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Research Update:
Belgian Property Company Cofinimmo Outlook

Revised To Stable; 'BBB' L-T Rating Affirmed;
S-T Rating Raised To 'A-2'

Overview

e Bel gi um based property investnent conpany Cofinimob S. A /N V. has
slightly deleveraged its capital structure.

e The conpany's operating performance is supported by the good asset
quality and diversity of its portfolio.

* W are therefore revising the outlook on Cofinimop to stable from
negative, affirmng the 'BBB |ong-termcorporate credit rating, and
raising the short-termrating to 'A-2'" from'A3

e The stable outlook reflects our view that Cofinimob's debt |everage is
now adequate for the ratings and that the conpany has adequate financi al
flexibility.

Rating Action

On Jan. 18, 2011, Standard & Poor's Ratings Services revised the outl ook on
Bel gi an property investnent conpany Cofinimmo S.A. /N V. to stable from
negative. At the sanme tinme, we affirned our 'BBB' |ong-termcorporate credit
rati ng on Cofini mmo, and raised our short-termcorporate credit rating to
"A-2' from'A 3.

Rationale

The outl ook revision reflects our view of a reduction in Cofininmm's debt

| everage, which we now view as adequate for the ratings. It also reflects the
i mproved headroom under Cofini mm's debt covenants, and our assessment of the
positive contribution of the nursing hones and pub segnents to the operating
stability of the conpany's portfolio.

The ratings on Cofinimop reflect our view of the conmpany's diversified
portfolio of good-quality assets that generate stable cash flows, the
portfolio's long lease-maturity profile and hi gh occupancy rate, and
sufficient headroomunder its debt covenants. Partially offsetting these
strengths are Cofinimm's highly | everaged capital structure, weak cash flow
nmetrics, and its exposure to the depressed Brussels office nmarket.

We assess Cofininm's business risk profile as strong. This is supported by
the relatively large size of the conpany's portfolio, which was val ued at €3
billion on Sept. 30, 2010. Most of the assets are office buildings (58% of the
portfolio value) and are generally located in Belgium (84% of the portfolio
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val ue). Cofinimo has | eading nmarket positions notably in the Brussels office
market, with about 40%of its offices located in the prinme central business
district.

W understand that Cofinimop intends to continue expanding into nursing homes,
whi | e di sposing of nore volatile offices. W take a positive view of the

i ncreasing diversification of the conpany's portfolio into nursing hones,
pubs, and public-private partnerships. W view these assets as of good
quality, and generating stable cash flows thanks to | ong, indexed-Ilinked

| eases, nmostly with creditworthy tenants, and full occupancy.

However, due to the high overcapacity in the Brussels office market, we
bel i eve that rent incentives and potential negative reversion (office renta
incone is currently exceeding rental value) will continue to pressure office
rents. In addition, counterparty risk remains high anong small nursing homes
operators, in our opinion. Finally, we see sonme tenant concentration risk in
t he conpany's whole portfolio, with 69% of the contracted rents paid by the
top 10 tenants, although of majority of these tenants are governnent entities
or conpani es rated above ' BBB+' .

We assess Cofinimo's financial risk profile as significant. This reflects a
weak, al beit inproved, capital structure with a |oan-to-value (LTV) ratio of
53% at end- Sept enber 2010, thanks to a | ower |level of debt. W forecast a
Standard & Poor's-adjusted LTV rati o of about 54% in Decenber 2011, an

i mprovenent from 55%in Decenber 2009, and 58% i n Decenber 2008. Although
Cofinimvo's capital structure remains weaker than that of nobst of its rated
Eur opean peers, we believe that it is adequate for the ratings, given the
stability of the company's operating performance.

The conpany's cash flow netrics (4% funds fromoperations [FFQ to debt)
remai n bel ow those of its peers, although the trailing 12-nmonth EBI TDA

i nterest coverage ratio is adequate, in our view, at about 2.4x. Looking
forward, we anticipate that credit metrics will remain stable and cash flow
ratios will inprove slightly.

W consider that headroom under the debt covenants is adequate. The unadj usted
LTV ratio reached 51.2% on Sept. 30, 2010, against a maximumratio of 57.5%
which is allowed to rise to 60%for six nonths. The inprovenent in the LTV
rati o was supported by about €100 nmillion of asset disposals and a €69 mllion
treasury shares sale in 2010. W also note that Cofinimm has fully hedged its
debt for interest rate risk.

