29 May 2019

SPECIAL MEETING OF SHAREHOLDERS
Notice is given that a Special Meeting of Shareholders of Asset Plus Limited will be
held at The Northern Club, 19 Princes Street, Auckland on 17 June 2019 at 2.30pm.
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Important Note
This Notice of Special Meeting is an important document and requires your attention.
It should be read in its entirety. This Notice of Special Meeting has been prepared to
advise you of the upcoming Special Meeting and to assist you in understanding the
resolution to be put to shareholders for consideration. The Board encourages you to
read this Notice of Special Meeting and exercise your right to vote.
If you do not understand any part of this document or are in doubt as to how to deal with
it, you should consult your broker or other professional adviser as soon as possible.
Please also feel free to call Augusta on (09) 300 6161 if you have any queries and you
will be forwarded to the appropriate person to address your query.
Forward-looking statements disclosure
This document may contain forward-looking statements. Forward-looking statements
are predictive in nature, they are subject to a number of known and unknown
uncertainties, assumptions and risks, performance or achievements that could result
in the proposed transaction being materially different from those expressed or implied
by such forward-looking statements. Matters not yet known to Asset Plus, or not
currently considered material by Asset Plus, may impact upon these forward-looking
statements. The statements in this Notice of Meeting reflect views held as at the date
of this Notice of Meeting. In light of these uncertainties, assumptions and risks, the
forward-looking statements discussed in the document may not occur. Given these
conditions, shareholders are cautioned not to place undue reliance on such forwardlooking statements.
Subject to any continuing obligations under applicable law or any relevant Listing
Rules, Asset Plus expressly disclaims any obligation to disseminate after the date of
this Notice of Meeting any updates or revisions to any such forward-looking statements
to reflect any change in expectations or events, conditions or circumstances upon which
any such statements are based.
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Letter from the
Board of Directors
Dear Shareholder

Transaction Summary

We are pleased to invite you to attend a Meeting
of the Shareholders of Asset Plus, which will be held
at The Northern Club, 19 Princes Street, Auckland,
commencing at 2.30pm on Monday, the 17th of June
2019 (the Meeting).

Following the acquisition of 35 Graham Street for
$58.0 million, Auckland Council will lease the whole
property for two years with no rights of renewal. This
time period will provide Asset Plus with a holding
income at a strong property yield of 6.85% and
increased earnings per share above their current
levels. At the same time, this period will provide Asset
Plus and the Augusta team with the time required
to progress the potential redevelopment including
obtaining resource consent, tenant commitments and
construction plans.

Background and Overview
of the Transaction
At the Meeting, Shareholders will be given the
opportunity to vote on the proposed acquisition of the
property at 35 Graham Street, Auckland Central (the
Property) for $58.0 million. If approved at the Meeting,
this purchase will settle on 28 June 2019.
It is the Board’s recommendation that shareholders
vote in favour of the proposed resolution for the
reasons set out in this notice of meeting.
The Transaction is a key step in the execution of Asset
Plus’ ‘Yield Plus Growth’ investment strategy. This
strategy was adopted following the externalisation
of management of the Company to Augusta Funds
Management Limited (Augusta). Over the past year
following the externalisation of management, Augusta
has worked with the Asset Plus board to investigate
a number of potential acquisitions. It’s exciting to
be able to embark on the first acquisition for that
strategy. We believe this Transaction delivers on this
strategy by:
• Supporting an objective to enhance returns for
investments, with the acquisition being accretive
to earnings during the two year lease term to
Auckland Council.
• Providing a growth opportunity through capital
enhancement from the redevelopment of
the asset.
• Creating an opportunity to gain exposure to
anticipated future positive Auckland CBD office
market rental growth.
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The Property currently has a net lettable area of
approximately 9,990m2 with extensive floor plates
of circa 3,000 to 3,500m2. As you will see from the
pictures throughout this document, the position
of the Property provides the upper floors with
expansive views across the Waitemata Harbour.
In our opinion, this location and the zoning for the
Property provides considerable potential for a repositioning at the end of the lease term. Potential
redevelopment options include various levels of
refurbishment and re-leasing of the existing floors
through to the addition of a further two to three
levels of Grade A office space (subject to resource
consent). Any potential redevelopment would be
an extensive commitment for Asset Plus and would
only be undertaken where we consider, at the time,
the project risks have been appropriately mitigated
and the expected redevelopment margin adds value
for shareholders. Any potential redevelopment may
require shareholder approval.
The Auckland office market currently has low vacancy
rates and we believe there a number of tenant leases
expiring over the next two years that will enable
these tenants to be targeted as part of a pre-leasing
campaign. Following the redevelopment, we expect
the Property to provide Grade A office space. These
are key characteristics, in our opinion, for considering
any development in the Auckland office market.
As part of the Transaction, Asset Plus will extend its
existing debt facility with BNZ by $55.0 million (to a
maximum of $75.0 million). Following settlement of
the Transaction, the gearing profile of the Company
will increase from approximately 8.5% to 38%. This
remains below Asset Plus’ loan covenant limit of 50%
on the total facility drawn.
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In summary, key benefits of the acquisition are;
• an immediate increase to earnings through the
strong purchase yield of 6.85%;
• a strong tenant covenant from Auckland Council
during the two year lease term;
• a well located central Auckland property, reweighting Asset Plus’ exposure to the Auckland
CBD office market; and
• an asset with substantial redevelopment potential.
Like any significant Transaction, the transaction is not
free from risk. The Board considers the most significant
risk factors are the size of the potential development
relative to the current size of Asset Plus’ balance sheet,
the potential for an increase in construction costs, and
the risk that Asset Plus is not able to fully lease the
Property. We encourage shareholders to read section
11 in the Notice of Special Meeting that describes the
risks in more detail.

