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Augusta Capital

NEUTRAL

Funds Management Momentum

NZX Code AUG

Sh i NZz$1.51
Augusta Capital (AUG) has been the leading performer in the listed Ta?gr:t';r:iccz NZ§1 38
property sector year-to-date with a return of +46% and we have pulled our Risk rating H.igh
rating back from OUTPERFORM to NEUTRAL. The business remains with Issued shares 87.5m
considerable momentum in terms of deal flow and the establishment of Market cap NZ$132m

new funds. NEUTRAL.

What’s changed?

Average daily turnover 43.4k (NZ$53k)

Share Price Performance

B Earnings: No change $1.80
B Target Price: Lifted +7% to NZ$1.38 , 120
ina: » P
®  Rating: Downgraded to NEUTRAL $130 3 ,"‘\/\"n”'\,"""k\“"’“""‘ I
ey i 1.00

Downgraded to NEUTRAL after a stellar run
AUG has had a strong share price run since we updated our rating to $0.80 0.80
OUTPERFORM (in our research note ‘Growth Under Management’ dated 14 ' Sep16 Sept7 Sep18 Sep19.
June 2019) and we have pulled our rating back to NEUTRAL. AUG has had the Price ====mnn Relative to S&PINZX Property
sector leading total return of +46% year-to-date.

. Financials: March 19A 20E  21E  22E
Upgraded target price NPAT* (NZ$m) 77 63 62 54
As detailed in our property sector report ‘Real Estate reflections’ dated 5 EPS* (NZc) 88 72 71 58
September, we have made changes to our weighted average cost of capital EPS growth* (%) 341 -189 -0.8 -189
(WACC) assumptions and have adopted our new, firm wide, risk free rate and DPS (NZc) 61 65 65 55
market risk premium across all of the 10 listed property vehicles that we cover. Imputation (%) 0 100 100 100
The new risk free rate is 2%, down from 2.75% and the market risk premium is
now 7.5%, down from 7.75%. The net result is a lift in the AUG target price of Valuation (x) 19A 20E 21E  22E
+7% to NZ$1.38. Given the relatively low asset betas in the listed property EV/EBITDA 104 85 59 68
sector this has had a material positive impact on our DCF valuations. The level EV/EBIT 104 85 59 68
of impact on our target prices is less significant, given our target price is a 50% PE 170 210 211 261
blend of our DCF valuations and our unchanged NAV valuations. While the Price / NTA 20 16 16 nla

lower WACC has lifted our target prices by +7% to +17% it has had little impact
on our investment ratings. This is because our investment ratings are relative to
the listed property sector, not the wider equity market.

Robust deal outlook continues

The Tourism Fund is a key focus and this is targeted for launch in late FY20.
We also expect progress with a large format retail fund, the Value Add Fund No.
2 and Asset Plus in FY20. AUG has also just announced plans to set up its first
residential land development project. AUG is conducting due diligence on a
40ha block just outside of Warkworth. There is potential for up to 800 homes to
be developed on the land accompanied with other amenities including a
neighbourhood centre. The new fund is likely to be targeted at wholesale
investors who are more interested in capital gain over defensive stabilised
return, which appeals more to retail investors.

Investment View

AUG remains well positioned to grow across a range of funds
management vehicles and has transitioned to a fully funds management
business. It remains with an attractive dividend vyield, but earnings are
potentially more volatile in the near-term as it moves to focus on base
management fees versus transaction fees. AUG is an increasingly
valuable, well performing and unique funds management vehicle. Our
rating is NEUTRAL.

Cash dividend yield (%) 41 43 43 36
Gross dividend yield (%) 41 60 6.0 51

*Historic and forecast numbers based on underlying profits

Jeremy Simpson, CFA
jeremy.simpson@forsythbarr.co.nz
+64 9 368 0022

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.



