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Direct Assets Review 
Centuria 80 Flinders Street Fund 

We strongly recommend that potential investors read the product disclosure statement or investment statement.  
Lonsec Research Pty Ltd • ABN 11 151 658 561 • AFSL 421 445 • This information must be read in conjunction with the  
warning, disclaimer, and disclosure at the end of this document. This report supersedes all prior reports. 

August 2019 

Fund financial position  Proforma 
PROPERTY VALUE $127.000M 
EQUITY SOUGHT $74.580M 

DEBT $57.150M 

GEARING – BANK LVR: 46.3% (COVENANT 57.5%) 

GEARING – DEBT/TTL ASSETS: 44.7% 
NET ASSETS PER UNIT/LONSEC ADJ. $0.946/$0.938 

UNIT PRICE $1.00 

Portfolio summary 

NO. OF PROPERTIES 1 
PROPERTY TYPE OFFICE 71%; CAR-PARK 26%; RETAIL 3% 

PROPERTY LOCATION ADELAIDE, S.A. 100% 

WTD AVG LEASE EXPIRY (WALE)1 4.0 YRS 

OCCUPANCY1 100% 

Fund returns Lonsec estimates* 

EST. FUND 10 YR IRR PRE-TAX 8.3% P.A. 

IRR AFTER TAX (@ 47%/15%) 6.1% P.A. / 7.6% P.A. 

Year end June FY20e* FY21e* 

DISTRIBUTION PER UNIT 6.5C 6.6C 

PRE-TAX YIELD 6.5% 6.6% 

TAX DEFERRED 70% 60% 

* Lonsec estimates of 10-year internal rate of return and distributions. 

Other Fund details 

APIR CODE N/A 
DISTRIBUTION PAID MONTHLY 

MINIMUM INVESTMENT $50,000 

INVESTMENT TERM INITIAL 5 YEARS (SEPT 2024) 

REGULAR REDEMPTIONS NONE DURING INITIAL TERM 
RESPONSIBLE ENTITY / 
MANAGER 

CENTURIA PROPERTY FUNDS LTD 

MANAGER FUND HOLDING NIL2 

Manager fees and expenses 

  

ESTAB. FEES & COSTS 2.62% ASSETS / 4.47% EQUITY3 
ANNUAL FEES & EXPENSES 0.89% ASSETS / 1.60% EQUITY3 

PERFORMANCE FEE 20% OF EXCESS ABOVE 8% P.A. IRR 

DISPOSAL FEE 1.00% OF PROPERTY SALE PRICE 

RE REMOVAL FEE NIL 

1: By income 1 October 2019. 

2: Centuria may hold Acquisition units for a short period, but is not 
expected to retain a long-term holding. Associated funds may invest in 
CFSF, subject to approval from Centuria’s Conflicts Committee. 

3: Based on gearing of 45%. 

 

Lonsec ratings of critical determinants 

 

Conclusion and Rating Rationale 
Lonsec has assigned a ‘Recommended’ rating to the 
Centuria 80 Flinders Street Fund (‘CFSF’ or ‘the Fund), 
based on the following key factors: 

• Recently refurbished Adelaide A-grade office 
building with two super floors (the city’s largest) and 
high environmental ratings. 

• Well diversified income stream from three major 
office tenants and a large car-park operator, with 
healthy built-in rental growth. Low 4.0 year WALE 
with two major lease expiries in late 2021, however 
there is a high likelihood of both tenants renewing. 

• Opportunity to convert some carparks to office space. 

• Reduced government transaction costs delivers 
attractive initial NTA compared to closed-end peers. 

• Low interest costs locked in for three years and debt 
facility for the initial five year term of the Fund. 

• Prospective distribution yields in-line with Lonsec 
averages and estimated total return at good premium 
to Lonsec’s hurdle rate. 

 

Using this Fund 
This is General Advice only and should be read in 
conjunction with the Disclaimer, Disclosure and 
Warning on the final page. 

• The Centuria 80 Flinders Street Fund is an unlisted 
property fund which invests in a single direct 
property asset and holds a small cash component.  

• The CFSF is a closed-end fund with an initial five 
year investment term. The Fund offers no liquidity 
during the initial investment term. 

• The Fund aims to provide investors with an initial 
income return of 6.5% in FY20 (annualised), growing 
to 6.6% in FY21, along with the potential for some 
capital growth. 

• While the returns of the Fund are expected to be less 
volatile than equities and listed property securities 
investments, investors should be aware that the Fund 
may experience periods of negative returns and that 
there is a risk of incurring capital loss on the Fund. 
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• As such, Lonsec considers the Fund suitable for 
medium to high-risk profile investors with a five+ 
year investment time horizon. The Fund will 
generally sit within the growth component of a 
balanced portfolio. 

• Forward looking estimates of returns are either 
sourced from the PDS forecasts or Lonsec estimates 
based on data supplied by the Manager, external 
valuation reports or other third-party data sources 
deemed to be reliable, but are not a guarantee of 
future performance. 

 

Summary – Lonsec Fund Ratings Criteria 

Property criteria 

• The Fund has acquired a 100% interest in 80 Flinders 
St, Adelaide, which is located within the core CBD 
area, close to public transport and the retail district. 

• The property comprises an A-grade office building 
and adjacent car-park (total 732 spaces) constructed 
in 2006. The building is in excellent condition with 
the main foyer having been refurbished in 2019 and 
is expected to require little capital expenditure 
during the initial term of the Fund. 

• The building is fully occupied, with major leases to 
four high quality tenants, two of which are ASX-
listed; one is a subsidiary of a Hong Kong listed 
group; and one is a subsidiary of a top 100 UK listed 
group. 

• The property currently has a WALE of 4.0 years, well 
under the 8.3 years average for Lonsec’s unlisted 
property sample. The major risk to the Fund’s 
income during the initial five year term are the lease 
expires in FY22 for Insurance Australia Group (IAG) 
& Wilson Parking (50% of gross income). There is a 
strong likelihood of these major tenants renewing 
five year leases given: 

— the building was developed for IAG and they 
have indicated to the Manager a desire to stay in 
the building long term. 

— that Wilson Parking has another five year lease 
option and this large facility is quite profitable (as 
they currently pay a portion of Performance Rent). 

• Nevertheless, the Manager and Lonsec have 
incorporated into income estimates reasonable 
allowances for potential vacancies. The Vendor has 
also paid to the Fund $4.1m of outstanding incentives 
which can be used to retain the existing tenants or 
attract new ones. 

