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Keppel DC REIT (KDCREIT) 

BUY: S$2.24 (+14.29%) 

 
 

We assume coverage of Keppel DC REIT with a BUY rating and a $2.24 
12M price target. 

FY19 Earnings Highlights 
● Net property income of $128.8 million in 9M 2019, an increase of 

11.8% y-o-y from $115.2 million in 9M 2018. Stronger 
performance is attributed to the completed acquisition of 2 
properties, KDC SGP 5 and maincubes DC in Singapore and 
Germany respectively. 

● Distribution per stapled security was 5.78 cents, representing an 
increase of 5.7% from 1.85 cents in FY9M18. 

● Low aggregate leverage maintained, with gearing of 28.9% - well 
below the regulatory limit of 45%, allowing for debt headroom to 
pursue growth opportunities. 

● Announcement of proposed acquisition of two data centres in 
4Q19, KDC SGP 4 and DC1 that will increase the number of data 
centre in its portfolio from 15 to 17. 

● Increased assets under management (AUM) from $2 billion to $2.6 
billion (30.2%) in 4Q19 according to management guidance. 

 

Investment Thesis 
● Strategic expansion through acquisitions and building of data 

centres to capitalize on rising demand in the APAC region. 
● High weighted average lease expiry (WALE) that provides income 

stability along with built-in rental escalation to drive higher 
revenue growth. 

● Asset enhancement initiatives to boost portfolio occupancy rate 
and energy efficiency of its data centers. 

 

Catalysts 
● Opportunities for acquisition of data centers domestically and 

overseas to further drive revenue growth and strengthen portfolio 
● Continued support from governments in the Asia Pacific region, 

with massive investments committed to developing the data centre 
industry creating opportunities. 

● Shift towards an asset light model as more companies are 
preferring to lease servers from data centers, driving demand for 
data storage. 

 

Valuations 
Our 12M price target from date of coverage is $2.24. Using an assumed 
payout ratio of 90%, a DDM model was used to derive valuation. Our 
target price falls within the relative valuations of our competitors as 
well as street estimates. The current yield spread between KDCREIT 
and 10 SGS is higher than the 1-year lookback mean of 4.16% and 
presents an attractive risk reward profile for its current price. 

 

Investment Risks 
● Brexit: Risk from Brexit remains an ongoing concern which may 

have an adverse impact on its debts. 
● FX fluctuations: High FX exposure to Europe and further 

weakening of the pound and AUD that may impact earnings. 
● Threat of competition from larger data centre players: 

Increased competition to retain and attract tenants as competitors 
are expanding into KDCREIT’s existing markets. 
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  Basic Information  
Last Closed Price   S$1.96 
12M Target Price   S$2.24 
+/- Potential   +14.29% 
Bloomberg Ticker  KDCREIT SP 
GICS Sector   Real Estate 

GICS Sub-Industry  Real Estate 

  1Y Price v Relative Index  

 

  Company Description  

KDC REIT is the first pure-play data centre real 
estate investment trust listed in Singapore, with a 
portfolio of assets valued at S$2 billion. The trust 
owns a diversified portfolio of 15 data centre 
spanning Asia, Australia and Europe with a 
strategic focus on the APAC region. 

  Key Financials      

Market Cap    3.291B 
Basic Shares O/S   1.629B 
Free Float    76.62% 
52-Wk High-Low SGD$2.093 - SGD$1.297 

Fiscal Year End   31-Dec-2019 

(S$ M) FY17A FY18A FY19E FY20E 
Revenue 139.1 167.2 188.9 234.3 
Gr Rate (%) 40.2 20.2 12.9 24.0 
NPI 65.2 141.9 158.3 170.5 
Margin (%) 46.9 84.8 83.8 72.8 
ROE 6.0 11.2 12.7 13.9 
ROA 3.9 7.0 8.2 9.7 
ROIC 5.4 6.5 7.2 8.1 

Gearing 32.9 31.3 30.1 34.8 

  Key Executives  
Chua Hsien Yang Chief Executive Officer 

Anthea Lee  Deputy Chief Executive 
Officer and Head of 
Investment 
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Figure 1. Keppel DC REIT Trust Structure 

 
Source: Keppel DC REIT 

 
Figure 2. NPI by Region for FY3Q19 

 

