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WHO IS IIR?

Independent Investment Research, “IIR”, is an independent investment research house based in Australia and the United States. IIR specialises in the analysis of high quality commissioned research for
Brokers, Family Offices and Fund Managers. IR distributes its research in Asia, United States and the Americas. IIR does not participate in any corporate or capital raising activity and therefore it does
not have any inherent bias that may result from research that is linked to any corporate/ capital raising activity.

IIR was established in 2004 under Aegis Equities Research Group of companies to provide investment research to a select group of retail and wholesale clients. Since March 2010, IIR (the Aegis Equities
business was sold to Morningstar) has operated independently from Aegis by former Aegis senior executives/shareholders to provide clients with unparalleled research that covers listed and unlisted
managed investments, listed companies, structured products, and IPOs.

IIR takes great pride in the quality and independence of our analysis, underpinned by high caliber staff and a transparent, proven and rigorous research methodology.

INDEPENDENCE OF RESEARCH ANALYSTS

Research analysts are not directly supervised by personnel from other areas of the Firm whose interests or functions may conflict with those of the research analysts. The evaluation and appraisal of research
analysts for purposes of career advancement, remuneration and promotion is structured so that non-research personnel do not exert inappropriate influence over analysts.

Supervision and reporting lines: Analysts who publish research reports are supervised by, and report to, Research Management. Research analysts do not report to, and are not supervised by, any sales
personnel nor do they have dealings with Sales personnel

Evaluation and remuneration: The remuneration of research analysts is determined on the basis of a number of factors, including quality, accuracy and value of research, productivity, experience, individual
reputation, and evaluations by investor clients.

INDEPENDENCE - ACTIVITIES OF ANALYSTS

IIR restricts research analysts from performing roles that could prejudice, or appear to prejudice, the independence of their research.

Pitches: Research analysts are not permitted to participate in sales pitches for corporate mandates on behalf of a Broker and are not permitted to prepare or review materials for those pitches. Pitch materials
by investor clients may not contain the promise of research coverage by IIR.

No promotion of issuers’ transactions: Research analysts may not be involved in promotional or marketing activities of an issuer of a relevant investment that would reasonably be construed as representing
the issuer. For this reason, analysts are not permitted to attend “road show" presentations by issuers that are corporate clients of the Firm relating to offerings of securities or any other investment banking
transaction from that our clients may undertake from time to time. Analysts may, however, observe road shows remotely, without asking questions, by video link or telephone in order to help ensure that they
have access to the same information as their investor clients.

Widely-attended conferences: Analysts are permitted to attend and speak at widely-attended conferences at which our firm has been invited to present our views. These widely-attended conferences may
include investor presentations by corporate clients of the Firm.

Other permitted activities: Analysts may be consulted by Firm sales personnel on matters such as market and industry trends, conditions and developments and the structuring, pricing and expected market
reception of securities offerings or other market operations. Analysts may also carry out preliminary due diligence and vetting of issuers that may be prospective research clients of ours.

INDUCEMENTS AND INAPPROPRIATE INFLUENCES
IR prohibits research analysts from soliciting or receiving any inducement in respect of their publication of research and restricts certain communications between research analysts and personnel from other
business areas within the Firm including management, which might be perceived to result in inappropriate influence on analysts’ views.

Remuneration and other benefits: [IR procedures prohibit analysts from accepting any remuneration or other benefit from an issuer or any other party in respect of the publication of research and from offering
or accepting any inducement (including the selective disclosure by an issuer of material information not generally available) for the publication of favourable research. These restrictions do not preclude the
acceptance of reasonable hospitality in accordance with the Firm's general policies on entertainment, gifts and corporate hospitality.

DISCLAIMER

This publication has been prepared by Independent Investment Research (Aust) Pty Limited trading as Independent Investment Research (“IIR”) (ABN 11 152 172 079), an corporate authorised representative of
Australian Financial Services Licensee (AFSL no. 410381. IR has been commissioned to prepare this independent research report (the “Report”) and will receive fees for its preparation. Each company specified
in the Report (the “Participants”) has provided IIR with information about its current activities. While the information contained in this publication has been prepared with all reasonable care from sources that IIR
believes are reliable, no responsibility or liability is accepted by IIR for any errors, omissions or misstatements however caused. In the event that updated or additional information is issued by the “Participants”,
subsequent to this publication, IR is under no obligation to provide further research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IR as
at the date of publication and may change without notice. IR and each Participant in the Report, their officers, agents and employees exclude all liability whatsoever, in negligence or otherwise, for any loss
or damage relating to this document to the full extent permitted by law. This publication is not and should not be construed as, an offer to sell or the solicitation of an offer to purchase or subscribe for any
investment. Any opinion contained in the Report is unsolicited general information only. Neither IIR nor the Participants are aware that any recipient intends to rely on this Report or of the manner in which a
recipient intends to use it. In preparing our information, it is not possible to take into consideration the investment objectives, financial situation or particular needs of any individual recipient. Investors should
obtain individual financial advice from their investment advisor to determine whether opinions or recommendations (if any) contained in this publication are appropriate to their investment objectives, financial
situation or particular needs before acting on such opinions or recommendations. This report is intended for the residents of Australia. It is not intended for any person(s) who is resident of any other country. This
document does not constitute an offer of services in jurisdictions where IR or its affiliates do not have the necessary licenses. IIR and/or the Participant, their officers, employees or its related bodies corporate
may, from time to time hold positions in any securities included in this Report and may buy or sell such securities or engage in other transactions involving such securities. IR and the Participant, their directors
and associates declare that from time to time they may hold interests in and/or earn brokerage, fees or other benefits from the securities mentioned in this publication.