The Board considers
that the potential
benefits of the
acquisition outweigh
the increase in the
gearing ratio and the
potential risks.

The Board considers that the potential benefits of the
acquisition outweigh the increase in the gearing ratio and
the potential risks.
If shareholders approve the acquisition of 35 Graham
Street, the Board will keep shareholders informed of
what the Board considers are the best options for
the Property and how any future development will
be funded. Further information on funding for the
redevelopment of 35 Graham Street is included in
section 8 of this Notice of Special Meeting.
The Board encourage all shareholders to read this
Notice of Special Meeting in its entirety including
the enclosed Colliers International Valuation
Executive Summary.

Bruce Cotterill
Chairman

Carol Campbell
Independent Director

Allen Bollard
Independent Director

Paul Duffy
Non-executive Director
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Notice of Special
Meeting of Shareholders
The Board of Directors of Asset Plus Limited (Asset Plus
or the Company) is pleased to call a Special Meeting
of Shareholders to present the resolution below for
the proposed acquisition of the property located at 35
Graham Street, Auckland from Auckland Council, with
the detail of the Transaction set out in the Explanatory
Notes to the Notice of Special Meeting.

Agenda:

The Chairman of the Company is willing to act as proxy. If
you appoint the Chairman as proxy but do not direct him
how to vote on any particular matter, then the Chairman
will vote in favour of the resolution.

2. Presentation on the proposed acquisition of 35
Graham Street, Auckland Central.

A proxy form is attached to this notice. If you wish to vote
by proxy you must complete the form and produce it to
the Company so as to be received no later than 2.30pm
on 15 June 2019, by any of the following methods:

3. Shareholder questions.

Online

4. To consider and, if thought fit, to pass the following
resolution as a resolution of the Company for the
purpose of NZX Main Board Listing Rule 9.1.1.

Visit the Link Market Services Investor website: https://
investorcentre.linkmarketservices.co.nz/voting/APL and
follow the prompts.

1. Chairman’s Introduction and Address.

Resolution (as an Ordinary Resolution):
That the purchase of the property located at 35
Graham Street, Auckland Central for $58.0 million
plus GST (if any) by Asset Plus Investments Limited, a
wholly-owned subsidiary of Asset Plus Limited, from
Auckland Council (as described in further detail in
the Explanatory Notes within the Notice of Special
Meeting dated 29 May 2019), be approved.
(See the Explanatory Notes)

Explanatory Notes
Explanatory Notes on the above resolution and the
reasons for the Directors’ recommendation are set out on
the following pages.
Also enclosed with this Notice of Special Meeting is
the executive summary of the Colliers International
valuation report on the Property as at 1 April 2019.
The full valuation report is available on request from
the Company. Any shareholder who requests a copy
of the full valuation report will be emailed or couriered
a copy free of charge. Copies of the report may be
requested from Augusta by calling (09) 300 6161 or
emailing reception@augusta.co.nz. The Company is
not aware of any material changes since that time
that would impact the valuation.

Proxies
You may exercise your right to vote at the Special
Meeting either by being present in person or by
appointing a proxy to attend and vote in your place.
A proxy need not be a shareholder of the Company.
You may direct your proxy to vote or give your proxy
a discretion to vote how he/she sees fit. If you wish to

04

give your proxy such discretion you should mark the
box accordingly. If you do not mark any box then your
discretion is to abstain.

