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WHO IS IIR?
Independent Investment Research, “IIR”, is an independent investment research house based in Australia and the United States. IIR specialises in the analysis of high quality commissioned research for
Brokers, Family Offices and Fund Managers. IIR distributes its research in Asia, United States and the Americas. IIR does not participate in any corporate or capital raising activity and therefore it does
not have any inherent bias that may result from research that is linked to any corporate/ capital raising activity.
IIR was established in 2004 under Aegis Equities Research Group of companies to provide investment research to a select group of retail and wholesale clients. Since March 2010, IIR (the Aegis Equities
business was sold to Morningstar) has operated independently from Aegis by former Aegis senior executives/shareholders to provide clients with unparalleled research that covers listed and unlisted
managed investments, listed companies, structured products, and IPOs.
IIR takes great pride in the quality and independence of our analysis, underpinned by high caliber staff and a transparent, proven and rigorous research methodology.

INDEPENDENCE OF RESEARCH ANALYSTS

Research analysts are not directly supervised by personnel from other areas of the Firm whose interests or functions may conflict with those of the research analysts. The evaluation and appraisal of research
analysts for purposes of career advancement, remuneration and promotion is structured so that non-research personnel do not exert inappropriate influence over analysts.
Supervision and reporting lines: Analysts who publish research reports are supervised by, and report to, Research Management. Research analysts do not report to, and are not supervised by, any sales
personnel nor do they have dealings with Sales personnel
Evaluation and remuneration: The remuneration of research analysts is determined on the basis of a number of factors, including quality, accuracy and value of research, productivity, experience, individual
reputation, and evaluations by investor clients.
INDEPENDENCE – ACTIVITIES OF ANALYSTS

IIR restricts research analysts from performing roles that could prejudice, or appear to prejudice, the independence of their research.
Pitches: Research analysts are not permitted to participate in sales pitches for corporate mandates on behalf of a Broker and are not permitted to prepare or review materials for those pitches. Pitch materials
by investor clients may not contain the promise of research coverage by IIR.
No promotion of issuers’ transactions: Research analysts may not be involved in promotional or marketing activities of an issuer of a relevant investment that would reasonably be construed as representing
the issuer. For this reason, analysts are not permitted to attend “road show” presentations by issuers that are corporate clients of the Firm relating to offerings of securities or any other investment banking
transaction from that our clients may undertake from time to time. Analysts may, however, observe road shows remotely, without asking questions, by video link or telephone in order to help ensure that they
have access to the same information as their investor clients.
Widely-attended conferences: Analysts are permitted to attend and speak at widely-attended conferences at which our firm has been invited to present our views. These widely-attended conferences may
include investor presentations by corporate clients of the Firm.
Other permitted activities: Analysts may be consulted by Firm sales personnel on matters such as market and industry trends, conditions and developments and the structuring, pricing and expected market
reception of securities offerings or other market operations. Analysts may also carry out preliminary due diligence and vetting of issuers that may be prospective research clients of ours.
INDUCEMENTS AND INAPPROPRIATE INFLUENCES

IIR prohibits research analysts from soliciting or receiving any inducement in respect of their publication of research and restricts certain communications between research analysts and personnel from other
business areas within the Firm including management, which might be perceived to result in inappropriate influence on analysts’ views.
Remuneration and other benefits: IIR procedures prohibit analysts from accepting any remuneration or other benefit from an issuer or any other party in respect of the publication of research and from offering
or accepting any inducement (including the selective disclosure by an issuer of material information not generally available) for the publication of favourable research. These restrictions do not preclude the
acceptance of reasonable hospitality in accordance with the Firm’s general policies on entertainment, gifts and corporate hospitality.
DISCLAIMER

This publication has been prepared by Independent Investment Research (Aust) Pty Limited trading as Independent Investment Research (“IIR”) (ABN 11 152 172 079), an corporate authorised representative of
Australian Financial Services Licensee (AFSL no. 410381. IIR has been commissioned to prepare this independent research report (the “Report”) and will receive fees for its preparation. Each company specified
in the Report (the “Participants”) has provided IIR with information about its current activities. While the information contained in this publication has been prepared with all reasonable care from sources that IIR
believes are reliable, no responsibility or liability is accepted by IIR for any errors, omissions or misstatements however caused. In the event that updated or additional information is issued by the “Participants”,
subsequent to this publication, IIR is under no obligation to provide further research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IIR as
at the date of publication and may change without notice. IIR and each Participant in the Report, their officers, agents and employees exclude all liability whatsoever, in negligence or otherwise, for any loss
or damage relating to this document to the full extent permitted by law. This publication is not and should not be construed as, an offer to sell or the solicitation of an offer to purchase or subscribe for any
investment. Any opinion contained in the Report is unsolicited general information only. Neither IIR nor the Participants are aware that any recipient intends to rely on this Report or of the manner in which a
recipient intends to use it. In preparing our information, it is not possible to take into consideration the investment objectives, financial situation or particular needs of any individual recipient. Investors should
obtain individual financial advice from their investment advisor to determine whether opinions or recommendations (if any) contained in this publication are appropriate to their investment objectives, financial
situation or particular needs before acting on such opinions or recommendations. This report is intended for the residents of Australia. It is not intended for any person(s) who is resident of any other country. This
document does not constitute an offer of services in jurisdictions where IIR or its affiliates do not have the necessary licenses. IIR and/or the Participant, their officers, employees or its related bodies corporate
may, from time to time hold positions in any securities included in this Report and may buy or sell such securities or engage in other transactions involving such securities. IIR and the Participant, their directors
and associates declare that from time to time they may hold interests in and/or earn brokerage, fees or other benefits from the securities mentioned in this publication.
IIR, its officers, employees and its related bodies corporate have not and will not receive, whether directly or indirectly, any commission, fee, benefit or advantage, whether pecuniary or otherwise in connection
with making any statements and/or recommendation (if any), contained in this Report. IIR discloses that from time to time it or its officers, employees and related bodies corporate may have an interest in the
securities, directly or indirectly, which are the subject of these statements and/or recommendations (if any) and may buy or sell securities in the companies mentioned in this publication; may affect transactions
which may not be consistent with the statements and/or recommendations (if any) in this publication; may have directorships in the companies mentioned in this publication; and/or may perform paid services
for the companies that are the subject of such statements and/or recommendations (if any).
However, under no circumstances has IIR been influenced, either directly or indirectly, in making any statements and/or recommendations (if any) contained in this Report. The information contained in this
publication must be read in conjunction with the Legal Notice that can be located at http://www.independentresearch.com.au/Public/Disclaimer.aspx.
THIS IS A COMMISSIONED RESEARCH REPORT.

