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BHG Retail REIT
(BHGREIT SP/BHGR.SI)

Offers good exposure to China’s retail growth play

BHGREIT is a China-focused Retail REIT with a diversified portfolio of five retail
properties located in major cities in China, namely Beijing, Chengdu, Hefei, Xining
and Dalian. The REIT is trading at a 7.6% distribution yield and 0.8x P/B. BHGREIT
stands to benefit from the rising middle income class and urbanisation in China,
where retail spending per capita grew 8.9% year on year in 2016 (6.8% on real
terms), which may ultimately lead to growing domestic consumption in BHGREIT’s
experiential and lifestyle malls.

Low gearing allows for yield-accretive acquisition. The REIT’s current gearing of
31.0% offers plenty of debt headroom for the REIT to pursue yield-accretive
acquisitions. Properties in the pipeline include retail malls in Beijing and the
combined space of the 14 ROFR properties is almost 4 times the size of BHGREIT's
mall portfolio in terms of GFA.

Malls enjoy high tenancy and good accessibility. Its malls enjoy 97.6% occupancy on
an overall portfolio basis and the REIT is expected to see further yield enhancement
to its Chengdu mall which is currently undergoing AEl. The AEl is in the works to
revitalise the mall’s basement level to cater to rising demand for sports and lifestyle
brands which include Nike, Adidas, New Balance and Li-Ning, and is expected to
complete in the second half of FY2017.

We do not perceive e-commerce posing much threat to “retailtainment”. While e-
commerce does provide convenience of having purchases delivered to the buyers’
homes, retail malls still hold its appeals to shoppers by providing an integrated
lifestyle environment with F&B, entertainment and venues for social get-togethers.
According to a 2016 McKinsey survey, about two-thirds of respondents indicated
that shopping is still the best way to spend family time together despite the growth
trends in e-commerce.

Dividend yield depends on income growth/acquisitions. Its strategic investor,
Beijing Hua Lian Group, has undertaken to give up distributions on its 30% stake in
BHGREIT for the first year in FY2016. Adjusting for income support, its distribution
yield would have been 5.3%, but still looks set to grow on positive rental reversions
from its retail malls going forward. Income support will be pared down gradually
over the next four years, and would cease beyond FY2020. Distributable income
would need to grow by at least 3.4% p.a. in FY2017-FY2018, followed by 13% and
12% in FY2019 and FY2020 respectively in order to sustain current yield.

Key Risks: Sharp deceleration in China’s economic growth that could ultimately
impact BHGREIT’s rental income growth; potentially higher debt cost from
refinancing about 40% (about $S$90 million) of its debts in FY2017.

Financials & Key Operating Statistics

YEDec SGD mn 4Q 2016 FY2016
Gross Revenue 16 66
Net Property Income 10 42
Amount available for distribution 5 19
DPU (SG cents) 1.31 5.45
DivYield (%) 1.8% 7.6%
Net Asset - 421
Borrowing - 230
NAV per share (SG cents) - 0.85
NP1 Margin (%) 65.2% 63.7%
Gearing (%)* - 31.0%
Price /Book (x) - 0.8

Source: Company Data, KGI Research
*Total debts attributable to unitholiders divided by total attributable assets

KGI Securities (Singapore) Pte. Ltd.
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Figure 1: Portfolio Overview
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Figure 2: Location of Beijing Wanliu Mall location
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Figure 3: Chengdu Konggang mall location
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Figure 4: Hefei Mengcheng Mall location
T
Shenzhen Garden
Yan'e Fanglao'e Hot Pot ¢ SR
Ligong Hatel A HEAS
wE
Sanyi Plaza East Pearl Kindergarten
i) FHHRSILE
o Super 8 Hotel (New
ingshang Roa World Plaza Branch}
AR L) T
Shenhua City Express Parkview Hotel
Han Palace Feast g REEERE LU
LEEa
5] B 9
New World
i China Merchants @ A
- 4 Bank 24-hour Self.. Surgica
Crina Cortinent Beljing Hualian EmRL wam
Property & Casualty. s 3
wring Hotel Yikang Glasses PSRRI R ) 5] B | A 2
A ey FRLH ()
= 4t — B
ib—HhE& N 1st Ring Rd 5]
Baohe Organ Dormitory
China Bohai Bank < Baishuiba Unit
T - 5 e i L]
[¥) @ z WRIRT = o Sy
@ S 3 AU CPC Hefei Baohe
Souchevarg ¥ Committes Bureau of
Member Service. SRAREDEAE
aRpERH @) HEBVIPE RS x PRty
AURTATM ] SRR
3angyuanxincun
IR z
Pangjie Bibimbap
Noodles
D ORE
Mengcheng
North Road Unit
SIS MR
Baohe Organ Dormitory
Wuhe Road Unit
BHENRNS
Shuanggang Municipal Government BARIE
Police Station Wuhe Road Life Unit
SRRt Huluobo Restaurant
fuanxincun L
LE: L] 1 ]
{
Source: Google maps

April 28, 2017

KGI Securities (Singapore) Pte. Ltd.




