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SECTOR UPDATE
REITs - Singapore
Rich Pickings Among Bombed-out US REITs

US office eked out a mild 1.4% yoy increase in asking rent in 2Q22 despite a
slowdown in leasing volume in 1H22. The average physical occupancy for the top-10
cities remains low at 47.4% as of Oct 22. US REITs have suffered the brunt of recent
indiscriminate selling. Bargains have emerged with US office REITs trading at average
P/NAV of 0.60x. BUY KORE (Target: US$0.80), MUST (Target: US$0.63) and UHU (Target:
US$0.68) as they provide 2022 distribution yields of 11.2%, 13.1% and 12.0%
respectively.

WHAT’S NEW

o Leasing momentum has slowed for the US office market. Leasing volume for the US
office market has slowed for the second consecutive quarter and declined 9% qoq to 49m
sf in 2Q22 (84% of pre-pandemic levels). Vacancy rate has inched higher by 0.1ppt qoq
to 16.9%, a pandemic era high, with completion of 10m sf outpacing net absorption of
6.2m sf. Net absorption was only 7.3m sf in 1H22, a far cry from 19m sf seen in 4Q21.
More tenants are sub-leasing their underutilised office space and sub-lease availability
rate has increased 20bp qoq to a record high of 3.9% in 2Q22.

Suburban offices outperform downtown offices. According to CBRE, average
suburban asking rent grew 1.3% yoy to US$28.33psf per year in 2Q22, compared with an
increase of 1.1% to US$52.18psf per year for downtown offices. Downtown offices were
affected by increased supply and the slow return of office workers. Vacancy rate for
downtown offices increased 20bp qoq to 17.0% in 2Q22, rising above the 16.8% (-10bp
goq) for suburban offices for the first time in 20 years. Vacancy for downtown offices has
risen by 6.2ppt during the COVID-19 pandemic, compared to a smaller 3.6ppt for
suburban offices.

Sun Belt markets most resilient. Demand remains strong for high-growth Sun Belt
markets, such as Austin, Atlanta, Dallas/Fort Worth and Charlotte. Technology and life
science hubs, such as San Jose, Los Angeles and Boston, are also growing nicely. Sun
Belt markets have benefitted from in-migration over the past few years. Eight out of the
top 10 markets in terms of office-using employment growth over the past 12 months are in
Sun Belt markets, such as Austin, Dallas/Fort Worth, Atlanta, Nashville, Raleigh, Denver,
Charlotte and San Diego.

Sun Belt markets lead in physical occupancy. The average physical occupancy for the
top-10 cities in the US remains low at 47.4% as of Oct 22. Sun Belt markets lead in terms
of physical occupancy (Austin: 63.1%, Houston: 58.1% and Dallas: 53.7%). Many
companies are moving from two days to three days per week in their hybrid work regime.
Time spent on commuting is the biggest hurdle to employees returning to the office.
Lately, inflation, which leads to higher costs of transportation, food and childcare, has led
to a push back from employees who prefer to work remotely.

ACTION

e Carnage caused by panic after FOMC meeting and UK’s mini budget. US office
REITs KORE, MUST and PRIME have succumbed to indiscriminate selling and corrected
31.2%, 41.8% and 40.1% respectively on an ytd basis. UHU, on the other hand, corrected
by a smaller 23.3% ytd due to its resiliency. KORE, MUST and UHU provide attractive
2023 distribution yields of 11.2%, 13.1% and 12.0% respectively.