The research process includes the following protocols to ensure independence is maintained at all times:
1)

The research process has complete editorial independence from the company and this included in the contract with the company;

2)

Our analyst has independence from the firm’s management, as in, management/ sales team cannot influence the research in any way;

3)

Our research does not provide a recommendation, in that, we do not provide a “Buy, Sell or Hold” on any stocks. This is left to the Adviser who knows their client and the individual portfolio of the client.

4)

Our research process for valuation is usually more conservative than what is adopted in Broking firms in general sense. Our firm has a conservative bias on assumptions provided by management as
compared to Broking firms.

5)

All research mandates are settled upfront so as to remove any influence on ultimate report conclusion;

6)

All staff are not allowed to trade in any stock or accept stock options before, during and after (for a period of 6 weeks) the research process.

For more information regarding our services please refer to our website www.independentresearch.com.au.
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Key Investment Information
Name of Fund
Investment
Manager
ASX Code

URB Investments
Limited
Contact Asset
Management Pty Ltd
URB

Offer Open

3 March 2017

Close Date

30 March 2017

Listing Date

7 April 2017

Min/Max Raise (Gross)

$75-$300M

Issue Price

$1.07

Options ASX Code

URBO

Exercise Price

$1.10

Exercise Date

On or before 7 April 2018

Dividend Frequency
Base MER
Performance Fee

URB Investments Limited was incorporated on 13 October 2016 to capitalise on urban
renewal and regeneration opportunities. The actively managed investment portfolio will
comprise ASX-listed equities, unlisted direct properties and a degree of cash. The equities
portfolio will comprise at least 50% of the total portfolio and will consist of companies that
the Manager has identified as being exposed to the multiple and growing forces of urban
renewal and regeneration, including population growth and density, major infrastructure
investment, housing growth, revitalisation of town centres, education services, healthcare
services and tourism growth. The direct property portfolio will target under-utilised,
underdeveloped assets where there are identifiable drivers of future revaluations (coupled
with sustainable income) stemming from urban renewal and/or regeneration, for example
rezoning, an infrastructure announcement, commencement of a rail tunnel, or an on-road or
off-road development. Property investments will be made as close to the identified point of
change as possible. The investment portfolio will be managed by Contact Asset Management
Pty Limited (Contact or the Manager). Contact was formally established in 2016 but the
investment team, comprising Tom Millner and Will Culbert as joint portfolio managers, have
a long and successful track-record in managing BKI Investment Company Limited (ASX:BKI).
Contact will also draw on the property expertise of Pitt Street Real Estate Partners (PSRE),
which is the real estate advisory division of Washington H Soul Pattinson and Company
Limited (Soul Pattinson) and has experience identifying and securing direct property assets
for Soul Pattinson over the last seven years. URB is seeking to raise between $75 million and
$300 million and will list on 7 April 2017 under the ASX code of URB.

$1.10

Pro-forma NAV

NAV Pricing

OFFER OVERVIEW

Monthly
Half-yearly
0.50%
15% over an 8% hurdle

Fees Commentary
Fees comprise a base MER of 0.50% and a 15%
performance fee over an 8% hurdle. The 8% hurdle
is based on Net Tangible Asset (NTA) performance
and, therefore, effectively excludes dividend
payments to shareholder. In effect, the actual
hurdle is more likely to be in the low teens. Overall,
we view the fee level and structure as a positive.
The MER is low for a high-conviction mandate, as
reflects a general view of the Manager that acts
in the best interests of investors. In relation to the
performance fee structure, the effective hurdle rate
is high which again is a positive for investors.

The investment opinion in this report is current as
at the date of publication. Investors and advisers
should be aware that over time the circumstances
of the issuer and/or product may change which
may affect our investment opinion.
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INVESTOR SUITABILITY
URB is a thematic based investment vehicle and, as such, investors should have a positive
view on urban renewal and specifically for the ability of some well positioned companies and
direct property assets to benefit from that process. URB is also a high-conviction mandate
and, as such, it is important that investors have confidence and conviction in the abilities of
the investment team. In this regard, we believe the team is well qualified, both in relation to
the equities portfolio (with a proven track-record in managing the listed investment company
BKI Investment Company Limited) and the acquisition of direct property assets where drivers
of future revaluations based on urban renewal and regeneration have been identifed. The
Company represents a unique investment proposition in the domestic market, being the
first such vehicle to specifically target the theme of urban renewal and gentrification. That
in itself provides a value proposition but, moreso, in our view the companies in the universe
should generally benefit from a long-term tailwind of growth as well as provide diversification
benefits for investors given the urban renewal universe exhibits relatively low correlation to
the broader ASX market. Expected returns will be in form of capital growth and what we
would anticipate to be a relatively high and stable level of income, the latter of which can be
well managed through the company structure of the investment vehicle.