Email
Scan and email to: meetings@linkmarketservices.com.
Please put “Asset Plus Proxy” in the subject line for
easy identification.

Mail
If mailing from New Zealand please use the reply-paid
envelope provided. If mailing from outside New Zealand
please affix the required postage and address to: Link
Market Services Limited, P.O. Box 91976, Auckland 1142,
New Zealand.

Deliver
Link Market Services Limited
Level 11, Deloitte Centre
80 Queen Street
Auckland

Motions from the floor
No motions will be allowed from the floor.

Recommendation
The Board unanimously recommend that the
shareholders approve the acquisition of 35 Graham
Street, Auckland Central. The Board views the
Transaction as being in the best interests of Asset Plus
and its shareholders.
By order of the Board

Bruce Cotterill
Chairman
29 May 2019
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1.1 Background

2. Details of the 35 Graham Street
Transaction

The purpose of the Special Meeting is to consider
and, if thought fit, to pass the Resolution set out
in the Notice of Special Meeting. Explanations of
the Resolution and a detailed discussion of the
Transaction are set out below.

2.1 Property Description
On 29 April 2019, Asset Plus Investment Limited, a
wholly owned subsidiary of Asset Plus, entered into a
sale and purchase agreement with Auckland Council for
the acquisition of 35 Graham Street, Auckland Central.

The Board recommends to Shareholders that if they
are in any doubt as to any aspect of the matters to be
considered and voted on at the Special Meeting, they
should seek independent financial or legal advice in
relation to those matters.

The Property comprises circa 9,990m2 of net lettable
area across circa 3,000 to 3,500m2 floor plates in an
elevated position overlooking the Waitemata Harbour.
The Board and Manager believe that the Property is
one of the last major redevelopment opportunities
within the Victoria Quarter, a popular CBD location
that has attracted tenants such as BDO, Spark, NZME
and Meredith Connell. The Property location is a 5
minute walk to Wynyard Quarter, home to major
corporates such as Fonterra, Bayleys, IBM, Datacom
and Air New Zealand. The Property is also a short walk
to Victoria Park and the Viaduct.

1. Background and Introduction

The Resolution at the Special Meeting will be passed
as if it is passed by Ordinary Resolution. An Ordinary
Resolution means a resolution passed by a simple
majority of the votes of those Shareholders entitled to
vote and voting on the resolution.

1.2 Introduction to the resolution
The Resolution provides for Shareholders to consider
and, if thought fit, approve certain aspects of the
Transaction. Asset Plus Investments Limited (a wholly
owned subsidiary of the Company) has entered into a
sale and purchase agreement with Auckland Council
under which it would acquire 35 Graham Street,
Auckland Central. This agreement is described in more
detail below, but provides, among other things, that
the Transaction with Auckland Council is conditional
on approval by the Company’s Shareholders.

1.3 Why is the resolution required?
NZX Main Board Listing Rule 9.1.1(b) requires approval
of an ordinary resolution of shareholders if the Company
enters into a series of linked or related transactions to
acquire assets in respect of which the value is in excess
of 50% of the Average Market Capitalisation of
the Company.
The acquisition will result in the Company acquiring
assets in respect of which the gross value is in
excess of 50% of the Company’s Average Market
Capitalisation, which is approximately $96.3 million as
at 29 April 2019 (the day the agreement to purchase
35 Graham Street was entered into). The purchase
price of $58.0 million will exceed the Average Market
Capitalisation threshold under Listing Rule 9.1.1(b).
Accordingly, the approval of Shareholders to the
acquisition of 35 Graham Street, Auckland is being
sought by Ordinary Resolution.
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The Company is not aware of any voting restrictions
applying to voting on the resolution under the NZX
Main Board Listing Rules.

Part of the building was originally built on the Property
for BJ Ball and completed in 1957. In 1997, a large part
of that original building was demolished and two new
floors were built on top of the remaining structure. A
brand new building was also built to the east of the
existing structure.

