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High Dividend Yield Remains Anchored by Grocery Stability

Price CA$11.95 Dividend Holding December 27, 2023

e 9.7% distribution yield, 125% coverage from funds from operations.

e Grocery Anchors drive traffic, as 94% of grocery demand is met through
physical storefronts.

e Strong occupancy rates, with a 94.1% overall rate and 99.3% in grocery
space.

e 100% renewal rate on grocery-anchor spaces, 90% on connected retail
locations in the last quarter.

e Average new rent is 16.4% higher than the expiring rent in the quarter.

Investment Thesis

Slate Grocery (SGR.UN:CAD and USD ADR SRRTF) is a REIT specializing in retail space
anchored by grocery stores. Slate owns 117 properties across 24 states, averaging
$12.37/sqgft in rent across 15.3 million sqgft.

Grocery-anchored retail is uniquely positioned to weather economic hardships. The
necessity of grocery shopping ensures steady consumer traffic and consistent spillover
into other retail outlets nearby. Slate's stable property portfolio, geographic diversity,
and superior 9.7% distribution make it a good purchase for the defensive income
investor.

Estimated Fair Value for SGR.UN in Canadian Dollars
EFV (Estimated Fair Value) = EFY24 FFO (Funds From Operations) times P/FFO
(Price/FFO)

EFV = E25 FFO X P/FFO = $1.54 X 10.5 = $16.20

Price-to-Sales

Price-to-FFO
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Market Conditions

Grocery-anchored retail outperforms the sector during times of economic hardship. Even
during times of economic hardship, consumers require food. Despite the uptick in
delivery and other distribution channels, 94% of grocery demand is fulfilled by physical
storefronts. Retail near grocery anchors induces significant spillover, with an estimated
49% increase in traffic to retailers within 0.1 miles of a grocery store.

Retail has been affected by the same headwinds as residential real estate, with limited
new construction resulting in strong demand and high prices. Given the long leases on
the grocery anchors, SGR has high occupancy rates, renewal rates, and stability in AFFO
(adjusted funds from operations) across economic conditions and geographies.

Portfolio Overview
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The portfolio is all grocery-anchored retail and is 47% grocery leasable area. Of total
leasable space, 69% is considered essential tenancy — providing goods and services that
are income inelastic, meaning consumers will always demand them regardless of
economic conditions. Currently, Slate has 94.1% occupancy and 99.3% grocery
occupancy.
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Occupancy rates have increased 90bps year over year, reaching the highest level since
before the pandemic.

Type % of total Leasable space IW eighted average
ease term (years)
Grocery (Anchor) 43.8% 5.2
Retail (non-anchor) 48.3% 4.2
Vacant 5.9% -

Portfolio expansion is concentrated in the fast-growing sunbelt, making up 45% of the
portfolio. Since 2021, Slate has acquired about $900 million in property. These
acquisitions have a financial profile averaging $12.54/sqft in rent and 42.8% grocery
space, which aligns with the existing portfolio.

Across the whole portfolio, 43.2% of leases expire in 2028 or later, which provides
significant stability to operations while also allowing for some short-term increases in
rent. Currently, 25% of leasable space is up for renewal in the next 3 years. This has
increased the rental spread, with existing rent averaging $12.37/sqft, new leases
averaging $18.76/sqft, and $12.95/sqft for renewals.

Spread
Average Base (difference
Type Sqft Rent between old rent,
and new rent)

Renewal <10,000 $23.18 10.1%
Renewal >10,000 $9.63 8.3%
New Lease <10,000 $21.40 24.3%
New Lease >10,000 $13.00 1.0%

Additionally, 98% of Slate's tenants are on net leases, requiring them to pay at least
part of the property's maintenance and taxes, which significantly reduces Slate's
operating costs.

Risk

Slate has a favorable risk profile regarding tenants, with no tenant making up more than
7% of total rent. The top 15 tenants account for 45.5% of leasable space and 35.2%
base rent. Given that all of the top 15 tenants are anchor grocers, it is unlikely that any
single tenant will leave Slate's locations and cause vacancies for a significant time.

