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NEUTRAL @

Property for Industry (PFI) reported an in-line interim result, with lower than expected abatements, tax, and interest
offsetting higher than expected maintenance capex and leasing incentives. PF| reinstated FY20 dividend guidance (originally
provided in February) of 7.65-7.70cps. While we expect industrial property to remain relatively robust vs. other sub-sectors,
we believe this is largely priced into PFI's current share price with the stock trading at a 31% premium to its net tangible asset
(NTA) backing, an FY21 Adjusted Funds From Operations (AFFO) multiple of 34.5%, and a gross yield of 4.0%. We retain our
NEUTRAL rating.

NZX Code PFI Financials: Dec/ 19A 20E 21E 22E Valuation (x) 19A 20E 21E 22E
Share price NZ$2.69 NPAT* (NZ$m) 425 439 448 458 PE 315 306 302 295
Target price NZ$2.64 EPS* (NZc) 8.5 8.8 8.9 9.1 EV/EBIT 234 243 245 243
Risk rating Low EPS growth* (%) 1.8 2.9 1.4 24 EV/EBITDA 234 243 245 243
Issued shares 499.0m DPS (NZc) 7.6 7.7 7.8 7.9 Price /NTA 1.3 1.3 1.3 1.3
Market cap NZ$1,340m Imputation (%) 100 100 100 100 Cash divyld (%) 2.8 2.8 2.9 2.9
Avg daily turnover 287.9k (NZ$676k) *Based on normalised profits Gross div yld (%) 4.0 4.1 4.1 4.2

Property for Investment

PFI delivered a solid result, ahead of our expectations at the top line due to lower than expected COVID-19 rental abatements, but a
touch lower at the AFFO line due to higher than expected maintenance capexand leasing incentives (from the timing of new
leases). Of the ~140 tenants in PFI's portfolio, there has only been a couple of failures and cash collection of rent has been high, >95%
in recent months. Portfolio fundamentals remain strong with 99.0% occupancy, WALT of 5.3 years, and gearing at 29%, comfortably
below its 35% target.

The focus turns to leasing and recycling

Leasing progress in 1H20 was solid, with 4.6% of the rent roll leased on an average term of 6.4 years. While 1H20 leasing saw
incentives remain low at about 2 weeks rent-free, incentives are expected to tick up across the market in the short/medium term as
landlords look to secure tenants in a softer market. PFl has 19.1% of rent expiring or vacant over the next three years.

PFl has NZ$128m of debt headroom and NZ$69m of capital commitments. PFl is working to divest its remaining non-core properties
which account for 9% of portfolio value including the c¢.NZ$100m Carlaw Park office complex. Low interest rates and earnings
certainty in a post COVID-19 world has seen direct industrial assets well bid, and as such it may be challenging to manage earnings
dilution from any capital recycling.

Earnings forecasts and target price up, valuation still full

We have lifted our FY20/21/22 AFFO by 3.9%/3.5%/0.9% which largely reflects lower COVID-19 rent abatements partially offset by
higher tenant incentives. Our revised earnings profile and lifted payout ratio (now 100% of AFFO) lifts our distribution forecasts c.
10%. We lift our target price to NZ$2.64 due to 1) revised WACC assumptions lifting our DCF to NZ$2.78, and 2) 12bp of cap rate
compression and PFl's sector low management expense ratio (MER) lifting our NAV to NZ$2.42. We remain NEUTRAL rated on PFI
on valuation grounds with the stock trading at a 31% premium to its NTA which implies +21% increase in asset values, which equates
to 102bp of cap rate compression.

