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My Stock Analysis: Keppel DC REIT

Description

Keppel DC REIT has been getting quite a bit of attention since its recent IPO in December 2014,
Recently | spent a considerable amount of time analyzing this company after my broker tried to
convince me to buy it. | already made a mistake on one counter under his recommendations (lesson
learnt: take what your broker tells you with a pinch of salt!) so | wasna??t going to repeat the same
error. So hered??s my take on this stock:

Disclaimer: | am not an expert, and the views contained in this post should not be taken as an indication to buy or sell. | will not be held
liable for any gains or losses incurred as a result of one&??s individual investing decisions after reading this post.

1. Since its IPO, the counter has risen 0.05 in 3 months (+)

Not a lot, but if you put a huge_amount of .cash into this one stock, presuming the trend continues and it
rises by 0.20 by the end of the year, you/would/have made $4000 from a $20K investment! Thata??s a
pretty good return!

Keppel DC REIT (AJBU)
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Market sentiment seems to agree on this, too.

HOME > COMPANIES & MARKETS > STORY

Hot Stock: Keppel DC Reit most active
Singapore Reit, gets outperform call from
Credit Suisse

ByAngelaTan  angelat@sph.com.sg

Of course, the fact that is is the first data centre REIT of its kind to be offered on SGX also makes it
even more appealing to investors.
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Keppel DC REIT: First Ever By: Mr.IPO |
Data Centre REIT To Offer 6.8%
Yield

ASPIRE | 08 DECEMBER 2014

Keppel DC REIT themselves are also forecasting a yield of 6.8% for FY2015 and 7.1% for FY2016.
Pretty attractive.

Forecast and Projected Statements of Total Return

The forecast and projected statements of total return and distribution for Keppel DC REIT are as
follows:

Forecast Year 2015 Projection Year 2016
(1 Jan 2015 - 31 Dec (1 Jan 2016 - 31 Dec

2015) 2016)

(S5'000) (S5'000)
Gross Rental Income'"! 100,276 102,430
Other income 78 80
Gross Revenue 100,354 102,510
Property operating expenses 15,285) (15,506)
Net Property Income 85,069 a7,004
Finance income 69 76
Finance costs'® (13,147) (13,253)
Manager's Base Fee (5.259) (5,252)
Manager's Performance Fee (2,797) (2,893)
Trustea's fees (180) (180)
Other trust expenses (2,722) (2,782)
Total return for the year before tax 61,033 62,720
Tax expenses (4,002) (4,191)
Total return for the year after tax 57,031 58,529
{Less)/Add: Distribution adjustments'™ (781) 220
Total return available for distribution 56,240 58,749
Total return available for distribution attributable to:
Unitholders 56,201 58,710
Mon-controlling interests 39 39
Total return available for distribution 56,240 58,749
Weighted average number of Units outstanding at end of
year ('000) 882,930 BB2,930
Distribution per Unit (cents) 6.36 6.65
Distribution payout ratio (%) 100.0 100.0
Oifering Price (S5 Unit) 0.83 0.93
Distribution yield (%) 6.8 7.1

2. Understanding the rise in demand for Data Centres (+)

In my previous post, | mentioned about the importance of doing your homework and understanding your
investments before you pump in your money. In this case, we would need to understand the landscape
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of data centres first.

What are data centres?

DATA CENTRES ARE A UNIQUE ASSET CLASS

Data centres provide a highly reliable
and secure environment with redundant
mechanical cooling systems, electrical

power systems and network communication
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Source: Keppel DC REIT prospectus

Simply put, data centres are a facility housing a large group of networked computer servers, typically
used by companies for remote storage, processing or distribution of large amounts of data.

In other words, data centres are the backbone of a company. Imagine a bank for instance, when it
comes to all the consumer data and records they have to handle and keep. Rather than build their own
in-house facility, it may make more sense to outsource and store this information in a data centre
instead, where they can easily access whenever they need to.

