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Investment Profile
Unit price ($) as at 30 August 2016

1.99

NAV ($) at 31 July 2016 (unaudited)

1.82

Valuation ($)

2.17

Issued capital:
Ordinary shares (M)

292.9

Options (M)

0.0

New shares issued if capital raising
fully subscribed (M)

43.6

Fully Diluted (M)

336.5

Market capitalisation ($M)

582.9

52-week low/high ($)

1.99/2.35
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Borrowings: URF increased their debt levels during the 1H16 with the Fund securing an
additional US$84.5m through two loan facilities, taking the total borrowings to USD$528.7m,
including the unsecured notes issued. As a result of the additional facilities, current
borrowings increased 179.7% to $68.9m at 30 June 2016.
Currency: The AUD appreciated against the USD over the half, having a negative impact on
the portfolio value. While the AUD has appreciated over the short-term, the decline in AUD
since the inception of URF has contributed significantly to the value of the portfolio in AUD.
We note that with the AUD/USD at 0.76, new capital raised in AUD does not have the same
buying power as it did a number of years ago.

Share price performance

May-14

Property Spending: The Fund spent $26.6m on acquisitions and improvements to properties
in 1H16. This is a 31% decline on the $38.4m spent in the pcp. The Fund acquired 17
freestanding properties. The number of properties acquired on an annual basis continues to
decline. The decline is a combination of increased prices, increased competition for property
and a focus on the refurbishment of properties in the portfolio.

Capital Raising: URF has announced a placement of up to 43.9m fully paid ordinary units
at $1.95 per unit to raise up to $85.7m. The new units are expected to be issued on 23
September 2016. Based on previous capital raisings, we expect the placement to be fully
subscribed. The price at which the new units will be issued are at a 5.8% discount to the
share price at 21 August 2016 (the close price the day before the announcement), which will
have a short-term negative impact on the share price. The proceeds from the capital raising
will be used to fund property renovations and property acquisitions as well as for general
business and financing purposes.

US Management Team

Jan-14

1H16 Results: Revenue continued to improve in the 1H16, up 50% on the pcp, as a result
of the increased number of properties leased out over the period. As the Fund continues to
increase the number of properties available for rent, revenue will continue to improve. While
revenue was up, the Fund reported a $12.2m operating loss. Contributing to the loss was
a significant increase in interest expense and a net loss on foreign currency. The Fund had
$108m cash at 30 June 2016, however we note that the $97.6m of this was proceeds from
borrowings. The Fund had a current ratio of 1.4 at 30 June 2016. We expect this to improve
upon the successful completion of the upcoming capital raising.

Property Sales: The Fund completed the disposal of the multi- dwelling properties owned
jointly with Excelsior Equities, LLC, during the period. The Fund received US$61m for the sale
of the 14 properties, a 26% premium to the acquisition price.

Tristan O’Connell - Finance Director

Largest Shareholders

OPERATING LOSS FOR 1H16 DRIVEN BY INCREASED INTEREST
AND FOREIGN CURRENCY MOVEMENTS

Independent Investment Research

Valuation: We have revised our base case value for URF down to $2.17 from $2.41 per
unit. Given the Fund’s history with capital raisings, we have assumed the capital raising will
be fully subscribed and as such the valuation has been diluted by a 43.9m increase in the
number of units on issue. The Fund has 15% of its portfolio (based on number of properties)
in the renovation phase, providing rental income growth as these properties are brought
to market for lease. Whilst the Fund will continue to look for acquisition opportunities, we
believe the focus will remain on the renovation of existing properties and as such do not
foresee the Fund making a significant number of acquisitions over the coming 18 months.
As highlighted in our previous update, the biggest risk for unit holders in the medium-term
is dilution risk. The announcement of the capital raising at a discount to the unit price will
result in short-term weakness in the unit price. We note that the unit price was trading at
a premium to NTA prior to the announcement. While the unit price issue was at a discount
to the prevailing unit price, the new units were issued at a premium to the July 2016 NTA
of $1.82. We continue to view dilution risk as high with further capital raising likely with our
expectation that the Fund will likely have to raise additional capital to repay the face value of
the notes when they mature.
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PROFIT AND LOSS
Y/E December

