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Disclaimer & Disclosure

About Core Property Research

Core Property Research Pty Ltd was established in July 2017 to provide market leading and insightful research on the property funds
sector for its clients and investors. Our ratings and research cover sector level research, ratings and recommendations on listed and
unlisted property funds, and is built upon the extensive research experience of its staff.

The Core Property team collectively, has over 50 years' experience across property, financial services and investment markets. The team
has also evaluated over 500 different funds across multiple sectors and a range of investment structures over the last decade.

IMPORTANT NOTICE

This document is published by Core Property Research Pty Ltd ACN 620 084 880 (Core Property). Core Property is an Authorised
Representative (Authorised Representative No. 1280479) of Core Property Research Holdings Pty Ltd ACN 633 170 751 (AFS License
No. 518320) (Licensee). No representation is made by Core Property or the Licensee as to the accuracy or completeness of the contents
of this document, and no responsibility or liability is accepted by Core Property or the Licensee for any errors, misstatements in or
omissions from this document which arises from any use of or reliance on this document.

For further information, please refer to the Disclaimer & Disclosure notice at the end of this document.
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See the end of this document for a description of
Core Property’s ratings process. The rating must
be viewed in the context of comparable A-REITs
and not across all products.

Forecast Distribution 9.0%

Forecast Capital Return
(12mths)

Total Expected Return

53.2%

61.4%

Security Information

ASX Code: AOF
Price: $1.97
Market

Capitalisation: $320.8M
Securities on Issue: 162.8M
52 Week Range: $1.82 - $3.04

Based on last traded price 20 March 2020

Australian Unity Office Fund (AOF)

Starwood withdraws takeover offer

& Starwood effectively withdraws its intended takeover offer for AOF of
$2.98 per security announced back on 29 January 2020.

& Offer was uniikely to have succeeded, given a number of conditions,
including a minimum 90% acceptance. Hume Partners hold 14.6% of
AOF and have publicly stated they would not accept the offer. AUS
total stake is 14.9%.

& AOF ftrades well below recent valuations, impacted by market
uncertainty and volatility. In the absence of a short-term catalyst,
maintain Hold recommendation.

Starwood Capital Group has announced that it will effectively allow its latest
takeover offer for AOF to lapse. The Offer was announced on 29 January 2020 and priced
at $2.98 per unit for AOF and was subject to a number of conditions. Starwood has advised
that it will not free the Offer of the conditions, which means the Offer cannot succeed and will
lapse. As a result, Starwood does not intend to dispatch its Bidders Statement to AOF
unitholders.

Core Property considered the Offer had a low probability of success (see our note from 29
January 2020), given that it required a 90% acceptance as well as a number of conditions.

AOF'’s planned development at Valentine Ave, Parramatta NSW has also recently had
site specific planning gazetted and is now law, allowing an increase in the Floor-Space-Ratio to
13.25:1 (from 6.1:1) as well as additional height limits. This provides the Parramatta Council
with the pathway to approve AOF’s development application for the site to build a ~28,000 sqm
commercial office building. Once a DA is approved, AOF will look to revalue the property.

At this stage, it is too early to assess the impact that the Coronavirus (Covid-19)
might have on AOF’s earnings. AOF’s property portfolio consists of corporate tenants with
the top 5 tenants accounting for 60% of Gross Property Income. The top 5 tenants are Telstra
(22%), the NSW State government (13%), Boeing Defence Australia (13%), GE Capital Finance
(75) and the Commonwealth government (5%).

At current price levels, AOF is trading at well below it’'s December 2019 NTA of $2.85
per unit and our 12-month price target of $3.02 per unit. Whilst this represents a 53.2%
capital upside at current prices, we do not see any near term catalyst for the security in the
current economic climate. We recommend that existing investors Hold.

Year Ended 30 June FY19A FY20F FY21F FY22F

e — " NPAT - Reported - $M 44.8 25.6 26.4 26.7

o o ..v 7 NPAT -adj - $M 28.2 28.8 29.4 29.8

f= Price/Earnings Ratio 11.4 11.1 10.9 10.8

.~ EPU - adj - cents 17.3 17.7 18.1 18.3

= EPU-Growth 2.2% 2.2% 1.2%

- DPU - cents 15.8 16.0 16.5 16.7

Distribution Yield 8.0% 8.2% 8.4% 8.5%

NTA per unit $2.79 $2.79 $2.88 $2.93

e e Gearing 29.3% 28.9% 28.1% 27.7%

Source: IRESS Note: Gearing = (net debt) / (net debt + net assets), Source: Core Property estimates
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Key Metrics

Strategy

AOF's strategy is to provide sustainable income and capital
growth potential through a diversified office portfolio in Australia.
The office assets are located in CBD and metropolitan locations.