• The seven-year leases on the other two major tenants 
expire outside the initial term of the Fund. The 
building is Beach Energy’s headquarters and BAE 
Systems is involved in long-term defence contracts 
underway in Adelaide. Both have recently moved 
into high quality fit-outs within 80 Flinders St. 

• Meanwhile, the in-built rental growth on current 
leases is 3.0%-3.75% p.a. 

• Longer-term there is potential to convert the car 
spaces in the main 80 Flinders St building to 
1,000sqm of office space and increase income by 
$0.5m p.a. Assuming the current Valuer’s 
capitalisation rate, this could potentially add $3m to 
the value of the property (net of costs). 

Financial criteria 

• The distribution yields on offer for the PDS forecast 
period are slightly higher than the average for the 
Lonsec peer group (6.5%-6.6% pre-tax; 5.4%-5.6% 
after tax). However, these yields have been boosted 
by a small amount of working capital received from 
the Vendor in relation to outstanding incentives. 
Netting off the benefit of the Manager implementing 
lower interest costs than assumed in the PDS, the 
yield without the income support would only be 
0.3% points lower in FY20 and 0.1% lower in FY21. 

• Lonsec’s estimate of CFSF’s 10 year total return is 
8.3% p.a. pre-tax, just below Lonsec’s peer group 
average. This is also a reasonable premium to 
Lonsec’s hurdle rate of return, partly due to market 
return expectations edging down and debt costs still 
being low. 

• There are some savings on stamp duty as the SA 
government has abolished duty for commercial 
property, so establishment costs for CFSF investors 
are lower than similar closed-end funds. With a 
higher annual management cost and potential 
performance fee (above 8% p.a.), overall fees and 
costs are slightly lower than the peer group average. 

• The Fund’s initial net asset backing of $0.938 (Lonsec 
adjusted), is mid-way between the average for 
closed-end and open-end funds. On Lonsec’s 
assumptions, this would rise to $1.00 in two years. 

• The Manager takes a conservative approach to 
gearing (Bank LVR 46.3%) with good headroom to 
the Bank covenant of 57.5%. Property values would 
have to fall at least 22% before this debt covenant 
was breached. 

• While the bank debt has been secured for a five 
year term, the cost has only been fixed for a period 
of three years, but at an attractive all-in rate given 
the state of the market. The Manager will monitor 
this situation and put appropriate further hedging 
into place if it is required. Lonsec’s return estimates 
allow for an increase in interest costs (from 2.6% to 
3.0%) after this fixed rate period expires. 

Management criteria 

• Centuria Capital Ltd is an ASX-listed, diversified 
funds management business that operates in both the 
listed and unlisted property sectors. As at July 2019, 
Centuria has $5.3b in property funds, managed by a 
well-resourced team of experienced property 
professionals. 

• Centuria has a demonstrable track record in 
managing a number of listed funds and since 1999 
across 42 closed-end unlisted funds (completed funds 
have averaged 15.58%p.a.).  

• Lonsec notes the PDS states that the Fund’s interest 
in this property will be externally valued only at least 
once every 24 months. Though typically, Centuria 
has all properties externally valued annually, in-line 
with industry best practice. 

Market criteria 

• While there are some signs that economic activity in 
South Australia is improving, due to the recent $90b 
defence contracts (potential to generate 8,000 direct 
and 25,000 indirect jobs) and on-going transport 
infrastructure upgrades, Adelaide still lags most of 
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the other capital cities for expected white collar 
employment growth over the next five years. (p.12) 

• Net absorption for Adelaide office space has been 
positive in recent years and the vacancy rate for the 
CBD has reduced from 14.2% to 12.8%, but this is still 
well above Sydney (3.7%) and Melbourne (3.3%).  

• Nevertheless, there is a low level of sizeable newly 
constructed prime office space available in Adelaide 
(vacancy 2.0%-2.5%) and new supply needs 
substantial pre-commitments to go ahead. 

• The abolition of stamp duty for commercial property 
in SA from 1 July 2018, combined with the relatively 
higher yields on offer, makes Adelaide an attractive 
property market for local and overseas investors. 

Exit strategy / liquidity criteria 

• There are no liquidity provisions available during 
the initial five year term of the Fund. The expiry of 
the Fund is scheduled for around September 2024, 
however sale of the interest in the property or other 
liquidity options may not be possible due to market 
circumstances. 

• The initial term of the Fund may be extended by a 
further two years (September 2026) if more than 50% 
of investors vote to extend the Fund via an Ordinary 
Resolution. 

• There may be a Liquidity Event after seven years at 
Centuria’s discretion (see Section 5 for details). 

Risk assessment 

Lonsec rates the key risk factors associated with the 
CFSF in the following table, which are assessed in the 
overall context of both competing unlisted property 
funds and relative to other asset classes. 

• Capital gain vs income risk is deemed medium 
given that property funds have a higher element of 
capital risk than some other asset classes (e.g. cash or 
bonds). 

• Diversification risk is medium given this is a single 
property with four major tenants. 

• Leverage (Gearing) risk is deemed medium in 
comparison to other investment classes (including 
listed property trusts), where there is lower or no 
gearing (some wholesale property funds). 

• Refinancing risk is low as Centuria has a good 
record of being able to refinance its debt facilities and 
the debt facility spans the initial term of the Fund.  
However, there is an inherent risk that property 
funds in some circumstances may not be able to 
obtain debt finance. 

• Interest Cost / Hedging: The Manager has fixed 
interest costs for 100% of the Fund’s exposure to 
underlying borrowings for three years. 

• Support to Distributions is small, with a Vendor 
payment for incentives received up-front by the Fund 
being utilised in FY20 & FY21, but likely to be 
reduced by lower interest costs when implemented. 

• Related Party Transactions: The Manager has clearly 
defined protocols for related party transactions / 
potential conflicts of interest. 

• Liquidity risk is deemed to be high given there is no 
redemption facility during the initial five year term 
of the Fund. 

• Overall, Lonsec considers the risk assessment for 
CFSF to be medium to low. 