Source: KDCREIT FY3Q19 Presentation 
 

Figure 3. Total Rental Income contribution by 
Trade Sector 

 
Source: KDCREIT FY3Q19 Financial Results 

 
Figure 4. FY3Q19 NPI by lease type 

 
Source: KDCREIT FY3Q19 Presentation 

Company Overview 
 

Keppel DC REIT is the first pure-play data centre REIT listed in Asia. Its 
current portfolio comprises 15 high-quality data centres strategically 
located in key data centre hubs. The REIT is managed by Keppel DC 
REIT Management Pte Ltd. (the Manager). Keppel Capital has a 50% 
interest in the Manager, with the remaining interest held by Keppel 
Telecommunications & Transportation (Keppel T&T). The REIT has 
rights of first refusal for future acquisition opportunities of data centre 
assets of Keppel T&T. 
 

With the vision to be the preferred data centre REIT, KDCREIT employs 
a 3-pronged approach - focused investment strategy, proactive asset 
management and prudent capital management. The portfolio of the 
REIT comprises of 15 data centres strategically located in Singapore, 
Malaysia, Australia, United Kingdom, The Netherlands, Ireland, Italy 
and Germany. This excludes Intellicentre 3 East Data Centre in Sydney, 
Australia, which is slated for completion in 2020. Keppel DC has also 
proposed the acquisition of DC1 (Formerly 1-Net North DC) and Keppel 
DC Singapore 4, which was duly passed with 99.9% majority in an EGM 
on 23rd October 2019. 
 
The diversification of KDCREIT’s portfolio can be attributed to the 
company maintaining a diversified trade mix spanning Internet 
Enterprises (46.7%), IT services (23.9%), Telecoms (20.0%), Financial 
services (7.8%) and Corporate (1.6%). KDC has increasingly preferred 
colocation lease (76.3%) types over shell & core (7.8%) and fully-fitted 
lease types (15.9%). Colocation lease types provide diverse client 
portfolio as multiple clients typically share a data centre location with 
varied terms of lease. 
 
As of Q3 2019, KDC’s prudent capital management by financing 
$478.2m in gross proceeds through a heavily oversubscribed private 
placement and preferential offering has maintained its strong growth 
in financial performance, with stronger NPI and distributable income 
while providing it with additional debt headroom to continue its 
acquisition plans. 
 
FY3Q19 Earnings Review 
● Net property income (NPI) of $128.8 million in 9M2019, an 

increase of 11.8% y-o-y from $115.2 million in 9M18. 
● The increase in NPI were mainly supported by the higher 

contributions from the Singapore data centres which partially 
offset the weaker overseas contributions resulting from the 
weakening AUD and GBP where the currencies have depreciated 
against the Singapore dollar. 

● Distribution per unit was 5.78 cents, representing an increase of 
5.7% from 5.47 cents in FY9M18. 

● Strong balance sheet maintained, with gearing of 28.9% that is well 
below the regulatory limit of 45%. This leaves significant 
regulatory debt headroom of S$387 million. 

● Overall portfolio occupancy rate has increased to 93.6% 
● Overall portfolio WALE remains stable at 7.7 years 
● Overall portfolio AUM is set to increase by 30.2% to S$2.6 billion 

in 4Q19 according to management guidance. 
● Overall portfolio aggregate lettable area is estimated to increase 

34.4% from 1,113,898 sq ft to 1,497,411 sq ft following the 
completion of Intellicentre 3 East Data Centre in FY 2020. 
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Figure 5. Growth of Cloud Market in 2019 

 
Source: Synergy Research Group 

 
Figure 6. Global Mobile Traffic by Connection 
Type 

 

 
Source: Cisco Visual Networking Index 

 
Figure 7. Regional Share of Smart Devices and 
connections 

 

 

Source: Cisco VNI Mobile, 2019 
 

Figure 8. Mobile data traffic per active 
smartphone (GB per month) 

 
Source: Ericsson Mobility Report 2019 

Industry Outlook 
 

Strong and sustained data center demand across all regions 
driven by new technologies 
Demand for data creation and storage facilities has been driven by 
ongoing digitalization and cloud deployment initiatives by both 
governments and companies alike. These initiatives include the rapid 
development and adoption of new and upcoming technologies such as 
5G, Internet of Things (IoT), Cloud Computing and Virtual Reality. 
KDCREIT is well positioned to leverage on the macro development 
given its strategic portfolio of data centres. 