Augusta Capital Ltd (AUG)
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Forsyth Barr valuation Valuation Ratios 2018A  2019A  2020E  2021E  2022E
Valuation methodology Blend of 50% DCF & 50% Adj NAV  EV/EBITDA (x) 14.2 10.4 8.5 5.9 6.8
EVI/EBIT (x) 14.2 10.4 8.5 5.9 6.8
12-month target price (NZ$)* 1.38  Spot valuations (NZ$) PE (x) 22.8 17.0 21.0 211 26.1
Expected share price return -83% 1.DCF 1.39  Price/NTA (x) 2.1 20 16 16 16
Net dividend yield 43% 2. AdjNAV 1.29  Free cash flow yield (%) 0.4 52 46 47 40
Estimated 12-month return -40% 3.nfa n/a  Netdividend yield (%) 37 41 43 43 3.6
Gross dividend yield (%) 52 41 6.0 6.0 5.1
Key WACC assumptions DCF valuation summary (NZ$m) Imputation (%) 98 0 100 100 100
Risk free rate 2.00%  Total firm value 113.2  Pay-out ratio (%) 85 69 91 91 95
Equity beta 0.81  (Net debt)/cash 6.2
WACC 6.6%  Value of equity 107.0  Capital Structure 2018A  2019A  2020E  2021E  2022E
Terminal growth 1.5%  Shares (m) 87.5 Interest cover EBIT (x) 37 78 254 26.6 8.9
Interest cover EBITDA (x) 37 7.8 254 26.6 8.9
Profit and Loss Account (NZ$m) ~ 2018A  2019A  2020E 2021E  2022E  Net debt/ND+E (%) 30.8 6.7 9.9 5.1 5.5
Sales revenue 18.9 22.0 19.2 19.2 17.8  Net debt/EBITDA (x) 36 0.5 n/a 0.6 0.8
Normalised EBITDA 10.3 1.7 8.7 8.6 74
Depreciation and amortisation - - - - - Key Ratios 2018A  2019A 2020E 2021E  2022E
Normalised EBIT 10.3 1.7 8.7 8.6 7.4 Return on assets (%) 73 1.4 8.6 74 6.4
Net interest (2.8) (1.5) (0.3) (0.3) (0.8) Return on equity (%) 6.9 9.0 6.3 6.2 5.0
Associate income - - - - - Return on funds employed (%) 0.0 0.0 0.0 0.0 0.0
Tax (1.8) (2.4) (2.0) (2.0) (1.5) EBITDA margin (%) 54.7 53.0 45.0 4.7 418
Minority interests - - - - - EBIT margin (%) 54.7 53.0 45.0 4.7 41.8
Normalised NPAT 5.8 .7 6.3 6.2 5.1 Capex to sales (%) 1.3 14 0.0 0.0 0.0
Abnormals/other (4.8) (0.8) 0.7) 0.1) (0.1) Capex to depreciation (%) nla n/a n/a nla n/a
Reported NPAT 1.0 7.0 5.6 6.1 49
Normalised EPS (cps) 6.6 8.8 72 71 5.8 Operating Performance 2018A 2019A 2020E 2021E  2022E
DPS (cps) 5.6 6.1 6.5 6.5 5.5
Net revenue by segment:
Growth Rates 2018A  2019A  2020E  2021E 2022E Net rental income 5.7 3.0 - - -
Revenue (%) -0.8 16.6 -12.8 -0.3 -7.1  Distribution income 1.8 1.8 44 5.4 55
EBITDA (%) 5.3 13.1 -25.9 1.1 -13.1  Total yield income 74 4.7 44 5.4 5.5
EBIT (%) 5.3 13.1 -25.9 -1 -13.1
Normalised NPAT (%) -14.4 341 -18.9 0.8 -18.9  Offeror Fees 37 5.9 4.0 25 15
Normalised EPS (%) -14.4 341 -18.9 0.8 -18.9  Underwriting fees 15 2.1 14 14 0.8
DPS (%) 2.3 8.9 6.1 0.0 -15.6  Total up-front deal fees 5.2 8.0 5.4 39 23
Cash Flow (NZ$m) 2018A 2019A  2020E 2021E 2022E Base management fees 42 52 6.4 71 7.7
EBITDA 10.3 1.7 8.7 8.6 7.4 Transactional income 21 41 3.1 2.7 23
Working capital change 4.3) 0.3 0.2) 0.0 0.2 Total recurring fees 6.3 9.3 9.4 9.9 10.0
Interest & tax paid (5.2) (4.8) (2.4) (2.3) (2.4)
Other - - - - - Total net rental income 18.9 22.0 19.2 19.2 17.8
Operating cash flow 0.8 72 6.0 6.2 5.2
Capital expenditure 0.2) 0.3) - - -
(Acquisitions)/divestments (3.2) 31.0 148  (15.0) (0.7) New deal operating metrics
Other (5.3) (1.6) - - - New deals completed (assets) 351 180 272 170 100
Funding available/(required) (7.9) 36.3 20.8 (8.8) 4.6 New deals completed (equity raised) 126 255 129 102 60
Dividends paid (4.8) (5.3) (5.7) (5.7) (5.0) Equity underwritten by AUG 47% 36% 36% 45% 45%
Equity raised/(returned) - - - - - Syndicates wound-up (assets) 125 232 75 50 25
Increase/(decrease) in net debt 12.7 (31.0) (15.1) 14.4 0.5
Funds under management
Balance Sheet (NZ$m) 2018A 2019A  2020E 2021E  2022E Directly held properties 84 31 - - -
Working capital 15 0.2) (0.5) (0.5) (0.7)  Syndications 1416 1,532 1,699 1849 1,956
Fixed assets 85.3 315 0.7 0.6 0.5 Other properties 96 96 96 96 96
Intangibles 217 20.2 20.2 20.2 20.2  Value Add fund no.1 74 - - - -
Other assets 253 42.2 722 87.2 87.9 Asset Plus 180 133 190 190 190
Total funds employed 133.7 93.6 927 1075 1079 Industrial Fund - - - - -
Net debt/(cash) 375 6.2 (9.0) 5.4 59 Total FUM 1,851 1,792 1,985 21135 2,242
Other non current liabilities 12.1 1.3 13 1.3 1.3
Shareholder's funds 84.2 86.1  100.3  100.7  100.6
Minority interests - - - - -
Total funding sources 133.7 93.6 927 1075 1079
* Forsyth Barr target prices reflect valuation rolled forward at cost of equity less the next 12-months dividend
Augusta Capital New Zealand Equity Research
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Investment summary