Level of assessed risk Low Med High 

OPERATIONAL EARNINGS 
   

BUSINESS    

LEASING    

CAPITAL GAIN VS. INCOME    

DIVERSIFICATION    
MARKET VOLATILITY    

FINANCIAL 
   

LEVERAGE (GEARING)    
REFINANCING    

INTEREST COST / HEDGING    

CURRENCY    

COUNTERPARTY    
SUPPORT TO DISTRIBUTIONS    

MANAGEMENT & OTHERS 
   

EXPERIENCE    
INDEPENDENCE    

RELATED PARTY TRANSACTIONS    

LIQUIDITY    

 

Source and application of capital raised 

• The Manager is seeking to raise $74.580m in equity 
and together with debt of $57.150m, will acquire a 
100% interest in the property at 80 Flinders Street, 
Adelaide valued at $127.0m plus costs. 

• If the Minimum Offer Amount of $74.580m is not 
raised by the Offer close date (13 September 2019 or 
another date determined by Centuria), Centuria may 
decide not to proceed with the Offer. 

 

  

This

Raising

$m

EQUITY RAISED 74.580

BORROWINGS 57.150

TOTAL SOURCES 131.730

PROPERTY COST 127.000

TRANSFER REGISTRATION FEE 1.099

OTHER PROPERTY ACQUISITION COSTS 0.149

RE FEES 2.540

LOAN ESTAB. COSTS 0.485

OTHER ESTABLISHMENT COSTS 0.308

CASH/WORKING CAPITAL 0.150

TOTAL APPLICATIONS 131.730
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1 Property Analysis 

1.1 Property overview 

 

80 FLINDERS STREET, ADELAIDE   

PROPERTY SECTOR OFFICE 

PROPERTY GRADE A-GRADE 

CONSTRUCTION DATE 2006 (LAST REFURB. 2019) 

OWNERSHIP INTEREST 100% 

PURCHASE PRICE  (GROSS OF INCENTIVES) $127.0M 

VALUATION $127.0M 

VALUER CAPITALISATION RATE 5.75% 

VALUER TERMINAL CAP’N RATE 6.00% 

VALUER DISCOUNT RATE 7.25% 

WTD AVG LEASE EXPIRY 4.04 YRS 

LAND AREA (COMMUNITY TITLE) 4,880 SQM 

NET LETTABLE SPACE 12,504 SQM 

PARKING 726 CAR SPACES 

ENVIRONMENTAL RATINGS NABERS ENERGY – 4.5 STARS 
GREEN STAR – 5 STARS 

OCCUPANCY RATE (BY INCOME) 100% 

NUMBER OF TENANTS 10 

MAJOR TENANTS  IAG (AUST); WILSON PARKING; 
BEACH ENERGY; BAE SYSTEMS 

MAJOR LEASE EXPIRY AUG & NOV 2021 

 

 

Tenancy profile (Occupancy by Income) 

 

Source: Centuria 

 

1.2 Property assessment 

Location / Infrastructure 

• The property is located at the southern end of the 
Adelaide Central Business District, about 350m from 
the GPO; 600m to the Rundle Mall; and 1km from the 
Adelaide Railway station. 

• Tenants have access to public transport including 
buses and trams on nearby King William Street. 

Building Condition / Facilities 

• 80 Flinders St was constructed in 2006 as part of the 
Flinders Link project with the adjoining Santos office 
building. The Fund’s property comprises: 

➢ Lot 1: 80 Flinders St – nine level office building 
(including 32 car spaces on Level 1) 

➢ Lot 2: 61-67 Wyatt St – seven level car-park (694 
spaces) and gymnasium on the ground floor. 

• The office building is an A-grade quality commercial 
office building completed in 2006 and refurbished in 
2019 (new entrance foyer; end-of-trip facilities, and 
reconfiguration of retail tenancies).  

• The office is integrated with the multi-level car-park 
as the upper two levels of office space extend over 
the top. Floor plates for the lower levels are about 
1,000sqm and the larger upper levels 3,200sqm (the 
largest in the Adelaide CBD). 

• The building has a NABERS Energy Rating of 4.5 
stars and Green Star rating of 5 stars. 

• There is potential to convert the level 1 car-park at 80 
Flinders into office space which would improve the 
overall income of the property by $0.545m p.a. and 
add $3m to the property value (net of costs). 

1.3  Tenants / Leases 

Major Tenants 

 
% Gross 
Income 

Lease 
Expiry 

Rental 
Increase 

p.a. 
IAG 28% AUG-21 +3.75% 

WILSON PARKING 22% NOV-21 +3.50% 

BEACH ENERGY 21% JUN-26 +3.00% 

BAE SYSTEMS 16% SEPT-25 +3.50% 

 

• Rent increases average 3.0% to 3.75% annually. 

• Insurance Australia Group Ltd (IAG) was a pre-
commitment tenant for the building in 2006 and now 
occupies 4,200sqm. IAG is listed on the ASX with a 
market capitalisation of $19.2b and is one of 
Australia/NZ’s largest general insurers. 

• Wilson Parking is part of Hong Kong based Sun 
Hung Kai Properties Ltd (Mkt Cap US$42b). The 
rental has a percentage of revenue component 
(currently approx. 30,000 p.a.). 

• Beach Energy is listed on the ASX with a market 
capitalisation of $4.9b and operates oil and gas 
exploration and production activities in Australia 
and New Zealand. Beach Energy moved into its new 
head office in June 2019 taking a seven year lease. 

• BAE Systems Australia is part of the UK-listed BAE 
Systems plc and operates in the defence and security 
industries in Australia. In 2018, BAE was awarded 
the $39b contract to build nine Frigates (advanced 

INSURANCE 
AUST. GROUP

28%

WILSON 
PARKING

22%BEACH 
ENERGY

21%

BAE 
SYSTEMS

16%

INABOX
7%

OTHER
6%
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anti-submarine warships) out of the ports of 
Adelaide. Previously, BAE had their own building in 
a suburban location and moved to 80 Flinders St in 
September 2018 taking a seven year lease. They are 
likely to require additional space at other locations 
for project work until the construction part of the 
contract begins in 2023. 

 

80 Flinders Street Lease Expiry Profile 

Source: Centuria 

• The property has a Weighted Average Lease Expiry 
of 4.0 years as at 1st October 2019. This is well below 
the average of 8.3 years for Lonsec’s sample of recent 
unlisted property funds (7.1 years for office funds). 

• During the initial five year term of the Fund, leases 
for IAG and Wilson Parking (representing 50% of 
gross income) are due to expire in August 2021 and 
November 2021 respectively. While there is a strong 
likelihood of these major tenants renewing five year 
leases, the Manager and Lonsec have incorporated 

reasonable allowances for a vacancy should this 
occur. 