CASHFLOW ($M)
2013A

2014A

2015A

2016F

2017F

Rental Income

10.2

13.8

22.0

28.7

34.5

Other Income

1.0

0.5

1.5

0.4

0.8

Total Revenue

11.2

14.4

23.4

29.1

35.3

Fair Value Movement

27.3

31.7

40.8

27.2

27.2

Share of JV Profits

5.0

-0.4

13.7

7.6

7.6

Property Expenses

6.2

8.8

13.8

14.9

Other Expenses

15.2

25.4

38.8

Total Costs

21.4

34.2

PBT

22.2

Tax Expense
PAT

2013A

2014A

2015A

2016F

2017F

Receipts from Customers

10.4

13.9

22.7

28.7

34.5

Payments to Suppliers

-17.9

-20.0

-44.8

-29.8

-35.9

Net Interest

0.1

0.4

-8.6

-29.5

-29.5

Other

0.4

0.0

0.1

0.0

0.0

Operating Activities

-7.0

-5.7

-30.6

-30.6

-30.9

18.0

Property Deposits

-1.6

-1.6

-3.3

0.0

0.0

52.0

52.0

Asset Sales/(Acquisitions)

-173.3

-125.7

-183.4

16.3

0.0

52.5

66.9

71.1

Investment in JV's

-8.8

-22.6

-1.8

0.0

0.0

11.5

25.4

-3.0

-1.0

Other

3.6

-1.0

-19.4

0.0

0.0

14.0

15.4

25.3

10.9

9.3

Investment Activities

8.2

-3.9

0.1

-13.9

-10.2

BALANCE SHEET ($M)
Y/E December

Y/E December

-180.1

-150.9

-208.0

16.3

0.0

Share Issues/(Buybacks)

67.4

86.7

19.5

93.1

0.0

Debt Drawdown/(Repaid)

38.6

228.4

183.5

63.1

-34.5

Dividends Paid

-7.7

-8.9

-11.9

-13.5

-13.5

Other

-2.3

-3.0

-20.5

-3.7

0.0

Financing Activities

96.1

303.2

170.5

138.9

-48.0

Net Increase/(Decrease) in cash

-91.0

146.6

-68.1

124.6

-78.9

Cash at Beginning

2013A

2014A

2015A

2016F

2017F

42.8

191.3

133.6

258.1

179.3

Receivables

0.3

0.6

0.6

28.7

34.5

Prepayments

1.3

0.8

0.3

0.0

0.0

Other

5.5

21.5

24.9

0.0

0.0

49.9

214.2

159.3

286.8

213.8

Investment Properties

349.0

543.1

862.5

907.2

907.2

Non-Current Assets

380.4

604.6

948.0

957.8

957.8

Key Model Assumptions

Total Assets

430.3

818.7

1107.3

1244.6

1171.6

Freestanding Properties

16.7

37.2

30.6

36.3

17.3

Long-term Net Rental Yield (p.a)

1.3

0.8

24.7

68.9

34.5

Average Purchase Price (US$)

Current Liabilities

18.0

38.7

55.3

105.2

51.8

Long-term Vacancy Rate

Borrowings

45.5

282.8

450.8

513.9

479.3

Deferred Tax Liabilities

17.5

35.3

65.9

72.6

61.7

0.1

0.2

0.2

0.0

0.0

Non-Current Liabilities

63.1

318.3

516.9

586.5

541.0

Other

Total Liabilities

81.1

357.0

572.2

691.7

592.8

AUD/USD

Net Assets

349.2

461.7

535.1

552.9

578.8

WACC

Contributed Equity

307.0

382.0

388.7

481.8

481.8

42.3

83.6

150.3

88.9

125.0

0.0

-3.9

-3.9

-17.8

-28.0

349.2

461.7

535.1

552.9

578.8

Minorities

0.0

0.0

0.0

0.0

0.0

Other

0.0

0.0

0.0

0.0

0.0

Total Equity

349.2

461.7

535.1

552.9

578.8

Units on Issue

211.7

268.5

285.5

336.8

336.8

Cash

Current Assets

Payables
Borrowings

Other

Reserves
Retained Earnings
Shareholders' Equity

Options Outstanding
Fully Diluted

0.0

0.0

0.0

0.0

0.0

211.7

268.5

289.3

336.8

336.8
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122.9

42.8

191.3

133.6

258.1

FX Impact

10.9

1.9

10.4

0.0

0.0

Cash at End

42.8

191.3

133.6

258.1

179.3

4.5%
$1,207,290
5%

Multi-dwelling Properties
Net Rental Yield (p.a)