Liquidity

The short-termrating is 'A-2', reflecting our view that Cofinimmo's liquidity
i s adequate, offset by the conpany's relatively weak position within the ' BBB
rati ng category. On Sept. 30, 2010, short-term debt naturities anpbunted to
€317 mllion, including €117 mllion issued under a €500 mllion comrercia
paper program W also forecast over €100 nillion of capital expenditures and
€90 million of dividends to be paid. These near-termcash calls are fully

www.standardandpoors.com/ratingsdirect 3



Research Update: Belgian Property Company Cofinimmo Outlook Revised To Stable; 'BBB' L-T Rating Affirmed; S
-T Rating Raised To 'A-2'

backed by €362 mllion of undrawn commtted credit lines with an average
maturity of five years, and €2 nillion of unrestricted cash. W al so forecast
about €95 mllion of FFO for 2011 and over €100 mllion of asset disposals.

We anticipate that Cofinimop will continue to enjoy good access to capita

mar ket s and bank financing, as evidenced by the €50 nmillion private placenent
that it signed in Septenmber 2010. The low | evel of encunmbered assets may
provide a future source of liquidity, although secured issuances are limted
to 20% of total debt.

The conpany's debt nmaturity profile remains relatively well managed, in our
opi nion, with an average debt tenor of about four years and no | arge
maturities in the next two years. W consider that Cofinimmb has a

sati sfactory hedgi ng policy, which aims to cover between 50% and 90% of the
out st andi ng debt using a conbination of interest rate swaps, caps, and floors.
On Sept. 30, 2010, 100% of the debt was hedged against interest rate risk
until 2015, and nmore than 70% was hedged until 2017.

The SICAFlI ("Soci été d'investissenent a capital fixe inmmbilier") tax reginme
requires the distribution of 80% of the conpany's recurring cash flow

However, S| CAFl conpanies are also entitled to use this recurring cash flowto
reduce their outstanding debt rather than pay dividends. Gven that debt is
likely to be refinanced rather than repai d because Cofini mm does not generate
sufficient free cash flow, we see this entitlenent as providing the company
with extra financial flexibility. Recent |egislation now enabl es S| CAFI
conpanies to distribute their dividends in shares instead of cash, which we
view as potentially credit positive for Cofinimvo's liquidity position.

Outlook

The stable outl ook reflects our view of Cofinimm's inprovements in terns of
del everagi ng and our view that there is adequate headroom under the debt
covenants. Looking forward, we anticipate that Cofinimp's EBITDA interest
coverage ratio will remain at about 2.5x, FFOto debt at above 6% and the
adjusted LTV ratio at |ess than 55%

We could lower the ratings if EBITDA interest coverage falls to | ess than
2.0x, if FFOto debt remnins at less than 6% and if the adjusted LTV ratio
stays above 55% This could occur if nmarket trends and the conpany's letting
performance are | ower than projected, or if the company makes | arge,
debt-financed acquisitions that push debt |everage to a higher |evel than we
consi der conmensurate for the ratings.

Rati ng upsi de woul d depend nainly on Cofini o naintaining, on a sustainable

basis, an EBITDA interest coverage ratio close to 3.0x, an FFOto debt ratio
of about 8% and an adjusted LTV ratio of |ess than 50%
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Related Criteria And Research

Al articles listed below are available on RatingsDirect on the dobal Credit

Portal, unless otherw se stated.

e Met hodol ogy And Assunptions: Standard & Poor's Standardizes Liquidity
Descriptors For d obal Corporate |Issuers, July 2, 2010

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

 Corporate Ratings Criteria 2008, April 15, 2008

« Key Rating Factors For European Real Estate Conpanies, Nov. 24, 2004

Ratings List
Ratings Affirned; CreditWtch/ Qutlook Action; Upgraded

To From
Cofinimmob S. A /N V.
Corporate Credit Rating BBB/ St abl e/ A- 2 BBB/ Negat i ve/ A- 3
Comer ci al Paper A-2 A-3
Seni or Unsecur ed Debt BBB
Cof i ni mo Luxenbourg S. A
Seni or Unsecured Debt* BBB

*Quar anteed by Cofinimop S. A /N V.

Additional Contact:
Industrial Ratings Europe;CorporateFinanceEurope@standardandpoors.com

Conplete ratings information is available to RatingsDi rect subscribers on the
G obal Credit Portal at ww. gl obal creditportal.comand RatingsDirect
subscribers at ww. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client 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; Stockholm
(46) 8-440-5914; or Mscow (7) 495-783-4011.
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