 
Increase spending on data center leasing by cloud provider 
Global data traffic is projected to experience double digit growth over 
the next 5 years, driving the demand for data centre space. As such, the 
global cloud infrastructure market is expected to experience 25% 
CAGR from 2019 to 2023. Additionally, global, rapid expansion in cloud 
markets has resulted in service providers increasing spending on 
hardware and software infrastructures which grew 10% to $55 billion 
in 2019. 

 
As per Synergy Research report, cloud associated markets are expected 
to grow between 10% to 40% with annual spending set to double 
within the next 4 years. Increasing need for expansion of existing 
servers and digital infrastructure has driven cloud service providers to 
increase spending on data centre leasing and colocation service. This 
spending has grown 17%, fuelled by the strong growth in the cloud 
markets. 

 
Governmental legislation to reshape the industry 
In recent years, the global data storage and processing industry has 
faced greater scrutiny from both governments, NGOs and consumers 
alike. Data sovereignty laws dictate where data should be hosted and 
data localization laws enforce how data should be processed within a 
certain territory. 

 
In light of the “cloud” phenomenon, most governments have 
scrutinized their data policies. In the region, Singapore is the only 
Southeast Asian country to rank in the top ten countries for the 2017 
Comparitech Cybersecurity Report. Operational cybersecurity aside, 
Singapore leads the development of the ASEAN Framework on Digital 
Data Governance which was endorsed by the delegates of the ASEAN 
Telecommunications and Information Technology Ministers in 2018. 
Being at the forefront of both operational and regulatory cybersecurity 
has made Singapore the 3rd most competitive data centre globally and 
the 1st in the region as per the 2019 Cushman & Wakefield report. 

 
With greater pressure arising from compliance to increasingly 
stringent regulations worldwide, major players such as Facebook have 
already selected Singapore to be its Asia data centre HQ (Slated for 
completion in 2022). As such, we expect to see more companies shift 
their Southeast Asia and perhaps even Asia Pacific data operations into 
Singapore in order to ensure certainty in regulatory compliance. 

 
5G network rollout that will increase mobile data traffic, driving 
up demand for data storage 
Singapore 
Singapore is set to undergo 5G network testing by 2020 with the 
Infocomm Media Development Authority (IMDA) seeking submission 
for proposal by interested telcos on their deployment plans. Two 
selected telcos will be assigned the 5G airwaves and are required to 
achieve  50%  network  coverage  islandwide  by  2023.  As  such, data 
stream will not only be faster, but denser as well. This will in turn drive 
demand for data storage capacity. In particular, the growth is largely 
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Figure 9. Growth of Hyperscale Data Centers 
 

 
Source: Synergy Research Group 

 
Figure 10. Global IoT Market Forecast 

 

 
Source: IoT Analytics Research 2018 

 
Figure 11. Global IOT devices connections 

 
Source: IoT Analytics Research 2018 

 
Figure 12. Virtual Reality Market Forecast 

 
Source: Modor Intelligence 

attributed to the increased number of connections once the 5G network 
has been fully established. 

 
As per report published by Ericsson, the total mobile data traffic per 
month in South East Asia and Oceania is expected to grow 7 times, from 
2.3 exabytes (EB) in 2018 to 16EB by 2024. Overall data traffic per 
smartphone per month in this region will grow from 3.6GB to 17GB at 
a CAGR of 29%. 

 
Globally 
On a global scale, the upcoming 5G network will generate 35% of 
mobile data traffic globally by 2024. 

 
As per Ericsson report, total mobile data traffic continues to increase 
globally and is predicted to reach 131 exabytes (EB) per month by the 
end of 2024. This would imply a 30% CAGR between 2018 and 2024. 

 
As smartphone usage continues to generate the bulk of mobile data 
traffic (90%) today. Its contribution is projected to reach 95% by the 
end of 2024. Hence, smartphones associated services will play a key 
role in the growth of global traffic in the long term. 

 
 

Increase in worldwide IoT spending 
Worldwide Internet of Things (IoT) spending is forecasted to grow at a 
CAGR of 13.6% over the 2017-2022 forecast period and reach $1.2 
trillion in 2022 as per IDC Worldwide Internet of Things report. 

 
As the focus of IoT projects shift away from mere proof of concepts to 
full scale commercial applications, companies have begun scaling up 
their projects and this will drive investment and spending in IoT 
enabling hardware, software, services and connectivity. 

