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COMPANY UPDATE BUY

Digital Core REIT (DCREIT SP) (Maintained)

Rebalancing Towards Investment Grade Tenants Share Price US$0.465
Cyxtera, DCREIT’s second-largest tenant accounting for 22.6% of annualised rent, was Target Price US$0.78
downgraded by Moody’s from B3 to Caa2 on 17 Feb 23. In the event that Cyxtera files Upside +67.7%
for bankruptcy protection, our FY25 DPU forecast and target price would be reduced by (Previous TP US$0.97)

15% and 14% respectively to 3.5 US cents and US$0.67 assuming DCREIT backfills half
of the vacant data centre spaces. DCREIT provides FY25 distribution yield of 8.7%
(KDCREIT: 5.3% and MINT: 5.7%). Maintain BUY. Target price: US$0.78.

WHAT’S NEW

COMPANY DESCRIPTION

DCREIT is a pure-play data centre REIT. Its
portfolio comprises 10 freehold data centres
concentrated within top-tier markets in the US

¢ The second shoe to drop. We expect Cyxtera Technologies, which was described as a
global colocation and interconnection provider and rated B3 in Digital Core REIT’s (DCREIT)
IPO prospectus dated 29 Nov 21, to be under greater financial strain as financing for
technology companies is tightened in the aftermath of the demise of Silicon Valley Bank. The
tenant was already downgraded by Moody’s Investors Service from B3 to Caa2 on 17 Feb

(North  Virginia, Silicon Valley and Los
Angeles) and Canada (Toronto) with an
appraised valuation of US$1.4b. Its sponsor
Digital Realty is the world’s largest data centre
owner and operator.

23. lts outlook was also changed from stable to negative. Moody's cited governance STOCK DATA
weakness and difficulty in refinancing revolving credit facilities of US$120m as basis for their  GICS sector Real Estate
downgrade. Moody's believes Cyxtera is at high risk for default without an equity capital Bloomberg ticker: DCREIT SP
infusion and full refinancing over the next few months. Cyxtera’s share price has collapsed Shares issued (m): 1123.3
85% in 2022 and 28% on a ytd basis in 2023. ’ T
Market cap (US$m): 522.4
* Big shoes to fill. Cyxtera is DCREIT's second largest-tenant, accounting for 22.6% of \arket cap (US$m): 5224
annualised rent as of Dec 22. The exposure to Cyxtera is straddled across six data centres. 3-mth avg daily tover (US$m): 15

Cyxtera remains current in rents and has not defaulted. Sponsor Digital Realty could provide
support through a cash flow guarantee in the event that Cyxtera files for chapter 11
bankruptcy protection.

Price Performance (%)

52-week high/low US$1.16/US$0.43

1mth 3mth 6mth 1yr YTD
o Sensitivity analysis on progress of backfilling vacant space. Our sensitivity analysis (22.5) (21.8) (42.9) (57.3) (15.5)
indicates that FY25 DPU and our target price could drop by up to 29% and 27% respectively Major Shareholders %
in the event that Cyxtera files for chapter 11 bankruptcy protection. Our base case scenario, Digital Realty Trust 350
which assumes DCREIT backfills half of the vacant data centre space, provides FY25 DPU ) o '
forecast of 3.5 US cents and target price of US$0.67. Our worst-case scenario, whereby Sumitomo Mitsui Fin 7o
none of the vacant space is backfilled, provides FY25 DPU forecast of 2.9 US cents and ;Y23 NAV/Share (US$) 0 82_
target price of US$0.57. FY23 Net Debt/Share (US$) 0.43
* Balance sheet flexibility is preserved with an aggregate leverage at 34.0% after the
acquisition of 25% interest in Frankfurt data centre (Sep 22: 26.2%). DCREIT has headroom PRICE CHART
for debt-funded acquisitions of US$150m based on aggregate leverage of 40%. Weighted R
average cost of debt deteriorated from 3.1% to 3.9%. The proportion of borrowings hedged 1_4‘:” o coneseruasgMFSST NS ‘%jzo
to fixed rates has increased from 50% to 75%. " 110
KEY FINANCIALS 100 ;20
Year to 31 Dec (US$m) 2021 2022 2023F 2024F 2025F 050 32
Net turnover n.a. 115 112 112 112 050 60
EBITDA na. 72 73 73 73 ®
Operating profit na. 72 73 73 73 o0 .
Net profit (rep./act.) n.a. 13 43 44 43 020 2
Net profit (adj.) n.a. 42 44 44 43 30 Volume (m
EPU (US$ cent) n.a. 3.7 3.9 3.9 3.8 fg L |
A T | ailae Al
EE?X()US$ Cent) 2: 1;2 1:13: 1::]] 1;1 V\?Iar22 May 22 JuT!Z‘- Sep22 Nov22 JanhZ; Mar 23
P/B (x) n.a. 0.6 0.6 0.6 0.6 Source: Bloormberg
DPU YId (%) n.a. 8.6 8.3 8.7 8.8 '
Net margin (%) n.a. 1.7 38.0 39.1 38.6 ANALYST(S)
Net debt/(cash) to equity (%) n.a. 50.3 52.9 55.5 58.4
Interest cover (x) n.a. 6.7 3.1 3.1 3.0 :gg%t:;;;é;g’ CFA, MSc Econ
ROE (%) na. n-a. 4.6 4.8 4.8 jonathankoh@uobkayhian.com
Consensus DPU (US$ cent) n.a. n.a. 3.9 4.0 4.1
UOBKH/Consensus (x) - - 0.98 1.02 1.00