• The Vendor has also paid to the Fund the present 
value of outstanding incentives ($4.1m), which 
relates to BAE Systems (76%); Inabox (20%); and 
Sothertons (14%). 

1.4 Valuation policy 

• Lonsec notes the PDS states that the property will be 
externally valued only at least once every 24 months. 
However typically, Centuria has all properties 
externally valued annually and apply director’s 
valuation every six months, in-line with industry best 
practice. This strikes a reasonable balance between 
the costs incurred for external valuation services and 
maintaining a portfolio which is reflective of fair 
value. 

• Valuations may occur more frequently than annually 
if it is believed by the directors that there has been a 
material change in value. 

• External Valuers will be rotated so that a property is 
not independently valued by the same valuation firm 
for more than three consecutive years. 

 

1.5 Lonsec Summary Asset Assessment 

Criteria Lonsec Assessment 
LOCATION/INFRASTRUCTURE EXCELLENT 

BUILDING CONDITION EXCELLENT 

TENANTS/LEASES EXCELLENT 

MARKET/POTENTIAL VERY GOOD 

Lonsec Property Ratings Scale (descending): Excellent, Very 
Good, Good, Average, Fair, Poor, Very Poor. 

* 
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2 Financial Analysis 

2.1 Income/Expenses analysis 

 

Assumptions underlying income 

 

• The above table details of the Manager’s PDS cash 
flow projections for the nine months from 1 October 
2019 to 30 June 2020 and the 12 months to 30 June 
2021. The net property income is boosted by $0.527m 
over these two periods, utilising part of the Vendor 
payments received in relation to outstanding tenant 
incentives. The Fund received an up-front payment 
of $4.1m, which is earmarked to pay incentives over 
the period to 9 September 2025. 

• However, the interest costs are assumed to be 2.60% 
for the first three years but are likely to be 
implemented at a lower rate resulting in a saving of 
$0.137m p.a. which would effectively reduce the 
above amount of income support. 

• Netting out the income support and the likely lower 
interest costs, the Fund’s distribution yield would be 
0.3% points lower (6.2% pre-tax) in FY20 and 0.1% 
points lower in FY21 (6.5% pre-tax). 

• Capital expenditure requirements on the property 
will be relatively low, given the refurbishment 
undertaken in 2019. The Manager will fund this 
capital expenditure via the existing debt facility. 

• The analysis assumes that 74.580m units will have 
been issued by 30 September 2019. 

2.2 Distribution / Tax deferred 

Estimated distribution yields 

Lonsec estimates FY20E1 FY21E  

DISTRIBUTION/UNIT 6.5C 6.6C  
PRE-TAX YIELD (@$1.00) 6.5% 6.6%  

TAX ADVANTAGED 70% 60%  

YIELD AFTER 47% TAX 5.6% 5.4%  

GROSSED-UP YIELD 10.5% 10.1%  
YIELD AFTER 15% TAX 6.2% 6.2%  

GROSSED-UP YIELD 7.3% 7.3%  

1: Distribution and yields annualised. 

 

• Fund distributions will be paid monthly in arrears, 
generally within 10 days of the end of last month. 

• In the chart below, Lonsec has compared the CFSF’s 
distribution yields with a sample of unlisted property 
trusts over the last 12-18 months. 

Distribution yields peer comparison 

 

• The estimated CFSF distribution yield for the three 
years (FY20-FY22) is slightly higher that the Lonsec 
peer group average on a pre-tax basis. 

• The Fund’s tax deferred portion is marginally higher 
than the peer group average and as a result, the 
Fund’s after-tax distribution is marginally higher 
than Lonsec’s sample average. 

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%

9.0%

PRE TAX YIELD (3 YRS) AFTER TAX YIELD (3 YRS)

MIN MAX CFSF PEER AVG

Year Jun-20 Jun-21

$m $m

(9 mnths)

NET PROPERTY INCOME 5.340 7.348

OTHER INCOME 0.000 0.000

TOTAL INCOME 5.340 7.348

MANAGEMENT FEE -0.762 -1.033

OTHER EXPENSES -0.092 -0.126

INTEREST EXPENSE -1.131 -1.509

TOTAL OPERATING EXPENSES -1.985 -2.668

NET OPERATING INCOME 3.355 4.680

INCOME SUPPORT 0.284 0.242

NET DISTRIBUTION 3.639 4.922

ORD UNITS ISSUED (M) 74.580 74.580

DISTRIB./UNIT (ANNUALISED) 6.50c 6.60c

YIELD (ANNUALISED) 6.50% 6.60%

% TAX DEFERRED 70.0% 60.0%
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2.3 Total Returns (IRR net after fees) 

Estimated total return peer comparison 

*Also net of capital gains tax. Rolling 12-18 months. 

• For comparative purposes Lonsec estimates the 
Fund’s total internal rate of return (IRR) return. Over 
this period there are a number of major tenant lease 
expiries, which the Valuer makes significant 
allowances for potential vacancies (including 
incentives and agent’s costs etc). 

• The Valuer adopts a 50% probability of vacancies 
occurring (50% retention rate). The Manager assumes 
a 75% retention rate for office and retail tenants and 
100% for the car-park tenant Wilson Parking. 

• Lonsec has adopted a position between these views 
and the estimated return reflects the following 
allowances on vacancy, incentives, leasing fees, and 
capital expenditure. 

— Loss of 12 month’s rent x Retention rate of 62.5% 
(office & retail); 3 month’s rent x 75% (car-park) 

— Incentives at 19%-26% of five year’s gross rental. 

— Agent’s fees for new leases at 12% of one year’s 
gross rental and 6% for renewals. 

— Capital expenditure as per the valuation report 
deducted from the net property income. Half of 
this is assumed to add to the property value. 

• The actual cash flows may differ from the 
assumptions and the returns may be higher or lower 
than estimated. In particular, Lonsec assumes that 
the growth in capital value of the portfolio increases 
in line with the average market rental growth (+2.9% 
p.a.). 

• There is an allowance in the tenth year for a 
deterioration in terminal capitalisation rate (from 
5.75% to 6.00%) reflecting the ageing of the building 
and adjacent car-park. 