GREATER OUTSOURCING OPPORTUNITY

Crganisations face increasing complexity of running in-house
data centres and can better manage costs and focus on
their core competencies with third-party and experienced data
centre providers

Proportion of Outsourced Data Centre Space by Region
2013 I 2018F

Footer Tagline

ACIA DACICIT IAMECTEDA ClLIDADE 11


http://1.bp.blogspot.com/-KY3nVfxLWxI/VRz2N7cMoqI/AAAAAAAAMw8/Yd-OKTPYxYA/s1600/Screen-Shot-2014-12-08-at-9.08.34-am-600x463.png
http://4.bp.blogspot.com/-s9XTe0S8D-8/VRz_DAQuJrI/AAAAAAAAMx0/jbSZ5ArtVDk/s1600/Screen%2BShot%2B2015-04-02%2Bat%2B4.33.54%2Bpm.png

COMPANY NAME
Address | Phone | Link | Email

With the rise of data in todaya??s information society, this brings good news to data centres.

3. High barriers to entry (+)

It is not cheap to build your own data centre facility. Upfront costs require you to either buy or rent the
land, build the infrastructure (lots of wiring, hardware and cooling equipment needed), make sure it is
safety-proof to provide your customers reassurance (what if someone wanted to shoot a gun through
the server?), etc. Operating costs would be incurred on maintaining ideal temperatures so that the
servers do not overheat, electricity costs, manpower costs, maintenance, etc. Leta??s not forget the

necessity of hiring skilled technicians to ensure your data centre is well connected and equipped as
well.

Customers also tend to prefer data centres with proven track records, as they dona??t want to take the
risk of losing their information.

'HIGH BARRIERS TO ENTRY

Substantial upfront costs and significant technical knowledge
and expertise are required, with customers preferring data centre
providers with proven track record

Comparable Mechanical and Electrical Fit Out
Costs (excluding land and building (US$ per sq ft)) of
Data Centres, Retail, Grade A Offices and
Industrial Real Estate Assets

1,200
to 2,000
150 150 100
to 350 to 250 to 160
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ASSETS

4. High switching costs (+)

1&??m not too familiar with the numbers when it comes to quantifying the costs of switching data centre
providers, but what | do know is that it can be a huge hassle for companies to transfer all their
information stored on one data centrea??s server to another.

Customers generally are not inclined to switch providers once theya??ve found a trusted vendor, as
failure or downtime can cause huge losses in revenue and also affect the branda??s reputation. What
would you think of DBS if their online banking system faced downtime too often?

Thus, unless rental costs rise significantly (or if the data centre gets hit by issues, such as electrical
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fires or frequent security breaches), it is unlikely for most customers to take the trouble to change
providers.

5. Singaporea??s rising popularity as a data centre hub (+)

Singapore is the hottest and most popular hub for Asia Pacifica??s data centre market at the moment.
Aside from EDB doing a great job in wooing businesses here, much of its attractiveness comes in how
we are one of the leading financial and business centers in APAC.

Singaporea??s high standards and low corruption rates makes it appealing for Fortune 500 to set up
offices here, and most companies prefer to have their data centre in the country where they work. Most
importantly, Singapore allows information to be stored in a flood and earthquake-free zone, ensuring
that there will be minimal disruptions to operations.

The most popular locations right now are Singapore, Hong Kong, Tokyo and Sydney. Currently,
Singapore is home to approx:-50%.0of Southeast Asiaa??s data centre capacity, and this may grow as
many MNCs view Singapore as the gateway for diverse connectivity to other Asian markets.

6. Competitive landscape (-)

Although Keppel DC REIT is the first and only one of its kind listed in Singapore, it is not the only such
stock in the world. It faces tough competition from Equinix (the current leader) and Digital Realty.

i

EQUINIX

1a??ve met the VP of Equinix for Asia before, and he had ambitious goals to grow the business for this
region. Equinix currently owns two existing data centres in Singapore, and just opened their largest
APAC data centre at one-north last week. Their clients include Apple, Facebook, AT&T, Amazon and
Nokia. AT&T is one of the leading telcos in the U.S. (kind of like our SingTel) and Facebook keeps
growing. As long as these companies grow (and therefore their data would grow), Equinix will benefit.