£Z KGI

April 28, 2017

CHINA
DEVELOPMENT
FINANCIAL

BHG Retail REIT

Singapore

Figure 5: Xining Huayuan Mall location
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Figure 6: Dalian Jinsanjiao Property location
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Figure 7: Company profile Figure 8: BHGREIT (Blue) vs STI (Green) vs S&P (Red)

BHG Retail REIT is the first pure-play China Retail REIT sponsored by a
leading China integrated retail group. The REIT was listed on the Main
Board of the Singapore Exchange Securities Trading Limited on 11

100

December 2015. The principal investment strategy of BHG Retail REIT is
to invest, directly or indirectly, in a diversified portfolio of income-

90

producing real estate which is used primarily for retail purposes
(whether either wholly or partially), as well as real estate-related assets

80

in relation to the foregoing, with an initial focus on China. Its portfolio

comprises five retail properties, Beijing Wanliu (60%), Hefei _ - ol

Mengchenglu, Chengdu Konggang, Dalian lJinsanjiao and Xining
Huayuan located in Tier 1, Tier 2 and other cities of significant
economic potential in China. As at 31 December 2016, the portfolio
gross floor area (“GFA”) of about 264,000 sqgm, has a committed
occupancy of 97.6%, with a total appraised value of approximately
$$810.7 million.

Source: KGResearch SourceBloombergKGI Research

Figure 9: REITs Comparison

BBG TICKER LAST PRICE MKT CAP P/B GEARING HIST FWD
(LCL CRNY) DIV YIELD (%) DIV YIELD (%)

BHG RETAIL REIT BHGREIT SP 0.72 355 0.8 26.4 7.6 N/A
Retail
MAPLETREE COMMER MCT SP 1.60 4,579 1.2 36.4 5.1 5.6
SPH REIT SPHREIT SP 0.98 2,502 1.0 25.6 5.6 5.7
FRASERS CENTREPO FCTSP 211 1,945 11 29.4 5.6 5.7
CAPITALAND MALL CTSP 1.98 7,019 1.0 32.0 5.6 5.6
STARHILL GLOBAL SGREITSP 0.78 1,690 0.8 35.1 6.6 6.6
LIPPO MALLS LMRT SP 0.43 1,200 1.1 31.1 8.0 8.0
CAPITALAND RETAI CRCTSP 1.59 1,413 1.0 35.9 6.3 6.9
CROESUS RETAIL T CRTSP 0.98 751 1.0 46.1 7.3 7.6
SIMPLE AVERAGE 1.0 34.0 6.3 6.5
Healthcare
RHT HEALTH TRUST RHTSP 0.94 758 1.1 24.6 343 26.1
FIRSTREIT FIRT SP 1.35 1,044 1.3 30.8 6.3 6.3
PARKWAYLIFE REIT PREIT SP 2.58 1,561 1.5 37.5 4.7 5.0
SIMPLE AVERAGE 1.3 30.9 15.1 12.5
Hospitality
OUE HOSPITALITY OUEHT SP 0.72 1,296 0.9 37.8 6.4 6.9
FRASERS HOSPITAL FHTSP 0.73 1,341 1.0 33.6 7.2 7.0
ASCENDAS HOSPITA ASCHT SP 0.78 877 0.9 333 6.9 7.1
FAR EAST H TRUST FEHTSP 0.62 1,106 0.7 33.1 7.1 6.5
CDLREIT CDREITSP 1.54 1,535 1.0 36.7 6.5 6.4
ASCOTT RESIDENCE ART SP 1.09 2,349 0.9 40.2 7.5 6.3
SIMPLE AVERAGE 0.9 34.9 6.8 6.8
Industrial
EC WORLD REIT ECWREITSP 0.77 597 0.8 26.9 3.2 N/A
FRASERS LOGISTIC FLTSP 1.02 1,451 1.1 29.4 1.8 6.9
SABANA SHARIAH SSREITSP 0.47 495 0.6 42.8 9.1 N/A
ASCENDAS REAL ES AREIT SP 2.59 7,469 1.3 33.4 7.0 6.2
MAPLETREE LOG TR MLT SP 1.13 2,826 1.1 38.4 6.5 6.8
MAPLETREE INDUST MINT SP 1.78 3,208 1.3 29.1 6.4 6.6
CAMBRIDGE REIT CREITSP 0.59 763 0.9 37.6 7.1 7.0
AIMS AMP CAPITAL AAREIT SP 1.40 891 1.0 36.0 8.0 8.6
CACHE LOGISTICS CACHESP 0.87 785 1.1 42.9 8.6 8.3
VIVAINDUSTRIAL VITSP 0.82 786 1.0 36.8 8.5 9.1
SOILBBUILD BUSIN SBREIT SP 0.67 701 0.9 37.0 9.0 8.4
KEPPEL DC REIT KDCREIT SP 1.24 1,398 1.3 28.9 4.9 5.8
SIMPLE AVERAGE 1.0 34.9 6.7 7.4
Office
MANULIFE US REAL MUST SP 0.84 525 1.0 33.6 4.3 7.3
IREIT GLOBAL IREITSP 0.75 464 1.2 41.4 8.5 8.6
CAPITALAND COMME CCTSP 1.63 4,825 0.9 33.0 5.6 5.6
KEPPEL REIT KREITSP 1.07 3,518 0.7 32.9 5.8 5.8
OUE COMM REIT OUECT SP 0.71 1,083 0.8 37.7 8.7 7.2
FRASERS COMMERCI FCOTSP 1.34 1,079 0.9 35.8 7.3 7.4
SUNTEC REIT SUN SP 1.78 4,509 0.8 36.4 5.7 5.6
SIMPLE AVERAGE 0.9 35.8 6.5 6.8