RECOMMENDATION
IIR has a high degree of conviction in the investment team’s ability to deliver solid returns
consistently over a full economic cycle. This is based on a range of factors. Firstly, the team is
experienced, stable and has a collegiate, democratic culture where there is a high degree of
co-ownership and accountability of investment decisions. The investment process is, by way
of BKI, well established and proven over a full market cycle. PSRE is experienced in the direct
property urban renewal thematic. We note the investment teams are small but we do not
believe over stretched. Key person risk in such a small team inevitability exists. The fee level
and structure are a distinct positive and reflects the Manager’s interest in acting in the best
interest of investors. Overall, IIR rates URB Investments Limited RECOMMENDED.
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SWOT ANALYSIS
Strength
 Proven management team, with BKI recording total shareholder returns of 11.3% p.a.
over a 13-year track-record.
 The LIC company structure is beneficial in relation to managing income payments to
investors, particularly with an investment vehicle that is expected to realise gains from
the sale of direct property assets. It enables the Manager to retain profits at times in the
interests of providing income stability over time.
 Through BKI, we note a high degree of transparency given the Manager’s degree of
contact with the market and a large shareholder base. This has also been an important
factor in managing and mitigating discount to NTA risk that LICs are subject to.
Historically, BKI has consistently tracked at near parity to NTA.
 The fee level and structure are a distinct positive and reflects the Manager’s interest in
acting in the best interest of investors.
 Prudent approach to direct property gearing, with target gearing levels around 40%.
 Strong alignment of interest with shareholders with Contact’s shareholders (being Tom
Millner, Will Culbert and Soul Pattinson) intending to hold securities in URB.

Weakness
 Key person risk in both investment teams. This is a given in small investment teams, and
hardly unusual, but nevertheless is a risk that investors need to be aware of. Should a key
man leave the team, then our view of the company may possibly change.
 While we have confidence in the abilities of PSRE, it should be noted that there has
been a limited number of asset sales since the team partnered with Soul Pattinson.
Consequently, hard evidence of the abilities of the team through realised capital uplift is
limited.

Opportunities
 Investments exposed to urban renewal and regeneration. URB is the only listed
investment company investing solely in equity assets and direct property assets exposed
to urban renewal and regeneration.
 The vast majority of retail investors rarely get the opportunity to invest alongside
institutional investors in direct property assets, particularly those that are well placed to
capitalise on urban renewal and regeneration.
 URB’s unique focus on urban renewal and regeneration investments provides a greater
opportunity for diversification and growth of an investor’s portfolio.

Threats
 URB does not intend to take on high density residential development risk. However,
URB may re-organise assets in a controlled way to enhance the returns from that asset.
This may include development for industrial and commercial property but only on a basis
where development risk is substantially mitigated. Despite the mitigation arrangements,
URB may suffer loss where completion of construction works are delayed. Where a
development is under a fixed price contract, there is a risk that an increase in costs to a
level materially greater than the expected development costs.
 Should an identified driver of valuation uplift in direct property assets not transpire, for
example a re-zoning, then the capital upside potential of the asset may be materially
impacted. We do note, however, that the Manager is targeting assets that have a
sustainable income to manage this downside risk.

Independent Investment Research
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PRODUCT OVERVIEW
URB Investments Limited was incorporated on 13 October 2016 to capitalise on urban
renewal and regeneration opportunities. The actively managed investment portfolio will
comprise ASX-listed equities, unlisted direct properties and a degree of cash.
URB is seeking to raise between $75 million and $300 million. The issue price is $1.10 per
share, and for every one share under the offer, investors will receive one option exercisable
at $1.10 at any time before 7 April 2018. The offer is open to new investors with a priority offer
available for Soul Pattinson and BKI shareholders. Soul Pattinson has committed to subscribe
for a minimum of 10% of the securities under the offer and will also be a 20% owner in the
Manager. For each share issued to an applicant, the Company will issue to that applicant one
option. Applicants do not have to pay to subscribe for options under the offer. Each option is
exercisable into one fully paid ordinary share at $1.10 until 5:00pm (Sydney time) on 7 April
2018.
The equities portfolio will comprise at least 50% of the total portfolio and will consist of
companies that the Manager has identified as being exposed to the multiple and growing
forces of urban renewal and regeneration, including population growth and density, major
infrastructure investment, housing growth, revitalisation of town centres, education services,
healthcare services and tourism growth. The Manager has established an urban renewal
universe of ASX-listed companies which, based on its screens, comprises 89 stocks and
accounts for roughly 20.5% of the ASX All Ordinaries Index. Based on this screen and the
Manager’s investment processes, an initial portfolio of 30 stocks has been identified. The
portfolio is diversified by sector, but may exhibit low correlation to a typical ASX portfolio
given the relative absence of banking and resources exposure.
Similar to BKI, we would expect the portfolio to be low turnover, reflecting the Manager’s
long-term buy-and-hold approach and focus on companies with sustainable business models,
strong balance sheets, strong management, reasonable valuation metrics and solid income
levels.
In relation to the direct property component of the portfolio, the Manager, drawing on the
expertise of PSRE, will target assets that are set to benefit from changes in use, such as
rezoning, gentrification and the maximisation of available floor space in order to enhance
returns. Investments will be made as close to the point of change as possible, but the
assets will also be underpinned by a sustainable and generally growing income stream. The
initial investment portfolio will include a 49.9% interest in three direct property assets in
Sydney. These assets will be co-owned by URB with Soul Pattinson, who will hold a 50.1%
interest in each of the assets. While the Manager is open to all urban markets in Australia,
we anticipate the direct property portfolio will predominantly contain Sydney properties over
the foreseeable future given the degree of infrastructure and town redevelopment spend
occurring in the city.
The Manager will adopt a very active approach to managing the direct property as the very
nature of the strategy is based on identifying and then capitalising on drivers of future
revaluations. The Manager will actively engage with all stakeholders to maximise future
uses and value uplift (for example, re-zoning). Once these events transpire and the valuation
uplift crystalised, then the likelihood is the asset will then eventually be sold and the capital
recycled for new property purchases.
Through a Co-Investment Agreement, URB will have the right to invest, on an equal basis
with Soul Pattinson, in all urban renewal and regeneration property opportunities originated
by PSRE that are presented to Soul Pattinson. The Investment Management Agreement
will commence on the date of Listing and will have a 10-year initial term unless otherwise
terminated earlier in accordance with the terms of the Investment Management Agreement.
At the end of the initial 10-year term, the agreement will be automatically extended until
terminated by either party on the delivery of three months’ notice.
The Investment Manager will be entitled to a monthly Base Fee equal to one-twelfth of
0.50% of the Total Assets of URB, to be paid at the end of the preceding month. In addition
to the Base Fee, the Investment Manager will be entitled to a Performance Fee equal to 15%
of the out-performance over pre-tax net tangible assets (NTA) 12 month return of 8.0%.