IIR, its officers, employees and its related bodies corporate have not and will not receive, whether directly or indirectly, any commission, fee, benefit or advantage, whether pecuniary or otherwise in connection
with making any statements and/or recommendation (if any), contained in this Report. IR discloses that from time to time it or its officers, employees and related bodies corporate may have an interest in the
securities, directly or indirectly, which are the subject of these statements and/or recommendations (if any) and may buy or sell securities in the companies mentioned in this publication; may affect transactions
which may not be consistent with the statements and/or recommendations (if any) in this publication; may have directorships in the companies mentioned in this publication; and/or may perform paid services
for the companies that are the subject of such statements and/or recommendations (if any).

However, under no circumstances has IIR been influenced, either directly or indirectly, in making any statements and/or recommendations (if any) contained in this Report. The information contained in this
publication must be read in conjunction with the Legal Notice that can be located at http://www.independentresearch.com.au/Public/Disclaimer.aspx. Readers of this report should have regard to our Financial
Services Guide (FSG). which can be accessed at https://independentresearch.com.au/wp-content/uploads/2022/09/I1R-Financial-Services-Guide-_September-2022.pdf.

THIS IS A COMMISSIONED RESEARCH REPORT.

The research process includes the following protocols to ensure independence is maintained at all times:

1) The research process has complete editorial independence from the company and this is included in the contract with the company;

2)  Our analyst has independence from the firm's management, as in, management/ sales team cannot influence the research in any way;

3)  Qurresearch does not provide a recommendation, in that, we do not provide a “Buy, Sell or Hold" on any stocks. This is left to the Adviser who knows their client and the individual portfolio of the client.

4) Our research process for valuation is usually more conservative than what is adopted in Broking firms in general sense. Our firm has a conservative bias on assumptions provided by management as
compared to Broking firms.

5)  All research mandates are settled upfront so as to remove any influence on ultimate report conclusion;

6)  All staff are not allowed to trade in any stock or accept stock options before, during and after (for a period of 6 weeks) the research process.

For more information regarding our services please refer to our website www.independentresearch.com.au.
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Key Investment Information
(as at 21 March 2023)

ASX Code: usa
Unit Price: $1.00
Price Target: $1.38
Market Cap ($m): 55.5
Units on Issue (m): 55.5
Listing Date: March 2022
Target Return: 15%p.a.

Target Distribution Yield
(p.a):
Target Gearing (asset level):

>6.0%

60%-65%

Distribution Frequency: Quarterly
Responsible Entity: Equity T[lij;tﬁg;
Auctus Asset

Investment Manager: Management
Pty Ltd

Asset Manager: Student Quarters

Historical Market Price
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Largest Shareholders

Mason Stevens Limited 15.8%
A_uc.tus Investment Group 76%
Limited

Kja Holdings Pty Ltd 3.5%
National Australia Bank 229
Asset Management ol
RocketBL Limited 2.0%
Total 31.1%

Source: Iress
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US Student Housing REIT (ASX: USQ)

1H'FY23 Results

STRONG RENTAL INCOME GROWTH & PRE-LEASING
RATES

The US Student Housing REIT (ASX: USQ) released its TH'FY23 results on 27 February 2023.
USQ listed on the ASX on 8 March 2022, raising $15.5m through the issue of 11.2m units

at $1.38 per unit. USQ invests in a portfolio of US student housing real estate assets within
close proximity to top tier public universities across the United States of America (US) with
the objective of providing unitholders with an opportunity to benefit from both stable income
generation and capital growth.

KEY POINTS

98% Occupancy & Strong Pre-Leasing for 2023/2024 Academic Year: The portfolio is
effectively fully occupied with an occupancy rate 98% as at 10 February 2023. The supply
and demand dynamics of the market has seen strong occupancy rates across the market as
a whole. Pre-leasing for the 2023/2024 academic year was 63% as at 10 February 2023. The
strong levels of pre-leasing suggest occupancy will remain high in the nearterm.