Source: Digital Core REIT, Bloomberg, UOB Kay Hian
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TOP 10 TENANTS (DEC 22)
Tenant Trade Sector No. of Annualised % of
Locations Rent (US$M) Total
1 Fortune 50 Software Company Hyperscale CSP 3 21.7 39.1
2 Global Colocation and Interconnection Provider Colocation / IT SP 6 16.0 22.6
3 Social Media Platform Social Media 1 11.9 16.8
4 Global Technology Solutions Provider Hyperscale CSP 1 7.0 9.9
5 Fortune 25 Technology Company Hyperscale CSP 1 4.7 6.7
6 Global Cloud Provider Hyperscale CSP 1 16 23
7 IT Service Provider Colocation / IT SP 1 14 2.0
8 Multi-national Service Provider Others 1 0.2 0.3
9 Utility Provider Others 1 0.05 0.1
10 Communications Infrastructure Company Others 2 0.04 0.1
Others n.a. n.a. n.a. 0.2 0.3
Total 70.7 100.0
Source: DCREIT
SENSITIVITY ANALYSIS FOR IMPACT ON FY25 DPU AND TARGET PRICE
Occupancy for FY25 Target
% Backfilled Data Centre FY25 DPU Distribution Price % Upside
Portfolio (US cents) Yield (%) (US$)
0% 73.8% 2.9 6.2 0.57 22.6
10% 76.2% 3.0 6.4 0.59 26.9
20% 78.6% 31 6.7 0.61 312
30% 81.1% 3.2 6.9 0.63 355
40% 83.5% 34 7.2 0.65 39.8
50% 85.9% 35 75 0.67 44.1
60% 88.3% 3.6 1.7 0.69 48.4
70% 90.7% 3.7 8.0 0.71 52.7
80% 93.2% 38 8.2 0.74 59.1
90% 95.6% 3.9 85 0.76 63.4
100% 98.0% 4.1 8.7 0.78 67.7

Source: UOB Kay Hian
STOCK IMPACT

¢ A silver lining. Non-investment grade tenants accounted for 32% of annualised rents
(Cyxtera Technologies: 24.1% and Sungard Availability Services: 7.3%) as of Jun 22.
DCREIT would have the opportunity to rebalance its tenant base toward investment grade
tenants in the event that Cyxtera files for chapter 11 bankruptcy protection.

o Supply constraints conducive for backfilling of vacant spaces. Northern Virginia and
Silicon Valley, which are the largest data centre markets in the US, accounted for 35% and
32% of DCREIT’s annualised rents respectively as of Dec 22. Northern Virginia remains
supply constrained and vacancy is very tight at 1%. The supply constraint in Northern
Virginia and Silicon Valley augurs well for DCREIT’s effort to backfill its vacant data centre
spaces.

¢ No exposure to US regional banks. Management has clarified that DCREIT does not have
any customer or banking relationship with Silicon Valley Bank, First Republic Bank or other
US regional banks. None of its tenants are financial services firms, technology start-up
companies or backed by venture capital.

¢ Attracting interest from institutional investors. Interesting, Sumitomo Mitsui Financial
Group, through various entities and funds under Sumitomo Mitsui and Daiwa Securities, has
become a major unitholder with a combined 7.0% stake in DCREIT. Daiwa Securities has
recently purchased 1.7m units on 21 Feb 23 and increased its deemed interest by 0.15ppt to
9.0%.