Independent Investment Research
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MANAGEMENT GROUP PROFILE
Contact Asset Management is fully owned by Tom Millner (40%), Will Culbert (40%) and
Soul Pattinson (20%). While recently established as a stand-alone entity, the investment
team have a long established track-record of managing BKI since 2003. A decision was made
to externalise the investment entity (from BKI) in 2016 to enable the team to launch new
investment vehicles. The Manager will continue to manage BKI.
URB Investments will have access to property opportunities through Soul Pattinson’s real real
estate advisory division, Pitt Street Real Estate Partners. PSRE is an investment management
firm focused on acquiring, developing and holding real estate assets on behalf of investors.
PSRE will provide URB development expertise, structuring and risk management services to
maximise long term returns through direct property investments.
Soul Pattinson will indirectly have some influence in the Company, specifically regarding
direct property assets. Listed in 1903, Soul Pattinson is the second oldest listed company on
the ASX and manages a portfolio investments valued at >$6 billion. Soul Pattinson has a deep
understanding of the business universe through its diverse investment portfolio.

INVESTMENT TEAM
Contact Asset Management is the overall portfolio manager as well as directly managing the
equities component of the portfolio. As noted, through the co-investment agreement, URB
will have access to urban renewal and regeneration property opportunities sourced by PSRE
that are presented to Soul Pattinson.
The Contact investment team is made up of Tom Millner and Will Culbert. Our expectation
is that over time the team will grow as FUM grows, with the Manager stating that it may
add two more resources over the next 12-24 months. Robert Millner is in the position of
Chairman and exercises oversight.
We view the team as appropriately experienced and qualified. The team’s track-record with
BKI has been strong, with the LIC generating an 11.3% p.a. total return over a 13-year period
to January 2017. It has grown to a market capitalisation of $1 billion and has over 14,500
shareholders and is characterised by an exceptionally low MER (the Manager acting in the
best interests of shareholders). Will and Tom have now worked together for three years, and
our sense is team stability and general dynamics (flat, egalitarian culture) are strong. It is also
worth noting that given the scale of BKI FUM, the nature of the Soul Pattinson group and the
‘weight’ of the Millner name, the investment team generally benefits from excellent access
to company management.
Tom Millner, Director and Portfolio Manager, has more than 15 years’ experience in
investment markets. Prior to the establishment of Contact, Tom was Chief Executive Officer
of BKI Investment Company Limited from 2008 to 2016 – a period in which its market
capitalisation total grew from ~$400 million to over $1 billion. Prior to joining BKI, Tom
worked at Souls Funds Management covering research, portfolio management and business
development. Prior to this Tom was an investment analyst with Republic Securities Limited,
manager of the Investment Portfolio of Pacific Strategic Investments. Tom holds a Bachelor
of Design, a Graduate Diploma in Applied Finance and Investment and is a Graduate of the
Australian Institute of Company Directors. Tom is currently a Director of Washington H Soul
Pattinson and Company Limited; New Hope Corporation Limited; and PM Capital Global
Opportunities Fund Limited.
Will Culbert, Director and Portfolio Manager, has 17 years’ experience in the funds
management industry in Australia and the UK. Prior to the establishment of Contact in 2016,
Will was Portfolio Manager for BKI Investment Company for 3 years. Will spent 11 years
with Invesco Asset Management (formerly Concord Capital Pty Ltd) as an Equity Analyst
and Portfolio Manager. He has also worked for the Bank of New York and Challenger Group.
Will has a Bachelor of Business, a Graduate Diploma of Applied Finance & Investment and a
Masters of Commerce from the University of New South Wales. He is also a Graduate of the
Australian Institute of Company Directors.
Robert Millner has extensive experience in the investment industry, and currently holds eight
listed company directorships, including a number of listed investment companies.

