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Rating Action Overview

- Despite material disposals of about €1.1 billion signed during 2023, we expect CPI Property
Group S.A. (CPI)'s credit metric headroom to remain tight for the rating over the coming 12-18
months.

- In addition, despite the successful refinancing of its bridge facility due 2025 and the significant
progress made in secured bank refinancings, we note large debt maturities still to be
refinanced over 2024-2025, totaling about €1.2 billion.

- We therefore revised our outlook on CPI to negative from stable and affirmed the 'BBB-'
long-term issuer credit rating and issue ratings on the company and its unsecured debt, and
'BB' issue rating on the subordinated debt.

- The negative outlook indicates a one-in-three chance that we could lower our ratings on CPI in
the next 12-18 months if persistent challenging market conditions prevent the company from
maintaining adequate liquidity, or cause its debt to debt plus equity to exceed 60% and EBITDA
interest coverage to decrease to 1.8x.

Rating Action Rationale

Challenging market conditions and high refinancing costs continue to pressure CPI's
EBITDA-interest-coverage and debt-to-debt-plus-equity ratios, and we expect limited rating
headroom over the coming 12-18 months. We note that CPI's reported net loan-to-value (LTV)
ratio stood at 50.6% in its third-quarter update, down 30 basis points from year-end 2022 but
slightly up from 49.9% in first-half 2023. The company has signed significant disposals of about
€1.1 billion so far in 2023, and we understand a further €565 million in net disposal proceeds will
be cashed post Sept. 30, 2023, including the recently announced sales of the Hvar hotel resort and
the Crans Montana ski resort in November. However, even with these, its pro forma LTV would
decrease to 49.1% excluding any potential impact of full-year devaluations, translating into
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adjusted debt to debt plus equity of about 56%. Our updated base case takes into account about
7%-8% devaluations in 2023-2024 on the back of expanding yields in a challenging real estate
market. Therefore, we forecast a debt-to-debt-plus-equity ratio of 58-60% over 2023-2025 and
an EBITDA-interest-coverage ratio of 1.9x-2.1x. While these ratios would remain within the 60%
and 1.8x downside thresholds under our base case, rating headroom is now limited. The
higher-cost bridge loan and exponential increase in the Euro Interbank Offered Rate (Euribor) have
increased CPI's average cost of debt to 3.02% as of June 30, 2023, from 2.45% as of year-end
2022. We expect it to reach about 3.2%-3.4% by year-end 2023 despite CPI's relatively high
proportion of fixed-rate debt at 78% (89% excluding the bridge loan) and a good weighted-average
debt maturity of 4.8 years (excluding the bridge loan) as of June 30, 2023. However, we expect the
company will continue its disposals program as part of its deleveraging efforts, thereby reducing
gross debt over our rating horizon and mitigating the rising interest burden.

CPI´s liquidity remains solid for the next 12 months but significant debt maturities are coming
up in 2025 and 2026. The company has €757 million of debt maturities over 2024, €408 million
over 2025, and about €2 billion in 2026. It has signed about €1.2 billion of new external financing in
the year to date, demonstrating still-solid relationships with banks. We understand that a
substantial portion of the upcoming debt maturities in 2024 relates to a Berlin portfolio, which the
company has stated will be refinanced in the near term. Still, we note CPI's current access to
capital markets remains very challenging and its bonds' credit spreads have widened in the past
few months. The company has taken several steps to de-risk its debt maturity and refinancing
schedule and recently refinanced its bridge facility with €1.4 billion outstanding as of June 30,
2023, due 2025, with a new €635 million bridge facility, which--at agreed conditions--will likely
strain EBITDA interest coverage further if not refinanced at more favorable terms ahead of
maturity. While most credit ratios currently have relatively good headroom to the company´s
financial covenants, we note declining EBITDA interest coverage, which should remain above 1.9x
as per the terms, and was reported at 2.6x in the third quarter from 3.2x at year-end 2022.

Persistent deviations from the company's financial policy target of a maximum 40%-45% LTV,
and the complex corporate structure, heighten refinancing risk and put the rating under
pressure. The company's mainly debt funded mergers and acquisitions (M&A), including of
Immofinanz and S-Immo, and growth through joint ventures have resulted in leverage beyond its
long-term target, increased complexity, and reduced transparency in the corporate structure.
Moreover, recent intragroup asset transactions--such as the disposal of seven offices assets,
three commercial properties, and a land plot to S-Immo for a total consideration of €481 million to
upstream cash from subsidiaries to the holding company--are further increasing complexity.
While we understand this and other previous related-party, family, or intragroup transactions are
performed on an arm's-length basis at market consistent valuations, they increase complexity
and introduce possible risks relating to the company's stakeholders and credit quality. We remain
cautious on any transactions that could create risks of conflicts of interest, potentially harming
the company's credit profile.