• The estimates also incorporate an increase in interest 
costs from 2.6%p.a. in FY20 to 3.0%p.a. in FY25 and 
thereafter, following the end of the hedging period. 

• Lonsec’s estimates take account of a Performance Fee 
calculated on achieving a total return in excess of 
8%p.a. over the period analysed. 

• Overall, the CFSF compares reasonably well with 
Lonsec’s unlisted property peer group, being just 
below the average on an estimated total return basis 
and at a 22% premium to Lonsec’s hurdle rate.  

2.4 Debt position / interest costs 

• The Manager will enter into a loan agreement with a 
major Australian bank (Westpac) for five years. The 
borrowings will be secured by a general security 
agreement over the assets of the Fund and the 
property itself. The property cannot be sold without 
the bank’s prior consent. 

Debt Facility  
FACILITY LIMIT ($M) 60.000 

DRAWN-DOWN ($M) 57.150 

EXPIRY 5 YRS (FROM INITIAL DRAWDOWN) 

COST OF DEBT 2.60% P.A. 
HEDGED (FIXED FOR 3 YRS) 100% 

HEDGE EXPIRY 3 YRS 

BANK LVR (OCT 2019) 46.3% 

BANK LVR COVENANT 57.5% 
ICR (YR 1) 4.25X 

ICR COVENANT 2.00X 

 

• The Fund will initially draw $57.150m of bank debt 
to assist with the settlement of the property. The 
Manager has fixed 100% of debt via an interest rate 
swap agreement for a minimum period of three 
years, with an all-up interest cost of 2.60% assumed 
in the income estimates (although the Manager is 
likely to have secured a slightly lower rate upon 
implementing the interest rate swap). 

• The Fund’s gearing (Bank LVR) will initially be 
46.3%, however gearing may increase if the Manager 
borrows further to fund capital expenditure ($2.85m 
available under the facility). The Fund’s gearing 
position is slightly higher compared to the peer 
group average, but well within the bank covenant of 
57.5%. 

• Should the Bank LVR exceed 50%, the interest cost 
will increase by 0.20%. 

Gearing peer comparison 

 

Sensitivity analysis – gearing covenants 

• The Fund’s Bank Loan to Value Ratio is sensitive to 
changes in capitalisation rates for properties - as 
determined by market transactions and valuations. 
The table below stress-tests the headroom to 
covenant, should these rates rise. 

15.0%

20.0%

25.0%

30.0%

35.0%

40.0%

45.0%

50.0%

55.0%

60.0%

LVR

COVENANT CFSF PEER AVG

3.00%

4.00%

5.00%

6.00%

7.00%

8.00%

9.00%

10.00%

11.00%

PRE TAX IRR AFTER TAX IRR* (47%) AFTER TAX IRR* (15%)

MIN MAX CFSF PEER AVG
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Cap’n rate 
Portfolio 

val’n 
Value 

chg LVR 
H/room to 
covenant 

BASECASE 5.75% $127.0M 0 46.3% 11.2% 

+0.64% (6.40%) $114.3M -10% 50.0% 7.5% 

+1.28% (7.04%) $103.9M -18% 55.0% 2.5% 

+1.60% (7.36%) $99.4M -22% 57.5% 0% 
 

• The CFSF has a good coverage above the bank LVR 
covenant, with the portfolio able to withstand a 22% 
reduction in the value of the property before 
reaching its 57.5% covenant. A rise in income or 
property value will improve the headroom. 

• However, the Fund is expected to increase debt to 
fund capital expenditure over the five year initial 
term. Lonsec estimates that debt would increase to 
around $60m and assuming the property value did 
not increase, gearing would be 47.1%. 

• Interest Cover Ratio (as calculated in accordance 
with the bank covenant) of 4.25x is strong, with the 
property net income having to reduce by 50% before 
the bank covenant of 2.00x being breached. 

Sensitivity analysis – interest costs 

• All-up interest cost is currently 2.60% p.a. with 100% 
of this to be fixed for a term of three years implying 
that interest costs will be stable over FY20 to FY22. 
After this initial period, Lonsec has increased the 
interest rate in our long-term total return estimates to 
2.9%-3.0%, which adds a margin of conservatism 
given the level of market yield expectations. 

2.5 Fee Structure 

Establishment fees and costs 

• The RE/Manager is entitled to an Establishment and 
Placement Fee of 2.0% of the gross value of the assets 
of the Fund. 

• Fees associated with arranging the debt ($0.485m) 
are paid to the bank and another Centuria entity 
providing a loan as part of the establishment costs. 

Total establishment cost comparison 

 
Value 

$m 
% 

Prop. 
% 

Invested 
MANAGER FEES 2.540 2.00% 3.41% 

LOAN ESTAB. COSTS 0.485 0.38% 0.65% 
OTHER FUND ESTAB. COSTS1 0.308 0.24% 0.41% 

TOTAL 3.198 2.62% 4.47% 

LONSEC AVG (CLOSED END)  2.95% 5.01% 
 
1: Excludes costs associated with the property transaction. 

 

• Based on the initial $74.580m equity being raised, the 
CFSF’s upfront fees/costs are just under Lonsec’s 
sample average for unlisted closed-end property 
funds. 

Annual management fees and expenses 

• The annual management fee of 0.80%p.a. is levied on 
a gross assets basis. Combined with estimated 
expenses another 0.09%p.a. of gross assets, the total 
annual fees and costs for the Fund is 0.89%p.a., 
which is above average for the sector. 

• Assuming the target gearing ratio of 45%, this 
translates to an annual Indirect Cost Ratio of 1.60%, 
which is well above the average, partly affected by 
the slightly higher gearing of this Fund compared to 
the sector. 

Comparison of management expense ratios 

 
M/ment 

Fee 
Other 
Exp. 

Total 
MER 

CFSF 0.80% 0.09% 0.89% 

LONSEC AVG (ALL FUNDS) 0.62% 0.18% 0.80% 
 

Comparison of indirect cost ratios 

 
M/ment 

Fee 
Other 
Exp. 

Total 
ICR 

CFSF 1.44% 0.16% 1.60% 

LONSEC AVG (ALL FUNDS) 1.14% 0.31% 1.45% 

 

Performance fee 

• The RE/Manager is entitled to a 20% share of the 
excess total return (Internal Rate of Return) above 8% 
p.a. 