 
The combination of Internet of Things devices such as machines, 
sensors and cameras are expected to generate 79.4 zettabytes of data 
in 2025, according to IDC. Hence, this will drive up the demand for data 
storage and demand for data centre globally. 

 
 

Growth in the virtual reality market 
Between 2018 to 2024, the virtual reality market is expected to 
experience high growth, with a CAGR of 48.7% according to Modor 
Intelligence estimates. 

 
The growth is attributed to the gaming and entertainment sectors 
which have invested heavily in VR technology to produce commercially 
affordable VR devices for the market. This plays a key role in rapid 
market adoption and penetration in regions such as the Asia-pacific 
which holds the largest share of the VR market. 

 
Hence, given that VR technology stores data in the cloud, which in turn 
depend on data centre infrastructure, demand for data centre space is 
set to increase. 
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Figure 13. Porter’s 5 Forces 

 

 
Source: NUS Investment Society estimates 

 
Figure 14. Growth in revenue for data center in 
the APAC region from 2014 to 2022 

 

 

Source: Frost & Sullivan analysis 

 
 

Figure 15. Players in the DC Markets 

 

 
Source: Frost & Sullivan analysis 

 
Figure 16. Main classification of services 
available in data centre 

 
 

 

Source: Frost & Sullivan analysis 

Porter’s Five Forces 
 

Illustrating the points below using the Porter’s Five Forces diagram, we 
observe that the expected competition within the industry will be 
moderate as competitors are expanding into the APAC region that 
KDCREIT has a presence in. This might result in excess supply going 
forward. Nonetheless ,we are unlikely to see significant new entrants 
into the market due to the relatively high barriers to entry in this 
industry. We note that data centre demand is shifting from mere 
storage capacity towards 5G capabilities, increased storage efficiencies 
and other upcoming technologies. As such, data centre hubs are 
aggressively engaging in asset enhancement initiatives to stay relevant 
in the industry and charge higher rental premiums to ultimately boost 
their rental revenues in the long term. 

 
Competition within industry - Moderate 
There are few major players in the data centre industry which are 
currently located in other geographical markets. However, the level of 
competition in the industry is expected to increase with major 
competitors such as Equinix and Digital Realty seeking to expand their 
geographical reach to the APAC region. This is attributed to the strong 
demand for data storage within the region. In the long term, we foresee 
increased competitive pressure in the industry. 

 
Threat of new entrants - Moderate 
The high investment costs in terms of time and money is a significant 
barrier to entry for new entrants. This is attributed to the high amount 
of initial outlay required to build or acquire a data centre along with 
the high capex required to maintain and revamp the existing 
infrastructures. This may deter new entrants from venturing into the 
industry. 

 
Threat of substitutes - Low 
New developments in the industry such as data centre integration and 
managed hosting has offered customers integrated ICT solutions, 
disrupting demand for existing conventional colocation leases. 
Nonetheless, demand for colocation leasing remains strong. Based on 
Frost & Sullivan report, colocation leasing will continue experiencing 
growth as secure latency sensitive applications continue to be in 
demand for highly regulated segments such as the financial services 
sector. 

 
Bargaining power of buyers - Moderate 
With increased competition in the data centre industry, customers who 
are looking to lease spaces for their data storage needs will have 
significant power over businesses. This is given the ample supply 
options available at competitive prices from different DC providers. As 
a result, DC providers that fail to meet consumer demands for quality 
infrastructure, superior customer service support and competitive 
prices will face backlash and risk not limited to long term declining 
occupancy rates and WALE. 

 
Bargaining power of suppliers - Low 
DC providers likely have low bargaining power given the sufficient 
supply of data centres in the market. Hence, providers who are able to 
offer competitive prices and quality infrastructure will be better 
positioned to attract new tenants with escalated rental on existing 
leases, creating positive rental reversion for their portfolios in the long 
term. 
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Figure 17. Well-positioned locations in major 
Western Europe and Asia-Pacific markets 

 
Source: KDC FY18 Annual Report 

 
 

Figure 18. Singapore major expressways link 
data centres to city centres with high 
connectivity 

 
Source: LTA 

 
Figure 19. Increasing trend in global average 
total cost of a data breach 

 

 

Source: IBM Security 

 
 

Figure 20. Healthy lease expiry profile in the 
short-term 

 

 

Source: KDCREIT EGM 2019 Presentation. 