Strong Rental Growth Forecast for Upcoming Academic Year: After realising 8% rental
income growth for the current (2022/2023) academic year, the REIT is forecasting rental
growth of 10.5% in the next academic year. Rental growth is being driven by demand of
dedicated student housing outstripping supply. The new supply of student housing in the
next few years in expected to be below historical levels, which suggests rental income will
continue to grow and occupancy rates will remain strong.

Cap Rates Expanding: Capitalisation rates ("“cap rates”) for the portfolio of properties is
expanding with the forward 12-month cap rate for the portfolio increasing from 5.26% to
5.69% over the 2022 calendar year. The expansion of the cap rates is being driven by the
current macro economic environment with increasing interest rates putting downward
pressure on property prices. The strong rental income growth of the portfolio has offset the
cap rate expansion to some degree. While cap rate expansion is expected to continue in the
nearterm, the lack of new supply coming on board combined with the increased interest
from investors in the sector could result in the competition for assets increasing prices.

Gross Portfolio Value Increased 2.1% to US$147.7m: The gross portfolio value increased
2.1% to US$147.7m over the half year period to 31 December 2022. All properties in the
portfolio were revalued upwards over the half year period. We expect the cap rate expansion
to limit the portfolio growth in the short-term.

Conservative LVR: At 31 December 2022, the REIT had a LVR of 60.6%. Student Quarters
(SQ) believes that the target LVR level is the optimal level for the sector to enable USQ to
generate attractive risk-adjusted returns. The LVR is considered conservative when compared
to the LVR levels of US student housing strategies which typically range from 55%-70%. The
REIT has attractive financing facilities in place with 81% of the portfolio financed by fixed
interest rate facilities at attractive rates.

December 2022 Quarter Distribution of US1.10cpu: The REIT paid a total of US1.83 cents
per unit (AUD2.69 cents per unit) for the half year to 31 December 2022. The REIT has
announced a distribution of US1.10 cents per unit (AUD1.5967 cents per unit based on an
AUD/USD exchange rate of 0.6866 as at 22 February 2023) for the December 2022 quarter,
paid in February 2023. This was the largest distribution made by the REIT. The REIT has now
paid four distributions since listing, totalling US3.34 cents per unit (AUD4.89 cents per unit).
Given the nature of the academic year, distributions will likely be lumpy.

Investment View & Price Target: |IR has reduced the price target from $1.41 per unit to
$1.38 per unit. This represents a 38% premium to the market price as at 21 March 2023 of
$1.00 per unit. The price target is based on a combination of a discounted cash flow model
and the NTA per share. We have assigned a 50% weighting to each valuation component.
USQ provides investors the opportunity to diversify the income allocation of their portfolio
with a REIT that provides a unigue opportunity for domestic investors with USQ being the
only listed REIT globally with a focus on US student housing. Cap rates have expanded due
to the increasing interest rate environment, however given enrolment growth and the limited
new supply of housing, strong rental income and occupancy rates are expected to continue.
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US Student Housing REIT (ASX: USQ)

Independent Investment Research

TH'FY23 RESULTS

US Student Housing REIT (ASX: USQ) released its 1TH'FY23 results on 27 February 2023. The
REIT reported a net profit for the half year period to 31 December 2022 of US$3.49m. We note
the REIT listed in March 2022 and only had a partial year of operations in TH'FY22 with 8 of the 9
properties acquired post the IPO in March 2022.

Key Financial Metrics

USs$'000 1H'FY22 1H'FY23 % Change
Total Investment Income (557) 4,221 +858%
Operating Profit/(Loss) (3,257)" 3,492 +207%
Total Net Tangible Assets (NTA) 20,495 59,089 +188%
Units of Issue (000) 23,893 55,541 +232%
NTA per unit (USS) 0.86 1.06 123%
Distribution per unit (US cents per unit) 0.0 1.83 +100%

1. Includes one-off transaction costs including acquisition and IPO related expenses.

There were no additions or disposals to the portfolio over the half year period to 31 December
2022.The key portfolio statistics are tabled below. The REIT has exposure to 9 properties through
five investee companies. The properties are as good as fully occupied as at 10 February 2023
with the REIT announcing strong pre-leasing numbers for the upcoming academic year, which
leads us to expect the occupancy rate will continue in the upcoming academic year.

The gross asset value of the portfolio increased 2.1% over the half year period to US$147.7m
with the REIT having a NTA per unit of US$1.06 as at 31 December 2022 compared to US$1.02
as at 30 June 2022.

As was flagged by the REIT during the TH'FY23 period, cap rates are expanding with increasing
interest rates putting downward pressure on asset prices. The forward cap rate for the portfolio
as at 31 December 2022 was 5.69% (based on the budgeted 2023 net operating income (NOI),
up from 5.25% at 30 June 2022. Cap rate expansion is being offset to some degree by the
increase in NOI, which is being driven by the strong rental income growth being realised.