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.
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Property for Industry Ltd (PFI)

Priced as at 04 Sep 2020 (NZ$)

12-month target price (NZ$)*
Expected share price return
Net dividend yield

Estimated 12-month return

Key WACC assumptions
Risk free rate

Equity beta

WACC

Terminal growth

Profit and Loss Account (NZ$m)
Sales revenue

Normalised EBITDA
Depreciation and amortisation
Normalised EBIT

Net interest

Associate income

Tax

Minority interests

Normalised NPAT
Abnormals/other

Reported NPAT

Normalised EPS (cps)

DPS (cps)

Growth Rates
Revenue (%)

EBITDA (%)

EBIT (%)

Normalised NPAT (%)
Normalised EPS (%)
Ordinary DPS (%)

Cash Flow (NZ$m)

EBITDA

Working capital change
Interest & tax paid

Other

Operating cash flow

Capital expenditure
(Acquisitions)/divestments
Other

Funding available/(required)
Dividends paid

Equity raised/(returned)
(Increase)/decrease in net debt

Balance Sheet (NZ$m)
Working capital
Fixed assets
Intangibles

Right of use asset
Other assets

Total funds employed
Net debt/(cash)

Lease liability

Other liabilities
Shareholder's funds
Minority interests
Total funding sources

2018A
76.1
714
0
714
(18.8)
0
(10.9)
0
41.8
68.3
110.1
8.4
7.6

2018A
7.7
10.1
10.1
12.5
3.7

13

2018A
714
1.6
(19.2)
0
537
(14.8)
(28.3)
(0.1)
10.6
(37.9)
0
(27.3)

2018A
(9.2)
1,318.7
29.1

0

5.0
1,343.5
396.6

0

35.1
9118
0
1,343.5

2019A
79.7
74.6
0
74.6
(19.0)
0
(13.1)
0
42.5
133.7
176.2
85
7.6

2019A
48
4.5
4.5
18
18
0.7

2019A
74.6
18
(28.1)
0
48.4
(16.1)
(10.3)
0.7
228
(37.7)
0
(14.9)

2019A
(7.2)
1,469.3
291

0

13.8
1,505.0
411.8
0

45.9
1,047.4
0
1,505.0

2020E
77.5
718
0
718
(17.8)
0
(10.1)
0
43.9
(3.0
40.9
8.8
7.7

2020E
-2.9
-3.7
-3.7
3.2
2.9
0.7

2020E
718
1.6
(28.0)
0
45.5
(5.1)
0

0
40.4
(27.4)
0
13.0

2020E
(7.0)
1,463.4
29.1

0

13.8
1,499.4
398.8
0

455
1,055.1
0
1,499.4

2021E
77.0
70.9
0
70.9
(16.1)
0
(10.0)
0
448
(5.1)
39.6
8.9
7.8

2021E
-0.5
-1.3
-1.3
20
14

1.6

2021E
70.9
(0.1)
(26.2)
0
44.7
(5.1)
0

0
39.5
(40.4)
0
(0.9)

2021E
(6.9)
14634
29.1

0

13.8
1,499.4
399.7

0

454
1,054.3
0
1,499.4

2.69

2.64
-1.9%
2.9%
1.0%

1.30%
0.71
4.4%
1.5%

2022E
77.8
716

716
(15.1)

(10.7)

45.8
6.6
524
9.1
7.9

2022E
1.0
1.0
1.0
24
24
1.0

2022E
716
0.2
(25.8)

46.0
(5.1)
0

0
40.9
(39.4)
0

1.5

2022E
(7.0)
14751
29.1

0

13.8
1,511.0
398.1
0

45.6
1,067.3
0
1,511.0

* Forsyth Barr target prices reflect valuation rolled forward at cost of equity less the next 12-

months dividend

Spot valuations (NZ$)
1.DCF

2.NAV

3.n/a

DCF valuation summary (NZ$m)
Total firm value
(Net debt)/cash
Less: Capitalised operating leases
Value of equity

Valuation Ratios
EV/EBITDA (x)

EV/EBIT (x)

PE (x)

Price/NTA (x)

Free cash flow yield (%)
Net dividend yield (%)
Gross dividend yield (%)

