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Research Update:

Germany-Based Alstria Office REIT-AG Affirmed
At 'BBB'; Outlook Stable

Overview

 Cermany-based comercial real estate conpany Alstria Ofice-REIT AG
(Al'stria) owns and nmanages a portfolio of over €3 billion, consisting
nostly of office properties in netropolitan cities in Gernany.

» Alstria has strengthened its liquidity by issuing nore than €1 billion in
seni or unsecured debt in the past 12 nonths and the absence of |arge debt
maturities in the next two to three years.

W are affirnming our 'BBB' long-termrating on Al stria and our ' BBB
issue rating on its senior unsecured bonds.

« The stable outlook reflects our viewthat Alstria's portfolio should
generate stable cash flows in the next 24 nonths, thanks to a very stable
office leasing market in Gernany's netropolitan cities and the conpany's
| ong-termtenant relationship.

Rating Action

On Sept. 26, 2016, S&P G obal Ratings affirned its "BBB |ong-term corporate
credit rating on Gernany-based real estate conmpany Alstria Ofice REIT-AG The
outl ook is stable.

At the same tinme, we affirned our 'BBB issue rating on Alstria' s senior
unsecur ed debt.

Rationale

The affirmation reflects Alstria' s enhanced scal e and narket standing
follow ng the takeover of Deutsche Ofice AG in line with our anticipations.
The conpany's portfolio value as of June 30, 2016, anounted to €3.3 billion
and consisted of 117 properties. The buildings are mainly office assets

| ocated around netropolitan areas in Gernmany, such as the Rhine-Ruhr region
(25% of the portfolio value), Hanburg (24%, the Rhine-Min region (21%,
Stuttgart (14%, and Berlin (8%.

Most of Alstria's assets are in or close to city centers where demand for

of fice assets tends to be stronger. They have access to good infrastructure
and positive rental growh prospects thanks to | ow unenpl oynent and good
tenant denand for office spaces. As the largest listed office player in
Germany, Alstria is the market leader in Germany for office real estate, but
its nmarket share remains |limted because the Gernan real estate narket is

hi ghly fragnented. W assess Alstria' s office buildings as being of average
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quality. There are sone renovati on and refurbi shnent requirenents of
approximately €50 million to €60 nillion annually.

The portfolio is characterized by its relatively |ong average | ease | ength of
close to five years, supported by its exposure to tenants fromthe public
sector. That conpares positively with the average term of about 3.6 years for
of fice property investors in Cermany.

Qur business risk assessment is further supported by the absence of
specul ati ve devel opnent activities in Alstria's portfolio, which limts the
risk of revenue volatility. W anticipate sone asset rotation in the next two
years, mainly the disposal of €200 nmillion-€300 nmillion of noncore assets in
Muni ch and nonoffice properties from Deutsche Office's portfolio, inline with
Al stria's strategy.

Al stria's tenant base is sonmewhat concentrated on the Cty of Hanburg, which
accounts for approximately 15% of total annual rental income. W do not
consider that this exposure carries any major risk for Alstria' s cash flow
generation, given that the relationship between Alstria and the City of
Hanburg has lasted for a long tinme and | eases are spread over 20 | ease
agreenments. Nevertheless, with the consolidation of the portfolio of Deutsche
Ofice, some further tenant concentration exists in the portfolio, with
Dai M er AG (A-/Stabl e/ A-2) as second-|argest tenant, accounting for 12% of
total rental incone, followed by GG General m etgesel |l schaft nbH as
third-largest tenant with 9% of total rental incone.

Al t hough Alstria's scale and nmarket position have strengthened through the
Deut sche O fice transaction, its business risk remains constrained because the
conpany has a smaller portfolio than nost European rated office players in the
strong business risk category. The conpany reported an occupancy ratio of
90. 2% as of June 30, 2016 (excluding surface under renovation), which is
sonewhat bel ow that reported by nost rated peers in the European office

mar ket. However, we expect this ratio will inprove further in the next two
years, due to the planned disposal of the partly vacated noncore properties in
Muni ch and the adjustnent of sone rents in the Deutsche Office portfolio to
closer to market |level to support |easing activities.

Al stria's like-for-like property value growth will remain flat in the next
12-24 nmonths, in our view. Although property prices are rising in sone mgjor
cities in Germany, we still foresee sone oversupply in cities |like Frankfurt

and i n the Rhine-Ruhr area.