Board & Management

Board of the RE consists of Independent Chairmen (Peter Day),
two Independent Non- Executive Directors (Don Marples and Eve
Crestani), a Non-Executive Director (Greg Willcock) and an Executive

Director (Kristy Dullahide).

Senior Management includes James Freeman (Fund Manager),
Simon Beake (Portfolio Manager) and Giovanna Reale (Senior Asset

Manager).

Geography

Portfolio Key Properties Key Tenants
Metric Dec 19 Dec 19 %o Portfolio Dec 19 %o Portfolio Dec 19 %o Portfolio
. 30 Pirie Street,
No of Properties 9 Adelaide SA 18% Telstra 22% NSW 39%
. 10 Valentine Ave NSW State

palte $685.8M Parramatta NSW 18% Government L vic e

Capitalisation o 150 Charlotte St, Boeing Defence

Rate L2 Brisbane QLD 15% Australia 13% o 26%

. . 468 St Kilda Rd, GE Capital
gl Australia Melbourne VIC 12% Finance 7% HET 4%
. 5 Eden Park Dir, Commonwealth

Sector Office Nt Ryde NS 10%  of Australia 3% A 2

Occupancy 95.2% Top 5 73% Top 5 60% Total 100%

WALE 3.3 years

Debt Dec 2019 Expenses Dec 2019 Historical FY17 FY18 FY19
0.60% p.a.

Gearing 29.9% RE Fee P EPU — FFO per Unit 17.1 17.2 17.3
of GAV
36.0% of

Target Gearing <40% Outgoings rental DPU - Distributions per Unit 15.6 15.6 15.8
income
8.6% of

Drawn Debt $210.8M Other Exp rental Payout Ratio 87.7%  90.7% 91.3%
income

Facility limit $220.0M Distribution Frequency Qtrly Qtrly Qtrly

All in cost of debt 3.6% NTA per Unit $2.23 $2.67 $2.79

Weighted Maturity 2.6 years

% Hedged 81%

LVR 30.7%

LVR Covenant 50%

ICR 4.41x

ICR Covenant 2.0x
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Appendix: Financial Summary

Profit & Loss FY19A FY 20F FY21F FY22F Summa FY19A FY 20F FY21F FY22F
Operating Revenue 60.5 61.8 63.1 63.7 NPAT - adj 28.2 28.8 20.4 20.8
Property Expenses -19.5 -20.5 -21.0 -21.2 Price Earnings Multiple 11.4 111 10.9 10.8
Net Property Income 40.9 41.3 42.0 42.5
Other Income & Expenses -1.0 -1.2 -1.2 -1.3 Revenue Growth MNA 2.2% 2.1% 1.0%
RE Fees -3.9 -3.9 -4.0 -4.0 EBIT Growth MNA 0.6% 1.8% 0.9%
EBITDA 36.0 36.2 36.9 37.2
Depn & Amort 0.0 0.0 0.0 0.0 Value of Properties 668.4 664.9 678.0 685.1
EBIT 36.0 36.2 36.9 37.2 Met Assets 454.0 454.5 468.6 476.9
Net Interest -7.8 -7.4 -7.4 -7.4 NTA per Unit $2.79 $2.79 £2.88 £2.93
Pre Tax Profit 28.2 28.8 29.4 29.8 Prem(Disc) to NTA per unit -29.3%  -29.4% -31.5% -32.7%
Tax 0.0 0.0 0.0 0.0 (based on current price)
Minorities 0.0 0.0 0.0 0.0 DPU 15.8 16.0 16.5 16.7
NPAT - adj 28.2 28.8 29.4 29.8 Payout Ratio 91.9% 91.2% 01.2% 91.2%
Mon Recurring tems 16.7 -3.2 -3.0 -3.1 DPU Growth 2.1% 2.2% 1.2%
NPAT - Statutory 44.8 25.6 26.4 26.7 Yield 8.0% 8.1% 8.4% 8.5%
Cashflow FY19A FY20F FY21F FY22F Key Ratios FY19A FY20F FY21F FY22F
Operating Activities 36.5 38.1 39.0 30.4
Met Interest -7.6 -7.4 -7.4 -7.4 EPU (adj) 17.2 17.7 18.1 18.3
Tax Paid 0.0 0.0 0.0 0.0 EPU - Reported 27.5 15.7 16.2 16.4
Other 0.0 0.0 0.0 0.0 EPU (adj) - Growth 2.8% 2.2% 1.2%
Operating Cashflow 289 30.7 316 32.0
Capex -10.1 0.0 0.0 0.0 LVR 30.5% 30.3% 29.7% 20.4%
Maintainable Operating CF 18.8 30.7 316 32.0 Gearing 29.3% 28.9% 28.1% 27.7%
Met interest Cover 4.6 4.9 5.0 5.0
Distributions -25.6 -26.3 -26.5 -27.0
Acquisitions 0.0 0.0 0.0 0.0 Distn [ Maintainable CF 136.6% 85.7% 83.9% 84.4%
Disposals 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 ROE 6.3% 6.3% 6.3% 6.3%
Free Cashflow -6.9 4.4 5.1 5.0
Change in Debt 6.5 2.5 2.5 2.6
Change in Equity 0.0 0.0 0.0 0.0
Net Cashflow -0.4 6.9 7.6 7.6 Mote: FY18 EPU of 17.2cpu is calculated on quarterly basis.
When calculated on a daily basis EPU is 17.4cpu.
Balance Sheet FY19A  FY20F _FY21F __FY2)F
Cash 7.5 8.8 10.1 11.4
Debtors 1.1 1.1 1.1 1.2 Discount Rate 9.0%
Investments 0.0 0.0 0.0 0.0 Terminal Growth Rate 2.5%
Other Assets 668.9 665.4 678.5 685.6 DCF Valuation per Share £2.86
Total Assets 677.5 675.3 689.7 698.2 12 Month Target Price £3.02 DCF rolled forward 12 mths
Creditors 6.9 6.9 7.1 7.1 12 month Dividend Yield 8.2%
Borrowings 203.9 201.3 201.3 201.3 12 month Target Price 33.2%
Provisions 0.0 0.0 0.0 0.0 Total Est. 12 mth return 61.4%
Other Liabilities 12.6 12.6 12.7 12.8
Total Liabilities 223.4 220.8 2211 221.3
Net Assets 454.0 454.5 468.6 476.9

