 48.0%
Other Trust Expenses -0.4 -0.5 -30.5% -0.4 -2.7% -0.7 -1.6 46.0%
Net income before financing cost & tax 19.5 20.9 -6.5% 19.6 -0.3% 39.0 87.8 44.5%
Interest Income 0.4 0.3 30.1% 0.4 1.6% 0.9 1.5 56.2%
Borrowing Costs -7.0 -6.8 2.1% -7.0 0.3% -14.0 -30.6 45.6%
Net Income 12.9 14.4 -9.8% 13.0 -0.5% 26.0 58.7 44.2%
Net income aft Tax 10.2 14.8 -30.9% 8.0 27.6% 18.2 55.7 32.7%
Income Available for Distribution 12.3 12.5 -1.3% 11.9 3.3% 24.2 50.3 48.1%
# of units, end of period (m) 795.8 788.5 0.9% 794.2 0.2% 795.8 795.6 100.0%
DPU (SS$c) 1.547 1.570 -1.5% 1.501 3.1% 3.048 6.328 48.2%

Source: SCCM Research, Company

" Transient marginal decline in occupancy: Overall portfolio occupancy remained
resilient at 99.1% in 2Q19 (99.97% in 1Q19 and 99.2% in 2Q18). This mainly due
to transitional vacancy of 85.8% (the only property with occupancy <100%).
Mgmt is confident in leasing out the space and expects its occupancy to rise back
up to ~>90% in 2H19.

® Next major lease expiry in 2020, mgmt. is confident in lease renewal: Mgmt  Mgmt shared that they will be
shared that the next major lease expiry (2020:14.1% of GRI) will be from Hengde  starting talks with Hengde tenant
asset, which they expect high chance of renewal. While mgmt. expect positive ~ on 2020 lease expiry soon
reversions (previously up to 10% for 5 years, ~2% pa) they cautioned that their
negotiating power with SOE is relatively weaker to other tenants. We maintain
our assumptions and expect Hengde to be successfully leased out at ~ave 2% pa
escalations.

Fig 2 - Proposed transaction structure
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" Reiterate BUY: We have adjusted the Fuzhou property acquisition to contribute
4mths in FY19E (from 6mth assumption), and changed SGD/RMB assumptions
from 5.01 to 5.1 as a conservative measure. Reiterate BUY with revised TP of
$$0.91/unit. We estimate a ~4.0% FY18-21E CAGR.

Fuzhou E-commerce to boost performance in FY19E & beyond

"  Accretive acquisition with annual escalations: The Fuzhou e-commerce asset Mgmt expects resilience /benefits
injection is 1.6% DPU accretive NPI yield of ~6.4%, funded by debt and cash. It from the ongoing US-China trade
has a 5+5 years’ master lease structure with 2.25% pa rental escalation for 5  war as domestic consumption will
years, with the 6th year renewal at 5th year rate or higher. In addition, it  Peincreasingly encouraged. (ECW's

. . t is full
increases ECW’s exposure to China’s e-commerce from 36.7% to 45.6% by NPI. :2’::::&2) o ecommerce s Tuly

Fig 3 - Increased E-commerce Exposure with Fuzhou Asset Injection
Breakdown by NLA Breakdown by Net Property Income’
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"  Contributions incoming in mid-3Q19: Mgmt updates that the Fuzhou asset
acquisition is expected to complete in 3Q19. The timing of acquisition is not due
to a delay, but was intentionally set by mgmt at a suitable timing for their debt
refinancing in order to streamline the process. We have adjusted our model to
price in 4mths of contributions in FY19E instead of 6mths of contribution.

"  Gearing will increase from 32.4% in 2Q to ~39% post acquisition. ECW’s ave all- Including amortized upfront fee
in running i/r increased to 4.5% (4.1% in 1Q19, 4.4% in 2Q18), mgmt does not the all-in interest rate is 5.3%
expect significant increase in the rate moving forward.