Independent Investment Research
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The PSRE investment team consists of two members. Hugh Williams, Managing Director, is
the co-founding Managing Director of Pitt Street Real Estate Partners. Hugh’s role is to run
the business, identify and structure financial assets, liaise with investors and financiers and
manage capital raising programs. Hugh has over 15 years’ experience in financial markets
having previously been an Executive Director at Goldman Sachs JB Were and Citigroup. Hugh
has been engaged with Soul Pattinson since 2009, so it’s a stable relationship. Hugh owns
25% of PSRE, Soul Pattinson 75%.
Mike Hercus, Portfolio Manager, is responsible for locating and negotiating acquisitions,
setting and executing asset strategy, engaging with council and other relevant authorities
relating to proposed zoning changes, lease negotiation and asset management. Mike
previously worked for the Goodman Group for 5 years negotiating large development
transactions. This experience combined with a decade abroad is where he developed his
strategy and passion for urban renewal. He joined PSRE approximately two years ago.
Key Investment Personnel
Name, Position

Years Experience

Robert Millner

35

Tom Millner

15

Will Cubert

17

Hugh Williams

17

Mike Hercus
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BOARD OF DIRECTORS
The Board of Directors comprises independent and non-independent directors with a broad
range of experience in investment management combined with financial and commercial
expertise. We view the quality of the Board, as well as for the ability of the investment team,
to access the Soul Pattinson board and the expertise there, as a particular strength.
Mr Negus has more than 30 years’ of finance industry experience in Asia, Europe and
Australia. His most recent executive roles include Chief Executive Officer of 452 Capital,
Chief Executive Officer of Colonial First State Global Asset Management and a Goldman
Sachs Managing Director in Australia, London and Singapore. He was also a Vice President of
Bankers Trust Australia. Warwick is a Director of Washington H Soul Pattinson and Company,
Bank of Queensland Ltd, Terrace Tower Group and FINSIA.
Ms Weekes is a professional non-executive director and independent business advisor.
Victoria has over 30 years’ experience in the investment and financial services industries in
senior management and advisory roles working with major listed companies. Having held
senior roles in both the private and public sector, Victoria has led a number of large-scale
change programs for major organisations. She is currently Chairman of OnePath Funds
Management Limited and OnePath Custodians Limited, Non-Executive Director of ANZ Share
Investing Limited, Sydney Local Health District, FINSIA and is the Chairman of the Audit and
Risk Committee of the Urban Growth Development Corporation.
Mr McDonald is a professional, non-executive director and an executive with extensive
business experience, across a range of disciplines and industries. Tony co-founded and
led the Snowball Group (now part of Shadforth within IOOF Ltd) from a start-up to a fully
integrated business listed on the ASX. Tony is also an Independent Non-Executive Director
of 8IP Emerging Companies Limited and Chairman of a not-for-profit organisation, HUB24
Limited.
Mr Dungey is a Chartered Accountant with over 40 years’ experience providing assurance,
taxation and business advisory services to a broad range of enterprises in a variety of
industries, notably entrepreneurial growth companies, international private companies and
High Net Worth Family offices. Bruce also held a number of leadership roles with two ‘Top 4’
global accounting firms, namely, Deloitte Private and Ernst & Young.

INVESTMENT PROCESS
For the equities portfolio, the investment process mirrors that which has been used at BKI for
the last 13-years, with the exception of the addition of the urban renewal screen. Drawing on
the BKI track-record, the investment process is well established and proven over a full market
Independent Investment Research
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cycle. The experience of the investment team combined with the stability of the relationship
between the co-portfolio managers ensures consistency of process and, in this regard,
we believe the solid track record of BKI is very much repeatable in relation to the equities
portfolio in URB.
PSRE related transactions over the past seven years have been targeted at undervalued
assets that again are expected to benefit from urban renewal in its various forms. To date, the
targeted assets have typically required either a short term repositioning for income, capital
for restructuring, or have an underlying opportunity for capital revaluation through a change
in use. Where property assets have been sold, PSRE has generated attractive historical
returns from such assets which have benefited from changes in use (including rezoning and
gentrification of areas) and maximising available floor space to enhance returns. We note
the number of sales to date, however, has been limited. In essence, the property acquisition
strategy PSRE has been pursuing to date very much mirrors the urban renewal strategy that
will be pursued on behalf of URB.

Investment Philosophy
Urban renewal and regeneration is the transformation of existing urban areas to
accommodate much denser and mixed used environments. It involves the redevelopment
of existing urban areas into spaces and built environments that meet contemporary
living, working or community needs. It can generate a number of benefits including new
infrastructure, better use of existing infrastructure, increased productivity, additional
expenditure and new employment opportunities.
The Manager will seek to benefit from urban renewal and regeneration by investing in equity
assets and direct property assets that have exposure to population growth, population
density, major infrastructure investment, housing growth, new employment, revitalisation of
town centres, re-zoning and use of land changes, education services, healthcare services and
tourism growth.
The Manager believes that exposure to urban renewal and regeneration can deliver attractive
long term value and provide diversification benefits for investors’ portfolios. Furthermore, the
Manager is of the view that the vast majority of retail investors rarely get the opportunity to
invest alongside institutional investors in direct property assets, particularly those that are
well placed to capitalise on urban renewal and regeneration.