The Kroger-Albertsons merger may force some former Kroger locations to become
vacant. If the merger is approved, Kroger-Albertsons states they will sell off
approximately 400 retail locations during the merger. Slate does not currently believe
this will meaningfully affect operations, given they would be sold to other grocery
retailers.
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Total debt is 96.1% fixed-rate debt at 4.2% interest rate. The debt coverage ratio
(interest to EBITDA) is only 2.9x. This low ratio is suboptimal for an environment with
higher interest rates as debt rolls over. However, Slate has significant net income
increases on the horizon as higher renewal rents improve revenues.

Outlook

Slate trades at 8.4x adjusted funds from operations, significantly lower than the sector
average. Slate currently has a capitalization rate of 8.5% at the end of the quarter
ending September. Compared to peers, 8.5% capitalization is very favorable, with the
average US REIT sitting at around 7.3%

2024E AFFOx
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Properties & Company Centers Trust Group Property REIT
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It has a 9.7% vyield for the September quarter, distributing 80% of FFO (funds from
operations) quarterly, putting it firmly at the top of its peers.

The same property's net income has increased 2% over the previous 12 months, with
the weighted average new rent being 16.4% higher than the expiring rent in the quarter
ending September. We believe that same-property net income will increase faster than
2% over the next 3 years, given the expiring leases and significant leasing spread
experienced thus far in 2023. Slate has a favorable 100% renewal/retention rate on its
anchor tenants, giving a weighted average renewal rate of 94.1%.

Quarter ending Number of Weighted Average Change
September Tenants Rent ($/sqft)

Renewals 68 $12.95 9.1%
New Leases 31 $18.76 -
fotal / Weighted 99 $13.82 16.4%

verage

In conclusion, Slate offers significant recession resistance and has secular tailwinds with
limited new development, especially in non-growth markets. Slate offers a compelling
investment proposition, especially for defensive income investors. Its focus on essential,
grocery-anchored retail provides a buffer against economic downturns. The REIT's
strong occupancy rates, diversified portfolio, and favorable financials position it well for
sustained net income growth and stability within the existing portfolio, making it an
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attractive choice in the real estate sector. Moreover, the combination of higher yield and
lower valuation than its peers makes the current price compelling.

Peer Comparisons

Slate Grocery REIT Crombie REIT Smart Centres REIT
(SGR.UN:CA) (CRR.UN:CA) (SRU.UN:CA)

Price-to-Book

EV-to-EBITDA
(FWD)

Price-to-Cashflow

Dividend Yield
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Slate Grocery REIT (SGR.UN)
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Disclaimer and Related Information

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr.
Halliburton is the founder and owner of Tradition Investment Management, LLC, a
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins
in the publishing, email, and website space. All material on the website should be
considered paid advertising by Tradition. This article is a financial publication and is
provided for educational purposes only. It is not an investment recommendation nor
investment advice. It does not take into account your personal circumstances and
whether this investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins or Tradition Investment Management LLC
responsible for any actions that you may take after reading this educational information.
Nothing from Building Benjamins should be considered personal investment advice.
Building Benjamins and Tradition Investment Management LLC, the website, emails,
interviews, social media pages, and other materials are published by Building Benjamins
and do not necessarily match the opinions of the individuals or companies published or
quoted herein. Investing, particularly stock or ETF investing, is risky and may result in
losses and sometimes loss of your entire investment. Stock investing has company-
specific operational risks like demand, competition, legal and regulatory, and broader
financial market risks like liquidity, economic cycle, and government policy. You may
lose money in any stock investment or other investments and are solely responsible for
those decisions.

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site
may or may not have positions in the securities discussed in this educational report.
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade
ahead of any customer buy or sell resulting from this information. The information
herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment
Management LLC, and/or the authors on this site may transact in the security discussed
at a later date, prior to, or without notification in this format. This is not investment
advice but only a discussion of select investments for educational purposes. Building
Benjamins is an investment website, blog, or newsletter, and the information contained
cannot be reproduced, copied, or redistributed without the prior written authorization of
Building Benjamins or Tradition Investment Management LLC. US copyright laws apply.
We rely on information from sources we believe reliable, including the companies
themselves, but cannot guarantee the accuracy of the information we provide. You rely
on this information at your own risk and are responsible for the verification of the data.
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