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Keppel DC REIT Refer to important disclosures at the end of this report



Bloomberg: KDCREIT SP | Reuters: KEPE.SI



DBS Group Research . Equity



29 Oct 2015



BUY



A sweet first deal in Germany



Last Traded Price: S$1.06 STI : 3,040.51 Price Target : S$1.14 (8% upside)







Target acquisition is in a key data centre hub with high barriers of entry near Frankfurt







Accretive deal with many positives







BUY maintained, TP S$1.14



Reason for Report : Company update Potential Catalyst: Acquisitions Where we differ: We have priced in acquisitions in our estimates Analyst Rachael TAN +65 6682 3713 [email protected] Derek Tan +65 6682 3716 [email protected]
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A sweet first deal in Germany. Keppel DC REIT announced the signing of a forward sale and purchase agreement with mainCubes One Immobilien GmbH & Co. KG (vendor) to acquire a data centre (maincubes DC) that will be fitted out to Tier III specifications, which is expected to complete in 2018. The purchase consideration is EUR84m (S$130m), 2.5% discount to valuation. The REIT will pay an initial deposit of 10% of the price upon contract signing, with the remainder upon completion. Post completion, mainCubes DC will be leased back on a 15-year triple-net lease with annual rental escalations, offering strong income visibility to the REIT.
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Keppel DC REIT (LHS)



Forecasts and Valuation FY Dec (S$ m) Gross Revenue Net Property Inc Total Return Distribution Inc EPU (S cts) EPU Gth (%) DPU (S cts) DPU Gth (%) NAV per shr (S cts) PE (X) Distribution Yield (%) P/NAV (x) Aggregate Leverage (%) ROAE (%) Distn. Inc Chng (%): Consensus DPU (S cts): Other Broker Recs:



Jun-15



Sep-15



Relative STI INDEX (RHS)



2014A 80 67 48 48 5.4 nm 5.4 nm 87.5 19.6 5.1 1.2 31.2 6.1



2015F 97 80 56 57 6.4 18 6.4 18 87.5 16.6 6.0 1.2 34.3 7.3



2016F 124 105 75 75 7.5 18 6.8 6 89.8 14.1 6.4 1.2 30.1 8.5



2017F 129 109 79 80 7.1 (5) 7.2 6 89.8 14.8 6.8 1.2 30.3 8.0



6.8 B: 5



7.0 S: 0



7.3 H: 1



ICB Industry : Financials ICB Sector: Real Estate Investment Trusts Principal Business: Keppel DC REIT is the first data center EIT to be listed in Asia and on the SGX. KDC REIT invests in a diversified portfolio of income-producing real estate assets which are primarily for data center purposes.



Source of all data: Company, DBS Bank, Bloomberg Finance L.P



www.dbsvickers.com ed: TH / sa: YM



Key data centre market with high barriers of entry. Maincubes DC will be located within the Offenbach am Main data centre hub, which is about 10km away from Frankfurt, Germany. This deal will represent Keppel DC REIT’s first foray into Frankfurt’s data centre market, which we understand should see healthy utilisation rates of c.80% on the back of accelerating demand for co-location space by end users, supported by excellent infrastructure already in place. Accretive acquisition with minimal downside risks. We see many positives in this acquisition with (i) an attractive initial yield of 7.15% which will be immediately accretive to distributions, (ii) substantially derisking any development risk to the vendor during construction period of which Keppel DC REIT will receive 7.15% coupon in return during the period, (iii) an increase in portfolio WALE from 8.9 to 10.0 years, offering increased income visibility. Gearing is estimated to increase to c.31% after payment of the 10% deposit. BUY, S$1.14 TP maintained. DPU is estimate to rise 2.7% on a proforma basis. Keppel DC REIT continues to utilise its under-geared balance sheet and deliver on the acquisition front and we see more earnings upside in the medium term upon the expected acquisition of its data centre in SG from its sponsor. Maintain BUY. At A Glance Issued Capital (m shrs) Mkt. Cap (S$m/US$m) Major Shareholders Keppel Telecom & Transport (%) Wellington Management (%) DBS Bank (%) Free Float (%) 3m Avg. Daily Val (US$m)



883 936 / 667 30.1 7.3 5.5 57.1 1.3



Company Focus Keppel DC REIT



INVESTMENT THESIS Profile Keppel DC REIT is a Singapore-based real estate investment trust (REIT), established with the principal investment strategy of investing, directly or indirectly, in a portfolio of income-producing real estate assets which are used primarily for data centre purposes, with an initial focus on Asia Pacific and Europe.