2.2 Terms and Conditions of Sale
The agreement is based on the most recent edition of
the ADLS/REINZ Sale and Purchase Agreement. The key
details of the sale and purchase agreement are
as follows:
The Property

35 Graham Street, Auckland Central
NA97B/101

Vendor

Auckland Council

Purchaser

Asset Plus Investments Limited

Date Of
Agreement

29 April 2019

Purchase Price

$58.0 million

Deposit

10% of the purchase price

Settlement Date 28th June 2019
Unconditional
Date

Shareholder condition to be satisfied on or
before 35 working days from the date of
the agreement (being 18 June 2019)
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Lease

35 Graham Street, Auckland is being
offered to the market as a sale and
leaseback to the Auckland Council for
a term of two (2) years with no further
rights of renewal. Lease commencement
date is the settlement date under the
agreement for sale and purchase and
the annual rent payable by the tenant is
$3.975 million p.a. plus GST (if any).

The purchase price for the Property is $58.0 million
plus GST (if any), being a price supported by an
independent valuation commissioned by Asset Plus
Limited and undertaken by Colliers International. A
copy of the executive summary of the valuation is
included with this notice.
As at the date of this Notice of Special Meeting,
the sole condition of settlement of the Transaction
is confirmation of approval by the Shareholders
(the Resolution). If the condition is not satisfied, the
Transaction will not proceed.
If approved by Shareholders, the Transaction will
become unconditional and payment of a $5.8 million
deposit by Asset Plus Investments Limited to Auckland
Council will be made. The remainder of the purchase
price is payable on the settlement date, which is
scheduled to occur on 28 June 2019.
Other key terms of the Sale and Purchase agreement
include the Vendor warranties. The Property is
generally sold on an as-is, where-is basis, with limited
warranties being given by the Vendor. The warranties
being given comprise certain standard conveyancing
warranties and a limited Vendor information warranty.
The Vendor’s aggregated liability in respect of all
claims made under the information warranty is
capped at $1.0 million.

2.3 Key Lease Terms
35 Graham Street, Auckland, which comprises a total
net lettable area of circa 9,990 m2, is to be leased to
Auckland Council following settlement. The Property
is being acquired as a sale and leaseback to Auckland
Council under a new lease agreement containing the
following key terms:
• A term of two (2) years commencing on the
settlement date;
• The tenant has no further rights of renewal;
• The annual rental for the term of the lease is fixed
at $3.975 million + GST (if any);
• The tenant is responsible for the payment of rates
and utilities;
• During the term of the lease the tenant is
responsible for;
-- Keeping the building insured to its full
replacement value; and
-- Holding insurance cover in respect of 24
months’ loss of rent and outgoings.
• The maintenance obligations on the part of both
the landlord and tenant are limited, recognising
the short duration of the lease and the intention
to redevelop the Property following expiry of the
lease. Similarly, given redevelopment plans, the
tenant will have limited obligations to make good
on expiry of the lease; and
• The tenant is not authorised to make structural
alterations during the term of the lease.

As part of investigating the Transaction, the Manager
engaged various external consultants to complete
extensive due diligence on the asset covering legal,
structural, architectural, planning, building and
service condition.
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3. Impact of the Transaction
3.1 Impact of the Transaction
If the Transaction is approved, the impact for Asset
Plus is summarised in the following pro-forma
financial information:
Current
portfolio of
3 existing
assets

35 Graham
Street
Acquisition

Anticipated
position
postacquisition

$123.10m

$58.72m

$181.82m

5.5 Years

2 Years

4.5 years

Occupancy

96.7%

100%

97.7%

Net Rental
Yield

6.82%

6.85%

6.83%

LVR

8.5%

-

38%

EPS1

3.12cps

0.64cps

3.76cps

Asset Value
WALE

The annualised forecast impact on financial performance
is set out below:
Current
portfolio of
3 existing
assets
($000s)
Net Rental
Income

35 Graham Anticipated
Street total postacquisition acquisition
($000s)
($000s)

8,397

3,875

12,272

Administration
Expenses

(900)

(25)

(925)

Augusta
Management
Fee

(615)

(294)

(909)

Interest Expense

(410)

(2,309)

(2,719)

Gross Operating
Profit

6,472

1,247

7,719

Taxation
Expenses

(1,422)

(209)

(1,631)

Net Profit
After Tax

5,050

1,038

6,088

3.12

0.64

3.76

Cents per share

In the two tables above:
• The “Current portfolio of 3 existing assets” column
represents the income derived from the leases, the
Company’s borrowings and other expenses as at 1
May 2019 along with the latest property valuations
as at 31 March 2019. It is not extracted from the 31
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Earnings per share is calculated based on net profit after tax.

