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One of the most compelling ways to build, develop,

and manage specialist sector real estate properties is
through a joint venture (JV) partnership. This approach
has yet to be widely adopted for data centres in Europe,
but we believe it will be the most effective way for
investors to gain exposure to these facilities going
forward.

Data centres hold a somewhat unique position relative
to other specialist sectors. Compared to most other real
estate markets, the data centre industry is more thinly
traded, with fewer individuals and investment managers
that deeply understand and have access to the market.
Unlike more traditional real estate asset classes, data
centres do not have wide coverage by the largest real
estate brokerages. Because of this, smaller firms and data
centre specialists play an outsized role when it comes to
building and managing these facilities.

The niche nature of the data centre industry is leading
some investors to partner with asset managers that
specialise specifically in data centres. JV partnerships
allow asset managers to access a tenant network and
source opportunities for data centre projects while
investors provide the bulk of the capital.

A proven approach in real estate markets

JV partnerships are very common in real estate. Typically,
these arrangements are between an investor providing
the majority of the capital and an asset manager with
sector expertise that provides a small portion of the
overall capital. The investor and asset manager form a JV
entity and agree on how the property will be managed.

Most often, the asset manager is a specialist in whatever
real estate sector the JV invests, providing guidance on
lease structure and finding high-quality tenants. While
JVs are less prevalent in the data centre industry, the
importance of these specialist asset managers cannot be
overstated. Data centres are a highly specialised area of
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At a glance - Data centres and JVs

» Niche market: Due to high costs and complexities, data
centres require significant technical and location-specific
expertise

» Proven in real estate: JVs are often used across real
estate sectors, successfully matching capital with
experience

« Ability to scale: By not having to maintain teams of
in-house specialists, JVs grant investors the flexibility to
expand quickly

» Aligned incentives: JV stakeholder interests are properly
aligned, ultimately benefiting the property’s long-term
outlook

real estate, and an asset manager in a JV will provide the
investor with invaluable guidance from both a technical
and market penetration perspective.

There are other models for JV partnerships that do

not include an asset manager, such as partnering with

a developer or operator. However, partnering with a
developer may expose investors to a higher level of
capital risk, while a JV formed with an operator may
open investors up to large single credit risk and potential
operational liabilities (e.qg., if the operator goes bankrupt
then the investor could be left with a lot of vacant data
centres). A JV with a specialist asset manager provides
the diversity of tenants along with expertise to help
manage these assets.

Leveraging specialised expertise to build
scale

Data centre operators need to meet tight facility
construction deadlines and ensure that there are no
interruptions in uptime for tenants. This leads certain
tenants—Ilarge hyperscalers in particular—to favor a
handful of developers that have proven track records
in operating these facilities. These developers end up
owning large portfolios of data centres, allowing them
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to generate significant returns compared to their cost of
capital and eventually fund more projects.

As institutional investors step in with capital via a JV
agreement, economies of scale are increased for both the
investor and their partner. In other words, because JVs are
effective at matching capital providers with specialists,
they enhance the ability to execute at scale. This helps
create more opportunities and more potential returns for
investors.

Investors also benefit by not needing teams of data
centre specialists in-house. Some in-house expertise is
important to enable good management of investments,
allow investors to step in where required, and increase the
volume of execution. However, to maximise economies of
scale, it is better to work with JV partners who have more
capacity and experience as data centre specialists.

The benefits of aligned incentives

Ultimately, we believe it is the alignment of incentives
between the investor and JV partner that really drives the
advantages of a JV partnership.

As noted above, investors benefit from leveraging
specialists and economies of scale, while the asset

manager or other JV partner benefits from being able

to increase the number of projects as a result of the
investor’s capital infusion. Instead of acquiring data centre
assets, these partners can essentially acquire a portion of
these assets and roll out their model across all of them.
This, in turn, also helps JV partners achieve a diversity of
capital that allows them to target different assets with
varying return profiles. Whether these incentives are
realised through a co-investment or performance fee, this
alignment serves as the critical connection that keeps the
partnership productive.