Investment Thesis 
 

1. Strategic expansion through acquisitions and building of data 
centres to capitalize on rising demand in the APAC region. 
With a diversified portfolio of data centres situated in both mature data 
centre markets and fast-growing data centre markets, KDCREIT is 
well-primed to take advantage of the high growth data centre sector. 
KDC has strategic locations in two of the major growing submarkets for 
data centres, Singapore and Australia. All 3 of its Sydney data centres 
are located in technological parks with high concentration of 
technology and communication businesses and are within 9-12km of 
city centres. Similarly, all 4 Singapore data centres have high 
connectivity to city centres, airports by major expressways and are 
situated in concentrated industrial parks. The prime location of their 
data centres being close to the city centres and set in areas of high 
concentration of technological and communication businesses allow 
clients excellent connectivity and physical accessibility. Additionally, 
KDC has recently acquired DC1, announced their intention to acquire 
KDC SG 4 and is currently building Intellicentre 3 East Sydney with 
expected completion in 2020. New acquisitions and constructions are 
likely to drive revenue growth with increased rental income. 

 
We believe that the street has not priced in the premium that 
KDCREIT’s strategic expansion into Australia and Singapore presents. 
This is given that we project growth in these regions to exceed global 
growth rate. Aside from the geographic advantage in terms of 
proximity to a fast-growing Asia-Pacific region, the two countries have 
a key legislature advantage for data centres. As there has been a sharp 
increase in the number of data breaches and the cost of a single data 
breach has risen 12% over the past 5 years to USD 3.92 million dollars 
on average globally, the strong enforcement of privacy legislature in 
these two countries (Singapore’s Personal Data Protection Act and 
Australia’s Privacy Amendment Act 2017) coupled with focused 
growth of the Asia-Pacific region will increase Singapore and 
Australia’s attractiveness as a location to situate a company’s data 
centres and servers to protect clients’ data liabilities while capitalising 
on the Asia-Pacific growth. 

 
Additionally, the completion of the Australia-Singapore Cable linking 
Perth to Singapore provides an approximate 30% reduction in latency 
from Sydney to Singapore as compared to alternative routes. This will 
bolster further growth of data centres in Singapore and Australia 
markets. We believe the infrastructural benefits has not been priced in 
as the benefits of the cable will not be realised immediately. In the long 
term, as major technology and internet services companies relocate 
their key data operations to the Asia-Pacific in particular 
Singapore/Australia, the benefits of the submarine cable will become a 
key differentiator. As the submarine cable has taken 5 years of planning 
and another 2 years of construction, with 4600km of undersea cable 
laid at times down to the ocean bed, the infrastructure capability is not 
easily replicated by other countries in the region and definitely not in 
the short-term. Thus, this cements Australia’s and Singapore’s position 
of having the highest growth potential in the Asia-Pacific region. Given 
these reasons, we believe that KDCREIT’s acquisitions are timely and 
will capitalise on the high growth drivers behind Australia and 
Singapore data centre markets. 

 
2. High weighted average lease expiry (WALE) that provides 
income stability and built-in rental escalation to drive higher 
revenue growth. 
KDCREIT continues to promise income stability amidst its acquisitions 
and growth. KDCREIT has more than 65.4% (67.3% post-completion of 
acquisitions) of lease expiries occurring after 2024 and the short-term 
lease expiries occurring in 2019-2020 remains low, under 5%. As of 
Q319, KDCREIT has an average WALE of 7.7 years by net leasable area 
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Figure 21. Breakdown of WALE by lease type 
 

 
Source: KDCREIT AR18 

 
Figure 22. Asset enhancement initiative of 
Keppel DC Dublin 1, highest WALE 

 
Source: KDCREIT AR18 

 
 
 

Figure 23. KDCREIT Extended DuPont Equation 
Ratio 2019E 

Tax Burden 87.8% 

Interest Burden 86.7% 

Operating Margin 76.1% 

Total Asset Turnover 0.07x 

Equity Multiplier 1.67x 

Source: NUS Investment Society Estimates 

 
 

Figure 24. Historical and projected ROE, ROA, 
ROIC shows stabilization in 2019E and steady 
growth to 2023E 

 

Source: NUS Investment Society Estimates 

which is set to increase to 8.9 years after the upcoming acquisitions of 
KDC SG 4 and DC1. High WALE along with built in rental escalations of 
3.0% per annum in Keppel Lease agreements, allows KDCREIT to 
generate higher revenue growth in the foreseeable future. 