Source: Bloomberg, KBésearch
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KGI’s Ratings Rating Definition
KGI Securities Research’s recommendations are based on an Absolute Return rating system.

BUY >10% total return over the next 12 months
HOLD -10% to +10% total return over the next 12 months
SELL <-10% total return over the next 12 months
Disclaimer This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter

into any legal relations, nor an advice or a recommendation with respect to such securities. This report is
prepared for general circulation. It does not have regard to the specific investment objectives, financial situation
and the particular needs of any recipient hereof. You should independently evaluate particular investments and
consult an independent financial adviser before dealing in any securities mentioned in this report.

This report is confidential. This report may not be published, circulated, reproduced or distributed and/or
redistributed in whole or in part by any recipient of this report to any other person without the prior written
consent of KGI Securities. This report is not intended for distribution and/or redistribution, publication to or use
by any person in any jurisdiction outside Singapore or any other jurisdiction as KGI Securities may determine in
its absolute discretion, where the distribution, publication or use of this report would be contrary to applicable
law or would subject KGI Securities and its connected persons (as defined in the Financial Advisers Act, Chapter
110 of Singapore) to any registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by
KGI Securities to be reliable. However, KGI Securities makes no representation as to the accuracy or
completeness of such sources or the Information and KGI Securities accepts no liability whatsoever for any loss
or damage arising from the use of or reliance on the Information. KGI Securities and its connected persons may
have issued other reports expressing views different from the Information and all views expressed in all reports
of KGI Securities and its connected persons are subject to change without notice. KGI Securities reserves the
right to act upon or use the Information at any time, including before its publication herein.

Except as otherwise indicated below, (1) KGI Securities, its connected persons and its officers, employees and
representatives may, to the extent permitted by law, transact with, perform or provide broking, underwriting,
corporate finance-related or other services for or solicit business from, the subject corporation(s) referred to in
this report; (2) KGI Securities, its connected persons and its officers, employees and representatives may also, to
the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related
thereto; and (3) the officers, employees and representatives of KGI Securities may also serve on the board of
directors or in trustee positions with the subject corporation(s) referred to in this report. (All of the foregoing is
hereafter referred to as the “Subject Business”.)

However, as of the date of this report, neither KGI Securities nor its representative(s) who produced this report
(each a “research analyst”), has any proprietary position or material interest in, and KGI Securities does not
make any market in, the securities which are recommended in this report.

Each research analyst of KGI Securities who produced this report hereby certifies that (1) the views expressed in
this report accurately reflect his/her personal views about all of the subject corporation(s) and securities in this
report; (2) the report was produced independently by him/her; (3) he/she does not carry out, whether for
himself/herself or on behalf of KGI Securities or any other person, any of the Subject Business involving any of
the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not
receive any compensation that is directly or indirectly related or linked to the recommendations or views
expressed in this report or to any sales, trading, dealing or corporate finance advisory services or transaction in
respect of the securities in this report. However, the compensation received by each such research analyst is
based upon various factors, including KGI Securities’ total revenues, a portion of which are generated from KGI
Securities’ business of dealing in securities.

Copyright 2017. KGI Securities (Singapore) Pte. Ltd. All rights reserved.
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