• The Performance Fee hurdle rate of 8%p.a. is below 
the 9%-10% p.a. hurdle rate that has largely been 
used as a benchmark by comparable closed-end 
funds over the last 12-18 months. The fee entitlement 
(20%) above this hurdle rate is at the high end 
adopted by its peer group. This fee will only be paid 
(if applicable) upon sale of the property and 
distribution of net proceeds to investors. 

Other fees 

• Disposal Fee: The Manager is entitled to a fee of 1% 
of the gross sale price of any Fund interest in a 
property. This fee is charged for co-ordinating the 
sale of the Fund’s interest and includes any costs (eg: 
agent’s fees) associated with the sale process. 

• Lonsec notes that no additional Removal Fee is 
payable should Centuria be removed by a unitholder 
vote as the Responsible Entity or Investment 
Manager of the Fund. 

Total fees comparison 

For comparative purposes with our sample of unlisted 
funds, Lonsec has estimated the present value of total 
fees and expenses paid to the RE/Manager by the CFSF 
over a ten-year period. This takes into consideration the 
differences in timing of initial establishment costs, on-
going expenses and back-end performance/disposal fees 
and varying investment terms. In order to calculate 
performance fees, Lonsec has assumed a 30% increase in 
the gross asset value over ten years. 

Comparison of PV of total fees and expenses 

 
% Total 
Assets 

% Net 
Assets 

CFSF 8.4% 13.8%  
LONSEC AVG (CLOSED END) 8.1% 14.2% 
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• The Fund’s total fees are in line with the peer group 
average for new funds on both a total asset basis and 
on a net assets basis. 

 
 

2.6 Balance Sheet / Net Asset Backing 

As at 1 Oct 2019 

 

Net of 
Incentive 

  $m 

Gross of 
Incentive 

$m 
CASH & RECEIVABLES 4.123 0.100 

INTEREST IN PROPERTY 122.877 127.000 

DERIVATIVES 0.000 0.000 

TOTAL ASSETS 127.100 127.100 
   

INTEREST BEARING LOANS 57.150 57.150 

CAPITALISED BORROWING COSTS (0.629) (0.629) 

TOTAL LIABILITIES 56.521 56.521 
   

NET TANGIBLE ASSETS 70.579 70.579 

   

LESS DERIVATIVES -0.000 -0.000 
EXCL. CAPITALISED COSTS -0.629 -0.629 

ADJ. NET TANGIBLE ASSETS 69.950 69.950 

   

NO. OF UNITS (MILL) 57.080 57.080 
   

ADJ. NTA PER UNIT $0.938 $0.938 

   

GEARING (LVR) 46.3% 45.0% 
GEARING (NET DEBT/ASSETS)  44.7% 44.7% 
 

• The gearing calculation on the Loan-to-Value (LVR) 
basis is slightly different due to the way the 
outstanding incentives are accounted for. The Fund is 
paying for the property on a Net of Incentives basis 
($122.877m and receives $4.123m in cash from the 
vendor from which the Manager will pay incentives 
over the period September 2019 to September 2025. 
Due to this adjustment to the property value, the 
initial LVR is 46.3%. As the incentives are paid 
(assuming no other change), the property value will 
be adjusted towards $127.0m and the gearing 45.0%. 

• CFSF’s adjusted NTA is $0.938 per unit as Lonsec 
has deducted the value of capitalised borrowing costs 
(although these are written off over the five year term 
of the loan). 

• The adjusted NTA of recent unlisted property trusts 
has ranged from $0.84 to $1.00 on an equivalent $1.00 
invested basis.  

• The average is lower for closed-end funds ($0.90) 
than open-end funds ($0.99) as the latter have 
already absorbed most of the costs for establishing 
the fund. However, there are often buy-spreads (1%-
3%) to equalise these costs for existing and new 
investors. 

 

Net Asset Backing Comparison 

 

 

  

0

0.2

0.4

0.6

0.8

1

1.2

1.4

ESTAB. COSTS 
(% EQUITY)

ANNUAL ICR
(% EQUITY)

PERFORMANCE FEE 
SHARE

PERF FEE HURDLE  
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TOTAL FEES
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3 Management 
An assessment of Management is another key 
performance measure and is largely qualitative, 
focusing on the ownership, operating and reporting 
structure, property investment policy, and selection 
criteria. Capable and experienced management is vital 
to the success of the Fund. Previous performance is 
evaluated, but is not necessarily a guide to future 
returns. 

3.1 The Responsible Entity (RE) 

• Centuria Property Funds Limited (CPFL) is the 
Responsible Entity for the Fund. CPFL is the 
property management arm and a wholly-owned 
subsidiary of Centuria Capital Ltd. 

• Centuria Capital was established in 1999 and is an 
ASX listed company (code: CNI) with a current 
market capitalisation of $750m. As at July 2019, the 
Group manages $6.2b of assets ($5.3b of real estate 
assets and $0.9b of investment bonds). 

• CPFL’s funds under management traditionally 
consisted of single asset property trusts in the office 
sector as well as listed property trusts (Centuria 
Metropolitan REIT and Centuria Industrial Fund). 

• Following the January 2017 acquisition of 360 Capital 
Group’s property platform ($1.4b) CPFL’s exposure 
to the industrial sector increased. The acquisition of 
63% in Heathley Ltd has added exposure to the 
healthcare property sector ($0.6b). 

• CPFL operates a ‘vertically integrated property 
business’, across both property funds management 
and property services. CPFL employs 63 staff and 
manage asset acquisition/disposal, leasing and tenant 
relationships in-house. Most staff are located in the 
major eastern seaboard cities.  

 

3.2 Management Team 

Board of Directors – Centuria Property Funds Ltd 

NAME POSITION 

JOINED 
CPFL 

BOARD  
EXP.1 
(YRS)  

PETER DONE NON-EXEC. 
CHAIRMAN 

2007 35+ 

NICHOLAS 
COLLISHAW 

NON-EXEC. DIRECTOR 2017 30+ 

MATTHEW HARDY NON-EXEC. DIRECTOR 2014 30+ 

DARREN COLLINS NON-EXEC. DIRECTOR 2017 20+* 

ROGER DOBSON NON-EXEC. DIRECTOR 2017 30+# 

1: Experience in property industry 

*: Collins has 20+ years’ experience in board roles. 

#: Dobson has 30+ years’ experience in a range of industries. 

 

• The RE Board is currently comprised of external 
directors, although Lonsec notes that Nicholas 
Collishaw was the former CEO of Centuria Listed 
Property Funds from May 2013 until December 2017. 

