
RATING ACTION COMMENTARY

Fitch Rates Emirates REIT (CEIC) PLC's IDR 'BB-'/Stable; Senior
Secured 'BB+(EXP)'

Thu 05 Dec, 2024 - 12:53 PM ET

Fitch Ratings - London - 05 Dec 2024: Fitch Ratings has assigned Emirates REIT (CEIC)

PLC a Long-Term Issuer Default Rating (IDR) of 'BB-' with a Stable Outlook and an

expected senior secured rating of 'BB+(EXP)' with a Recovery Rating of 'RR2'.

The ratings reflect Emirates REIT's asset, tenant and location concentration. The group's

Index Tower in the Dubai International Financial Centre (DIFC) constitutes over 60% of

its portfolio value, with the largest school property accounting for another 10%. Its total

eight main clusters of investment properties, totalling USD0.9 billion, are in key Dubai

locations. The top 10 tenants represent 35% of the group's rental income.

New management is focused on successfully letting the portfolio, increasing rents and

lengthening the average lease length to earliest-break (WALB) on lease renewals. The

undersupply of prime offices relative to rising demand in the central Dubai office market

is conducive to optimising occupancy and rental levels.

KEY RATING DRIVERS

Improvement in Office Leasing Fundamentals: Emirate REIT's new operations-focused

management aims to improve the portfolio's leasing activity by increasing occupancy

rates and securing higher rents from lease renewals that reflect Dubai's limited near-

term prime office supply. It also aims to extend weighted average lease lengths on an

earliest-break basis (WALB). Some of its offices are starting from a low base of post-

pandemic short-dated leases on lower rents.

In Index Tower, the difference between existing AED/sq ft rents and market rents

achieved on some 2023 and 2024 re-leasing is over 30%. Additionally, the tenant

retention rate for 2023 and the year-to-date is 75%-80%, indicating tenant preference

for this prime location. These improved fundamentals also benefit property valuations.
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Dubai Office Supply & Demand: Tenants' demand for quality office space is outstripping

supply, as evident in the market's high occupancy rates of 93%-95%. At these near-full

levels, expected to continue to at least end-2026, landlords should see improved rents

and lease terms. Fitch anticipates developers and free zones to initiate new office

projects like Immerse Tower in DIFC, DMCC, and TECOM, but these will have a two-to-

three year construction period. Scarcity of supply in prime office will lead to higher rents

in non-prime buildings and locations, increasing their rents and property values.

Lower Group Rental Income: Following its disposals of Trident Grand Mall in July 2024

for USD20 million and Office Park in October 2024 for USD190 million, Emirates REIT's

net rental income (NRI) reduces by USD14 million compared with 2023's figures.

Despite the reduced asset base, the same NRI gain during 2023-2025 - primarily driven

by Index Tower's occupancy and rental levels on reviews and renewals - will result in

group EBITDA remaining at around USD50 million in 2025.

Schools Important Rental Contributor: The group's portfolio features a mix of rents,

lease durations and tenant types. Its three schools represent a third of the group's 2024

rental income (pro-forma for disposals), dominated by the well-established GEMS World

Academy in Al Barsha, South Dubai, and Lycee Francais in Al Quoz. These two schools

have long-dated leases with periodic uplifts in rents, expiring post-2040. These assets'

rents are determined based on school profitability rather than per square foot area.

Shorter Leases in Offices: Unlike the defensive income stream from schools, half of

Emirates REIT's Index Tower's office space features three- to five-year leases. It also has

shorter leases for smaller space requirements catering to smaller entities and even

shorter leases with premium rent for flexible service-type office space. Given the

importance of the DIFC status, tenant retention at Index Tower has been high, exceeding

75%-80% in both 2023 and 2024.

Concentration Risk Post-Disposals: The recent disposal of assets, as part of the group's

2022 debt restructuring conditions, has resulted in asset concentrations. Index Tower

represents over 60% of the group's investment property value (pro-forma USD0.9

billion at end-1H24 values), followed by GEMS at 10%. Similarly, the group's top 10

tenants contribute a high 35% of total rental income.

Adverse Impact of Concentrations: Such concentrations can expose the group to

volatile results. This was evident post-2018 when the delayed Gate Avenue passageway

link to DIFC caused a drop in occupancy at Index Tower, negatively affecting rental

values. Additionally, ceased rent payments by the Jebel Ali school in May 2022, which

represented over 15% of the group's 2018 rental income, adversely affected group

profits.
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Rental Income to Rise: Pro-forma for the 2024 asset disposals, the group's portfolio is

valued at USD0.9 billion, generating USD60 million in net rental income. The latter is set

to increase to USD70 million in 2025, primarily driven by rental income growth from

Index Tower, as well as increased rents from its European Business Centre and the

addition of The LOFT III's refurbished office space. Emirates REIT's cost base is also set

to benefit from less asset management fees to Equitativa and less void costs as

occupancy rates increase.