Equity Investment Process
As evident in the management of BKI over the years, the Manager utilises a high-conviction,
fundamental bottom-up investment approach. The Manager will target companies with
exposure to urban renewal and regeneration, specifically those set to benefit from significant
infrastructure spend, re-zoning and use of land changes as well as capitalising on low-to-high
density urban transformation projects. Additionally, other key criteria include: dividend income
and dividend sustainability; principal activity and competitive advantage; appropriately geared
balance sheet; quality of management; and valuation.
Based on its thematic screens, the Manager has established an urban renewal universe
made up of 89 stocks. This universe, when weighted based on market capitalisation,
represents approximately 20.5% of the ASX All Ordinaries Index.

Direct Property Investment Process
PSRE will target property assets that incorporate some or all of the following underlying
investment fundamentals: sustainable income; location benefits; beneficiaries of significant
Government infrastructure investment; and opportunity for uplift in zoning, use and density,
to enhance valuation. Assets may include commercial, industrial and residential property as
well as undeveloped land. As noted, the Manager will seek to capture value in direct property
assets by purchasing as close to the point of uplift in use prior to re-valuation. However, and
hence the focus on sustainable income, the properties need to represent solid assets even
when the identified driver of future revaluations does not transpire.
In terms of maximising asset returns, the Manager will take a very active approach, engaging
all stakeholders to maximise future uses and value uplift. For example, actively engaging
governments in an effort to have a property re-zoned.

Independent Investment Research
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URB does not intend to take on high density residential development risk. However,
it may re-organise assets in a controlled way to enhance the income stream. This may
include development for industrial and commercial property (which may include mixed use
development). However, the Manager will seek to mitigate any development risk through the
use of fixed price building contracts and pre-commitments from potential lessees.
Debt may be used at the property level to fund acquisitions of direct property assets or
developments of those assets. Borrowings will be limited to the property/trust level with
security over the relevant underlying property. It is the Company’s intention to conservatively
gear the relevant direct property asset, stating it will generally target a 40% level of gearing.
Under the co-investment agreement with Soul Pattinson, both parties have a first right but no
obligation to invest. From a process perspective, investment opportunities will come to either
PSRE, Soul Pattinson, URB or from a third party. They will then go through the first screen
conducted by PSRE and in which Tom Millner and Will Culbert will also be heavily involved in.
It will then go to an investment committee and, if approved, then undergo a more detailed
due diligence process undertaken by PSRE who, amongst other aspects, will drill down into
the upside potential of the asset, for example through re-zoning. Subject to the outcome
of this, direct property assets will then be reviewed by the Board of both URB and Soul
Pattinson which determines whether the assets are to be acquired.
Investments will typically be 50/50 between URB and Soul Pattinson and the expectation is
they will be conservatively geared (maximum of 40% gearing). Each property will be held in
a seperate, single trust. The Manager’s rationale for structuring as such is to provide greater
funding flexibility (enabling a third-party to potentially participate in a particular asset) as well
as a more focus approach to managing each particular unique property asset.

PORTFOLIO CONSTRUCTION
In terms of the composition of the investment portfolio, the portfolio is subject to a number
of rules and guidelines. Specifically: at least 50% of the investment portfolio will be invested
in the equity portfolio; 30% - 49.9% of the investment portfolio will be invested in the
property portfolio; it is currently expected that the equity portfolio will comprise of 20 – 40
Equity Assets listed on ASX; the investment portfolio may include cash (and cash equivalents
such as investment grade interest bearing debt securities) from time to time pending such
cash being invested in the equity portfolio or the property portfolio.
The Manager estimates it may take approximately 1-4 months to fully construct the
investment portfolio following listing. It is likely that, due to the fact that direct property
assets are by nature less liquid than equity assets, a longer period is required to complete
construction of the property portfolio.

Initial Equity Portfolio
The urban renewal universe can be categorised, as seen below, into clear investment
outcomes and industry groups that are directly related to urban renewal and regeneration.
Below is an illustrative representation of URB’s potential equity portfolio which is made up
of 30 stocks and is shown on a sector exposure basis. We expect this portfolio to represent
the initial equity portfolio following the listing of the Company. The Manager believes that this
portfolio should have a low correlation to a typical investor portfolio.
From a risk perspective, the portfolio will be managed from a qualitative perspective,
specifically based on the Manager’s investment approach which focuses on quality
businesses, quality management, strong balance sheets and reasonable valuations. There
will be a sufficient degree of diversification by company and sector, as evident by the initial
equity portfolio illustrated below. Portfolio turnover is likely to be low to very low, as per BKI
historically. This reflects the Manager’s long-term view it takes on companies.

Independent Investment Research

7

URB Investments Limited (URB)

Illustrative sector exposure of the equity portfolio

Health Care, 5%

UGliGes, 3%

Building Materials, 5%

Consumer, 19%

Retail REITs, 9%

Industrials, 13%

Real Estate
Development, 14%

Diversiﬁed REITs, 17%

Infrastructure, 15%

Direct Property Seed Assets
Seed Properties
The initial Investment Portfolio will include a 49.9% interest in three direct property assets
in Sydney as described below. These specific assets will be co-owned by URB with Soul
Pattinson, who will hold a 50.1% interest in each of the assets. The Manager can invest in
any urban market in Australia but we expect it will be a Sydney centric portfolio over the
foreseeable future given, and in the context of strong population growth, the significant
degree of infrastructure and urban renewal spend occuring in the Sydney now and over the
longer term, such as the second airprt, new and extended train lines, toll roads, as well the
focus on the development of town centres such as Parramatta and Penrith.
Kingsgrove Property
Purchase Price