Rationale Riding on the global data boom. Keppel DC REIT offers investors a unique exposure to the highly specialised and resilient data centre market. With close to 70% of NPI derived from co-location leases, the Trust is poised to ride on the rising global usage of data and demand for data centres. Earnings are further supported by its master-leased properties (30% of NPI) which have average annual escalations of 2-4%. Visible earnings growth profile underpinned by acquisition potential. With foreign-sourced distributions fully hedged until 1H17, and 90% of borrowings hedged into fixed rate debt, Keppel DC REIT stands out for its stable and highly visible earnings profile. Earnings catalyst will come from the acquisition of T27, which we believe could occur in 1H16. While an acquisition of >S$250m is expected to trigger an equity fundraising exercise, we believe the acquisition will be accretive to earnings given that the stock is trading at a low implied cap rate of 6.3% Imputed S$250m of acquisitions into FY16 numbers. We have assumed S$250m of acquisitions in FY16 to account for the purchase of T27; we have also assumed that the equity fundraising will bring gearing down to 30%, which is the Manager’s long-term target level.



Valuation We currently have a BUY recommendation, with a DCFbacked TP of S$1.14. The stock offers an attractive yield of 6.8% for FY16 and upside will hinge on better-thanexpected returns from acquisitions, or higher occupancies at co-location properties.



Risks Higher maintenance capex relative to other asset classes. Due to the shorter lifespan of a data centre’s infrastructure, it is possible that the REIT may have to rely on borrowings to fund maintenance capex at certain properties, which could impact gearing. Competition from larger third-party data centre players. The data centre market is dominated by several large international operators which have been aggressively expanding into markets where Keppel DC REIT has a presence. Keppel DC REIT may face higher barriers to entry and stiffer competition to attract and retain tenants.



Source: DBS Bank
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Target acquisition details



Source: company. DBS Bank



Target acquisition details



Source: Company. DBS Bank
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Geographical mix



Source: Company. DBS Bank



Source: company. DBS Bank
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Income Statement (S$ m) FY Dec Gross revenue Property expenses Net Property Income Other Operating expenses Other Non Opg (Exp)/Inc Net Interest (Exp)/Inc Exceptional Gain/(Loss) Net Income Tax Minority Interest Preference Dividend Net Income After Tax Total Return Non-tax deductible Items Net Inc available for Dist. Growth & Ratio Revenue Gth (%) N Property Inc Gth (%) Net Inc Gth (%) Dist. Payout Ratio (%) Net Prop Inc Margins (%) Net Income Margins (%) Dist to revenue (%) Managers & Trustee’s fees to sales %) ROAE (%) ROA (%) ROCE (%) Int. Cover (x)



Source: Company, DBS Bank
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Net Property Income and Margins 2014A



2015F



2016F



2017F



80 (12) 67 (9) 0 (8) 0 50 (3) 0 0 48 48 0 48



97 (18) 80 (12) 0 (9) 0 59 (3) 0 0 56 56 0 57



124 (19) 105 (14) 0 (11) 0 80 (4) 0 0 75 75 0 75



129 (20) 109 (14) 0 (11) 0 84 (5) 0 0 79 79 0 80



N/A nm nm 100.0 84.4 59.9 59.9



21.9 18.4 17.7 100.0 82.0 57.8 58.1



27.1 31.0 33.5 100.0 84.5 60.7 60.9



4.4 4.6 5.6 100.0 84.6 61.4 61.6
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11.2



10.9



6.1 4.3 5.1 7.3



7.3 4.9 5.8 7.3



8.5 5.8 6.7 8.1



8.0 5.6 6.4 8.4



S$ m 87.9%
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Net Property Income
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Net Property Income Margin %