Management is re-evaluating FX hedging strategy

"  ECWREIT currently hedges 75% of RMB income for distribution on a 6mth rolling
basis. The hedging is done through a put spread (buy CNH put at 5.025, sell CNH
put at 5.055), hence there was negative impact on ECW when SGD/CNY
exceeded 5.055. Mgmt is re-evaluating the hedging structure and considering a
more aggressive policy moving forward.
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Financial Statements

Income Statement

Y/E 31 Dec (in SGD’m) FY18A FY19E FY20E FY21E FY22E
Gross Revenue 96.2 103.1 117.0 121.6 124.0
Gross Revenue Growth Rate 5.3% 7.1% 13.4% 4.0% 2.0%
Property Expenses (8.9) (11.4) (12.9) (13.3) (13.5)
Net Property Income 87.3 91.7 104.1 108.3 110.6
Trustee-Manager's fees (5.1) (5.9) (5.7 (5.9) (5.6)
Trustee's fee (0.3) (0.3) (0.3) (0.3) (0.3)
Trust and administrative expenses (0.9) (2.6) (1.6) (1.6) (1.6)
EBIT 81.0 82.2 96.5 100.6 103.1
EBIT Margin 84.2% 79.8% 82.5% 82.7% 83.1%

Non-Operating Income

Interest Income 15 15 1.8 1.8 1.9
Interest Expense (27.4) (30.3) (37.3) (37.2) (37.2)
Exceptional Gains/(Losses) 3.1 18.2

Net Income 58.2 717 61.0 65.2 67.8
Tax (23.3) (21.1) (18.3) (19.6) (20.3)
Net Income 34.9 50.5 42.7 45.6 47.4
Net Gains from revaluation of

properties 12.0

Total Return for the year 46.9 50.5 42.7 45.6 47.4
lnvt Income available for 49.0 49.4 52.9 56.0 57.6
DPU (cents) 6.18 6.21 6.61 6.96 7.11
DPU Growth Rate 2.6% 0.5% 6.4% 5.3% 2.1%
Balance Sheet

Y/E 31 Dec (in SGD’m) FY18A FY19E FY20E FY21E FY22E
Cash 142.1 167.8 169.0 175.6 181.7
Trade Receivables 38.3 40.2 45.6 47.4 48.3
Other Current Assets 0.3 0.3 0.3 0.3 0.3
Current Assets 180.8 208.3 2149 223.2 230.3
Investment Properties 1,335.0 1,576.8 1,576.8 1,576.8 1,576.8
Non-Current Assets 1,335.0 1,576.8 1,576.8 1,576.8 1,576.8
Total Assets 1,515.8 1,785.1 1,791.7 1,800.1 1,807.1
Trade Payables 234 27.8 315 32.7 334
OD & ST Debt 474.7 40.1 40.1 40.1 40.1
Current Tax Liabilities 9.2 21.1 18.3 19.6 20.3
Other ST Liabilities 0.1 0.1 0.1 0.1 0.1
Current Liabilities 507.3 89.1 90.0 925 94.0
LT Debt 0.0 661.7 661.7 661.7 661.7
Deferred Payments (over 12 months)  262.4 262.4 262.4 262.4 262.4
Other LT Liabilities 57.5 57.5 57.5 57.5 57.5
Non-Current Liabilities 320.0 981.6 981.6 981.6 981.6
Total Liabilities 827.3 1,070.8 1,071.7 1,074.2 1,075.6
Total Unitholders' Equity 688.6 714.4 720.0 725.9 731.5
Total Liabilities and Equity 1,515.8 1,785.1 1,791.7 1,800.1 1,807.1
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Cash Flow Statement

Y/E 31 Dec (in SGD’m) FY18A FY19E FY20E FY21E FY22E
Pre-tax Profit 58.2 71.7 61.0 65.2 67.8
Tax Paid (15.9) 9.2) (21.1) (18.3) (19.6)
Depreciation & Amortization 0.0 0.0 0.0 0.0 0.0
Associates & JVs Inc 0.0 0.0 0.0 0.0 0.0
Other Non-Cash Adjustments 259 1.2) 10.2 10.4 10.1
Changes in Non-Cash Work Cap (4.9) 2.6 .7 (0.6) (0.3)
Cash From Operations 63.4 63.9 48.4 56.7 58.0
Net Change in Property Investments 1.4) (223.6) 0.0 0.0 0.0
Net Change In Investments (28.9) 0.0 0.0 0.0 0.0
Net Change in Invmts in Assoc & JVs 0.0 0.0 0.0 0.0 0.0
?xdends rec'vd from Associates & 0.0 0.0 0.0 0.0 0.0
Other Investing Activities (0.0) 0.0 0.0 0.0 0.0
Cash from Investing Activities (30.4) (223.6) 0.0 0.0 0.0
Distribution to Unit Holders 1.4) (223.6) 0.0 0.0 0.0
Net Change in Gross Debt (28.9) 0.0 0.0 0.0 0.0
Issue of Units (net of Expenses) 0.0 0.0 0.0 0.0 0.0
Other Financing Activities (69.3) 0.0 0.0 0.0 0.0
Cash from Financing Activities (75.7) 185.3 (47.2) (50.1) (51.9)
Net Changes in Cash (42.7) 25.7 1.2 6.6 6.1