$15.85m

URB’s proposed ownership interest

49.9%

Co-owner Soul Pattinson

50.1%

Proposed gearing at trust level at settlement

0%

Title

Freehold, Lot M, DP30732

Location

2 The Cresent Kingsgrove NSW

Type

Logistics/Industrial

The Kingsgrove Property is located in Kingsgrove, NSW, in the inner south-west of Sydney
in close proximity to Sydney Airport and Port Botany. The property is 18,480m2, with a
11,135m2 office and warehouse. The property is currently leased to a manufacturing company
until March 2018.
URB considers that the Kingsgrove Property has the potential to benefit from:
 following expiry of the current lease, increases in value and income from a possible subdivision of the property into smaller industrial lots subject to necessary approvals from
local government and agreement with Soul Pattinson as the co-owner of the property;
 sustainable income;
 proximity to infrastructure (Westconnex Motorway, Kingsgrove railway station, Sydney
Airport, Port Botany and Moorebank Intermodal Freight Precinct). With the King George’s
Road upgrade and the future widening and new M5 tunnel as part of West Connect,
Kingsgrove is now the first industrial site out of the Port of Botany and Sydney Airport;
 the residential rezoning of the South Sydney suburbs of Alexandria, Mascot and Botany
which has caused industrial property users to relocate; and
 from a possible re-zoning of the site from industrial to residential and/or commercial.
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Penrith Asset
Purchase Price

$23.1m

URB’s proposed ownership interest

49.9%

Co-owner Soul Pattinson

50.1%

Proposed gearing at trust level at settlement

40%

Title

Freehold, Lot 1in DP614190, Lot 2 in DP573145 and Lot 1 in DP573145

Location

510-536 High Street Penrith, NSW

Type

Retail/Commercial

URB believes that Penrith is set to undergo a shift in land use by virtue of infrastructure
projects over the next 5 years. Federal, State and Local governments have recently signed
the ‘City Deals’ agreement which aim to focus investment and development in regional
city centres like Penrith by collaborating to unlock government owned land or relocate
government businesses from the Sydney CBD or surrounds into the regional city centres.
Local council is progressing changes to the planning controls within the city centre to
accommodate ‘City Deals’ projects (large scale developments). URB considers that the
Penrith Property has the potential to benefit from:
 immediate and sustainable income via existing tenancies;
 increased income through more active management of the property and tenancies,
including car park charges;
 increases in value and income from a possible change to a mixed use site (residential,
retail and commercial) subject to necessary approvals from local government and
agreement with Soul Pattinson as the co-owner of the property;
 proximity to infrastructure (Penrith railway station and town centre, M4 motorway and
Badgery’s Creek Airport); and
 ‘City Deals’ projects (as described above).
Prestons Property
Purchase Price

$20.0m

URB’s proposed ownership interest

49.9%

Co-owner Soul Pattinson

50.1%

Proposed gearing at trust level at settlement

0%

Title

Freehold, Lot 1in DP119428, Lot B in DP399509 and Lot 38 in
DP2359

Location

55 Yarrunga Street Prestons, NSW

Type

Agricultural/Industrial

The property is located in Prestons, NSW, south-west of Sydney and close to the junction of
the M5 and M7 motorways.
The Prestons Property is a 69,422m2 undeveloped block of land that has been zoned for
industrial use. URB believes land is increasingly scarce in this area for industrial purposes.
URB and Soul Pattinson intend, subject to the granting of development approval from local
government, to construct a logistics warehouse and distribution centre.
Construction of the logistics warehouse and distribution centre is expected to complete
in the second half of 2018. PSRE will manage the development and will seek to reduce
development risk through a fixed price construction contract. In addition to funding the
purchase price as detailed below, both URB and Soul Pattinson have agreed to provide further
equity funding up to $7.5 million to fund the development. The balance of the development
costs is intended to be funded by debt incurred at the trust level.
URB believes Prestons is a sought after logistics, warehouse and distribution location by
virtue of its close proximity to the on/off ramp to the M7 Motorway allowing easy access to
and from major roads connecting Melbourne, Brisbane and Sydney Airport and Port Botany.
The new Badgery’s Creek Airport will be approximately 5km west of the Prestons Property
and is expected to be operational in 2024-2025.
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URB considers that the Prestons Property has the potential to benefit from:
 sustainable income via a potential lease of the logistics warehouse and distribution
centre once developed;
 proximity to infrastructure; and
 re-valuation opportunity upon completion of the development of the logistics warehouse
and distribution centre.
Soul Pattinson has entered into an agreement to acquire the Prestons Property for a purchase
price of $20 million. The agreement is due to complete on 1 June 2017.
Soul Pattinson has granted URB a call option to acquire a 49.9% interest in the Prestons
Property which URB has agreed to exercise if the Offer is successful.

RETURNS
Dividend Policy
The Manager’s investment objective is to maximise total returns through a combination of
capital and income growth, with the aim of allowing fully franked dividends to be paid to
when possible.
URB’s aim is to pay out between 50% and 70% of net operating profits as ordinary fully
franked dividends. In circumstances where URB accumulates sufficient special investment
revenue (i.e. through the divestment of a property asset), the Board will consider
declaring special fully franked dividends to Securityholders. URB’s long term target is to
offer securityholders sustainable and growing fully franked dividends and a yield that is
competitive within the listed investment company industry. We note that the initial equity
portfolio has a forecast grossed up dividend yield of 5.3%.

