. The investment case

Investment

Perspectives f()r Safehol_d
February 2025
QUAYglll\ngquls b.-}"? A Bennelong boutique



Safehold

Quay’s index unaware global investment mandate affords us the opportunity to analyse unique companies that
are not available in the local market. While unigueness alone is not enough to warrant investment, the right
company, at the right price, can meaningfully improve portfolio diversification and enhance total returns.

We believe one such company to be Safehold (SAFE).

Pioneers

Listed in 2017, SAFE is the world’s only publicly traded company that is dedicated to the ground lease sector.
That is, owning the land beneath which commercial real estate assets are operated on.

Historic ground leases have a mixed reputation, owing to egregious terms and hidden stipulations that have
generally eroded value for the lessee. SAFE reinvented the sector with a standardised ground lease solution that
offers mutual benefit to the landowner and building operator. The key terms of a SAFE ground lease are set out
in the diagram below.

#1 #2 #3
Lease Initiation 99 Year Lease Term Lease Conclusion
Tenant operates the building. . Tenant's right to operate the
Safehold owns the land. building expires.
T T T T T T T T T ~

/ Tenant (building operator)

Reduced cost of capital and mitigated interest rate risk
via low-cost, ultra long-term capital provided by Safehold.
Enhanced returns with higher cash-on-cash yields and
overall IRR’s.

Safehold

Safehold (ground owner)

-i Safehold - Collect fixed rent payments, with escalations (~2% p.a.)
. 40% and CPI lookback adjustments.

Tenant — Reduced upfront
equity requirement.

- |

Safehold — Gain possession |
of the improvements. .

No property, capital, or repairs / maintenance expenses.
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- Ownership reversion right in the event of tenant
default. 4

o i o B

-’

Source: Company Disclosure, Quay Global Investors

By virtue of the 99-year term, SAFE are selective in the assets that they are prepared to underwrite with a ground
lease. Key features of the investment criteria are listed below.

Geography Top 30 USA markets
NOI Coverage 3.0x — 4.5x
GL to Property Value 30% — 45%
Transaction Size USS$15m — USS500m
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These well-defined lease terms and investment criteria drive the fundamentals of the SAFE business model.
Several components of which, align deeply with Quay's investment philosophy:

e Cashflows accruing to SAFE are free of maintenance CAPEX obligations.
e SAFE's cash flows are at the utmost position of the capital stack, minimising downside risk.
e SAFE fund 60-65% of property acquisitions using leverage, significantly enhancing equity returns.

e SAFE's structure enables them to access this leverage with the protection of an ‘A style’ credit rating.

e SAFE's land holdings have an outsized exposure to the most economically and politically important cities in

the US including Manhattan (22%), Washington DC (10%), Boston (8%) and Los Angeles (7%).

Priceaction

We believe that the mechanics of the ground lease are being overlooked by the market. This view is
substantiated in-part by management anecdote, whereby the majority of investor meetings still require basic
education on the sector.

A shallow understanding of SAFE pigeonholes investors to value the stock as a long duration interest rate play.

This ‘low information’ approach has driven the stark inverse correlation between SAFE'’s share price and the
US 10-year treasury yield.

SAFE Share Price vs US 10 Year Treasury Yield
usD Daily: Jun-22 to Jan-25
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Accordingly, there was a mass exodus of the stock in response to the FED's hiking regiment and the widely
adopted ‘higher for longer’ interest rate expectation. Once trading at $94 per share, today SAFE stock can
be bought for $17.
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SAFE Share Price vs US 10 Year Treasury Yield
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This rigid price action is insensitive to the long-term value of the SAFE business model and is a signal to us that

the ground lease niche is not yet widely known or properly understood. Below we will discuss three components
of the SAFE investment story that we think the market is missing.

Asymmetric downside protection

We have long held the view that “the longer the lease, the lower the risk” is one of the greatest misconceptions in

real estate. As lease duration extends, traditional real estate risk is replaced with credit risk i.e. cost of
delinquency.