Source: Core Property estimates,
Note: Gearing = (net debt — cash) / (net debt — cash + net assets)

Copyright © 2020 Core Property Research Pty Ltd
WWW.coreprop.com.au



Australian Unity Office Fund (AOF)

20 March 2020 Core Property

Fund Research & Ratings

Ratings Process for A - REITs

Core Property Research evaluates recommendations on listed A-REITs continuously, based on a range of qualitative and quantitative
criteria ranging from management, appropriateness of the A-REIT’s capital structure and the property portfolio metrics. From a
quantitative perspective, Core Property’s recommendations are based on Total Expected Returns (forecast distribution yield plus forecast
capital gain or loss) for a 12-month time horizon, using a range of valuation methodologies. The two most commonly used valuation
techniques are Discounted Cash Flow (DCF), which uses an A-REIT’s expected free cash flow, and the Net Asset Valuation (NAV)
approach.

The 12-month Total Return is compared with set total return bands and assigned a 12-month recommendation based on the
Recommendation Definitions below.

Recommendation Definitions

Recommendation Definition

Buy If the 12-month Total Expected Return is forecast to be 15% or more.

If the 12-month Total Expected Return is forecast to be at least 10% and less than 15%.

If the 12-month Total Expected Return is forecast to be at least 5% and less than 10%.

Reduce If the 12-month Total Expected Return is forecast to be at least 0% and less than 5%.

If the 12-month Total Expected Return is forecast to be less than 0%.

At times of extreme volatility, it is quite possible that the recommendations will swing between each of our bands. During such times,
Core Property will adopt a more flexible approach to recommending stocks, based on a slightly longer duration, and as such,
recommendations may appear to be inconsistent when compared with the bands. This is to avoid clouding value judgments with short-
termism.
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Disclaimer & Disclosure

Core Property has received a fee from the Manager for researching the product(s) which has then been subject to a detailed review and
assessment by Core Property and its analysts to produce this report. In compiling this report, Core Property’s views remain fully
independent of influence or conflicts of interest. Our team of analysts undertake an objective analysis of the offer and conclusions are
presented to senior officers for review.

The company specified in the Report (the “Participant”) has provided Core Property with information about its activities. Whilst the
information contained in this publication has been prepared with all reasonable care from sources that Core Property believes are reliable,
no responsibility or liability is accepted by Core Property for any errors, omissions or misstatements however caused.

Any opinions, forecasts or recommendations reflects the judgement and assumptions of Core Property as at the date of publication and
may change without notice. Core Property and the Participant, 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, personal financial product advice, 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 (general financial
product advice) only. Neither Core Property nor the participant is 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 and rely on 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. Investors should obtain and read a copy of, and consider the PDS/ Information Memorandum, which can be
obtained by contacting the issuer of the financial product before making any decision to acquire, continue to hold, or dispose of any
financial products mentioned in this report.

This publication 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 recipient, without obtaining the prior written consent of Core Property. This report is intended for the residents of
Australia. It is not intended for any person(s) who is resident of any other country. Core Property 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. Core Property 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.

Core Property 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 effect 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 Core Property 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 Disclaimer that can be located at
http://www.coreprop.com.au/Public/Disclaimer.

For more information regarding our services please refer to our website www.coreprop.com.au.
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