Property Portfolio Valuations
The fair value of the property portfolio will be reviewed by the Board at each reporting date.
To assist in the assessment of fair value, the Board will periodically engage an independent
valuer to provide a valuation of each direct property asset, at least once every two years.
Valuations may occur more frequently if there is reason to believe that the fair value of an
asset has materially changed from its book value (for example, as a result of changes in
market conditions, leasing activity in relation to the asset or increased capital expenditure).
In terms of the valuation dynamic, a possible scenario may be the following. When the asset
is acquired the net asset value is struck. Immediately, the rent is increased to existing and/or
new tenants, resulting in an uptake in valuation. In the background, the Manager is actively
engaged in realising the identified driver of a significant valuation increase, for example rezoning. If and when this event transpires, the Manager may then be in a position to realise
a significant uplift. Following this development, the Manager may choose to sell the asset,
realising any potential gain in valuation.

Equity Portfolio Capital Returns
In terms of capital growth potential in the equity portfolio, we believe the past performance
of BKI provides the best guide as to Manager ability and potential future performance.
BKI has a strong track record of investing in listed equities for over 13 years. BKI’s assets
have grown significantly since listing from $173 million to approximately $1 billion as at 31
January 2017 and recording total shareholder returns of 11.3% p.a. BKI was the winner of the
2011 Listed Investment Company of the Year award and its investors include self-managed
super funds, personal investors and fund managers.
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APPENDIX A – RATINGS PROCESS
INDEPENDENT INVESTMENT RESEARCH PTY LTD “IIR” RATING
SYSTEM.
IIR has developed a framework for rating investment product offerings in Australia. Our
review process gives consideration to a broad number of qualitative and quantitative factors.
Essentially, the evaluation process includes the following key factors: product management
and underlying portfolio construction; investment management, product structure, risk
management, experience and performance; fees, risks and likely outcomes.
LMI Ratings
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This rating indicates that IIR believes this is an above-average grade
product that has exceeded the minimum requirements of our review
process across a number of key evaluation parameters. It has an
above-average risk/return trade-off and should be able to consistently
generate above-average risk adjusted returns in line with stated
investment objectives.
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This rating indicates that IIR believes this is a superior grade product
that has exceeded the requirements of our review process across a
number of key evaluation parameters and achieved high scores in a
number of categories. In addition, the product rates highly on one or
two attributes in our key criteria. It has an above-average risk/return
trade-off and should be able consistently to generate above average
risk-adjusted returns in line with stated investment objectives. The
Fund should be in a position effectively to manage endogenous risk
factors, and, to the extent that it can, exogenous risk factors. This
should result in returns that reflect the expected level of risk.
60–78
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This is the highest rating provided by IIR, indicating this is a best
of breed product that has exceeded the requirements of our review
process across a number of key evaluation parameters and achieved
exceptionally high scores in a number of categories. The product
provides a highly attractive rizsk/return trade-off. The Fund is likely
effectively to apply industry best practice to manage endogenous risk
factors, and, to the extent that it can, exogenous risk factors.

This rating indicates that IIR believes this is a suitable product that
has met the aggregate requirements of our review process across a
number of key evaluation criteria. The product provides some unique
diversification opportunities, but may not stand apart from its peers.
It has an acceptable risk/return trade-off and should generate risk
adjusted returns in line with stated investment objectives. However,
concerns over one or more features mean that it may not be suitable
for most investors.
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APPENDIX B – MANAGED INVESTMENTS COVERAGE
The below graphic details the spread of ratings for managed investments rated by
Independent Investment Research (IIR). The managed investments represented below
include listed and unlisted managed funds, fund of funds, exchange traded funds and model
portfolios.

SPREAD OF MANAGED INVESTMENT RATINGS
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(a) Disclaimer

(c) Copyright Protection
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broadcasts and other media (referred to as “Content” throughout this
Legal Notice), provided on this web site has been prepared and issued
by Altavista Research Pty Ltd trading as Independent Investment
Research “IIR”, Independent Investment Research Holdings Pty Ltd
(ACN 155 226 074), as authorised to publish research under an Australian
Financial Securities Licence (AFSL No 420170) which allows Independent
Investment Research to offer financial service advice to retail and wholesale
clients. Users of this web site should not act on any Content without first
seeking professional advice. Whilst the Content contained on this web
site has been prepared with all reasonable care from sources which we
believe are reliable, no responsibility or liability is accepted by Independent
Investment Research, for any errors or omissions or misstatements
however caused. Any opinions, forecasts or recommendations reflect our
judgement and assumptions at the date of publication or broadcast and
may change without notice. Content on this web site is not and should not
be construed as an offer to sell or the solicitation of an offer to purchase or
subscribe for any investment. We are not aware that any user intends to
rely on the Content provided or of the manner in which a user intends to
use it. In preparing our Content it is not possible to take into consideration
the investment objectives, financial situation or particular needs of any
individual user.

All Content at this web site is protected by copyright. Apart from any use
permitted under the Copyright Act (Cth) 1968, you must not copy, frame,
modify, transmit or distribute the material at this web site, without seeking
the prior written consent of the copyright owner. Content on this web site
is owned by the business Independent Investment Research. Users are
prohibited from copying, distributing, transmitting, displaying, publishing,
selling, licensing, creating derivative works or using any content on the
web site for commercial or public purposes

Access by any user to this website does not create a client relationship
between Independent Investment Research and the user. Users seeking
to invest must obtain individual financial advice to determine whether
recommendations are appropriate to their investment objectives,
personal financial situation or particular needs, before acting on any
recommendations. Any Content is not for public circulation or reproduction,
whether in whole or in part and is not to be disclosed to any person other
than the intended user, without the prior written consent of Independent
Investment Research.

(b) Disclosure of Interest
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