As the exponential demand for data drives the need

for more ways to manage and store this information,

the data centre landscape will continue to expand. In
this environment, we believe JV relationships between
investor and asset manager will only grow in importance,
becoming increasingly vital to the building and
management of data centres across Europe.
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Risk Considerations

Investment involves risk including possible loss of principal. Past performance is no guarantee of future results. Potential investors should
be aware of the risks inherent to owning and investing in real estate, including value fluctuations, capital market pricing volatility, liquidity
risks, leverage, credit risk, occupancy risk and legal risk.

Important information

This material covers general information only and does not take account of any investor’s investment objectives or financial situation

and should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise,
forecast or prediction of future events regarding an investment or the markets in general. The opinions and predictions expressed are
subject to change without prior notice. The information presented has been derived from sources believed to be accurate; however, we
do not independently verify or guarantee its accuracy or validity. Any reference to a specific investment or security does not constitute

a recommendation to buy, sell, or hold such investment or security, nor an indication that the investment manager or its affiliates has
recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the investment manager and
its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and any
responsibility arising in any way (including by reason of negligence) for errors or omissions in the information or data provided.

This material may contain ‘forward-looking’ information that is not purely historical in nature and may include,among other things,
projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at
the sole discretion of the reader.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use
would be contrary to local law or regulation.

This document is intended for use in:
¢ The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

» Europe by Principal Global Investors (EU) Limited, Sobo Works, Windmill Lane, Dublin DO2 K156, Ireland. Principal Global Investors (EU)
Limited is regulated by the Central Bank of Ireland.

¢ United Kingdom by Principal Global Investors (Europe) Limited, Level 1,1 Wood Street, London, EC2V 7 JB, registered in England, No.
03819986, which is authorised and regulated by the Financial Conduct Authority (“FCA”).

« In Europe, this document is directed exclusively at Professional Clients and Eligible Counterparties and should not be relied upon by
Retail Clients (all as defined by the MiFID). The contents of the document have been approved by the relevant entity. Clients that do
not directly contract with Principal Global Investors (Europe) Limited (“PGIE”) or Principal Global Investors (EU) Limited (“PGI EU”)
will not benefit from the protections offered by the rules and regulations of the Financial Conduct Authority or the Central Bank of
Ireland, including those enacted under MiFID Il. Further, where clients do contract with PGIE or PGI EU, PGIE or PGl EU may delegate
management authority to affiliates that are not authorized and regulated within Europe and in any such case, the client may not benefit
from all protections offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of Ireland.

¢ In Dubai by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the Dubai
Financial Services Authority as a representative office and is delivered on an individual basis to the recipient and should not be passed
on or otherwise distributed by the recipient to any other person or organization. This document is intended for sophisticated institutional
and professional investors only.

» Singapore by Principal Global Investors (Singapore) Limited (ACRAReg.No.199603735H), which is regulated by the Monetary Authority
of Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act (Chapter 289). This
advertisement or publication has not been reviewed by the Monetary Authority of Singapore.

« Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No.225385), which is regulated by the
Australian Securities and Investments Commission. This document is intended for sophisticated institutional investors only.

» Switzerland by Principal Global Investors (Switzerland) GmbH.

* Hong Kong SAR (China) by Principal Global Investors (Hong Kong) Limited, which is regulated by the Securities and Futures Commission
and is directed exclusively at professional investors as defined by the Securities and Futures Ordinance.

» Other APAC Countries, this material is issued for institutional investors only(or professional/sophisticated/qualified investors, as such
term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any
person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

© 2021 Principal Financial Services, Inc. Principal, Principal and symbol design and Principal Financial Group are registered trademarks
and service marks of Principal Financial Services, Inc.,a member of the Principal Financial Group. Principal Global Investors is the asset
management arm of the Principal Financial Group. Principal Real Estate Investors is a dedicated real estate investment management
group within Principal Global Investors.
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