 
KDCREIT has colocation lease types in Singapore, Malaysia and Dublin. 
Additionally, WALE by lease type is 3.3 years for colocation which is 
favourable for KDCREIT as a low WALE allows KDCREIT to renew lease 
arrangements at a higher rate. Positive rental reversions were 
observed with DC Dublin 1 buildings after the completion of their 
respective AEIs. We project 6% positive rental reversions in the period 
of 2020-2021 for Singapore and Malaysia data center markets in light 
of the favourable outlook and stronger demand. 

 
3. Asset enhancement initiatives to boost portfolio occupancy rate 
and energy efficiency of its data centers. 
KDC has recently completed 2 asset enhancement initiatives in July: 
retrofitting works for client’s expansion for KDC SG 3 and completed 
fit-out works for client expansion for KDC Dublin 2, increasing 
occupancy rate for both to 100%. Asset enhancement works for KDC 
Dublin 1 to improve energy efficiency are currently underway and are 
on track for completion by 2020. DC 1 Dublin currently has an 
occupancy rate of 65.7% while AEI works are underway. As Ireland has 
committed to meeting EU renewable energy targets by 2020, 
regulations on data centre energy consumption have been enforced as 
part of Planning and Development (Amendment) Act 2018. Thus, 
occupancy rate for DC 1 Dublin is expected to rise as occupants seek 
energy efficient infrastructure in anticipation of more energy 
regulations placed on Ireland data centres. Additionally, energy 
efficiency AEI are expected to reduce electricity and fuel expenses 
significantly as data centres are energy intensive. This will reduce 
future property operating expenses for KDCREIT as DC1 is under 
colocation lease, increasing expected net property income. 

 
Stickiness exists in the data centre market due to the high fixed costs 
needed for upgrade and riskiness of downtime and data loss in 
migration. As multinational data centre operators encroach developing 
markets and competition in major data centre markets increase, 
Keppel DC’s commitment to asset enhancement and sensitivity to the 
varied needs of individual clients will build up its credibility amongst 
cloud consumers. In Australian markets, this will increase major 
telecom partners’ confidence in KDCREIT’s quality of data centres, 
prompting them to renew and pursue new shell-and-core leases. In 
Singapore, KDCREIT will be able to bolster its first mover advantage to 
capture significant market share in Singapore’s fast-growing data 
centre market. 

 
Catalysts 

● Opportunities for acquisition of data centers domestically and 
overseas to further drive revenue growth and strengthen 
portfolio 

● Continued support from governments in the Asia Pacific 
regions with massive investments committed to develop the 
data centre industry creating opportunities. 

● Shift towards an asset light model as more companies are 
preferring to lease servers from data centers driving demand 
for data storage. 
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Figure 25. Consistent growth in EPS to provide 
dividend payout stability at 90.0% 

 

Source: NUS Investment Society Estimates 
 

Figure 26: Strong Liquidity position 
 

 
Source: NUS Investment Society Estimates 

 
Figure 27: Margin expansion and higher asset 
turnover 

 

Source: NUS Investment Society Estimates 
 

Figure 28. Cost of Equity Build-up 

 

 

Source: Bloomberg, NUS Investment Society 
Estimates 

 
Figure 29: Beta Regression 

 

Source: NUS Investment Society Estimates 
 

 

Financial Analysis 

 
Overview: 
The chart above reveals KDCREIT’s financial condition prospects for 
the next 5 years, highlighting our assumptions. Most indicators yield 
positive and favourable trends that are supportive of the overall BUY 
recommendation. 

 
Decreasing Leverage 
KDCREIT has recently announced 2 acquisitions in which the deals 
were financed through a mixture of preferential offerings and private 
placement that was nine times covered. This has decreased its leverage 
in FY 19 from 31.9% to 28.9% which has allowed for greater debt 
headroom going ahead. This explains the lower financial leverage 
ratios with its debt-equity ratio decreasing 8.43%, and its debt-assets 
ratio decreased 2.1% as compared to FY18. This is on top of the recent 
acquisitions that are highly DPU accretive and has increased KDCREIT 
AUM by 30.2%. We see a positive rental reversion trend with 
expectations that the 2 acquisitions will contribute positively to the 
bottom line and we believe that KDCREIT made the right acquisitions 
that will boost its revenue stream in the long term. 