• Full biographies of all the Directors are detailed in 
the Product Disclosure Statement. 

Other Executives closely involved in the management of 
the Fund include: 

 

NAME POSITION 
JOINED 

CENTURIA 
EXP.1 
(YRS) 

JOHN MCBAIN JOINT GROUP CEO 1999 30+ 

JASON HULJICH JOINT GROUP CEO 1999 20+ 

STUART WILTON FUND MANAGER (CFSF) 2010 10+ 

ROSS LEES HEAD OF FUNDS 
MANAGEMENT 

2017 15+ 

ANDREW ESSY HEAD OF 
TRANSACTIONS 

2013 10+ 

BEN HARROP HEAD OF DISTRIBUTION 2018 25+ 

VICTOR GEOROS HEAD OF PORTFOLIO & 
ASSET M’MENT 

2013 25+ 

1: Experience in property and/or investment industry 

 

Compliance Committee 

NAME POSITION 
PETER DONE CHAIRMAN AND NON-EXEC. DIRECTOR 
MATTHEW HARDY NON-EXEC. DIRECTOR 

DARREN COLLINS NON-EXEC. DIRECTOR 
 

• CPFL have an established Audit, Risk Management 
and Compliance Committee consisting of the three 
non-executive directors from the CPFL board. The 
role of the committee is to oversee how conflicts of 
interest /potential conflicts of interest and related 
party issues are managed. 

• Troy Dafter is the Head of Compliance and is 
responsible for maintaining the compliance policies 
within Centuria. Any changes made to these policies 
need to be reviewed and signed off by the CPFL 
board.  

• CPFL’s Fund Managers are assigned responsibilities 
as ‘risk gate-keepers’ and are responsible for 
identifying any actual or potential conflicts of interest 
that arise from day-to-day operations. This is part of 
the Fund Manager’s key performance indicators. 

 

3.3 Investment Style / Process 

Investment style/Acquisition criteria 

• Centuria predominately focuses on ‘Core Plus’ and 
‘Value Add’ investment opportunities in the office 
sector and view their competitive advantage as being 
able to add value via their active management 
approach, including: 

— Proactive leasing campaigns 

— Upgrading of building services and reducing 
occupancy costs 

— Refurbishment and redevelopment projects 

— Re-zoning and development application 
strategies  

• In the office sector, the major eastern seaboard 
markets of Sydney, Melbourne and Brisbane are the 
key areas of focus. Centuria’s in-house, end-to-end 
property capability enables them to take on a wide 
range of investments and leverage these resources to 
add value. The team seeks to target mis-priced 
opportunities or properties that are likely to benefit 
from infrastructure investment or urban renewal 
projects. 
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• Centuria has a heritage of establishing and managing 
single asset property funds and has historically 
acquired assets with either short WALEs, poor lease 
profiles or properties in need of re-leasing, re-
positioning or re-development during the investment 
term. 

• This extends to disposing of properties in the event 
that an attractive offer is presented before the end of 
the initially proposed investment term (subject to 
unitholder approval). 

 

On-going Property Management 

• The day-to-day asset management and maintenance 
tasks are outsourced to a third-party provider. 
Centuria will also liaise closely with the on-site 
facility manager to ensure efficiencies are being 
realised. 

• The overall property management will be 
undertaken by Centuria including liaising with the 
major tenants. 

 

Potential Conflict of Interest / Related Party Issues 

• The Manager has a Conflicts of Interest policy that is 
designed to ensure that any services received from 
related parties are consistent with ‘industry best 
practices’ and benchmarked against industry 
standards. 

• Centuria Capital Ltd has provided a short-term loan 
($6.625m) to the Fund to finance the deposit as well 
as the security to lock in the three year interest rate 
swap. This is on arm’s-length commercial terms (10% 
p.a. interest) and is expected to be repaid upon 
settlement of the acquisition. The interest cost is 
estimated to be $0.111m which is paid by CFSF 
investors. 

• Centuria has complied with its conflicts of interest 
policy and furthermore if the transaction does not go 
ahead, Centuria Capital will pay the forfeited 
deposit, not CFSF unit-holders. 

3.4 Previous fund / trust performance 

• Centuria’s unlisted property division has established 
and managed 42 funds since the company’s inception 
in 1999. Centuria has recorded $1.6bn in total asset 
sales since inception and an average investor total 
return of 15.58% p.a. 

 

Investors are reminded that past performance is not a 
guarantee of future returns 
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4 Market Analysis 

South Australia economy 

South Australia has a population of 1.7m (1.3m in 
Adelaide), which accounts for 7% of Australia’s total. 

Trend Annual 
Growth Sth Aust Aust. Avg 
POPULATION 0.84% 1.63% 

ECONOMIC (NOMINAL) 3.3% 6.3% 
RETAIL TRADE -0.4% 1.1% 

EMPLOYMENT 1.7% 2.6% 

EQUIPMENT INVEST. 6.1% 4.2% 

CONSTRUCTION -2.5% -6.3% 
HOUSING FINANCE -4.4% -12.2% 

HOME STARTS -25.4% -21.8% 

(Source: Commsec State of the States July 2019) 

 

South Australia is benefiting from a number of large 
scale defence, infrastructure and other projects 
announced over the last few years, which include: 

➢ Federal Gov’t new submarine ($50b) and frigate 
construction contracts ($39b); 

➢ Fed/State Gov’t $36b transport upgrades over next 
30 years; 

➢ Proposed BHP Olympic Dam expansion of 
underground activities ($2.75b) 

➢ Adelaide Sky City Casino redevelopment ($330m); 

➢ SIMIC ZEN Energy renewable energy programme 
(multiple projects - $1b). Stage1 Cultana Solar Farm. 

These investments will improve Adelaide’s demand for 
white-collar employment and in turn office space, 
although Adelaide is still at the low end of growth 
estimates for the next five years compared to other 
states. 