Per Share Data

Y/E 31 Dec (SGD) FY18A FY19E FY20E FY21E FY22E
EPU 0.06 0.06 0.05 0.06 0.06
DPU 0.06 0.06 0.07 0.07 0.07
BVPU 0.87 0.90 0.90 0.90 0.90

Valuation Ratios

Y/E 31 Dec (x) FY18A FY19E FY20E FY21E FY22E
P/E 12.2 11.4 13.5 12.8 12.3
P/B 0.8 0.8 0.8 0.8 0.8

Financial Ratios

Y/E 31 Dec FY18A FY19E FY20E FY21E FY22E
Profitability & Return Ratios (%)

EBIT margin 84.2 79.8 82,5 82.7 83.1
Net profit margin 36.3 49.0 36.5 375 38.2
ROE 5.0% 7.2% 6.0% 6.3% 6.5%
ROCE 3.5% 4.5% 4.0% 4.1% 4.2%
Working Capital & Liquidity Ratios

Receivables (days) 142 142 142 142 142
Payables (days) 98 98 98 98 98
Current ratio (x) 0.4 2.3 2.4 2.4 2.5
Turnover & Leverage Ratios (x)

Total asset turnover 0.06 0.06 0.07 0.07 0.07
Gearing Ratio 0.31 0.39 0.39 0.39 0.39
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RESEARCH DISCLAIMER

Important Disclosures

This report was prepared, approved, published and distributed by SooChow CSSD Capital Markets
(Asia) Pte. Ltd. (Company Registration number: 201726618K) (“SCCM”) which is a company located
outside of the United States.

Subject to any applicable laws and regulations at any given time, SCCM, its affiliates or companies
or individuals connected with SCCM (together, “Connected Companies”) may make investment
decisions that are inconsistent with the recommendations or views expressed in this report and may
have long or short positions in, may from time to time purchase or sell (as principal or agent) or have a
material interest in any of the securities mentioned or related securities or may have or have had a
business or financial relationship with, or may provide or have provided investment banking, capital
markets and/or other services to, the entities referred to herein, their advisors and/or any other
connected parties. As a result, recipients of this report should be aware that Connected Companies
may have a conflict of interest that could affect the objectivity of this report.

See “Special Disclosures” for certain additional disclosure statements, if applicable.

This report is only for distribution to investment professionals and institutional investors.

Analyst Certification

Each of the analysts identified in this report certifies, with respect to the companies or securities that
the individual analyses, that (1) the views expressed in this report reflect his or her personal views
about all of the subject companies and securities and (2) no part of his or her compensation was, is
or will be directly or indirectly dependent on the specific recommendations or views expressed in this
report.

Analysts and strategists are paid in part by reference to the profitability of SCCM.

Stock Ratings are defined as follows

Recommendation Interpretation

Recommendation Expected absolute returns (%) over 12 months
Buy More than 15%

Hold Between 15% and -5%

Sell Less than -5%

Expected absolute returns are based on the share price at market close unless otherwise stated.
Stock recommendations are based on absolute upside (downside) and have a 12-month horizon. Our
target price represents the fair value of the stock based upon the analyst's discretion. We note that
future price fluctuations could lead to a temporary mismatch between upside/downside for a stock
and our recommendation.

Research Conflict Management Policy

SCCM research has been published in accordance with our conflict management policy, which is
available upon request.

Disclaimers

This report is not directed to, or intended for distribution to or use by, any person or entity who is a
citizen or resident of or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or which would
subject SCCM to any registration or licensing requirement within such jurisdiction(s). This report
is strictly confidential and is being furnished to you solely for your information. All material presented
in this report, unless specifically indicated otherwise, is under copyright to SCCM. None of the
material, its content, or any copy of such material or content, may be altered in any way, transmitted,
copied or reproduced (in whole or in part) or redistributed in any form to any other party, without
the prior express written permission of SCCM. All trademarks, service marks and logos used in this
report are trademarks or service marks or registered trademarks or service marks of SCCM or its
affiliates, unless specifically mentioned otherwise.