Key Portfolio Statistics

Number of Properties 9
Occupancy Rate as at 10 February 2023 98%
Forward Capitalisation Rate 5.69%
Portfolio Value* US$147.7 million

* Based on the independent valuations by CBRE as at 31 December 2022.

Distributions

USQ seeks to pay a quarterly distribution and has a target distribution payout ratio of 100% of
Distributable Income. Unitholders will receive distributions within 2 months following the end of
each distribution period, being the three months ending 31 March, 30 June, 30 September and
31 December. The REIT has paid four distributions since listing, totalling US3.34 cents per unit
(AUD4.89 cents per unit). The REIT paid a distribution of US1.10 cents per unit for the December
2022 quarter in February 2023. Distributions will be lumpy given the annual property turnover
and summer break which occurs in the September quarter.

As highlighted in the below chart, distributions will be impacted by the AUD/USD exchange rate.
The declining AUD when compared to the USD has been value accretive to unitholders, however
distributions are sensitive to foreign exchange movements.
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US Student Housing REIT (ASX: USQ)
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USQ Distributions
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Debt Profile

The debt profile of the REIT remains unchanged with 81% of the portfolio being financed on
attractive fixed rate terms. The floating rate loan facility matures on 9 December 2023. The facility
has three one-year extension options capped at 2.5% above LIBOR on a 3.3% spread through
the requested extension period.

Debt Maturity Profile Debt Type

s I -~
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8136%

Source: USQ TH'FY23 Results Investor Presentation

PORTFOLIO

As mentioned above, there were no additions or disposals from the portfolio during the half

year period. The portfolio comprises nine properties located across 6 universities in 5 states. The
properties are purpose built off-campus student accommodation located in close proximity to the
universities. The portfolio of properties includes 1,239 beds and an occupancy rate of 98% as at
10 February 2023.

The below table summarises the key metrics for each asset in the portfolio.

Valuation  No.of Cap Rate Asset

Asset University ) Beds (%) Built/Reno Profile Ownership
200 Edgewood  060rdia State $37.3 240 495 2016 CorePlus  100%
University
607 South UM“!VET sity of $5.7 52 5.25 2014 Core Plus 100%
ississippi
Traditions University of $6.4 72 5.25 2016 Core Plus 100%
Mississippi
Village Walk Uity $6.1 54 5.25 206 CorePlus  100%
Mississippi
West 100 U,\;I‘!"e.r sity of $55 60 5.25 2015 CorePlus  100%
ississippi
Balcony sy Mississippi State ¢, , 116 5,00 2016 CoePlus  100%

University
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US Student Housing REIT (ASX: USQ)

Independent Investment Research

L Valuation No.of Cap Rate . Asset .
University (US$m) Beds (%) Built/Reno Profile Ownership
The Edge TUEX?’S Tech $29.0 288 475 2009 Value-Add  90%
niversity
Clemson Living ~ Clemson University $28.1 245 4.50 2016 Core Plus 95%
Lofts on 8th Arizona State $175 12 5.10 2020 Value-Add 9%
University
Total $141.7 1,239 4.89
Source: USQ

Core Plus assets represent 69% of the portfolio. Core Plus assets increase cash flow with light
property improvements, management efficiencies or by increasing the quality of tenants. These
properties tend to be of superior quality and have a great track record of occupancy.

Value-Add assets represent 31% of the portfolio and yields similar returns to Core Plus assets.
These assets are typically newer properties with management issues with some needing light
enhancements to improve both occupancy and returns.

Portfolio Allocation by Strategy

FVaIue Add,
31%

Core Plus,
69%

Source: USQ

The portfolio is diversified by State with no state representing more than 30% of the total value
of the portfolio. We note that while the portfolio is diversified on a valuation basis, the portfolio
is currently concentrated to Mississippi with five of the nine properties located in Mississippi.
While assets in Mississippi make up over 55% of the number of properties in the portfolio,
they are smaller assets accounting for 24% of the portfolio by value. The REIT is seeking to add
further assets to increase the portfolio size and enhance the portfolio's diversification.

Portfolio Allocation by State

South

Carolina, Mississippi,
19% 24%

Georgia,
26%

Texas, 20%

Arizona,
12%

Source: USQ
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US Student Housing REIT (ASX: USQ)

USQ STUDENT HOUSING MARKET UPDATE

USQ targets US student housing real estate assets within close proximity to top-tier public four
year universities across the United States of America (US). The market dynamic for public versus
private universities and those considered top-tier versus lowertier is quite substantial.

In the US, there are nearly 18 million students enrolled in US colleges. Public colleges and
universities educate around 75% of students with many of the top-ranked universities in the
world being US public universities, such as UCLA, Berkley and the University of Michigan.