March 2019 financial statements as those financial
statements include income from the AA Centre
which was sold in June 2018 and is therefore no
longer received.
• The “35 Graham St acquisition” column represents
the Colliers International valuation as at 1 April
2019 and the anticipated income from the lease
and associated expenses, including $0.8 million of
transaction costs.
• The “Anticipated position post-acquisition” and
“Anticipated total post-acquisition” columns
represent the position immediately post the
acquisition after combining 35 Graham Street with
the existing portfolio. This includes $0.8 million of
transaction costs. The EPS position represents an
annualised view as at 28 June 2019 in respect to
funds from operations.

Key assumptions:

Current portfolio of 3 existing assets
As noted above, the ”Current Portfolio of 3 existing
assets” columns reflect, as at 1 May 2019, the
annualised net rental profiles (from the leases
attached to the existing portfolio of 3 assets), drawn
debt of $10.5 million and the corresponding interest
cost, the Augusta management fees based on the size
of the current portfolio and the current administration
costs to run the company on an annual basis.

35 Graham Street acquisition
• The net rental amount of $3.875 million reflects
passing rent of $3.975 million less $100,000
of unrecovered operating costs identified in
due diligence. Source: Auckland Council
lease agreement.
• An additional $25,000 of administration expenses.
Source: Management forecast on annualised
basis due to increased portfolio size and based on
experience of managing the current portfolio.
• Increase in management fee being 0.50%
of the total Transaction cost. Source:
management contract.
• Capitalised loan facility fees are $82,500, which
are then amortised over 3 years being the term of
the loan. Source: committed funding term sheet
from BNZ.
• Effective interest rate of 3.9% assumed on additional
debt of $58.5 million drawn to support the purchase.
Source: Interest rate margin in BNZ committed term
sheet, along with forecast interest rates as at the
date of the notice of meeting.
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• An annual depreciation claim of $500,000 in
respect to the 35 Graham St building fit out. Source:
management forecast based on assessment of
current building fit out.
• Total Transaction (acquisition) costs assumed are
$800,000. Source: see section 10 for further detail
on the Transaction costs.
• Acquisition costs (aside from funding fees)
are capitalised to investment property with no
revaluation impact thereafter.
• $58.5 million of debt is drawn to fund acquisition
and Transaction costs.
The above excludes any one-off or
non-recurring transactions.
A pro forma “post-acquisition” balance sheet as at
28 June 2019 is set out below. The existing portfolio
represents the fair value as at 31 March 2019 based
on independent valuations on the existing portfolio
commissioned for financial reporting purposes, with
the 35 Graham St acquisition represented by the
Colliers International valuation for the Property and
Transaction costs:

Investment
property
Working capital
(net)
Bank debt drawn
Deferred tax
liability
Equity
LVR

Current
portfolio
of 3
assets
($000s)

35 Graham
Street
acquisition
($000s)

Anticipated
position
postacquisition
($000s)

123,100

58,718

181,818

1,550

(218)

1,332

10,500

58,500

69,000

1,770

-

1,770

112,380

-

112,380

8.5%

38%

The LVR is represented by drawn debt as a percentage
of the value of the investment properties.
Loan fees of $82,500 are capitalised and amortised over
the 3-year term of the loan facility.
While gearing is currently only 8.5%, this is as a result of
Asset Plus completing two divestments within the past
15 months being Print Place in Christchurch in March
2018 and AA Centre in Auckland in July 2018. Prior to
these divestments, gearing was 33%. The increase in

gearing to 38% following the Graham Street acquisition
is therefore only 5% above that previous position. This
increased gearing increases the Company’s total interest
cost but also assists to increase the earnings per share
due to the increase in rent received following the 35
Graham St acquisition being greater than the increased
interest cost.
Working capital position represents current assets less
current liabilities.

3.2 Impact on earnings from potential
disposal of Heinz Wattie’s National
Distribution Centre
The Company has granted a third party a period
of exclusivity to conduct due diligence on the Heinz
Wattie’s Distribution Centre (the Distribution Centre).
If an agreement is reached, settlement would be four
months from the agreement date resulting in a potential
settlement date in October 2019.
In the event that the Company proceeds with the disposal
of the Distribution Centre, the immediate earnings
accretiongainedfromtheTransactioncontemplatedinthis
Notice of Special Meeting would decrease.
The financial impact, presented on an annualised basis,
of the potential Heinz Wattie divestment is set out below;
Anticipated
total post
Graham St
acquisition
($000s)
Net Rental Income

Anticipated
Effect of Total postHeinz sale Heinz sale
($000s)
($000s)

12,272

(2,130)

10,142

Administration
Expenses

(925)

-

(925)

Augusta
Management Fee

(909)