Company Focus Keppel DC REIT



Quarterly / Interim Income Statement (S$ m) FY Dec Gross revenue Property expenses Net Property Income Other Operating expenses Other Non Opg (Exp)/Inc Net Interest (Exp)/Inc Exceptional Gain/(Loss) Net Income Tax Minority Interest Net Income after Tax Total Return Non-tax deductible Items Net Inc available for Dist. Growth & Ratio Revenue Gth (%) N Property Inc Gth (%) Net Inc Gth (%) Net Prop Inc Margin (%) Dist. Payout Ratio (%)



1Q2015



2Q2015



3Q2015



31 (5) 26 (3) 0 (4) (1) 19 (1) 0 17 17 0 17



26 (4) 22 (3) 0 (3) 0 17 (1) 0 15 15 (1) 14



25 (4) 21 (1) 0 (3) 0 18 (1) 0 17 17 (2) 14



N/A nm nm 84.0 100.0



(18) (16) (10) 85.9 100.0



(1) (3) 10 84.7 100.0



Balance Sheet (S$ m) FY Dec



2014A



2015F



2016F



2017F



Investment Properties Other LT Assets Cash & ST Invts Inventory Debtors Other Current Assets Total Assets



1,047 2 26 0 47 0 1,122



1,098 2 32 0 32 0 1,164



1,352 2 26 0 41 0 1,421



1,356 2 25 0 43 0 1,426



ST Debt Creditor Other Current Liab LT Debt Other LT Liabilities Unit holders’ funds Minority Interests Total Funds & Liabilities



4 18 0 323 4 773 0 1,122



4 6 3 373 4 773 0 1,164



4 8 4 402 4 998 0 1,421



4 9 5 407 4 998 0 1,426



Non-Cash Wkg. Capital Net Cash/(Debt) Ratio Current Ratio (x) Quick Ratio (x) Aggregate Leverage (%)



29 (301)



23 (345)



29 (380)



30 (386)



3.4 3.4 31.2



4.9 4.9 34.3



4.1 4.1 30.1



4.0 4.0 30.3



Aggregate Leverage 35.0% 30.0% 25.0% 20.0% 15.0% 10.0% 2014A



Source: Company, DBS Bank
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2015F



2016F



2017F
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Cash Flow Statement (S$ m) FY Dec



Distribution Paid / Net Operating CF 2014A



2015F



2016F



2017F



Pre-Tax Income Dep. & Amort. Tax Paid Associates &JV Inc/(Loss) Chg in Wkg.Cap. Other Operating CF Net Operating CF Net Invt in Properties Other Invts (net) Invts in Assoc. & JV Div from Assoc. & JVs Other Investing CF Net Investing CF Distribution Paid Chg in Gross Debt New units issued Other Financing CF Net Financing CF Currency Adjustments Chg in Cash



50 0 0 0 0 (16) 34 (430) (1) 0 0 (44) (475) (26) 88 507 (120) 449 0 8



59 0 0 0 3 0 63 (50) 0 0 0 0 (50) (57) 50 0 0 (6) 0 6



80 0 (3) 0 (7) 0 70 (254) 0 0 0 0 (254) (75) 29 225 0 179 0 (5)



84 0 (4) 0 (1) 0 78 (5) 0 0 0 0 (5) (80) 5 0 0 (75) 0 (1)



Operating CFPS (S cts) Free CFPS (S cts)



3.9 (44.8)



6.7 1.4



7.7 (18.5)



7.2 6.7



1.1



(x)



1.0 0.9 0.8 0.7 0.6 0.5 0.4 0.3 2014A



2015F



2016F



2017F



Source: Company, DBS Bank



Target Price & Ratings History



S$ 1.13



4



1.08



2 1.03



0.98



3



5



1



0.93



0.88 Dec-14



Apr-15



Aug-15



Not e : Share price and Target price are adjusted for corporate actions.



Source: DBS Bank
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S.No .