Equinix
NASDAQ: EQIX - 1 Apr 4:13 pm GMT-4

233.59 +0.74 (0.32%)

1 day 5 day 1 month 3 months 1 year 5 years max

| |
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What about Digital Realty, then?

i

DIGITAL REALTY

Data Center Solutions
Also another decent player, 1a??ve also met their APAC Marketing
Director (Jihann) who has no less ambitious goals. Since their purchase of a Singapore data center in
2010, theya??ve been citing the APAC region as their target for its next phase of growth. Their clients
in this region include IBM and Adobe. Not as strong as Equinix, but a worthy competitor nonetheless.

Digital Realty Trust, Inc. 7% Preferred Shares
Ser.E

NYSE: DLR-E - 1 Apr 4:02 pm GMT-4

26.14 +0.09 (0.35%)

1 day 5 day 1month 3 months 1 year § years max

2012 2013 2014 2015

Open  26.07 Market cap 8.958
High  26.15 P/E ratio (ttm) 26.33
Low 26.02 Dividend yield 13.01%

Google Finance - Yahoo Finance - MSN Money Disclaimer

Some other data centre service providers include

S r{: CenturyLink-

)
4\ Technology Solutions

and even Fujitsu, which announced its establishment of its latest data centre housed in Equinix last
week.
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Fujitsu Expands Data Center Presence in Singapore

Enhancing cloud business for markets in Asia

Tokyo and Singapore, March 19, 2015

Fuijitsu Limited and Fujitsu Asia Pte. Ltd. today announced the establishment of a new data center in
the western part of Singapore, in response to the increasing need for cloud services in Asia. Services
will be available from today.

7. What is Keppel DC REITa??s competitive edge?

(All information taken from their prospectus)

Their assets look good:

8 HIGH-QUALITY DATA CENTRES il it e
STRATEGICALLY LOCATED N 491 BILLION

? WEIGHTED AVERAGE
KEY DATA CENTRE HUBS ACROSS EGE %ERSETS"
ASIA-PACIFIC AND EUROPE .

AETEEIW Europe's cloud computing hub
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Their occupancy rates are also pretty satisfactory, with most at 100%, save for Singapore S25 and
Citadel in Ireland. This means that there is not much redundancy (a data centre with low occupancy
means wastage of resources, since differences in operating costs at 75% vs. 100% occupancy can be
taken as almost negligible).

Unfortunately, | wasna??t able to glean information on who their clients are exactly. However, Keppel is
a strong brand locally and in the region. It would therefore be safe to assume that many of their clients
could be companies affiliated with them, and together with financial services and telcos, this provides a
certain layer of protection and guarantee that the business at least will not go bust anytime soon.

EREAKDOWN OF RENTAL INCOME BY
TRADE SECTOR-#

CORPORATE 4.1%
IT SERVICES 41.9%

__FINANCIAL SERVICES 1308
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Yet, what competitive edge does Keppel DC REIT have over Equinix or Digital Realty?
Very little, in Budget Babea??s humble opinion.

Equinix and Digital Realty are strong, recognizable names in the global and regional business
landscape. Keppel DC REIT has done well in securing tenants so far, but in terms of growth, | am not
sure if growth will be upwards.

As a local entity, they have a perceived competitive edge especially considering how Singapore is so
attractive as a data centre hub. However, Equinix and Digital Realty also have co-location sites here for
customers to choose from. If you owned a Fortune 500 company looking to do business here in
Singapore and APAC, which provider would you choose to go with?

Leta??s presume rates and service levels are more or less competitive. If the decision was mine to
make, my choice of providers would be Equinix, followed by Digital Realty, and then Keppel DC REIT
as my last choice. Why?

Because like what Keppel DC REIT claims, ‘customers, prefer a??data centre providers with proven
track recorda?e.. In this case, Equinix and Digital Realty clearly-have a much stronger track record to
boost of.

8. Conclusion: To buy or not to buy?

On the surface, Keppel DC REIT looks like a pretty good stock. As you can see from my analysis, they
have 5 (+) factors working in their favour (out of the 7 points I raised).

What will Budget Babe do?

| chose not to buy, because 14??m not sure if Keppel DC REIT can stand out against its competitors
and ride the wave of Singaporea??s popularity as a data centre hub successfully enough.

Nonetheless, for the income investor looking to gain dividends on his stock, this could be a good option.
However, | prefer to skip it for now.

What are your thoughts towards the stock? Do share with me in the comments below!

With love,
Budget Babe
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