We expect CPI's segment diversity, lease indexation, and good quality portfolio to support
resilient operating performance despite market and economic headwinds. CPI posted 8.2%
like-for-like growth in net rental income to €609 million as of Sept. 30, 2023, on the back of its
continued ability to pass on inflation to its tenants. About 90% of CPI's lease contracts are subject
to indexation at their anniversary dates. CPI posted a decrease in occupancy to 91.8% as of Sept.
30, 2023, from 92.8% at year-end 2022, mainly driven by lower retail and office occupancy. We
expect rental income growth to normalize toward 2.5%-3.0% in 2024 as inflation slows and
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vacancy rates increase, especially for office assets in secondary locations and retail assets that
host suffering fashion retailers such as Takko Fashion, which represented 0.9% of CPI's total
rental income. The company's strategy to focus on higher-yielding assets and dispose of
lower-yielding ones will support cash flow generation and its capacity to service debt
commitments. Moreover, the stable lease maturity profile at 3.5 years (versus 3.4 years at
year-end 2022) and good quality tenant base further support cash flow predictability and visibility.

Outlook

The negative outlook indicates a one-in-three chance that we lower the ratings in the next 12-18
months if persistent challenging market conditions prevent CPI from maintaining adequate
liquidity or cause its debt to debt plus equity to exceed 60% and EBITDA interest coverage to
decrease to 1.8x.

Downside scenario

We could lower our ratings on CPI within next 12-18 months if:

- It does not sustain a comfortable liquidity buffer commensurate with an investment-grade
rating;

- Debt to debt plus equity increases to 60% or above;

- EBITDA interest coverage decreases toward 1.8x or below; or

- Debt to annualized EBITDA materially differs from our forecast.

This could happen if CPI cannot continue deleveraging through asset disposals, records portfolio
devaluations beyond our forecasts, or refinances its upcoming debts maturities at worse than
currently anticipated conditions. We could also take a negative rating action if unexpected events
further weaken the company's creditworthiness, such as substantial share buybacks..

Upside scenario

We could revise the outlook back to stable if CPI demonstrates financial discipline within the
coming 12-18 months, including:

- Adjusted debt to debt plus equity remaining comfortably below 60%;

- EBITDA interest coverage sustained above 1.8x; and

- A continued comfortable liquidity cushion through favorable access to several funding sources,
including disposals or equity-like instruments.

This could happen if CPI executes its deleveraging strategy in a timely manner while still achieving
strong operating performance, such as positive like-for-like rental growth, high occupancy rates,
and limited portfolio devaluations. A positive rating action would also hinge on CPI taking actions
in support of its financial policy targets.
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Company Description

CPI is a real estate group focusing primarily on office (48% of portfolio value at June 30, 2023),
retail (24%), residential (8%), and hotel properties (5%), in addition to other assets that mostly
comprise land banks and development assets (15%).

The company has more than 30 years of experience in the real estate markets and operates in 12
countries in Central and Eastern Europe and Germany. With an overall portfolio value of €20.3
billion as of June 30, 2023, CPI operates primarily in the Czech Republic (27% of the portfolio),
Germany (21%), Poland (13%), Austria (7%), Romania (8%), and Hungary (7%), and is a leading
retail and office landlord in these countries. CPI recently acquired Immofinanz AG and S Immo AG.
Radovan Vitek owns 89% of CPI and Clerius Properties (an affiliate of Apollo Funds) owns 5.5%.
CPI is listed on the Frankfurt Stock Exchange.

Our Base-Case Scenario

Assumptions

- Eurozone consumer price index growth of about 5.5% in 2023, slowing to 2.9% in 2024 and
2.0% in 2025; real GDP growth of 0.6% in 2023, 0.8% in 2024, and 1.5% in 2025; unemployment
rates of 6.4% in 2023 and 6.5% over 2024-2025.

- Total like-for-like rental income growth at about 7.0% in 2023, after 8.2% in the first nine
months of the year, and 1.5%-3.0% per year over 2024-2025. This will mainly be on benefits
from inflation-linked lease agreements and recovery of the company's hospitality business, but
partly offset by our expectations of stagnating occupancy levels in the office segment.

- Potential portfolio devaluations totaling 7%-8% over 2023-2024, with expected yield expansion
partially mitigated by the positive rental effect from indexation.