Improved Financial Profile: The planned secured USD205 million sukuk will refinance

Emirates REIT's December 2022 sukuk financing. We expect this to significantly

improve its interest cover to around 2.5x at end-2025, from 0.9x at end-2023, due to the

less punitive profit rates of the new sukuk. We forecast the group's net debt/EBITDA

will be low at under 4.5x and its loan-to-value (LTV) at around 25% at end-2025. Cash

dividends may resume in 2025 as the refinancing of the existing sukuk with the planned

new debt will improve cash flow.

DERIVATION SUMMARY

Fitch's publicly-rated peers for Emirates REIT's rental income-producing investment

property portfolio include the anchor rental income-focused entities within Emaar

Properties PJSC (BBB/Stable) and conglomerate Majid Al Futtaim Holding LLC (MAF;

BBB/Stable). For Emaar, this includes the 37 malls of Emaar Malls Management (EMM)

dominated by Dubai Malls, which contributed 85% of EMM's rental income. For MAF,

the key asset and the single-largest contributor to the group is Mall of the Emirates.

Aldar owns the 2.5 million sq ft Yas Mall, the third-largest mall in UAE. Within Emirates

REIT, Index Tower is a large profit contributor to the group. UAE peers include the Saudi

Arabian retail landlord Arabian Centres Company (BB+/Negative) trading as Cenomi

Centres, which currently operates 22 assets with significant related-party activities.

The rating approach to the investment-grade groups Emaar and MAF is to apply little

debt capacity (net debt/EBITDA) to their property and residential development

activities, and to measure the remaining group debt against the stable profits derived

from investment property rents. Acknowledging the high net initial yield (NIY) of these

assets, their net debt/EBITDA is around 5x-6x (EMM: below 1x in 2023; MAFP: 5.4x in

2023). This compares with Emirates REIT's leverage, pro-forma for 2024 disposals, of

around 4x.

Fitch does not necessarily rate property companies based on size, as big portfolios do

not protect them from default. However, smaller companies face geographic, asset and

tenant concentrations that can constrain their ratings. This can also lead to debt

maturity concentrations that require active treasury management. These

characteristics, some present in Emirates REIT, limit its IDR to the 'BB' rating category.
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KEY ASSUMPTIONS

Fitch's Key Assumptions Within Our Rating Case for the Issuer

- Index Tower's net property income to rise to USD29.8 million in 2024 and USD36.7

million in 2025 from USD22 million in 2023, driven by improvement in this asset's rental

income, occupancy and WALB

- Office rents at Index Tower averaging a blended AED320 sq ft/USD86 sq ft for 2024

(including 1H24 actuals) at 88% occupancy, rising to AED390 sq ft/USD105 sq ft at 90%

occupancy for 2025. This is followed by largely flat office rents to 2027

-A marked increase in 93%-occupied European Business Centre office rental income for

2024, as confirmed in 1H24 results. LOFT I & II also to see increase in rents and

occupancy in 2024. A refurbished LOFT III comes on-stream in 3Q25

- EBITDA improves as Equitativa's asset management fees reduce with the smaller asset

base, and void costs fall with increased occupancy. This will drive EBITDA margin higher

to 72% in 2024, from 65% in 2023

- Head leases rents are treated as operating costs, whereas IFRS treats them as interest

expense

- Cash dividends resume in 2025 (24% of funds from operations (FFO), rising thereafter

to 50%), after ceased punitive profit share improves FFO to USD30 million in 2025

(2024: minimal)

- Capex averaging USD4 million per year

- No acquisitions

RATING SENSITIVITIES

Factors that Could, Individually or Collectively, Lead to Negative Rating

Action/Downgrade

- Largest single asset at more than 70% of the portfolio value

- Office WALB decreasing to less than 2.5 years, combined with vulnerability to falling

rental values

- Net debt/EBITDA at more than 8x
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- Net interest cover lower than 1.5x

Factors that Could, Individually or Collectively, Lead to Positive Rating

Action/Upgrade

- Meaningful improvement in asset concentration risk

- Office WALB above three years, coupled with high occupancy and rental stability

- Net debt/EBITDA at less than 6x

- Net interest cover higher than 2.0x

LIQUIDITY AND DEBT STRUCTURE

Emirates REIT's liquidity consisted of USD22.5million cash at end-1H24. The cash

balance was boosted by the AED74 million (USD20 million) Trident Grand Mall disposal

proceeds, which partly reduced outstanding sukuk to USD305 million, and by the Office

Parks disposal proceeds AED720 million (USD196 million), which repaid associated debt

and reduced the sukuk further to around USD200 million.