PEER COMPARISON

Price Target MktCap  -------meeemmemmmeeee- Yield (%) -------
Name Ticker Rec 130ct22  Price  (US$m) Hist Curr Fwd 1Y
KepPacOak REIT USD KORE SP BUY 0.55 0.80 574 115 11.2 10.3
Manulife REIT USD MUST SP BUY 0.39 0.63 693 13.7 13.1 133
Prime US REIT USD PRIME SP NR 0.50 na. 590 13.6 14.0 14.0
Utd Hampshire REIT USD  UHU SP BUY 0.51 0.68 288 12.0 12.0 105

Source: Bloomberg, UOB Kay Hian
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OVERWEIGHT
(Maintained)
TOP BUYS
Company Rec Share Price Target Price
(S9) (S$)
CLAS BUY 0.91 1.27
FCT BUY 2.13 2.56
LREIT BUY 0.71 0.91
MINT BUY 231 3.12
MLT BUY 1.49 1.94

Source: UOB Kay Hian
FTSE ST ALL-SHARE REITS INDEX
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---------------- Debt to Debt to PINAV
Fwd 2Y  Equity (%) Assets (%) (x)
10.2 65.1 37.2 0.66
136 78.3 424 0.55
142 63.3 37.8 0.58
10.2 63.6 38.0 0.67
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PHYSICAL OCCUPANCY FOR TOP-10 CITIES (MAR 20 TO OCT 22)
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¢ Undervalued relative to peers. The three US office REITs - KORE, MUST and PRIME -
are trading at an average P/NAV of 0.60x, which is much lower than 0.75x for Singapore
office REITs and 0.89x for office REITs listed in the US.

Keppel Pacific Oak US REIT (BUY/KORE SP/Target: US$0.80) Jonathan Koh

¢ Organic growth from positive rent reversion and rental escalation. KORE achieved
positive rental reversion of 1.6% in 1H22. Management has maintained its guidance of
positive rent reversion at mid-single-digit in 2022, driven by Seattle (Bellevue/Redmond)
and Sacramento. In-place passing rents are 8.9% below asking rents on a portfolio-wide
basis, which underpins organic growth from sustained positive rent reversion. In addition,
KORE also benefits from built-in average annual rental escalation of 2.4%.

Clever and early refinancing. KORE secured a new loan facility of US$180m in Jul 22,
which was utilised to refinance borrowings of US$130m due in Nov 23 and Jan 24 and
partially repay outstanding revolving credit facility. Currently, KORE does not have any
refinancing requirement until Nov 24.

Portfolio optimisation. KORE has completed the divestment of Northbridge Center | & 11
in Atlanta, Georgie for US$22.1m (16.9% above valuation as of Dec 21) on 28 Jul 22. We
expect KORE to recognise a small divestment gain of US$1.6m in 3Q22. KORE has also
signed a sale & purchase agreement to divest Powers Ferry in Atlanta, Georgie. In
aggregate, Northbridge Center | & Il and Powers Ferry contribute 2.7% of group net
property income as of Jun 22.

Maintain BUY. We like KORE for its exposure to suburban office (77% of portfolio
valuation) and Sun Belt states (38% of portfolio valuation). We cut our 2023 DPU forecast
by 6.6% after factoring in Fed Funds Rate hitting 4.5% in early-23 (previous: 3.5%). We
have lowered our target price from US$0.99 to US$0.80 based on DDM (COE: 9.0%
(previous: 8.0%), terminal growth: 2.2%).

e We increased our risk-free rate from 3.0% to 4.0% in our DDM valuation, in line with
higher yield for 10-year US government bonds.

Manulife US REIT (BUY/MUST SP/Target: US$0.63) Llelleythan Tan

o Lower overall occupancy. 2Q22 overall portfolio occupancy fell 1.7ppt qoq to 90.0%,
driven by non-renewals and downsizing in existing properties (Figeuroa, Exchange, Penn
and Capitol). Large tenants have been re-evaluating their office spaces amidst growing
adoption for hybrid working arrangements. Two of MUST’s top 10 tenants by gross rental
income, TCW group (3.8% of GRI) and Quinn Emanuel (2.9% of GRI), have plans to
vacate by end-23 and have already downsized its offices in MUST’s Figeuroa asset. To
backfill these vacancies, MUST has been in negotiation with prospective tenants to take
over these vacated spaces, which we reckon may take time.