 
Strong Gearing in Financing Future Acquisition 
Despite the recent acquisition, KDCREIT’s gearing ratio stands at 
28.9%, which is well below the regulatory limit of 45%. A debt 
headroom of S$387 million provides KDCREIT with the ability to 
pursue further acquisitions in the future to enhance its portfolio 
synergies and further entrench its position as the leading data centre 
operator in the APAC region. 

 
Rising Net Margins and Higher Asset Turnover 
With higher occupancy rates and a built-in rental escalation for 
KDCREIT’s data centres, this will drive positive rental reversion y-o-y 
and increase gross revenue alongside the relatively stable cost of 
operating the data centres. We expect profitability margins to increase, 
factoring in the higher rental income each data centre will generate 
alongside a high WALE in its portfolio. Hence, asset turnover is 
expected to improve going forward. 

 

Valuation 
 

Valuation Price Target: $2.24 
 
DDM Model 
A Dividend Discount Model was utilized to estimate the intrinsic value 
of KDCREIT’s share price. Our model adopts a 5-year forecast period, 
given the infeasibility of projecting acquisitions and divestments of 
property on a longer-term basis. We assumed no new acquisitions and 
divestments for the period forecasted. 
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Figure 30: Blended long-term growth rate 

 

Source: Economist Intelligence Unit, NUS Investment 
Society Estimates 

 
Figure 31. Sensitivity Tables 

 
Source: NUS Investment Society Estimates 

 
 

Figure 32. KDCREIT’s Debt Maturity Schedule 
 

 

Source: KDCREIT 3Q19 Presentation 
 

Figure 33. Yield Spread of KDCREIT’s vs 10 year 
SGS yield 

 
Source: Bloomberg 
 
Figure 34. KDCREIT Relative Valuation and 
Street Estimates 

 
Source: NUS Investment Society Estimates 

To calculate the PV of future dividend payments, we took reference to 
its average historical payout ratio and employed a future forecasted 
payout ratio of 90%. To calculate PV of terminal value, we applied a 
terminal growth rate of 2% to its dividend in 2023 and used the Gordon 
Growth Model to determine its terminal value, which was then 
discounted to the present. 

 
Revenue Projections 
The projected revenue was derived by modelling the rent escalation, 
occupancy rate, attributable lettable area and valuation of each 
individual property. The occupancy rates were determined based on 
data centre supply, demand and utilization projections as per 
BroadGroup Consulting 2018 Report. Rent escalation was determined 
to be 3.2% as per the 3% fixed rental escalation as well as our own 
modest provisions for the variable rent component. Capitalization rate 
was fixed for each region and was estimated based on historical 
segment revenue and valuation of each property. Historical net 
property income margin was fixed across all regions and projections 
are based on historical margins. Lastly, valuation and attributable 
lettable area was kept constant. 

 
The DDM is most sensitive to the following factors, derivation of which 
are explained below. 

 
Revenue Growth 
Revenue growth for KDCREIT is primarily driven by two factors: 
Sustained, strong growth in demand for data centre space as well as 
key external developments causing greater concentration of demand 
for data centres in regions where KDCREIT is heavily invested in. The 
advent of data privacy legislation as well as upcoming developments in 
cross border network cables has diverted the growth in demand to 
countries such as Singapore and Australia, both of which KDCREIT has 
a significant portfolio allocation. As such, we believe that KDCREIT will 
benefit from its Singapore and Australia heavy portfolio allocation as 
these key countries remain amongst the most desirable locations to set 
up server headquarters in due to the presence of well-developed 
physical and virtual infrastructure. As part of our conservative 
estimates, we have not included any potential acquisitions in our 
revenue model. While supply is set to increase in line with demand for 
data centre space, the long WALE and rent escalation policies of 
KDCREIT provide a hedge against potential strong supply growth. 
Finally, we believe that KDCREIT’s commitment to upgrade its data 
centres through AEIs will position it favourably relative to its 
competitors. This is on top of their choice and focus on strategic regions 
and locations that are set to gain the most from IoT and 5G 
developments. 

 
Cost of Equity 
CAPM was used to estimate Cost of Equity. Risk free rate of 2.5% was 
used and is in line with the current yields on 10 year Singapore 
government bonds. Beta was taken from Bloomberg which stands at 
0.53. Equity market risk premium of 9.5% was used. Cost of equity was 
calculated to be 6.2%. 
 