The information, tools and material presented in this report are provided to you for information
purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or
to buy or subscribe for securities or other financial instruments. SCCM has not taken any steps
to ensure that the securities referred to in this report are suitable for any particular investor. SCCM
will not treat recipients as its customers by virtue of their receiving the report. The investments
or services contained or referred to in this report may not be suitable for you and it is recommended
that you consult an independent investment advisor if you are in doubt about such investments
or investment services. In addition, nothing in this report constitutes investment, legal, accounting or
tax advice or a representation that any investment or strategy is suitable or appropriate to your
individual circumstances or otherwise constitutes a personal recommendation to you.

Information and opinions presented in this report were obtained or derived from sources that SCCM
believes to be reliable, but SCCM makes no representations or warranty, express or implied, as to their
accuracy or completeness or correctness. SCCM accepts no liability for loss arising from the use of the
material presented in this report, except that this exclusion of liability does not apply to the extent that
liability arises under specific statutes or regulations applicable to SCCM. This report is not to be relied
upon in substitution for the exercise of independent judgment. SCCM may have issued, and may in the
future issue, a trading call regarding this security. Trading calls are short term trading opportunities
based on market events and catalysts, while stock ratings reflect investment recommendations based
on expected absolute return over a 12-month period as defined in the disclosure section. Because
trading calls and stock ratings reflect different assumptions and analytical methods, trading calls may
differ directionally from the stock rating.
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Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect a judgment of its original date of publication by
SCCM and are subject to change without notice. The price, value of and income from any of the
securities or financial instruments mentioned in this report can fall as well as rise. The value of
securities and financial instruments is subject to exchange rate fluctuation that may have a positive or
adverse effect on the price or income of such securities or financial instruments. Investors in
securities such as ADRs, the values of which are influenced by currency volatility, effectively assume
this risk.

This report is distributed in Singapore by SCCM which is a holder of a capital markets services
licence and an exempt financial adviser in Singapore and (ii}-solely to persons who qualify as
“institutional investors” or “accredited investors” as defined in section 4A(1) of the Securities and
Futures Act, Chapter 289 of Singapore (the “SFA”). Pursuant to regulations 33, 34, 35 and 36 of the
Financial Advisers Regulations (the “FAR’), sections 25, 27 and 36 of the Financial Advisers Act,
Chapter 110 of Singapore shall not apply to SCCM when providing any financial advisory service to
an accredited investor, or “overseas investor” (as defined in regulation 36 of the FAR). Persons in
Singapore should contact SCCM in respect of any matters arising from, or in connection with, this
publication/communication. If you wish to enter into a transaction, please contact the relevant
Connected Company in your home jurisdiction unless governing law provides otherwise. If jurisdictions
where the Connected Companies are not registered or licensed to trade in securities, transactions will
only be effected in accordance with applicable securities legislation which may vary from one
jurisdiction to another and may require that the trade be made in accordance with applicable
exemptions from registration or licensing requirements.

SCCM and the Connected Companies may do or seek to do business with companies covered in our
research report. As a result, investors should be aware that the firm may have a conflict of interest
that could affect the objectivity of research produced by SCCM. Investors should consider our
research as only a single factor in making their investment decision.

Any reference to a third party research material or any other report contained in this report represents
the respective research organization's or publisher’s estimates and views and does not represent the
views of SCCM; and SCCM, its officers, employees do not accept any liability or responsibility
whatsoever with respect to its accuracy or correctness. This report may provide the addresses of, or
contain hyperlinks to websites. Except to the extent to which the report refers to material on SCCM’s
own website, SCCM takes no responsibility whatsoever for the contents therein. Such addresses or
hyperlinks (including addresses or hyperlinks to SCCM'’s own website material) is provided solely
for your convenience and information and the content of the linked site does not in any way form
part of this report. Accessing such website or following such link through this report or SCCM’s
website shall be at your own risk.

For U.S. persons only

This research report is a product of SCCM, which is the employer of the research analyst(s) who has
prepared the research report. The research analyst(s) preparing the research report is/are resident
outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer
and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not
required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with
U.S. rules or regulations regarding, among other things, communications with a subject company,
public appearances and trading securities held by a research analyst account.
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