EARNINGS REVISION/RISK

o Our FY25 DPU forecast and target price would be reduced by 15% and 14% respectively to
3.5 US cents and US$0.67 assuming DCREIT backfills half of the data centre spaces
vacated by Cyxtera. FY24 distribution yield would be lowered from 8.7% to 7.5%.

VALUATION/RECOMMENDATION

e Maintain BUY. Our target price of US$0.78 is based on DDM (cost of equity: 7.25%
(previous: 6.75%), terminal growth: 2.2% (previous: 2.8%)).

SHARE PRICE CATALYST

¢ Organic growth from cash rental escalation of 1-3% (weighted average: 2%).

o Yield-accretive acquisitions tapping on sponsor’s large and growing data centre pipeline.

Refer to last page for important disclosures.
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RENTAL INCOME BY CORE MARKET (DEC 22)
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Source: DCREIT
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Year to 31 Dec (US$m) 2022 2023F 2024F 2025F  Year to 31 Dec (US$m) 2022 2023F 2024F 2025F
Net turnover 115.0 112.3 112.3 112.3 Fixed assets 1,423.8 1,426.3 1,428.8 1,431.3
EBITDA 718 727 72.7 72.7 Other LT assets 154.2 154.2 154.2 154.2
Deprec. & amort. 0.0 0.0 0.0 0.0 ST debt na. n.a. n.a. na.
EBIT 718 727 727 727 Cash/ST investment 252 26.8 278 28.1
Associate contributions (0.5) 6.3 6.4 6.5 Other current assets 9.3 8.3 8.3 8.3
Net interest income/(expense) (10.6) (23.2) (23.6) (24.3) Total assets 1,612.6 1,615.7 1,619.1 1,622.0
Pre-tax profit 319 54.8 55.9 55.3 Other current liabilities 25.9 20.7 20.7 20.7
Tax (13.1) (6.6) (6.6) (6.5) LT debt 495.0 515.0 532.0 550.0
Minorities (5.3) (5.4) (5.4) (5.4) Other LT liabilities 14.6 14.6 14.6 14.6
Net profit 13.4 427 439 434 Shareholders' equity 934.9 922.7 908.9 893.5
Net profit (adj.) 422 43.8 435 43.0 Minority interest 142.1 142.6 142.9 143.1
Total liabilities & equity 1,612.6 1,615.7 1,619.1 1,622.0
CASH FLOW KEY METRICS
Year to 31 Dec (US$m) 2022 2023F 2024F 2025F  Year to 31 Dec (%) 2022 2023F 2024F 2025F
Operating 77.6 50.4 55.9 55.1 Profitability
Pre-tax profit 15 309 321 315 EBITDA margin 62.5 64.7 64.7 64.7
Tax (2.5) (2.5) (2.5) (1.5) Pre-tax margin 278 48.8 49.8 49.2
Working capital changes 145 4.2) 0.0 0.0 Net margin 11.7 38.0 39.1 38.6
Non-cash items (17.8) 10.1 101 10.1 ROA na. 26 2.7 2.7
Other operating cashflows 81.9 16.1 16.2 15.0 ROE na. 4.6 48 48
Investing (1,452.3) (2.5) (2.5) (2.5)
Capex (growth) (1,294.7) 0.0 0.0 0.0 Growth
Capex (maintenance) (2.6) (2.5) (2.5) (2.5) Turnover n.a. (2.3) 0.0 0.0
Investments (68.9) 0.0 0.0 0.0 EBITDA n.a. 13 (0.0) (0.0
Others (86.1) 0.0 0.0 0.0 Pre-tax profit na. 71.7 21 (1.2)
Financing 1,400.0 (46.3) (52.5) (52.3) Net profit na. 2184 2.8 (1.3
Distribution to unitholders (26.7) (43.) (45.9) (46.9) Net profit (adj.) na. 37 (0.5) 1.3
Issue of shares 9774 0.0 0.0 1.0 EPU na. 44 (1.2) (2.4)
Proceeds from borrowings 497.5 20.0 17.0 18.0
Others/interest paid (48.2) (23.2) (23.6) (24.3) Leverage
Net cash inflow (outflow) 252 1.6 1.0 0.4 Debt to total capital 315 326 336 34.7
Beginning cash & cash equivalent 0.0 252 26.8 27.8 Debt to equity 53.0 55.8 58.5 61.6
Ending cash & cash equivalent 252 26.8 278 28.1 Net debt/(cash) to equity 50.3 52.9 55.5 58.4
Interest cover (x) 6.7 31 31 3.0

Refer to last page for important disclosures.
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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.

Refer to last page for important disclosures. 34
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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

(ii) 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 2023, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W
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