New Zealand Equity Research
14 January 2020

£ FORSYTH BARR

Property Sector

Quarterly S&P/NZX All Real Estate
Index Review: December 2019

The listed property vehicle (LPV) sector’s performance in the final quarter
of 2019 was subdued, down -0.6%, underperforming the S&P/NZX50 which
climbed +5.2%. Vital Healthcare Property Trust (VHP), achieved top return
honours during the quarter, up +4.6%, underpinned by an encouraging
management fee structure renegotiation, and a quarterly update
presenting confirmatory evidence of its robust portfolio fundamentals.

Opportunistic Capital Raising putting on the brakes

In a year where markets were characterized by persistently low interest rates,
limited growth opportunities, and strong investor demand, the LPVs were left
with an ideal platform to insulate balance sheets. Hence, the 4Q saw Goodman
Property (GMT), Kiwi Property Group (KPG), and Investore (IPL) all execute
opportunistic capital raises. Sector returns during the quarter couldn’t evade
such capital market activity, driving the relatively weak finish to the year. The 4Q
pullback, however, did little to dampen the sector's exceptional full year
performance, up +31.3% and exceeding the S&P/NZX50 (+30.4%). Immense
demand for industrial property inspired the strong performance of GMT, up
+51.0%, and Property for Industry (PFI) up +41.1%. Meanwhile, the ultra-
defensive VHP, up +40.6%, and differentiated funds management model of
Augusta (AUG), up +52.6%, also comfortably trumped the benchmark in 2019.

Yield rationale evolving

The LPV sector is evidence of a sector that is fundamentally sound, with high
quality portfolios, well positioned balance sheets, sustainable pay-out ratios and
a continued supply-demand imbalance likely to fuel modest cap rate
compression short term. But, earnings growth eclipsing steady-state is highly
unlikely, where a value trapped market has been derived from peaking
valuations for physical assets, and rising construction costs. Additionally, hunt
for yield has maintained yield spreads relative to long bonds at ~4% — only
lower pre-GFC, while bond rates dropped in 2019. Our preferred LPVs remain
VHP, IPL and KPG (all OUTPERFORM).

Figure 1. S&P/NZX All Real Estate Gross index return — December 2019

Company Code Price Market ~ Quarter Year
31-Dec Cap return return
Asset Plus APL $0.625  $104m -0.8% +18.1%
Argosy Property ARG $1.380  $1,142m  -46%  +21.6%
Augusta AUG $1.500  $138m 0.4% +52.6%
CDL Investments CDI $0.930 $248m  +163%  +19.6%
Goodman Prop Trust GMT $2.220  $3,090m  +1.1% +51.0%
Investore IPL $1.820 $548m -2.9% +25.6%
Kiwi Property Group KPG $1.560  $2,448m  -4.0% +20.8%
Precinct Properties NZ PCT $1.835  $2391m  -0.7% +28.8%
Property for Industry PFI $2440  $1232m  +2.7% +41.1%
Stride Property Group SPG $2.360 $862m +32% = +29.4%
Vital Healthcare Property Trust VHP $2.820  $1,274m  +46%  +40.6%
S&P/NZX All Real Estate Cap 1,471.1 -1.8% +26.1%
S&P/NZX All Real Estate Gr. 1,812.9 -0.6% +31.3%
S&P/NZX All Real Estate Gr. wimp 1,894.0 -0.4% +32.4%
S&PINZX 50 Gross 11,491.9 +52%  +30.4%
S&P/NZX 50 Gross wimp 13,978.0 +53%  +31.6%

Source: Forsyth Barr analysis, IRESS
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Figure 2. S&P/NZX RE index December quarter gross stock returns
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Figure 3. S&P/NZX RE index December year gross stock returns
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Source: Forsyth Barr analysis, IRESS Source: Forsyth Barr analysis, IRESS
Figure 4. NZX All Real Estate Gross index return — December 2019
Company Code Price Market  Gr.Div Month Rank Quarter Rank Year Rank  YTD Rank
31-Dec Cap wimp  return return return return
Asset Plus APL $0.625  $104m $0.01  +0.0% 9 0.8% 7 +181% 10 +18.1% 10
Argosy Property ARG $1.380 $1,142m  $0.02 -08% 10  -4.6% 10 +216% 8 +21.6% 8
Augusta AUG $1.500  $138m $0.02 +51% 3 -0.4% 5 +526% 1 +52.6% 1
CDL Investments CDI $0.930  $248m - +6.9% nla +16.3% na +196% nla +19.6% n/a
Goodman Prop Trust GMT $2.220  $3,090m - +4.0% 5 +1.1% 4 +51.0% 2 +51.0% 2
Investore IPL $1.820  $548m - 1% 7 -2.9% 8 +256% 7 +25.6% 7
Kiwi Property Group KPG $1.560 $2,448m  $0.04 +15% 6 -4.0% 9 +208% 9 +20.8% 9
Precinct Properties NZ PCT $1.835  $2,391m - +11% 8 0.7% 6 +288% 6 +28.8% 6
Property for Industry PFI $2.440  $1,232m - +#41% 4 +2.7% 3 +411% 3 +41.1% 3
Stride Property Group SPG $2.360  $862m $0.03 +7.3% 1 +3.2% 2 +294% 5 +29.4% 5
Vital Healthcare Property Trust VHP $2.820 $1,274m  $0.02 +64% 2 +4.6% 1 +406% 4 +40.6% 4
S&P/NZX All Real Estate Cap 1,471.1 +1.9% -1.8% +26.1% +26.1%
S&P/NZX All Real Estate Gr. 1,812.9 +2.6% -0.6% +31.3% +31.3%
S&P/NZX All Real Estate Gr. wimp 1,894.0 +2.8% 0.4% +32.4% +32.4%
S&PINZX 50 Gross 11,491.9 +1.5% +5.2% +30.4% +30.4%
S&P/NZX 50 Gross wimp 13,978.0 +1.6% +5.3% +31.6% +31.6%
Source: Forsyth Barr analysis
Figure 5. Gross return indices
1,150
1,100
1,050
1,000
950
900
850 : : : : : : : : : :
Jan Feb Mar May Jun Jul Aug Sep Oct Nov Dec
S&PINZX 50G S&P/NZX All Real Estate Gross

Property Sector

Source: Forsyth Barr analysis, Forsyth Barr analysis, IRESS Note: Last prices as at 31/12/2019. Indices rebased to 1,000 at 31/12/2018
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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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