Importantly, over an extended horizon, credit rarely remains static. As the chart below highlights, over 70% of
BBB rated credit today is likely to be rated non-investment grade or unrated over 20 years.

Global Corporate Rating Transition: Initial BBB

1981 -2023
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Source: Standard and Poor’s, Quay Global Investors
SAFE has a typical lease term of 99 years, which is five times longer than the chart above. However, unlike most

long WALE real estate investments, SAFE's credit risk is near 0 due to the fact that they own the most senior
position in the capital stack.
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In most credit scenarios, the best case is money owed to the landlord / lender is paid in full, while all other
outcomes represent downside. In the case of SAFE, the base case is that money owed is paid in full, while all
other outcomes lead to the acquisition of property improvements (~1.5x the value of the ground) at zero

additional consideration.

Tenant credit Tenant remains Tenant becomes
scenario solvent insolvent
SAFE impact Underwritten rent is Building ownership reverts to SAFE
received. i.e. purchase of an institutional grade

CRE asset for ~40c on the dollar.

Source: Company Disclosure, Quay Global Investors

This exceptional ‘win’ or ‘win more’ outcome array should lead SAFE to outperform when economic uncertainty
is highest. Below is the performance of SAFE's share price relative to other REIT sectors on the market's

greatest risk-off days.

US REIT Average Total Return on Major Risk-Off Days*
by sub-sector
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Source: Green Street Advisors, Quay Global Investors
*Top risk-off days in the months of August and September 2024

This price action is inconsistent with the economic reality of SAFE’s cash flows in the event of a deteriorating
business environment. We see this as further evidence of investor ignorance towards the SAFE structure and a

clear indication of market inefficiency.
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Look-through overcollateralisation

We have reason to believe that investors baulk at SAFE’s balance sheet. While the view that SAFE is over-levered
could be justified by a quick scan of the debt to assets ratio, this does not tell the full story.

Weighted Avg US REIT Leverage (debt / assets)
by sub-sector
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Source: Green Street Advisors, Quay Global Investors

A scenario where SAFE defaults on its loans almost certainly requires its tenants (building operators) to have
stopped paying rent. Under such a scenario, the value of the building improvements reverts to SAFE,
meaningfully altering the composition of the balance sheet. A simplified example is set out below.

Line Item Current Balance Sheet i Upon Tenant Default i
Land 40 i 40 E
Improvements - % 60
Total Assets 40 g 100
Debt 26 ! 26 i
Debt / Assets 65% 26%

Source: Company Disclosure, Quay Global Investors
[t is for this reason that SAFE’s true underlying asset base (lender security) is understated by the balance sheet
alone.

This look-through overcollateralisation, while potentially lost on investors, is recognised by the leading credit
agencies. SAFE now has a dual ‘A style’ credit rating, Moody’s (A3) and Fitch (A-), which places them in the upper
echelon of REITs globally. This credit rating drives material benefits to SAFE over the long term, including;

o Lowered cost of funding. A key driver for long term equity returns.
e Reduced refinancing risk via widened access to capital markets.

o Improved flexibility of debt structuring e.g. reverse amortisation.

While difficult to quantify today, there is significant value in SAFE’s go-forward optionality when it comes to
fixing, hedging, and structuring their debt.

Therein lies the secret sauce - SAFE shareholders receive the economic benefits of high leverage, without the
commensurate drawbacks associated with such leverage.
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Fixed debtvalue

As interest rates rise, the refinancing risk for a company with fixed cashflows is substantial. SAFE have been
proactive in managing this risk by securing long dated funding, the majority of which was done on fixed terms,
as illustrated below.

Safehold Debt Maturity Schedule
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Source: Company Disclosure, Quay Global Investors

The benefit of this largely fixed debt profile in the face of heightened rates is twofold.