Public vs Private College Enrolments

25
O N VW W O N ¥ O ®
S o
S o
ISR

Forecast

< O o
o

N
o

=
v

Millions

wv 5
1990 ——
1992 I
1994
1996 E——
1998 I

0
o o o
O O © o = = = =S o o N o ™M
O O O O O O O O O O O O O o
AN N N AN NN AN N NN NN NN

M Public ™ Private

Source: NCES

USQ focuses on investing in student housing assets within close proximity to fouryear public
universities. Public fouryear universities account for the largest enrolments of the university/
college types, with public fouryear universities representing ~42% of estimated enrolments in
fall 2022.

Fall 2022 Estimated College Enrolment by School Type
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Source: BestColleges

In the US, privately owned student housing makes up the bulk of student housing when
compared to University owned on-campus housing. Of the total number of privately owned
student housing and on-campus beds available, the share of privately owned student housing
has grown to over 70% of the supply of beds. The below chart shows the importance of privately
owned student housing in the market.
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Percentage Share of Privately Owned Student Housing
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A driving factor of current rental growth strength in the student housing market is the supply/

demand imbalance in the market. As shown in the below chart, the annual new supply of

student housing (both privately owned and on-campus) has declined year-on-year since 2016.
This during a period where enrolments continue to grow. The supply was forecast to increase in
2022 when compared to 2021 before declining again. According to Yardi, the “student housing
supply at a number of universities with increasing enrolment hasn't been sufficient to house the
incoming class. A problem that used to be unique to California schools has now become more
widespread, with stories of universities making deals with local hotels to house students who
can't find on-or off-campus student housing options.” While rental growth is expected to abate it
is expected to remain strong in the short-term. This is reflected in the forecast rental growth by
USQ for the 2023/2024 academic year.

In an article in Multi Housing News published on 4 January 2023, Timothy Bradley, Principal of
TSB Realty, was quoted as saying “overall new purpose-built student housing supply levels will
settle in the 25,000 beds over the next few years, or about 60 percent of the typical annual
volume. This level of supply cannot keep up with demand due to enrolment growth, shifting
consumer demands and ageing existing inventory, which is a positive indicator for continued

outperformance in top-tier markets as well as future cap rate stability, if not compression.”
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Focusing on privately owned student housing, the demand (occupied beds) has been strong
since 2012 with low vacancy rates. With enrolments forecast to continue to increase and the
limited new supply, occupancy rates are forecast to remain strong through to 2026 across the

market.
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US Student Housing REIT (ASX: USQ)

Privately Owned Student Housing Supply

3,500,000
3,000,000

e o °o°°
2,500,000
2,000,000
1,500,000
1,000,000
500,000
0

o~ (a2} < un o ~ o0 (o)} o i w w w w w

— — i i Dl i i i o o o~ on < n o

R 8 R R 28 R R R R &8 8 8 &8 8 ©

o~ o~ o~ o [V

M Privately Owned Student Housing Supply ® Demand*

*Occupied beds.
Source: RealPage

The strength of the market is further reiterated by the strength in the pre-leasing numbers. For
the 2022/2023 academic year, student accommodation pre-leasing hit a record high of 96.6%
across the Yardi 200 universities'.

Yardi 200 Pre-leasing
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Source: Yardi Student Housing Webinar, Fall 2022.

Universities Serviced by USQ Portfolio

Looking at the USQ portfolio, the largest university based on enrolments is Arizona State
University with 55,413 enrolments in 2022. We note that this refers to only the Tempe campus.
The second biggest was Texas Tech University with 40,528 enrolments in 2022.

Enrolments are an important consideration when USQ are selecting an asset with the

Manager’s looking for both historic and projected enrolment growth at a university as growing
enrolments drive potential student housing demand. All universities serviced by the portfolio
have experienced enrolment growth from 2013 to 2022. Clemson University has experienced the
highest level of enrolment growth over the period with enrolments increasing 33.6% from 2013
to 2022. Enrolments at all the universities grew by double digits over the period with Arizona
State University enrolments increasing to all time highs in 2022.

''''''''''''''''''''''''''''''''''''''''' 1. Yardi 200 universities are the top 200 universities across all major collegiate conferences.
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Enrolment Growth at USQ Universities

University 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

(aorg el Statc 32165 3255 32,088 32237 32816 34316 35041 36360 36979 36233
University

YoY Growth Rate 12%  -15%  06%  18%  46%  21%  3.8% 1.7% -2.0%
University of 19431 22503 23212 23610 23136 22456 21,617 21014 21,853 22967
Mississippi

YoY Growth Rate 158%  3.2% 17%  -20%  -29%  -37%  -28%  4.0% 5.1%

MississippiState 50161 20138 20873 21622 21883 21974 22226 22986 23086 22649
University

YoY Growth Rate 01%  36%  36%  12%  04%  11%  34% 0.4% -1.9%

Texas Tech 33111 35158 35859 36551 36996 38209 38742 40,322 40602 40,528
University