Capital Structure
Interest cover EBIT (x)
Interest cover EBITDA (x)
Net debt/ND+E (%)

Net debt/EBITDA (x)

Key Ratios

Return on assets (%)

Return on equity (%)

Return on funds employed (%)
EBITDA margin (%)

EBIT margin (%)

Capex to sales (%)

Capex to depreciation (%)
Imputation (%)

Pay-out ratio (%)

Portfolio Summary

Investment properties (NZ$m)
Weighted average lease term (yrs)
Occupancy rate (%)

Number of properties

NTA per share (NZ$)

2018A
24.2
24.2
321
15

2.9

2.8

4.0

2018A
3.8

3.8
30.3
5.6

2018A
53

4.6

4.4
93.9
93.9
19.5
n/a
100

90

2015A
987
52
99.6
84
141

2019A
234
234
315
13

2.4

238

4.0

2019A
3.9

3.9
282
55

2019A
4.9

4.1
4.1
93.6
93.6
20.2
n/a
100
89

2016A
1,083
4.8
99.6
83
1.61

2020E
243
243
30.7
13

3.0
238
4.1

2020E
4.0
4.0
274
5.6

2020E
4.8
4.2
3.9
92.8
92.8
6.6
n/a
100
87

2017A
1211
53
99.9
92
1.63

2021E
24.6
24.6
30.2
13

29
29
4.1

2021E
44
4.4
275
5.6

2021E
4.7
4.2
3.9
92.0
92.0
6.6

n/a
100
87

2018A
1,322
54
99.3
94
1.78

278
242
n/a

1,781
(412)

1,362

2022E
243
243
29.5
13

3.0
29
4.2

2022E
47
4.7
27.2
5.6

2022E
4.7
4.3
3.9
92.1
92.1
6.6

n/a
100
86

2019A
1,476
54
99.0
94
2.06
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1H20in 6 charts

Figure 1. AFFO bridge ($ p/s) Figure 2. NTA per share bridge (cents)
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Figure 3. Lease expiry profile Figure 4. DPS vs AFFO (historics and forecast)
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Figure 5. Sector P/NTA Figure 6. Sector cash yield
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Result summary and earnings changes

Figure 7. 1H20 result summary

Financial period 1H19 1H20 Change Forecast Var
6 months ending 06/19 06/20 pcp

Net income 39,406 39,117 -0.7% 36,626 6.8%
Base corporate costs (2,597) (2,873) 10.6% (2,780) 3.3%
EBITDA 36,974 36,419 -1.5% 34,021 7.0%
Net interest (9,582) (9,248) -3.5% (8,948) 3.4%
PBT 27,392 27,171 -0.8% 25,073 8.4%
Current tax (6,322) (4,696) -25.7% (4,675) 0.4%
NPAT (underlying) 21,070 22,475 6.7% 20,398 10.2%
Amortisation of incentives and other 1,346 1,373 2.0% 1,181 16.3%
Funds from operations (FFO) 22,416 23,848 6.4% 21,579 10.5%
Maintenance capex (374) (2,169) 479.9% (1,000) 116.9%
Tenant incentives, leasing fees and other (1,556) (2,770) 78.0% (1,181) 134.5%
Adjusted funds from operations 20,486 18,909 -7.7% 19,398 -2.5%
NPAT underlying 21,070 22,475 6.7% 20,398 10.2%
Investment property revaluations 23,449 (7,803) -133.3% (2,561) 204.7%
Other non-operating adjustments 1,879 977 -48.0% 1,000 -2.3%
NPAT (reported) 46,398 15,649 -66.3% 18,837 -16.9%
NPAT (Forbar) per share (cps) 4.22 4.50 6.6% 4.09 10.1%
FFO per share (cps) 4.49 478 6.3% 4.33 10.5%
AFFO per share (cps) 411 3.79 -7.7% 3.89 -2.6%
Dividends (cps) 3.60 3.60 - 3.10 16.1%