- Net disposal proceeds of about €1.0 billion in 2023 and an additional €500 million–€700 million
over 2024.

- Annual capital expenditure (capex) of about €350 million over 2023, reducing to €250
million-€300 million over 2024, and €200 million-€250 million over 2025, including
maintenance and development capex.

- Annual share buybacks of €80 million-€100 million over 2024-2025, close to 2023 levels.

- We assume CPI maintains its recently refinanced €635 million bridge loan until maturity.
Although we understand the company plans to repay all bridge facilities in first-half 2024.

- Any required debt refinancing is at about 7%-8% interest rates, since we understand the
company still has access to cheaper funding than current market rates through its bank
refinancing.

Key metrics

- EBITDA to interest coverage of 1.9x-2.1x over 2023-2024, improving to 2.0x-2.4x in 2025.

- Debt to debt plus equity of 59%-60% in 2023, reducing slightly to about 58%-59% over
2024-2025.
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- Debt to EBITDA of 14x-15x in 2023, reducing to 12.5x-13.0x over 2024-2025.

Liquidity

We assess CPI's liquidity as adequate. This is based on our forecast that the company's liquidity
sources will exceed its funding needs by comfortably more than 1.2x over the 12 months from
Sept. 30, 2023. Although we understand the company still benefits from good access to bank
funding, we note quite sizable debt maturities over the next 24 months.

Principal liquidity sources over the next 12 months started Sept. 30, 2023, include:

- Unrestricted cash and cash equivalents of about €1.0 billion;

- About €550 million of undrawn bank lines maturing beyond the next 12 months;

- Our estimate of about €350 million-€370 million of cash funds from operations;

- €565 million of committed asset disposal net proceeds to be received post Sept. 30, 2023;

- €635 million of signed new bridge facility, due 2026; and

- €187 million of newly signed secured debt funding.

Principal liquidity uses over the next 12 months started Sept. 30, 2023, include:

- €775 million of contractual debt maturities, including bank loans and bond maturities;

- About €1 billion of the 2025 bridge facility, which was repaid in fourth-quarter 2023;

- About €100 million of estimated committed capex; and

- €80 million of share repurchases announced and completed in November 2023.

Covenants

We understand that the company had adequate headroom (more than 10%) under its bond and
bank covenants as of Sept. 30, 2023. We expect CPI will maintain sufficient headroom under these
covenants.

The main bond covenants (more restrictive) include the following consolidated ratios:

- Leverage of less than 60%, versus 49.1% reported as of third-quarter 2023 pro forma
disposals;

- Interest coverage of above 1.9x, versus 2.6x reported as of third-quarter 2023; and

- Secured debt to total asset-intangible assets of under 45%, versus 21.8% reported as of
third-quarter 2023.

Ratings Score Snapshot

Issuer Credit Rating BBB-/Negative/--

Business risk: Satisfactory

Country risk Intermediate
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Issuer Credit Rating BBB-/Negative/--

Industry risk Low

Competitive position Satisfactory

Financial risk: Significant

Cash flow/leverage Significant

Anchor bbb-

Modifiers:

Diversification/Portfolio effect Neutral (no impact)

Capital structure Neutral (no impact)

Financial policy Neutral (no impact)

Liquidity Adequate (no impact)

Management and governance Fair (no impact)

Comparable rating analysis Neutral (no impact)

Stand-alone credit profile: bbb-

Related Criteria

- General Criteria: Hybrid Capital: Methodology And Assumptions, March 2, 2022

- General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

- Criteria | Corporates | Industrials: Key Credit Factors For The Real Estate Industry, Feb. 26, 2018

- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Dec. 16, 2014

- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

- General Criteria: Methodology: Industry Risk, Nov. 19, 2013

- General Criteria: Methodology: Management And Governance Credit Factors For Corporate
Entities, Nov. 13, 2012

- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Ratings List

Ratings Affirmed; Outlook Action

To From

CPI Property Group S.A.

Issuer Credit Rating BBB-/Negative/-- BBB-/Stable/--
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Ratings Affirmed; Outlook Action

To From

Senior Unsecured BBB-

Subordinated BB

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.spglobal.com/ratings for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/sourceId/504352. Complete ratings
information is available to RatingsDirect subscribers at www.capitaliq.com. All ratings affected by this rating action
can be found on S&P Global Ratings' public website at www.spglobal.com/ratings. Alternatively, call S&P Global
Ratings' Global Client Support line (44) 20-7176-7176.
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