Da te



Cl o s i n g Pri c e



1: 2: 3: 4: 5:



21 Jan 15 10 Apr 15 29 May 15 22 Jul 15 16 Oct 15



1.00 1.03 1.05 1.07 1.05



Ta rg e t R a ti n g Pri c e 1.05 BUY 1.10 BUY 1.12 BUY 1.12 BUY 1.14 BUY
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DBS Bank recommendations are based an Absolute Total Return* Rating system, defined as follows: STRONG BUY (>20% total return over the next 3 months, with identifiable share price catalysts within this time frame) BUY (>15% total return over the next 12 months for small caps, >10% for large caps) HOLD (-10% to +15% total return over the next 12 months for small caps, -10% to +10% for large caps) FULLY VALUED (negative total return i.e. > -10% over the next 12 months) SELL (negative total return of > -20% over the next 3 months, with identifiable catalysts within this time frame)



Share price appreciation + dividends GENERAL DISCLOSURE/DISCLAIMER This report is prepared by DBS Bank Ltd. This report is solely intended for the clients of DBS Bank Ltd and DBS Vickers Securities (Singapore) Pte Ltd, its respective connected and associated corporations and affiliates (collectively, the “DBS Vickers Group”) only and no part of this document may be (i) copied, photocopied or duplicated in any form or by any means or (ii) redistributed without the prior written consent of DBS Bank Ltd. The research set out in this report is based on information obtained from sources believed to be reliable, but we (which collectively refers to DBS Bank Ltd., its respective connected and associated corporations, affiliates and their respective directors, officers, employees and agents (collectively, the “DBS Group”)) do not make any representation or warranty as to its accuracy, completeness or correctness. Opinions expressed are subject to change without notice. This document is prepared for general circulation. Any recommendation contained in this document does not have regard to the specific investment objectives, financial situation and the particular needs of any specific addressee. This document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees, who should obtain separate independent legal or financial advice. The DBS Group accepts no liability whatsoever for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from any use of and/or reliance upon this document and/or further communication given in relation to this document. This document is not to be construed as an offer or a solicitation of an offer to buy or sell any securities. The DBS Group, along with its affiliates and/or persons associated with any of them may from time to time have interests in the securities mentioned in this document. The DBS Group may have positions in, and may effect transactions in securities mentioned herein and may also perform or seek to perform broking, investment banking and other banking services for these companies. Any valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgment as of the date of this report, and there can be no assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments. The information in this document is subject to change without notice, its accuracy is not guaranteed, it may be incomplete or condensed and it may not contain all material information concerning the company (or companies) referred to in this report. The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the estimates on which the valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary significantly from actual results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments described herein IS NOT TO BE RELIED UPON as a representation and/or warranty by the DBS Group (and/or any persons associated with the aforesaid entities), that: (a) such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and (b) there is any assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments stated therein. Any assumptions made in this report that refers to commodities, are for the purposes of making forecasts for the company (or companies) mentioned herein. They are not to be construed as recommendations to trade in the physical commodity or in the futures contract relating to the commodity referred to in this report. DBS Vickers Securities (USA) Inc ("DBSVUSA")"), a U.S.-registered broker-dealer, does not have its own investment banking or research department, nor has it participated in any investment banking transaction as a manager or co-manager in the past twelve months. ANALYST CERTIFICATION The research analyst primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and their securities expressed in this report accurately reflect his/her personal views. The analyst also certifies that no part of his/her compensation was, is, or will be, directly, or indirectly, related to specific recommendations or views expressed in this report. As of the date the report is published, the analyst and his/her spouse and/or relatives who are financially dependent on the analyst, do not hold interests in the securities recommended in this report (“interest” includes direct or indirect ownership of securities). COMPANY-SPECIFIC / REGULATORY DISCLOSURES 1. DBS Bank Ltd., DBS Vickers Securities (Singapore) Pte Ltd (“DBSVS”), their subsidiaries and/or other affiliates have a proprietary position in Keppel DC REIT recommended in this report as of 30 Sep 2015. 2.



DBS Bank Ltd., DBSVS, DBSVUSA, their subsidiaries and/or other affiliates beneficially own a total of 1% of any class of common equity securities of Keppel DC REIT as of 30 Sep 2015.



3.