Source: Forsyth Barr analysis

Figure 8. Earnings changes

FY20 FY21 FY22

NZ$m old New % old New % old New %
Net income 774 80.0 3.3% 77.6 79.8 2.8% 78.4 80.6 2.7%
Base corporate costs (8.3) (8.1) -1.7% (8.8) (8.9) 0.9% (8.8) (8.9) 0.9%
EBITDA 69.1 719 3.9% 68.8 70.9 3.0% 69.6 71.6 3.0%
Net interest (17.9) (17.8) -0.6% (16.5) (16.1) -2.3% (15.7) (15.1) -3.7%
Current tax (9.3) (10.1) 8.5% (9.4) (10.0) 7.4% (10.0) (10.7) 7.4%
NPAT (underlying) 41.9 43.9 4.9% 43.0 448 4.1% 43.9 45.8 4.3%
Amortisation of incentives and other 24 2.6 11.9% 24 2.7 12.4% 24 2.7 12.4%
Funds from operations (FFO) 44.2 46.5 5.2% 45.4 47.4 4.6% 46.3 48.5 4.7%
Maintenance capex (5.1) (5.1) 0.0% (5.1) (5.1) 0.0% (5.1) (5.1) 0.0%
Tenant incentives, leasing fees and other (2.4) (3.1) 31.6% (2.4) (2.8) 18.0% (2.4) (3.9) 63.0%
Adjusted funds from operations 36.7 38.3 4.3% 37.9 39.5 4.3% 38.8 39.5 1.8%
FFO PS 8.87 9.30 4.9% 9.09 9.43 3.7% 9.29 9.65 3.9%
AFFO PS 7.37 7.66 3.9% 7.59 7.85 3.5% 7.78 7.85 0.9%
DPS 7.00 7.65 9.3% 6.98 7.77 11.3% 7.01 7.85 12.1%

Source: Forsyth Barr analysis
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Investment Summary

Property for Industry (PFI) has continued its track record of reliable and steady performance underpinned by a clear, low risk
strategy. PFl's large industrial portfolio is centred on the key precincts in Auckland, and it is well positioned to continue to
deliver its defensive attributes. We remain NEUTRAL rated on valuation grounds with the stock trading at a 31% premium to its
net tangible asset (NTA) backing, an FY21 Adjusted Funds From Operations (AFFO) multiple of 34.5x, and a gross yield of 4.0%.

Business quality
= Property fundamentals: PFl has occupancy of 99% and a WALT of 5.3 years. A deep occupier market and change of use optionality

over the medium term provides defensive attributes for the industrial market.
= Defensive qualities: Industrial property has a very stable earnings profile and has been resilient through the cycle. 84% of PFl's
portfolio is weighted to Auckland with record low vacancy and strong tenant demand.

Earnings and cashflow outlook
= Transactional activity: PFl will look to divest its non-core properties through FY20-21 which accounts for 9% of its total portfolio.

PFl has NZ$130m of debt capacity to fund acquisitions that can bridge any earnings gap from its asset recycling program.
= Increased incentives expected: Given the softer economic outlook, tenant incentives are expected to increase in the coming years
which may have an impact on PFI's underlying cash earnings.

Financial structure
= Balance sheet provides flexibility: PFl's balance sheet is solid at 28% geared, well below the 50% banking covenant limit and its

self-imposed 40% maximum. While PFI targets 35% gearing, it is comfortable at current levels given the economic outlook.

Risk factors
= Tenant default: With COVID-19 leading to widespread financial distress across many business sectors, all LPVs face a higher than

usual risk of tenant default.