Hotelisation of its assets. To ensure its properties remain competitive and command
premium rents, MUST has initiated several initiatives such as partnering with best-in-class
flex operators to reinvest in its existing office spaces. In Sep 22, MUST partnered with
Flex by JLL to take up 15,407sf (3.3% of NLA) of office space in Plaza with an additional
20,451sf (4.4% of NLA) in subsequent phases by 2023, providing enterprise-grade flexible
space solutions at an expected stabilised rent premium of 30% to market.

Impact of rising interest rates. As of end-2Q22, 85.7% of MUST'’s borrowings were
fixed-rate loans. MUST guide that every 1% increase in interest rates will impact DPU by
0.079 US cents, which is a roughly 1.5% impact on DPU. With the Fed raising interest
rates at an unprecedented rate, we have increased our risk-free rate assumptions and
decreased our 2023-24 DPU forecasts by 2-3%, causing our target price to drop from
US$0.74 to US$0.63. The recent selling is overdone and most of the negatives have been
priced in.
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PHYSICAL OCCUPANCY FOR TOP-10 CITIES

(50CT 22)

Austin 63.1%
Houston 58.1%
Dallas 53.7%
Chicago 45.2%
Los Angeles 45.0%
Washington DC 44.0%
New York 43.8%
San Jose 41.6%
San Francisco 40.1%
Philadelphia 39.5%
AVERAGE FOR TOP-10 CITIES 47.4%

Source: Kastle Systems
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United Hampshire US REIT (BUY/UHU SP/Target: US$0.68) Jonathan Koh
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PHYSICAL OCCUPANCY BY DAY OF WEEK

SEPT'22

¢ Caters to defensive day-to-day necessity spending at strip centres. Consumers are MONDAY sl

expected to pull back from discretionary spending but will devote a larger share of their

wallets on day-to-day necessities at strip centres in their neighbourhood. Tenants — ™™ - *

providing essential services, such as supermarkets, grocery stores, farmer's markets, . ... - _ @ .

convenience stores, pharmacies, medical supplies, home improvement stores, bank

branches, laundromats and pet stores, accounted for 67.5% of UHU’s base rental income ~ mrursoar o - o

as of Jun 22. UHU has also maintained a long WALE of 8.0 years. = .o
e Hit by higher interest rates. UHU has bank loans of US$94.5m due for refinancing in 0% 25% 50% 75%

Mar 23. Its weighted cost of debt would increase to 4.8% (previous: 3.9%) assuming the  Source: Kastle Systems

bank loans are refinanced at an interest rate of 5.7% (previous: 4.0%). We cut our 2023

DPU by 7.8% after factoring in Fed Funds Rate hitting 4.5% in early-23 (previous: 3.5%).
e Maintain BUY. We lower our target price from US$0.83 to US$0.68 based on DDM

(COE: 9.0% (previous: 8.0%), terminal growth: 1.5%).
SECTOR CATALYSTS
 Strength of the US dollar, which enhances the valuations of properties located in the US.
o Growth from growth cities and Sun Belt states.
ASSUMPTION CHANGES
¢ As mentioned above.
RISKS
¢ Escalation of the Russia-Ukraine war beyond Ukraine.
 Persistent and elevated inflation causing more rate hikes in 1H23.
PEER COMPARISON

Price  Target MktCap -----------e-mem- Yield (%) -----------mee-e- Debt to Debt to