The existing sukuk matures in December 2025 and the Islamic financing (USD50 million)

matures in March 2033. The profit share on the existing sukuk had risen to 11%,

incentivising Emirates REIT to refinance the December 2022 restructured debt. The

planned four-year USD205 million sukuk will refinance the existing sukuk with the

collateral of Index Tower. The Islamic financing is secured by the GEMS school.

Emirates REIT plans to retain minimum liquidity, primarily in cash, of USD15 million.

DATE OF RELEVANT COMMITTEE

22 November 2024

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF
RATING

The principal sources of information used in the analysis are described in the Applicable

Criteria.

MACROECONOMIC ASSUMPTIONS AND SECTOR FORECASTS

Click here to access Fitch's latest quarterly Global Corporates Macro and Sector

Forecasts data file which aggregates key data points used in our credit analysis. Fitch's

macroeconomic forecasts, commodity price assumptions, default rate forecasts, sector
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key performance indicators and sector-level forecasts are among the data items

included.

ESG CONSIDERATIONS

The highest level of ESG credit relevance is a score of '3', unless otherwise disclosed in

this section. A score of '3' means ESG issues are credit-neutral or have only a minimal

credit impact on the entity, either due to their nature or the way in which they are being

managed by the entity. Fitch's ESG Relevance Scores are not inputs in the rating process;

they are an observation on the relevance and materiality of ESG factors in the rating

decision. For more information on Fitch's ESG Relevance Scores, visit

https://www.fitchratings.com/topics/esg/products#esg-relevance-scores.
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Additional information is available on www.fitchratings.com

PARTICIPATION STATUS

The rated entity (and/or its agents) or, in the case of structured finance, one or more of

the transaction parties participated in the rating process except that the following

issuer(s), if any, did not participate in the rating process, or provide additional

information, beyond the issuer’s available public disclosure.

APPLICABLE CRITERIA

APPLICABLE MODELS

Numbers in parentheses accompanying applicable model(s) contain hyperlinks to

criteria providing description of model(s).

Sukuk Rating Criteria (pub. 13 Jun 2022)

Country-Specific Treatment of Recovery Ratings Criteria (pub. 03 Mar 2023)

Corporate Rating Criteria (pub. 03 Nov 2023) (including rating assumption sensitivity)

Sector Navigators – Addendum to the Corporate Rating Criteria (pub. 21 Jun 2024)

Corporate Recovery Ratings and Instrument Ratings Criteria (pub. 02 Aug 2024)

(including rating assumption sensitivity)
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Corporate Monitoring & Forecasting Model (COMFORT Model), v8.1.0 (1)

ADDITIONAL DISCLOSURES

Dodd-Frank Rating Information Disclosure Form

Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers.

Please read these limitations and disclaimers by following this link:

https://www.fitchratings.com/understandingcreditratings. In addition, the following

https://www.fitchratings.com/rating-definitions-document details Fitch's rating

definitions for each rating scale and rating categories, including definitions relating to

default. ESMA and the FCA are required to publish historical default rates in a central

repository in accordance with Articles 11(2) of Regulation (EC) No 1060/2009 of the

European Parliament and of the Council of 16 September 2009 and The Credit Rating

Agencies (Amendment etc.) (EU Exit) Regulations 2019 respectively.

Published ratings, criteria, and methodologies are available from this site at all times.

Fitch's code of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance,

and other relevant policies and procedures are also available from the Code of Conduct

section of this site. Directors and shareholders' relevant interests are available at

https://www.fitchratings.com/site/regulatory. Fitch may have provided another

permissible or ancillary service to the rated entity or its related third parties. Details of

permissible or ancillary service(s) for which the lead analyst is based in an ESMA- or

FCA-registered Fitch Ratings company (or branch of such a company) can be found on

the entity summary page for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast

information), Fitch relies on factual information it receives from issuers and

underwriters and from other sources Fitch believes to be credible. Fitch conducts a

reasonable investigation of the factual information relied upon by it in accordance with

its ratings methodology, and obtains reasonable verification of that information from

independent sources, to the extent such sources are available for a given security or in a

given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-

Emirates REIT (CEIC) PLC -

Emirates REIT Sukuk III Limited -
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party verification it obtains will vary depending on the nature of the rated security and

its issuer, the requirements and practices in the jurisdiction in which the rated security is

offered and sold and/or the issuer is located, the availability and nature of relevant

public information, access to the management of the issuer and its advisers, the

availability of pre-existing third-party verifications such as audit reports, agreed-upon

procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and

other reports provided by third parties, the availability of independent and competent

third- party verification sources with respect to the particular security or in the

particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings

and reports should understand that neither an enhanced factual investigation nor any

third-party verification can ensure that all of the information Fitch relies on in

connection with a rating or a report will be accurate and complete. Ultimately, the issuer

and its advisers are responsible for the accuracy of the information they provide to Fitch

and to the market in offering documents and other reports. In issuing its ratings and its

reports, Fitch must rely on the work of experts, including independent auditors with

respect to financial statements and attorneys with respect to legal and tax matters.