Figure 9. Historic WALT Figure 10. Historic occupancy
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Figure 11. Price performance Figure 12. Substantial shareholders
Shareholder Latest Holding
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Figure 13. International valuation comparisons
Company Code Price Mkt Cap PE EV/EBITDA EV/EBIT CashYIld
(metrics re-weighted to reflect PFI's balance date - December) (m) 2020E 2021E 2020E 2021E 2020E 2021E 2021E
Property For Industry PFINZ NZ$2.69 NZz$1,340 30.6x 30.2x 244x  24.7x 24.4x  24.7x 2.9%
ARGOSY PROPERTY * ARG NZ NZ$1.36 NZ$1,125 19.3x  19.4x 20.6x  20.0x 20.6x  20.0x 4.7%
GOODMAN PROPERTY TRUST * GMTNZ NZ$2.29 NZ$3,179 34.7x  34.2x 29.1x  28.2x 29.1x  28.2x 2.4%
INVESTORE * IPLNZ NZ$2.17 NZ$799 28.3x  26.4x 23.1x  20.9x 23.1x  20.9x 3.6%
KIWI PROPERTY GROUP * KPG NZ NZ$1.04 NZ$1,632 16.2x  15.5x 17.3x  16.1x 17.3x  16.1x 5.7%
ASSET PLUS * APLNZ NZ$0.36 NZ$57 11.9x  13.9x 15.4x  18.2x 15.4x  18.2x 4.9%
PRECINCT PROPERTIES NZ * PCTNZ NZ$1.68 NZ$2,207 26.5x  26.2x 31.0x  26.6x 31.0x  26.6x 3.9%
STRIDE PROPERTY * SPGNZ NZ$2.04 NZ$745 19.6x  20.8x 26.5x  32.7x 26.5x  32.7x 4.9%
VITAL HEALTHCARE * VHP NZ NZ$3.03 NZ$1,373 28.4x  27.3x 25.7x  24.1x 25.7x  24.1x 3.0%
Compco Average: 23.1x  23.0x 23.6x 23.4x 23.6x 23.4x 4.1%
EV = Current Market Cap + Actual Net Debt PFI Relative: 33% 31% 3% 6% 3% 6% -30%

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

Figure 14. Consensus EPS momentum (NZ$) Figure 15. One year forward PE (x)
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Analyst certification: The research analyst(s) primarily responsible for the preparation and content of this publication ("Analysts") are named on the first
page of this publication. Each such Analyst certifies (other than in relation to content or views expressly attributed to another analyst) that (i) the views
expressed in this publication accurately reflect their personal views about each issuer and financial product referenced and were prepared in an independent
manner, including with respect to Forsyth Barr Limited and its related companies; and (ii) no part of the Analyst's compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by that Analyst in this report.

Analyst holdings: The following Analyst(s) have a threshold interest in the financial products referred to in this publication: N/A. 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.

Ratings distributions: As at 4 Sep 2020, Forsyth Barr's research ratings were distributed as follows: OUTPERFORM NEUTRAL UNDERPERFORM
44.4% 42.6% 13.0%

Forsyth Barr's research ratings are OUTPERFORM, NEUTRAL, and UNDERPERFORM. The ratings are relative to our other equity security recommendations
across our New Zealand market coverage and are based on risk-adjusted Estimated Total Returns for the securities in question. Risk-adjusted Estimated Total
Returns are calculated from our assessment of the risk profile, expected dividends and target price for the relevant security.

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. 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. Forsyth Barr confirms no inducement
has been accepted from the issuer(s) that are the subject of this publication, whether pecuniary or otherwise, in connection with making any recommendation
contained in this publication. In preparing this publication, non-financial assistance (for example, access to staff or information) may have been provided by
the issuer(s) being researched.

Investment banking engagements: Other than confidential engagements, Forsyth Barr has not within the past 12 months been engaged to provide
investment banking services to the issuer that is the subject of this publication. For information about whether Forsyth Barr has within the past 12 months
been engaged to provide investment banking services to any other issuer referred to in this publication, please refer to the most recent research report for
that issuer’s financial products.

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.

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 to you. 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. 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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