Qur assessnent of Alstria's financial risk profile remins unchanged. In |line
wi th our expectations, the conpany successfully issued over €1 billion of
seni or unsecured debt to refinance nost of the nortgaged debt taken over from
the Deutsche Ofice portfolio. W expect the S&  obal Ratings-adjusted ratio
of EBITDA interest coverage to increase to above 3x by the end of 2016 and
remain at simlar levels in 2017. Due to its recent property sales, Alstria's
rati o of debt to debt plus equity will |ikely decrease to approxinmately 43%in
2016, and renmain around 45%in the following years, in line with the conpany's
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conmtment to its 45%targeted | oan-to-value ratio in the next few years.

In our base case, we assune:

 Approxinmately 1% 2% Il ike-for-like rental income growth over the next 12
to 24 nonths, stemming from positive GDP grow h of about 1.7%in 2016 and
2017, low growh in the consuner price index of 0.6%in 2016 and 1.6%in
2017, and sone small inprovenments in occupancy |evels;

e Sonme asset rotation, including disposals of up to €400 nmillion in 2016,
mai nly of noncore assets from Deutsche Ofice's portfolio and sone
smal | er acquisitions of up to €60 million

e Flat to low positive-single-digit portfolio revaluation in next 12
nmont hs; and

e Cost of debt to remmin stable at around 2% thanks to recent refinancing
activities.

Based on these assunptions, we arrive at the followi ng credit measures:

» S&P d obal Ratings-adjusted EBI TDA i nterest coverage of above 3x in the
next 12 to 24 nont hs;

e An inproving ratio of debt to debt plus equity of approximtely 43%to
45% in the next 24 nonths, which could stabilize at 45% 46% i n the
followi ng years; and

 Debt to EBITDA of bel ow 10x.

Liquidity

We have revised upward our assessnent of Alstria's liquidity to strong from
adequate. This is based on its ratio of liquidity sources to uses of well
above 1.5x over the next 12 nonths as of June 30, 2016. The strong liquidity
is supported by the absence of debt maturities for the next two to three
years, and the conpany's solid cash balance and | ow requirenments for capital
expendi t ures.

As of June 30, 2016, we forecast that Alstria s liquidity sources over the

next 12 months will include:

* Unrestricted cash bal ances of about €165 nillion

o Qur forecast of cash funds from operations of approximtely €100 nillion
and

* Proceeds fromcomitted asset sales of around €297 nillion, including the
recent sale of the Treptowers in Berlin.

This conmpares with our estimate of liquidity uses for the next 12 nonths of:
e Mninumcapital expenditures of about €20 million for renovation and
ref ur bi shrent ;
e« Contracted acquisitions of about €8.4 nillion; and
 Estinated dividend paynents of around €90 mllion

We expect Alstria will maintain adequate headroom (greater than 10% under the
financial covenants in its debt agreenents.
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Outlook

The stable outlook reflects our viewthat Alstria' s property portfolio should
generate steady cash flows over the next 24 nonths. Qur view is based on the
resilient operating performance of Alstria's office buildings, which are
nostly in netropolitan areas across Gernany and have good economi c growth
prospects. It also captures Alstria's plan to inprove the overall occupancy
rate further.

We forecast EBITDA interest coverage will remain well above 2.5x over the next
two years and debt to debt plus equity below 50% in |line with the conpany's
financial policy.

Downside scenario

We coul d consider lowering the rating if Al stria' s vacancy rate increased
again to above 10% on a sustainable basis or if the conpany deviates fromits
stated distribution and | everage policy, with EBITDA interest coverage
decreasing bel ow 2.5x and debt to debt plus equity above 50%

Upside scenario

We could raise the rating if Alstria increased its EBITDA interest coverage to
4x or above on a sustainable basis or reduced its leverage, with the ratio of
debt to debt plus equity falling bel ow 35% Such an inprovenent could cone
froma material debt reduction. A positive action may al so cone froma
continued increase in the portfolio size and significant reduction in the
portfolio vacancy to 5% or bel ow.

Ratings Score Snapshot

Corporate Credit Rating: BBB/ Stable/--

Busi ness risk: Satisfactory

e Country risk: Very low risk
 Industry risk: Low risk
 Conpetitive position: Satisfactory

Fi nancial risk: Intermnediate
 Cash flow Leverage: Internediate

Anchor: bbb

Modi fiers

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

e Liquidity: Strong (no inpact)

« Financial policy: Neutral (no inpact)
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« Managenent and governance: Satisfactory (no inpact)
» Conparable ratings anal ysis: Neutral (no inpact)

Related Criteria And Research

Related Criteria

* Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Dec. 16, 2014

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

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

e Group Rating Methodol ogy, Nov. 19, 2013

e Corporate Mthodol ogy, Nov. 19, 2013

» Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

Ratings Affirmed

Alstria Ofice REIT-AG
Corporate Credit Rating BBB/ St abl e/ - -
Seni or Unsecur ed 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 neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andar dandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press O fice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.
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