4.5%

Long-term Vacancy Rate

5%

0.70
8%
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1H16 RESULTS
 The Fund continued to generate increased rental income over the 1H16, with rental
income up 57.9% on the pcp to $14.7m. We expect rental income to continue to increase
as more properties are made available for lease due to the completion of renovations.
 The Fund reported an operating loss of $12.2m, a significant decline on the $12m
operating profit in the pcp. Contributing to the loss was increased interest payments
resulting from the increased debt levels. Interest payments increased from $2.3m in
1H15 to $10.6m in 1H16. The foreign currency movements over the period adversely
impacted the results with the AUD appreciating against the USD over the period. The
profits from joint ventures also declined significantly with the completion of the disposal
of all the multi-dwelling properties owned as part of the Excelsior JV. The Fund received
a total of US$61m for the sale of the 14 properties, a 26% premium to the acquisition
price.
 Investment property expenses were down to 50.4% of rental income in 1H16 from
67.6% in the pcp. The Fund continues to complete renovations and bring additional
properties to market for lease. Renovations on a further 52 freestanding properties
was completed during 1H16 and were made available for lease. At 30 June 2016, there
were 89 properties in the renovation pipeline, 15% of the total number of freestanding
properties in the portfolio. Rental income will continue to improve as more properties are
brought to market. In conjunction with this, costs will decline as the renovation pipeline
is reduced.
 The Fund secured an additional US$84.5m in debt facilities in 1H16, taking the total debt
levels to US$528.7m - US$292.4 loans and US$236.3 unsecured notes. The additional
debt saw interest payments increase significantly in 1H16 on the pcp. Net gearing is at
63.9% based on debt levels at 30 June 2016. We note, the net gearing ratio will decline if
the upcoming unit placement is fully subscribed.
 The Fund continues to operate with an operating cash outflow with the rental income
still only covering half of the operating cash outflow to suppliers. A significant increase
in interest payments on the pcp also contributed to the increasing operating cash
outflow. We expect the Fund to continue to have a negative operating cashflow while
they refurbish properties before leasing them out. At 30 June 2016, 15% of the property
portfolio was in the renovation pipeline.
 The AUD increased 1.6% over the period, having a negative impact on the Fund’s
financials. The foreign currency environment is very uncertain at the moment with a high
degree of uncertainty regarding the short-term future of the interest rate differential of
Australia compared to the US. A continued appreciation of the AUD against the USD will
negatively impact the Fund’s financials, however, we note that the initial capital raising
when the Fund was established has benefited greatly from the depreciation of the AUD.
Movement in Key Inputs
$m

1H15

1H16

% Change

Investment Property Income

9.3

14.7

+57.9

Fair Value Movement in Property Portfolio

34.8

22.5

-35.3

Investment Property Expenses

6.3

7.4

+17.5

67.6%

50.4%

-17.2

543

581

+7.0

Freestanding Property Portfolio Value

718.7

944.8

+31.5

Non-Current Borrowings

285.8

459.8

+60.9

Net Assets

499.9

501.0

+0.2

Cash

110.1

108.0

-1.9

Operating Cashflow

-17.6

-24.2

na

5.0

5.0

0.0

Investment Property Expenses/Rental Income
Number of Freestanding Properties

DPS (cents)

Independent Investment Research

3

US Masters Residential Property Fund (URF)

PROPERTY PORTFOLIO
FREESTANDING PROPERTIES
 At 30 June 2016, the Fund owned 581 freestanding properties, up from the 565 at the
end of 2015. During the half, the Fund acquired just 17 properties and sold one property.
The rate of acquisition has slowed considerably as the Fund transitions properties to
market.
 The average property price remained steady in 1H16, with an average purchase price in
1H16 of US$1.56m, compared to US$1.6m for the pcp.
 The Fund delivered US$ 24.2m of renovations across 52 properties. This is on top of
the 154 properties being brought to market in CY15. At 30 June 2016, there were 89
properties being renovated or in the pipeline for renovation.
 The majority of the properties are located in Hudson County, with 76% of the properties
located in this area. However, these properties only make up 52% of the portfolio by
value. On average, the properties in the Manhattan/Queens district are the highest value
properties with an average value of $2.9m, while the Hudson County properties having
an average value of $0.8m.
Property Location (By Number)

Property Location (By Value)

17%
5%

35.3%

52.2%

78%
12.5%

Hudson County

Manhattan/Queens

Brooklyn

Hudson County

Manhattan/Queens

Brooklyn

MULTI-DWELLING PROPERTIES
 Management completed the sale of all the multi-dwelling properties acquired with the
joint venture partner Excelsior Equities, a total of 14 properties. The Fund received a total
of US$61m for the sale of the properties, a 26% premium to the acquisition price.
 There remains 3 multi-dwelling properties in the portfolio, with a total of 508 units. The
carrying value of the remaining multi-dwelling properties at 30 June 2016 was $49.6m, a
31% improvement on the acquisition cost.