1. The fixed debt, in combination with various derivative contracts and stepped interest rate structures, has
been effective in mitigating the increase in SAFE’s debt servicing burden.

2. Thein place, below market, fixed debt has become more valuable i.e. the economic value of the liability has
fallen below the book value. At the time of writing, we conservatively estimate the fixed debt to be worth
~S$7.50 per share. At today’s price of $17 this forms a significant component of SAFE'’s trading value and is
subject to further growth (absolute and proportional) if rates are to increase further.

Concluding thoughts

Safehold is a truly unique investment opportunity that is impossible to replicate in the domestic market.
Moreover, it's relative size (market cap USS$1.2bn) means gaining meaningful exposure to SAFE via an index
aware strategy is difficult.

Being unique for the sake of it is no justification for investment. However, we are confident that the new-age
ground lease niche, to which SAFE is the pioneer, is not yet widely known or properly understood by the market.

Importantly, we believe SAFE is mispriced when assessed from a cursory vantage point. The specific
components of the SAFE structure that we think the market is missing include the:

e Asymmetric downside protection in the event of economic collapse: ‘win’ or ‘win more’ cash flows.
o Look-through overcollateralisation enabling access to high leverage without the commensurate risks.

o Mark-to-market value of the in place, below market, fixed debt liability at ~$7.50 per share.
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At its core, SAFE is a pure land play across the most important cities in the United States. This business has
minimal maintenance CapEx obligations and receives an attractive recurring cash yield of 3.7%. In addition, the
building improvements (currently worth USS9.1bn) revert to SAFE's shareholders at the end of the lease term —
the value of which will continue to compound over time.

SAFE is the type of investment that rewards the patient. It's the type of investment that will shine brightest when
economic times are darkest. It's the type of investment that excites us at Quay.

For moreinsights from Quay Global Investors, visit quaygi.com

Getintouch

@ quaygi.com

F@] client.experience@bennelongfunds.com
% 1800895388 (AU) or 0800 442 304 (N2)

The content contained in this article represents the opinions of the authors. The authors may hold either long or short positions in securities
of various companies discussed in the article. The commentary in this article in no way constitutes a solicitation of business or investment
advice. It is intended solely as an avenue for the authors to express their personal views on investing and for the entertainment of the reader.

This information is issued by Bennelong Funds Management Ltd (ABN 39 111 214 085, AFSL 296806) (BFML) in relation to the Quay Global
Real Estate Fund (Unhedged) and the Quay Global Real Estate Fund (AUD Hedged). The Funds are managed by Quay Global Investors, a
Bennelong boutique. This is general information only, and does not constitute financial, tax or legal advice or an offer or solicitation to
subscribe for units in any fund of which BFML is the Trustee or Responsible Entity (Bennelong Fund). This information has been prepared
without taking account of your objectives, financial situation or needs. Before acting on the information or deciding whether to acquire or
hold a product, you should consider the appropriateness of the information based on your own objectives, financial situation or needs or
consult a professional adviser. You should also consider the relevant Information Memorandum (IM) and or Product Disclosure Statement
(PDS) which is available on the BFML website, bennelongfunds.com, or by phoning 1800 895 388 (AU) or 0800 442 304 (NZ). Information
about the Target Market Determinations (TMDs) for the Bennelong Funds is available on the BFML website. BFML may receive management
and or performance fees from the Bennelong Funds, details of which are also set out in the current IM and or PDS. BFML and the Bennelong
Funds, their affiliates and associates accept no liability for any inaccurate, incomplete or omitted information of any kind or any losses
caused by using this information. All investments carry risks. There can be no assurance that any Bennelong Fund will achieve its targeted
rate of return and no guarantee against loss resulting from an investment in any Bennelong Fund. Past fund performance is not indicative of
future performance. Information is current as at the date of this document. Quay Global Investors Pty Ltd (ABN 98 163 911 859) is a
Corporate Authorised Representative of BFML.
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