YoY Growth Rate 62%  20% 19%  12%  33%  14%  4.1% 0.7% 0.2%

Clemson University 21,303 21,857 22,698 23406 24,387 24951 25822 26406 27,341 28,466
YoY Growth Rate 26%  38%  31%  42%  23%  35%  23% 3.5% 41%

Arizona State

e 48,707 50,208 51,729 51,592 51,524 52,029 53,494 52,386 54,866 55,413
University (Tempe)

YoY Growth Rate 3.1% 3.0% -0.3% -0.1% 1.0% 2.8% -2.1% 4.7% 1.0%
Total 174878 82,420 186429 189,018 190,742 193,935 196942 199,474 204,721 206,256
YoY Growth Rate 4.3% 2.2% 1.4% 0.9% 1.7% 1.6% 1.3% 2.6% 0.7%

Source: Data USA, University websites, RealPage.

The acceptance rates of universities varies yearto-year. Those universities that have low
acceptance rates have the ability to increase enrolments by adjusting the admission criteria.
Those universities with high acceptance rates can be vulnerable to a decline in enrolments.

The universities that USQ are exposed to had an average acceptance rate of 73.4% in 2022.
Georgia State University has increased its acceptance rate the greatest from 2014 to 2022 with
the acceptance rate increasing from 59.4% in 2014 to 76.0% in 2022. \We note the acceptance
rate hit a high of 82.4% in 2020. The acceptance rate at Clemson University was at a low for
the 2014 to 2022 period in 2022 at 42.98%. This was after rising to 61.9% in 2020. The Clemson
University acceptance rate is the lowest acceptance rate of the universities USQ is exposed to.

University Acceptance Rates
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FINANCIALS

Below we provide the key forecast assumptions and forecast financials for the REIT. We
have provided the financials on a Group basis. The financials are provided in US dollars (US$).
Movements in the AUD/USD will have an impact on the Australian dollar value of the financials.

The financial forecasts are based on the current portfolio. The Managers intend to grow the
portfolio, however there have been no forecasts provided with regards to the potential timing
of acquisitions and which of the properties in the pipeline will be targeted first. As such, the
forecast financials do not include any acquisitions. In the event the REIT acquires additional
properties, the REIT will likely have to raise capital to fund the acquisitions.
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Key Forecast Assumptions

We have made a number of assumptions that form the basis of the forecast financials and the
price target. Assumptions regarding the key revenue and balance sheet drivers are tabled below.
We note that these are assumptions and may differ to the actual results.

We have increased the cap rate assumptions in FY24 and FY25 and reduced the vacancy rate
given the lower than expected vacancy rates for the current year and strong pre-leasing for the
next academic year. The increased cap rates have resulted in a reduction in the forecast growth
in the GAV and NTA.

FY23F FY24F FY25F
Rental Revenue Growth 8.0% 10% 5%
Vacancy Rate 3.1% 3.3% 3.4%
Cap Rate 5.25% 5.7% 5.7%
Acquisitions 0 0 0
Disposals 0 0 0
Property Value Growth 2.3% 0.1% 2.0%
Units on issue 55.5m 55.5m 55.5m
GAV per unit (USD$) 2.66 2.66 2.1
NTA per unit (USD$) 1.09 1.10 1.15

Financials

Our forecast rental revenue has increased slightly due to lower than expected vacancy rates

for the current year and the expectation of lower vacancy rates in the near-term than previously
forecast. The increased cap rates have resulted in a reduction in the forecast valuation growth of
the portfolio. We have forecast the portfolio value to be flat for the FY24 before growing again

in FY25. The reduction in the portfolio value growth rate has resulted in our Net Profit forecasts
declining from our previous forecasts.

June Year-End FY23F FY24F FY25F
Rental Revenue 11.83 12.99 13.63
Other Revenue 0.73 0.80 0.84
Total Revenue 12.56 13.78 14.46
Property Expenses -4.98 -5.46 -5.69
Management Fees -1.41 -1.47 -1.51
REIT Overheads -0.25 -0.27 -0.29
Other Expenses -0.05 -0.06 -0.06
EBIT 5.86 6.53 6.92
Interest Expense -2.21 -2.20 -2.20
PBT 3.66 4.32 4.72
US Corporate Tax -0.01 -0.01 -0.01
FFO 3.65 4.32 4.71
gfoise??igzir value of investee company 281 030 261
Net profit/loss of the year 6.46 4.02 733

REIT Distributable Income (US$M)

June Year-End FY23F FY24F FY25F
Net Profit 3.65 4.32 47
Less: Debt amortisation -0.38 -0.38 -0.38
Distributable income from the REIT 3.27 3.94 433
Distribution per unit (cents per share)* 4.4 5.69 1.26