PROPERTY PORTFOLIO GROWTH
 Since listing in July 2012, URF has grown the freestanding property portfolio from 187
properties valued at AUD$18.7m to 581 valued at AUD$944.8m at 30 June 2016, as
highlighted in the below chart.
 We note that the AUD has declined 29.5% in value against the USD from 31 July 2012 to
30 June 2016, contributing to the value uplift reported for the property portfolio.

Independent Investment Research
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Freestanding Property Portfolio Growth
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VALUATION & INVESTMENT VIEW
 While the Fund is actively seeking to acquire additional properties, there is a focus on
renovating properties in the portfolio to get them ready for lease. In the 1H16, the Fund
completed $24.2m of renovations on 52 properties, with 89 properties remaining in the
renovation pipeline at 30 June 2016. Bringing these properties to market and leasing
them will continue to grow the rental income stream of the Fund.
 We expect the Fund to be able to continue to successfully raise capital to have enough
cash to continue to expand the portfolio while turning around properties. If fully
subscribed, the capital raising will result in the Fund having in excess of AUD$180m
cash.
 Dilution risk remains a key risk of the Fund. The capital raising announced is at a discount
to the share price at the time of the announcement and will therefore have a negative
short-term impact on the share price. We expect further capital raising in the future, with
the Fund likely having to raise further capital to make the repayments of the notes when
they mature.
 The Fund continues to show its ability to acquire properties and add value through
renovations. This is highlighted by the continued revaluation uplift of the property
portfolio. We have revised our valuation to incorporate the increased debt levels, the
expected cash injection and issue of units from the announced capital raising. The
valuation has been revised down from $2.41 to $2.17 per unit.

Independent Investment Research

5

DISCLAIMER
(a) Disclaimer

(c) Copyright Protection

The information, reports, financial models, forecasts, strategies, audio
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Investment Research.

(b) Disclosure of Interest
General
Independent Investment Research, its officers, employees, consultants
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 recommendation
contained on this web site. Independent Investment Research, discloses
that from time to time, it or its officers, employees and its related bodies
corporate: may have an interest in the securities, directly or indirectly, which
are the subject of these recommendations; may buy or sell securities in
the companies mentioned in the Content; may effect transactions which
may not be consistent with the recommendations in the Content; may
have directorships in the companies mentioned in the Content; and/
or perform paid services for the companies that are the subject of such
recommendations.
However, under no circumstances, has Independent Investment
Research been influenced, either directly or indirectly, in making any
recommendations contained on this web site.
Corporate Research
Independent Investment Research has or may have, received a fee
either directly by a company itself or by a third party, to provide coverage
and/or corporate research (the “Fee”). Where a Fee has been received,
Independent Investment Research does not publish:
Buy / Hold / Sell recommendations for the security or managed
investment schemes.
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(d) Trade Marks
The trade marks and logos displayed on this web site belong to Independent
Investment Research or other parties. Such trade marks include registered
trade marks and trade marks pending registration. Users are prohibited
from using any of these trade marks, without seeking the prior written
consent of IIR or such third party, which may own the trade mark content
on this web site.

(e) Limitation of Liability
To the fullest extent permitted by the law, Independent Investment
Research and any of its officers, employees, agents, consultants or related
bodies corporate disclaim any liability, whether based in contract, tort, strict
liability or otherwise, for any direct, indirect, incidental, consequential or
special damages arising out of or in any way connected with the use of any
Content made available on this web site by any person or entity.

(f) No Warranties
Independent Investment Research does not make any claims, promises,
guarantees, representations or warranties regarding the accuracy,
completeness or fitness for purpose of the Content made available on this
web site. All information on this web site is provided to you on an as is
basis, without warranty of any kind either express or implied. To the extent
that research can be provided by third parties, Independent Investment
Research makes no warranty or representation as to the accuracy or
completeness of such information displayed on this site, and accepts no
liability for errors or omissions arising from such third party information.
To the fullest extent permitted by law, under no circumstances will
Independent Investment Research be liable for any loss or damage caused
by users reliance upon information obtained through this web site. It is
the responsibility of the user to evaluate the accuracy, completeness or
usefulness of any information, opinion, general advice or other content
made available through this web site. Furthermore, Independent
Investment Research does not warrant or represent that this web site
is error free or free from viruses or defects. A user must do all that is
necessary (including using virus checking software) to satisfy itself that
accessing this website will not adversely affect its system.
For further information, please contact IIR at: client.services@
independentresearch.com.au
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