Terminal Growth 
In our DDM model, a blended long-term growth rate of 2% was used. 
The long-term growth rates are weighted by KDCREIT’s revenue mix 
as per geographical region. The long-term growth rate by region was 
derived from the GDP growth rate of the respective regions and was 
taken from the Economist Intelligence Unit. 
 
Yield Spread Analysis 
A yield spread analysis of KDCREIT’s dividend yield against that of the 
10 year SGS yield was performed. The current spread sits at 4.60%, 
versus a historic average of 4.16%. Thus, we believe that KDCREIT 
presents  a  relatively  attractive  risk  reward  profile  for  entry  at  its 
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Figure 35. Investment Risk Matrix 

 

Source: NUS Investment Society Estimates 

 
 

Figure 36. KDCREIT’s Debt Currency Profile 

 

 

Source: KDCREIT 3Q19 Presentation 

current price. Moreover, with KDCREIT embarking on an ambitious 
portfolio acquisition initiative through various overseas acquisitions in 
the APAC region, we forecast increasing revenue stability with an 
increased geographic presence. 

 
A 1 year lookback period was adopted to account for changes in 
portfolio composition, which includes its recent acquisitions of 3 
Singapore data centres, 1 Australia data centre and l Germany data 
centres in FY 18-19. 

 
Relative Valuation 
We performed a RV to provide a sanity check to our primary DDM 
valuations by using a football field. We benchmarked KDCREIT to 
industry peers with similar size, revenue mix and geographic exposure. 
Our primary comparable metrics included +1FY P/E and P/B along 
with DCF (perpetual growth method) and street estimates from 
various reputable sources. 

 
Our target price of $2.24 was validated as it lies within the 50th-80th 
Percentile Ranges of both the P/E and P/B price ranges. 

 
The intrinsic value of $2.24 represents a 14.29% upside. We remain 
confident that this valuation reaffirms our BUY recommendation. 

 
Investment Risks 
Political Risk (P1) 
Brexit: The risk of Brexit from EU would translate to the removal of 
Europe’s financial capital from the union and can potentially threaten 
the political and economic stability of the EU. This may adversely 
impact both the Euro and Pound following Brexit. As majority of 
KDCREIT’s borrowings are denominated in the Euro, KDCREIT faces 
extensive exposure and this may have a significant impact on its debt. 

 
Business Risk (B2) 
FX fluctuations: KDCREIT has high FX exposure due to its operations 
that span across multiple countries. Currently, it has a high exposure to 
Europe which stands at 59% of its borrowings along with pound and 
AUD at 11.7% and 11.5% respectively. As 82.8% of KDCREIT’s debt is 
in foreign currency, it faces significant FX risk which may impact its 
earnings as a result of negative currency fluctuations stemming from 
Brexit and weak domestic economic data in Australia. To mitigate FX 
risk, KDCREIT holds forward FX contracts and has hedged 80% of its 
loans with floating-to-fixed interest rate swaps to hedge against 
adverse currency movements 

 
Market Risk (M3) 
Threat of competition from larger data centre players: The growth 
in the demand of data storage in the APAC region has seen increased 
competition where competitors are looking to expand their data centre 
operations in the region. The heightened competition to retain and 
attract new tenants may affect KDCREIT’s earnings. However, as 
KDCREIT has a first mover advantage with its well-established 
presence in the APAC region, they are well prepared to defend their 
markets and compete with the larger players on potential acquisition 
supported by it low gearing and fortress balance sheet. 
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Disclaimer 
 

This research material has been prepared by NUS Invest. NUS Invest specifically prohibits the redistribution of this material in whole or in 
part without the written permission of NUS Invest. The research officer(s) primarily responsible for the content of this research material, in 
whole or in part, certifies that their views are accurately expressed and they will not receive direct or indirect compensation in exchange for 
expressing specific recommendations or views in this research material. Whilst we have taken all reasonable care to ensure that the 
information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or 
completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this report 
is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 
objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given 
and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons 
acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the suitability of the 
securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs, before making a 
commitment to invest in the securities. This report is published solely for information purposes, it does not constitute an advertisement and 
is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No representation or warranty, 
either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein. The 
research material should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this 
research material are subject to change without notice. 
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Appendix: 
 

Pro Forma Financial Statements 
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Financial Projections 
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Singapore Revenue Model 
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Other Countries Revenue Model 
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UK Revenue Model 
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Australia Revenue Model 
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Ireland Revenue Model 
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Discounted Cash Flow Model 
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Dividend Discount Model 
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Beta Regression 
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