*Assuming a payout ratio of 100% of distributable income.
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June Year-End FY23F FY24F FY25F
NOI margin (%) 60.3% 60.4% 60.7%
EBITDA margin (%) 46.7% 47.4% 47.9%
FFO YoY growth (%) na 18.2% 9.2%
Dividend YoY growth (%) 609.8% 20.3% 10.1%
Total return on NTA (%) 12.0% 6.5% 12.4%
ROE (%) 24.0% 11.4% 6.6%

Distribution Yield (based on forecast NTA at end

S 4.0% 5.1% 6.2%
of financial year)

June Year-End FY23F FY24F FY25F
Cash and cash equivalents 2.21 2.94 3.55
Other 0.25 0.25 0.25
Value of Investee Company Properties 147.70 147.70 150.61
Total Assets 150.16 150.89 154.41
Investee Company Borrowings 88.26 88.18 88.09
Other 0.94 0.94 0.94
Total Liabilities 89.21 89.12 89.04
Total equity at the beginning of the year 56.62 60.95 61.77
Profit/loss of the period 6.46 4.02 7.33
Capital increase over the period 0.00 0.00 0.00
Dividend paid -2.13 -3.20 -3.72
Total Equity 60.95 61.77 65.38

Cashflow Statement (US$M)

June Year-End FY23F FY24F FY25F
Net Cashflow from Operations 2.77 432 471
Net cash flow from investing activities -0.29 -0.30 -0.30
Net cash from/(used in) financing activities -2.22 -3.29 -3.81
Ne‘F Increase / (decrease) in cash and cash 0.26 074 061
equivalents

Cash and cash equivalents at the end of the 291 294 355

period

PRICE TARGET & INVESTMENT VIEW

Price Target

We have reduced our price target for USQ from $1.41 per unit to $1.38 per unit. The decline in
the valuation is largely driven by the increase in WACC which was driven by an increase in the
risk-free rate. The target price represents a 38% premium to the market price as at 21 March
2023 of $1.00. The target price is based on a combination of a discounted cash flow model and
the NTA per share. We have assigned a 50% weighting to each valuation component.

The price target is based on the current portfolio and does not assume any acquisitions. We
note that acquisitions will impact the price target. We have assumed the properties will not be
disposed of and that the REIT will successfully refinance the borrowing facilities as and when
they are due.
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UsQ Valuation

DCF

Enterprise Value $119.7m
Net Debt -$75.2m
Total Value $44.5m
Units on Issue 55.54m
Value per unit (USD) $0.80
NTA

NTA per unit as at 31 December 2023 (USD) $1.06
DCF Weighting 50%
NTA Weighting 50%
AUD/USD FX Rate 0.69
Price Target (AUD) $1.38

WACC

Beta 1.13

Risk premium 6.0%
Risk-free rate (10-year gov. bond) 3.9%
Cost of equity 10.7%
Cost of debt (pre-tax) % 4.1%
Tax rate 0.1%
Cost of debt (post-tax) % 4.1%
WACC 6.7%
Capital Structure

Debt 61%

Equity 39%

Investment View

USQ provides a unique opportunity for domestic investors with USQ being the only listed REIT
globally, with a focus on US student housing. US student housing supply is not keeping up with
demand which is providing favourable dynamics for property owners with strong rental income
growth being realised across the market. Due to economic conditions and difficulties with
financing, new supply is expected to be below historical levels which is expected to drive rental
growth in the short-term, although the growth rate is expected to slow in coming years.

Cap rates are expected to continue to expand given interest rates are still increasing, however
given the reduced new supply expected to come online in the next few years and the increasing
demand for the sector by investors, the expansion may begin to subside as prices are influenced
by competition for assets.

The REIT has secured long-term debt facilities at attractive rates. All but one of the debt facilities
is fixed which is a key positive in the current increasing interest rate environment. All but one
facility is currently structured as interest only with options to extend the Interest Only period. We
expect the Managers will extend these terms and be able to refinance upon the maturity of the
facility.

One of the unique aspects of the student housing market is that the leases are for 12 months or
less with the leases being for the school year. This provides the opportunity to reprice rents on
an annual basis. As announced by the REIT, the properties have generated strong rental income
growth for the current school year and the Managers are expecting this strong rental income
growth to continue into the next year given the current supply/demand market dynamics.