Augusta Capital (AUG) is making good progress transitioning its business model
from property investment to funds management. The key focus for AUG is getting
its balance sheet utilised so it can replace the rental income lost from property
sales. Recent periods have shown record activity levels, and growing earnings off
this high base is challenging. AUG’s funds management business makes it very
different from the other listed property vehicles and gives it less capital intensive
growth prospects, albeit at higher risk. In our property sector report ‘Real Estate
Reflections’ dated 5 September we adopted our new Research team risk free rate of
2% and market risk premium of 7.5% which increased the AUG target price by +7%.
NEUTRAL.

Earnings and cash flow outlook

B Funds management growth: AUG is building its track record for executing on
larger deals. Following the Industrial Fund and St George’s Bay road deals, we
expect AUG’s FUM to grow to above NZ$2bn in FY20E. AUG is also looking to
launch a tourism related fund in 3Q20E.

B Asset Plus (APL) externalisation: AUG purchased APL’'s management rights for
NZ$4.5m, which has lifted its FUM +NZ$180m (NZ$125m after asset sales) and
generated NZ$0.9m in recurring management fees. AUG is implementing a ‘yield
plus growth’ strategy for APL.

B Syndication pipeline: While AUG has been successful in growing its recurring
management fees it is still reliant on up-front deal fees.

Business quality

Company description B Focus solely on funds managemgnt: AUG’s Iast. directly held asset has bee.n sold.
The sale has settled and provides substantial balance sheet capacity for

Augusta Capital Limited (AUG) was listed warehousing, co-investment in new funds, and underwriting.

on the NZX in December 2006, as

Kermadec Property Fund. In March 2012, Financial structure

it acquired the funds management . . ,
businesses  from  Augusta Funds ®  Balance sheet becoming more fluid: AUG’s funds management activities have

Management and intemalised its resulted in a more unpredictable balance sheet. We assume gearing of ~15-20%
management structure. In April 2014, AUG over the medium-term, which is ~35—-40% on a look-through basis incorporating the
acquired KCL Proper[y for $15mY which Underlying gearing in AUG’s co-investments.

increased  total  property  under ]
management by ~$750m to ~$1.6bn. AUG Risks factors
has fransitioned its business to focus

B Acquiring new stock for investment products: This is the largest challenge for
solely on funds management.

AUG'’s funds management business given a highly competitive property market.

B In syndication demand: An economic slowdown, rising interest rates, or a decrease
in investor sentiment are catalysts for this.

Figure 1. Funds under management (NZ$bn) Figure 2. Net revenue by segment (NZ$m)
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Figure 3. Substantial Shareholders

Shareholder Latest Holding
Mark Edward Francis 16.7%
ANZ NZ Investments 13.0%
Kawaroa Trustees 5.7%
ACC 5.4%