Compensation for investment banking services: DBS Bank Ltd., DBSVS, DBSVUSA, their subsidiaries and/or other affiliates have received compensation, within the past 12 months, and within the next 3 months may receive or intends to seek compensation for investment banking services from Keppel DC REIT.
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DBSVUSA does not have its own investment banking or research department, nor has it participated in any investment banking transaction as a manager or co-manager in the past twelve months. Any US persons wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect a transaction in any security discussed in this document should contact DBSVUSA exclusively. RESTRICTIONS ON DISTRIBUTION General This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. Australia



This report is being distributed in Australia by DBS Bank Ltd. (“DBS”) or DBS Vickers Securities (Singapore) Pte Ltd (“DBSVS”), both of which are exempted from the requirement to hold an Australian Financial Services Licence under the Corporation Act 2001 (“CA”) in respect of financial services provided to the recipients. Both DBS and DBSVS are regulated by the Monetary Authority of Singapore under the laws of Singapore, which differ from Australian laws. Distribution of this report is intended only for “wholesale investors” within the meaning of the CA.



Hong Kong



This report is being distributed in Hong Kong by DBS Vickers (Hong Kong) Limited which is licensed and regulated by the Hong Kong Securities and Futures Commission.



Indonesia



This report is being distributed in Indonesia by PT DBS Vickers Securities Indonesia.



Malaysia



This report is distributed in Malaysia by AllianceDBS Research Sdn Bhd ("ADBSR"). Recipients of this report, received from ADBSR are to contact the undersigned at 603-2604 3333 in respect of any matters arising from or in connection with this report. In addition to the General Disclosure/Disclaimer found at the preceding page, recipients of this report are advised that ADBSR (the preparer of this report), its holding company Alliance Investment Bank Berhad, their respective connected and associated corporations, affiliates, their directors, officers, employees, agents and parties related or associated with any of them may have positions in, and may effect transactions in the securities mentioned herein and may also perform or seek to perform broking, investment banking/corporate advisory and other services for the subject companies. They may also have received compensation and/or seek to obtain compensation for broking, investment banking/corporate advisory and other services from the subject companies.



Wong Ming Tek, Executive Director, ADBSR Singapore



This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 196800306E) or DBSVS (Company Regn No. 198600294G), both of which are Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by the Monetary Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, DBS Bank Ltd accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact DBS Bank Ltd at 6327 2288 for matters arising from, or in connection with the report.



Thailand



This report is being distributed in Thailand by DBS Vickers Securities (Thailand) Co Ltd. Research reports distributed are only intended for institutional clients only and no other person may act upon it.



United Kingdom



This report is being distributed in the UK by DBS Vickers Securities (UK) Ltd, who is an authorised person in the meaning 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.



Dubai



This research report is being distributed in The Dubai International Financial Centre (“DIFC”) by DBS Bank Ltd., (DIFC Branch) rd having its office at PO Box 506538, 3 Floor, Building 3, East Wing, Gate Precinct, Dubai International Financial Centre (DIFC), Dubai, United Arab Emirates. DBS Bank Ltd., (DIFC Branch) is regulated by The Dubai Financial Services Authority. This research report is intended only for professional clients (as defined in the DFSA rulebook) and no other person may act upon it.



United States



Neither this report nor any copy hereof may be taken or distributed into the United States or to any U.S. person except in compliance with any applicable U.S. laws and regulations. It is being distributed in the United States by DBSVUSA, which accepts responsibility for its contents. Any U.S. person receiving this report who wishes to effect transactions in any securities referred to herein should contact DBSVUSA directly and not its affiliate.



Other jurisdictions



In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified, professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions. DBS Bank Ltd. 12 Marina Boulevard, Marina Bay Financial Centre Tower 3 Singapore 018982 Tel. 65-6878 8888 Company Regn. No. 196800306E
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Oct 29, 2015 - Potential Catalyst: Acquisitions. Where we differ: We have priced in acquisitions in our estimates. Analyst. Rachael TAN +65 6682 3713 ... Principal Business: Keppel DC REIT is the first data center EIT to be listed in Asia and on the SGX. KDC REIT invests in a diversified portfolio of income-producing real ... 
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