Source: Deloitte Access Economics; CBRE Research 

Adelaide Office Market 

• The Adelaide CBD Office market is one of the 
smallest markets nationally with about 1.4m sqm of 
total office space. Positive net demand has been 
recorded in 2017 (20,000sqm) and 2018 (10,000 sqm) 
and is expected to remain positive for the next four 
years at 10,000-20,000sqm per year.1 

• Net Supply has been low in 2017 and 2018, but is 
expected to increase in 2019 to 15,000sqm and to 
40,000sqm in 2020 and 90,000sqm in 2021. This 
potential supply is well above the 15 year average for 
Adelaide.2 However, most of the mooted projects are 
subject to obtaining pre-commitments for a large 
portion of the space.  New supply includes the 
Charter Hall GPO Tower development (24,000sqm 
Q3 2019), which has been 90% pre-committed by 
BHP and the SA Government. 

• Vacancy in the Adelaide CBD has reduced from the 
peak of 16.2% (January 2017) to 12.8% (July 2019). 
However, this is still well above the main markets of 
Sydney CBD (3.7%) and Melbourne CBD (3.3%).3 

• Vacancy in the Adelaide market is often further 
broken down into new generation assets (prime 
grade constructed 2006-2018) where vacancy is 2.5%.4 

In this section of the market, there are only two 
buildings currently available for lease with 
contiguous space >2,000sqm. 

1: JLL Research 2: Savills Research 3: Property Council of Australia (July 

2019) 4: CBRE Research (June 2019) 

 

• Comparatively low yields in other Australian cities 
make Adelaide an attractive place to invest, with Q2 
2019 average office yields in Sydney and Melbourne 
at 4.5% prime (5.0% A-grade), compared to Adelaide 
of 5.75%-6.52%. 

• The passing gross rental for 80 Flinders St is 
$573/sqm (including car-park), estimated to be about 
4% above market value.5 This compares to recent 
buildings with a range of $546-$650/sqm (gross). Net 
face rents for the year to March 2019 grew 2.8%.5 

• Incentives are around the 20%-40% level, which 
effectively reduces rents by 4%-8% over a five year 
lease period. However, these have been falling, 
delivering net effective rental growth of +5.3%.5 

• The Valuation report for 80 Flinders St estimates 
market rental growth of 3.08% p.a. over the next ten 
years.6 

 

5: JLL Research 6: Savills valuation report October 2019. 
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5 Exit Strategy/Liquidity 
• There will be no regular liquidity mechanism 

during the Fund’s initial five-year investment term 
(September 2024). Therefore, an investment in the 
Fund should be regarded as illiquid. 

• The initial term of the Fund may be extended by a 
further two years (September 2026) if more than 50% 
of investors vote to extend the Fund via an Ordinary 
Resolution (more than 50% of votes cast are in 
favour). 

• The Fund term can be extended by a further two 
years beyond the seven-year period if a unanimous 
resolution is passed by investors (100% of votes cast 
are in favour of the extension). 

• The term may also be extended if a unanimous 
resolution is not passed, but all investors who voted 
to exit the Fund are given the opportunity to have 
their units sold or redeemed at the prevailing 
withdrawal price (Liquidity Event). Whether a 
Liquidity Event is offered is determined by Centuria. 

• While there will be not be an established secondary 
market of units, investors may arrange for their own 
private sale, and Centuria without any obligation, 
will assist in that process. 

• 80 Flinders Street is an illiquid asset and it may take 
some time for the Fund to dispose of some or all of 
the interest in the property at the end of the Fund 
term for a fair sale price. 

 

6 Lonsec Methodology 
The research methodology includes a rating process 
designed to assess the qualitative and quantitative 
factors of the investment. The process is consistent for 
comparable investment products, enabling projects to 
be individually rated, comparatively ranked, and to 
establish a Lonsec Research recommendation status for 
use by financial planners.  

The rating determinants are: 

• Financial Analysis / Gearing 

• Properties 

• Management 

• Market Analysis 

• Exit Strategy 
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Lonsec Direct Assets research rating definitions 

Highly 
Recommended 

The Highly Recommended rating indicates that Lonsec has very strong conviction the 
financial product can generate risk adjusted returns in line with relevant objectives. The 
financial product is considered a preferred entry point to this asset class or strategy. 

Recommended The Recommended rating indicates that Lonsec has strong conviction the financial 
product can generate risk adjusted returns in line with relevant objectives.  The financial 
product is considered an appropriate entry point to this asset class or strategy. 

Investment Grade The Investment Grade rating indicates that Lonsec has conviction the financial product 
can generate risk adjusted returns in line with relevant objectives.  However, if applicable, 
Lonsec believes the financial product has fewer competitive advantages than its peers. 

Fund Watch The Fund Watch rating indicates that no new investment into this financial product is 
recommended. A significant change has occurred with the financial product and a 
detailed assessment of the change is needed and / or series of rectifying actions required 
prior to this rating being changed. 

Screened Out The Screened Out rating indicates that Lonsec currently does not have conviction that the 
financial product can generate risk adjusted returns in line with relevant objectives.  The 
financial product currently has insufficient competitive advantages relative to its review 
peer group (if applicable). 

Redeem The Redeem rating indicates the financial product is no longer considered worthy of 
investment for any time period and investors should immediately redeem units from the 
financial product, subject to seeking financial advice. An adverse development has taken 
place that is considered detrimental to the interests of investors. 

 

Financial Products withdrawn from research process 

Capital Raising 
Closed 

As the Trust is closed to new investment, it is no longer included on the Lonsec 
Recommended List and existing Lonsec research reports and ratings have been 
withdrawn from the Lonsec website. Going forward, Advisers should not rely on prior 
research in respect of this product. 

Lonsec will only be providing further updates should circumstances require. The Trust 
manager will have to obtain a new Lonsec rating for any new capital raising. Lonsec may 
also make a recommendation if a roll-over of investor capital is proposed or a liquidity 
offer is made. An investment in the Trust can be retained. 

Discontinued Review The Discontinued Review status is applied where a fund manager that has approached 
Lonsec and agreed to tender a financial product for assessment, subsequently elects to 
discontinue participating in the Review prior to its completion for any reason, other than 
the financial product being closed or unavailable to retail investors. The Discontinued 
Review status will be published on the Lonsec website. 

Cease Coverage The Cease Coverage status is applied to financial products where fund managers 
withdraw from the Lonsec research process after the research process has been 
completed.  

Closed / Wind Up The Closed / Wind Up status is applied to a financial product when the fund manager 
advises Lonsec that the financial product is being wound up and the capital is to be 
returned to investors. 

 

  



P 
15

-1
5 

 

LONSEC STRONGLY RECOMMENDS THIS DOCUMENT BE READ IN CONJUNCTION WITH THE RELEVANT 
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