Source: NZX, Forsyth Barr analysis, NOTE: based on SSH notices only

Figure 4. International Compcos

Company Code Price Mkt Cap PE EVIEBITDA EVIEBIT Cash D/YId
(metrics re-weighted to reflect AUG's balance date - March) (m) 2020E 2021E  2020E  2021E  2020E  2021E 2021E
Augusta Capital AUG NZ NZz$1.51 NZ$132 21.0x 21.1x 15.9x 16.1x 15.9x 16.1x 4.3%
Pendal Group PDL AT A$6.71 A$2,166 12.4x 11.2x 9.7x 8.7x 10.0x 9.1x 7.6%
Charter Hall Group CHC AT A$12.79 A$5,957 22.1x 23.7x 23.7x 19.0x 24.7x 18.9x 31%
Cromwell Property Group CMW AT A$1.24 A$3,206 15.7x 15.4x n/a n/a nfa nfa 6.3%
Centuria Capital Group CNIAT A$2.15 A$825 17.2x 17.3x 18.3x 14.4x 18.4x 14.4x 4.6%
Goodman Group GMG AT A$14.18 A$25,927 22.5x 23.3x 30.8x 21.7x 31.0x 21.4x 2.2%
Magellan Financial Group MFG AT A$50.56 A$9,205 23.3x 21.7x 17.8x 16.6x 17.6x 16.2x 4.2%
Platinum Asset Management PTM AT A$3.80 A$2,229 14.2x 14.2x 9.7x 9.8x 9.7x 9.7x 7.0%
Stride Property * SPGNZ NZ$2.34 NZ$855 22.3x 21.1x 21.0x 19.1x 21.0x 19.1x 4.2%
360 Capital Group TGP AT A$1.11 A$256 >50x n/a n/a nla nla nla nla

Compco Average: 18.7x 18.5x 18.7x 15.6x 18.9x 15.5x 4.9%
EV = Current Market Cap + Actual Net Debt AUG Relative: +12% +14% -15% +3% -16% +4% -12%

Source: *Forsyth Barr analysis, Bloomberg Consensus, Compco metrics re-weighted to reflect headline (AUG) companies fiscal year end

Figure 5. Consensus EPS Momentum

Figure 6. 12 Month Forward PE
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2020 EPS (consensus): AUG

2021 EPS (consensus): AUG AUG PE: 21.0x =====-- 5 yr Average: 15.4x

Not personalised financial advice: The recommendations and opinions in this publication do not take into account your personal financial situation or
investment goals. The financial products referred to in this publication may not be suitable for you. If you wish to receive personalised financial advice,
please contact your Forsyth Barr Investment Adviser. The value of financial products may go up and down and investors may not get back the full (or any)
amount invested. Past performance is not necessarily indicative of future performance. Disclosure statements for Forsyth Barr Investment Advisers are
available on request and free of charge. Disclosure: Forsyth Barr Limited and its related companies (and their respective directors, officers, agents and
employees) (“Forsyth Barr”) may have long or short positions or otherwise have interests in the financial products referred to in this publication, and may be
directors or officers of, and/or provide (or be intending to provide) investment banking or other services to, the issuer of those financial products (and may
receive fees for so acting). Forsyth Barr is not a registered bank within the meaning of the Reserve Bank of New Zealand Act 1989. Forsyth Barr may buy or
sell financial products as principal or agent, and in doing so may undertake transactions that are not consistent with any recommendations contained in this
publication. Forsyth Barr confirms no inducement has been accepted from the researched entity, whether pecuniary or otherwise, in connection with making
any recommendation contained in this publication. Analyst Disclosure Statement: In preparing this publication the analyst(s) may or may not have a
threshold interest in the financial products referred to in this publication. For these purposes a threshold interest is defined as being a holder of more than
$50,000 in value or 1% of the financial products on issue, whichever is the lesser. In preparing this publication, non-financial assistance (for example,
access to staff or information) may have been provided by the entity being researched. Disclaimer: This publication has been prepared in good faith based
on information obtained from sources believed to be reliable and accurate. However, that information has not been independently verified or investigated by
Forsyth Barr. Forsyth Barr does not make any representation or warranty (express or implied) that the information in this publication is accurate or complete,
and, to the maximum extent permitted by law, excludes and disclaims any liability (including in negligence) for any loss which may be incurred by any
person acting or relying upon any information, analysis, opinion or recommendation in this publication. Forsyth Barr does not undertake to keep current this
publication; any opinions or recommendations may change without notice. Any analyses or valuations will typically be based on numerous assumptions;
different assumptions may yield materially different results. Nothing in this publication should be construed as a solicitation to buy or sell any financial
product, or to engage in or refrain from doing so, or to engage in any other transaction. Other Forsyth Barr business units may hold views different from
those in this publication; any such views will generally not be brought to your attention. This publication is not intended to be distributed or made available
to any person in any jurisdiction where doing so would constitute a breach of any applicable laws or regulations or would subject Forsyth Barr to any
registration or licensing requirement within such jurisdiction. Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy, revise, amend,
create a derivative work from, extract data from, or otherwise commercially exploit this publication in any way. By accessing this publication via an
electronic platform, you agree that the platform provider may provide Forsyth Barr with information on your readership of the publications available through
that platform.
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