Name Ticker Rec Curr 130ct22 Price (US$m)  Hist Curr  Fwd1lY Fwd2Y Equity (%) Assets (%)
SINGAPORE - OFFICE REITS
CapLand Int Comm Trust CICT SP BUY  S$ 1.85 217 85555 5.6 6.1 6.3 6.4 68.9 40.6
Keppel REIT KREITSP BUY S$ 0.95 133 24720 6.1 6.2 5.9 6.5 68.9 37.9
Suntec REIT SUNSP  HOLD S$ 1.46 157 29249 59 6.6 6.0 6.0 79.8 431
Average: 5.9 6.3 6.1 6.3 72.6 40.5
SINGAPORE — OFFSHORE OFFICE REITS
Cromwell REIT EUR CERTSP NR € 1.70 n.a. 929.1 10.0 100 103 10.3 71.9 38.6
Elite Comm REIT GBP ELITESP BUY £ 0.53 0.65 2834 10.2 9.5 7.7 8.2 75.9 419
IREIT Global IREIT SP NR S$ 0.50 n.a. 399.0 8.2 8.2 8.2 8.4 50.5 30.8
KepPacOak REIT USD KORESP  BUY US$ 0.55 0.80 574.4 115 11.2 10.3 10.2 65.1 372
Manulife REIT USD MUSTSP  BUY US$ 0.39 0.63 692.9 13.7 131 133 13.6 783 424
Prime US REIT USD PRIMESP NR US$  0.50 n.a. 590.1 13.6 14.0 14.0 14.2 63.3 37.8
Average: 112 11.0 106 108 67.5 38.1
US — OFFICE REITS
Alexandria Real Estate ARE US NR US$ 133.06 na. 21,7112 34 35 3.7 41 57.5 308
Boston Properties BXP US NR US$ 7117 na. 11,1548 55 5.6 5.7 5.9 228.8 59.7
Kilroy Realty Corp KRC US NR US$ 4041 na. 47228 51 53 55 5.7 771 39.6
Vornado Realty Trust VNO US NR US$ 21.09 na. 40445 10.1 10.1 10.2 10.3 177.8 52.0
Cousins Properties Cuzus NR US$ 2237 na. 33876 5.6 5.7 6.0 6.0 49.0 30.6
Douglas Emmett DEI US NR US$ 16.79 na. 2914 6.7 6.7 7.0 74 207.9 53.7
Equity Commonwealth EQC US NR US$ 2414 na. 26854 0.0 4.1 0.0 0.0 0.0 0.0
Highwoods Properties HIW US NR US$ 2534 na. 26654 7.8 7.9 8.1 8.2 1139 49.0
Corporate Office Properties OFC US NR US$ 2328 na.  2617.2 4.7 4.7 49 49 141.8 54.0
SL Green Realty Corp SLG US NR US$ 37.74 na. 24527 16.6 9.9 10.0 10.2 109.6 44.9
JBG Smith Properties JBGSUS NR US$ 1807 na. 20670 5.0 5.0 5.1 5.3 85.2 38.9
Hudson Pacific Properties HPP US NR US$ 10.27 na. 14548 9.7 9.7 9.9 10.1 1214 44.8
Easterly Government Properties DEA US NR US$ 1566 n.a. 1,422.2 6.7 6.8 6.9 6.1 94.4 429
Paramount Group PGREUS NR US$ 6.00 na. 13521 4.8 5.2 5.3 5.9 106.9 452
Piedmont Office Realty Trust PDM US NR  US$ 9.62 na. 11871 8.7 8.7 9.1 9.6 105.2 47.8
Empire State Realty Trust ESRTUS NR US$ 655 na. 10717 21 2.3 2.7 32 247.8 54.6
Brandywine Realty Trust BDN US NR  US$ 6.21 n.a. 1,0654 122 10.9 12.4 12.9 1111 43.8
Veris Residential VRE US NR US$ 1095 n.a. 997.3 0.0 0.4 17 2.8 188.1 53.3
Office Properties Income Trust OPIUS NR US$ 1295 n.a. 627.5 17.0 17.0 17.0 17.0 1722 60.8
Orion Office REIT ONL US NR  US$ 8.97 n.a. 508.0 11 n.a. n.a. n.a. 58.6 36.2
Average: 6.6 6.8 6.9 7.1 122.7 444

Source: Bloomberg, UOB Kay Hian
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

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. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH 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 UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, 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) UOBKH, 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; (3) the officers,
employees and representatives of UOBKH 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”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH 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 UOBKH 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 UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2022, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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