The Managers of the REIT have a number of investment opportunities in the pipeline, however
the growth aspirations of the Trust will be determined by the ability of the Trust to raise capital.
The REIT is exploring the option to dual list in the US to take advantage of capital raising
opportunities in the US to reach its growth aspirations. The dual listing will have an impact on
Australian investors, however the full extent of these impacts will not be known until further

details emerge.
Q{NDEPENDENT
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DISCLAIMER

(a) Disclaimer

The information, reports, financial models, forecasts, strategies, audio
broadcasts and other media (referred to as “Content” throughout this
Legal Notice), provided on this web site has been prepared and issued
by Altavista Research Pty Ltd trading as Independent Investment
Research “IIR" Independent Investment Research Holdings Pty Ltd
(ACN 155 226 074), as authorised to publish research under an Australian
Financial Securities Licence (AFSL No 420170) which allows Independent
Investment Research to offer financial service advice to retail and wholesale
clients. Users of this web site should not act on any Content without first
seeking professional advice. Whilst the Content contained on this web
site has been prepared with all reasonable care from sources which we
believe are reliable, no responsibility or liability is accepted by Independent
Investment Research, for any errors or omissions or misstatements
however caused. Any opinions, forecasts or recommendations reflect our
judgement and assumptions at the date of publication or broadcast and
may change without notice. Content on this web site is not and should not
be construed as an offer to sell or the solicitation of an offer to purchase or
subscribe for any investment. We are not aware that any user intends to
rely on the Content provided or of the manner in which a user intends to
use it. In preparing our Content it is not possible to take into consideration
the investment objectives, financial situation or particular needs of any
individual user.

Access by any user to this website does not create a client relationship
between Independent Investment Research and the user. Users seeking
to invest must obtain individual financial advice to determine whether
recommendations are appropriate to their investment objectives,
personal financial situation or particular needs, before acting on any
recommendations. Any Content is not for public circulation or reproduction,
whether in whole or in part and is not to be disclosed to any person other
than the intended user, without the prior written consent of Independent
Investment Research.

(b) Disclosure of Interest
General

Independent Investment Research, its officers, employees, consultants
and its related bodies corporate have not and will not receive, whether
directly or indirectly: any commission; fee; benefit; or advantage, whether
pecuniary or otherwise, in connection with making any recommendation
contained on this web site. Independent Investment Research, discloses
that from time to time, it or its officers, employees and its related bodies
corporate: may have an interest in the securities, directly or indirectly, which
are the subject of these recommendations; may buy or sell securities in
the companies mentioned in the Content; may effect transactions which
may not be consistent with the recommendations in the Content; may
have directorships in the companies mentioned in the Content; and/
or perform paid services for the companies that are the subject of such
recommendations.

However, under no circumstances, has Independent Investment
Research been influenced, either directly or indirectly, in making any
recommendations contained on this web site.

Corporate Research

Independent Investment Research has or may have, received a fee
either directly by a company itself or by a third party, to provide coverage
and/or corporate research (the “Fee”). Where a Fee has been received,
Independent Investment Research does not publish:

Buy / Hold / Sell recommendations for the security or managed
investment schemes.

(c) Copyright Protection

All Content at this web site is protected by copyright. Apart from any use
permitted under the Copyright Act (Cth) 1968, you must not copy, frame,
modify, transmit or distribute the material at this web site, without seeking
the prior written consent of the copyright owner. Content on this web site
is owned by the business Independent Investment Research. Users are
prohibited from copying, distributing, transmitting, displaying, publishing,
selling, licensing, creating derivative works or using any content on the
web site for commercial or public purposes

Copyright 2010 Independent Investment Research. All rights reserved.

(d) Trade Marks

The trade marks and logos displayed on this web site belong to Independent
Investment Research or other parties. Such trade marks include registered
trade marks and trade marks pending registration. Users are prohibited
from using any of these trade marks, without seeking the prior written
consent of IIR or such third party, which may own the trade mark content
on this web site.

(e) Limitation of Liability

To the fullest extent permitted by the law, Independent Investment
Research and any of its officers, employees, agents, consultants or related
bodies corporate disclaim any liability, whether based in contract, tort, strict
liability or otherwise, for any direct, indirect, incidental, consequential or
special damages arising out of or in any way connected with the use of any
Content made available on this web site by any person or entity.

(f) No Warranties

Independent Investment Research does not make any claims, promises,
guarantees, representations or warranties regarding the accuracy,
completeness or fitness for purpose of the Content made available on this
web site. All information on this web site is provided to you on an as is
basis, without warranty of any kind either express or implied. To the extent
that research can be provided by third parties, Independent Investment
Research makes no warranty or representation as to the accuracy or
completeness of such information displayed on this site, and accepts no
liability for errors or omissions arising from such third party information.
To the fullest extent permitted by law, under no circumstances will
Independent Investment Research be liable for any loss or damage caused
by users reliance upon information obtained through this web site. It is
the responsibility of the user to evaluate the accuracy, completeness or
usefulness of any information, opinion, general advice or other content
made available through this web site. Furthermore, Independent
Investment Research does not warrant or represent that this web site
is error free or free from viruses or defects. A user must do all that is
necessary (including using virus checking software) to satisfy itself that
accessing this website will not adversely affect its system.

For further information, please contact lIR at: client.services@
independentresearch.com.au
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