Further, ratings and forecasts of financial and other information are inherently forward-

looking and embody assumptions and predictions about future events that by their

nature cannot be verified as facts. As a result, despite any verification of current facts,

ratings and forecasts can be affected by future events or conditions that were not

anticipated at the time a rating or forecast was issued or affirmed. Fitch Ratings makes

routine, commonly-accepted adjustments to reported financial data in accordance with

the relevant criteria and/or industry standards to provide financial metric consistency

for entities in the same sector or asset class.

The complete span of best- and worst-case scenario credit ratings for all rating

categories ranges from 'AAA' to 'D'. Fitch also provides information on best-case rating

upgrade scenarios and worst-case rating downgrade scenarios (defined as the 99th

percentile of rating transitions, measured in each direction) for international credit

ratings, based on historical performance. A simple average across asset classes presents

best-case upgrades of 4 notches and worst-case downgrades of 8 notches at the 99th

percentile. For more details on sector-specific best- and worst-case scenario credit

ratings, please see Best- and Worst-Case Measures under the Rating Performance page

on Fitch’s website.

The information in this report is provided “as is” without any representation or warranty

of any kind, and Fitch does not represent or warrant that the report or any of its

contents will meet any of the requirements of a recipient of the report. A Fitch rating is

an opinion as to the creditworthiness of a security. This opinion and reports made by

Fitch are based on established criteria and methodologies that Fitch is continuously

evaluating and updating. Therefore, ratings and reports are the collective work product
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of Fitch and no individual, or group of individuals, is solely responsible for a rating or a

report. The rating does not address the risk of loss due to risks other than credit risk,

unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any

security. All Fitch reports have shared authorship. Individuals identified in a Fitch report

were involved in, but are not solely responsible for, the opinions stated therein. The

individuals are named for contact purposes only. A report providing a Fitch rating is

neither a prospectus nor a substitute for the information assembled, verified and

presented to investors by the issuer and its agents in connection with the sale of the

securities. Ratings may be changed or withdrawn at any time for any reason in the sole

discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not

a recommendation to buy, sell, or hold any security. Ratings do not comment on the

adequacy of market price, the suitability of any security for a particular investor, or the

tax-exempt nature or taxability of payments made in respect to any security. Fitch

receives fees from issuers, insurers, guarantors, other obligors, and underwriters for

rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the

applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number

of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or

guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to

US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or

dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name

as an expert in connection with any registration statement filed under the United States

securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,

or the securities laws of any particular jurisdiction. Due to the relative efficiency of

electronic publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds

an Australian financial services license (AFS license no. 337123) which authorizes it to

provide credit ratings to wholesale clients only. Credit ratings information published by

Fitch is not intended to be used by persons who are retail clients within the meaning of

the Corporations Act 2001.Fitch Ratings, Inc. is registered with the U.S. Securities and

Exchange Commission as a Nationally Recognized Statistical Rating Organization (the

“NRSRO”). While certain of the NRSRO's credit rating subsidiaries are listed on Item 3 of

Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO

(see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are

not listed on Form NRSRO (the “non-NRSROs”) and therefore credit ratings issued by

those subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO

personnel may participate in determining credit ratings issued by or on behalf of the

NRSRO.
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dv01, a Fitch Solutions company, and an affiliate of Fitch Ratings, may from time to time

serve as loan data agent on certain structured finance transactions rated by Fitch

Ratings.
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Reproduction or retransmission in whole or in part is prohibited except by permission.
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READ LESS

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained by Fitch at the request of

the rated entity/issuer or a related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch’s international credit ratings produced outside the EU or the UK, as the case may

be, are endorsed for use by regulated entities within the EU or the UK, respectively, for

regulatory purposes, pursuant to the terms of the EU CRA Regulation or the UK Credit

Rating Agencies (Amendment etc.) (EU Exit) Regulations 2019, as the case may be.

Fitch’s approach to endorsement in the EU and the UK can be found on Fitch’s

Regulatory Affairs page on Fitch’s website. The endorsement status of international

credit ratings is provided within the entity summary page for each rated entity and in the

transaction detail pages for structured finance transactions on the Fitch website. These

disclosures are updated on a daily basis.
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