145

(764)

Interest Expense

(2,719)

1,135

(1,584)

Gross Operating
Profit

7,719

(850)

6,869

(1,631)

193

(1,438)

6,088

(657)

5,431

3.76

(0.41)

3.35

Taxation Expenses
Net Profit
After Tax
Cents per share

Forecast gearing is expected to reduce to 26.1% as all
sale proceeds are assumed to be applied towards debt
repayment. The reduced gearing profile would provide
capacity for future acquisition and redevelopment
activities (subject to availability of debt finance).
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4. How will the Transaction
be Funded?
If approved by Shareholders, the Transaction will be
funded through a debt facility with BNZ.
Asset Plus currently has an undrawn amount of $9.5
million from an existing $20.0 million loan facility
with BNZ (the Company’s bankers). The Company
has obtained the commitment of BNZ to extend the
Company’s existing debt facility by $55.0 million to
a maximum facility size of $75.0 million. This will
fully fund the acquisition (plus provide an undrawn
facility of approximately $6.0 million). Key conditions
precedent to the increased facility are:
• Provision of a valuation report to the satisfaction
of BNZ (which is now confirmed by BNZ as being
satisfied through the provision of the Colliers’
valuation report); and
• Confirmation from Asset Plus that no material
adverse event has occurred following the date of
its latest financial statements (which Asset Plus
currently expects it will be able to confirm).
Other conditions precedent are standard conditions
for a banking facility including, as an example, the
registration of BNZ’s security over 35 Graham Street
and Asset Plus.
The financial covenants under the facility are:
• Interest cover ratio: greater than 1.75 times
• Loan to value ratio: no greater than 50%
Following settlement of the Transaction, the
gearing profile of the Company will increase from
approximately 8.5% to 38% but remains below Asset
Plus’ loan covenant limit of 50% on the total facility
drawn. Approximately $6.0 million of the loan facility
will remain undrawn.

5. Valuation Summary
The Property has been valued on an “as is” basis
by Kane Sweetman of Colliers International at
$58.0 million as at 1 April 2019 in accordance with
International Valuation Standards and API/PINZ
Valuation Standards. The executive summary of this
valuation report has been appended to this Notice of
Special Meeting.

The key valuation metrics are tabled below:
‘As Is’ Valuation
as at 1 April 2019
Valuation

58,000,000

Annual Net Contract Income

3,975,000

Market Rental Income

3,960,428

Passing Yield %

6.85%

Equivalent Market Yield %

5.99%

WALE (years)

2.00

Kane Sweetman of Colliers International is an
independent valuer.

6. Rationale for the Transaction
Asset Plus shareholders voted to externalise
management of the Company to Augusta at a
shareholder meeting on 19 March 2018. On that
date a clear company objective to provide investors
with an investment in a diversified portfolio of New
Zealand commercial property with a ‘Yield Plus
Growth’ investment strategy was established. The
management agreement with Augusta commenced
on 26 March 2018.
The acquisition of the Property is in keeping with the
Asset Plus ‘Yield Plus Growth’ investment strategy as
the proposed acquisition has the potential to enhance
returns for investors and/or provide superior growth
opportunities through capital enhancement from
the potential redevelopment and outlook for positive
Auckland CBD office market rental growth.
As stated in the Company’s investment policy
“The company will employ an active asset
management approach to optimise the income and
investment performance of its assets. This includes:
• Adding value through remixes, refurbishments and
physical improvements;
• Utilising innovative marketing, operating, or leasing
strategies; and
• Maintaining strong tenant relationships,
proactively dealing with vacancy risk and
negotiating new leases and rent reviews to
optimise income performance.
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The potential redevelopment opportunity at the end of
the Auckland Council lease has the benefit of a large
existing structure to upgrade and the possibility of
adding additional floors (subject to resource consent)
that will have expansive views and large floor plates.
The Company anticipates that the repositioned
building should attract high quality tenants on long
leases, similar to those in the neighbouring Grade-A
office buildings.
The local area has attracted circa $1.5 billion of
foreign investment in the last 18 months, examples
include Building C Spark City $77.0 million (SC Capital
Partners), Viaduct VXV Office Portfolio $635.0 million
(Blackstone) and 155 Fanshawe St $247.0 million
under construction (overseas pension fund).

7. Investment Strategy
Auckland Council has committed to relocating their
staff to alternative locations at the end of their lease
term providing the opportunity to redevelop and
reposition the asset.
Two possible redevelopment options have been
assessed at concept stage during the due diligence
period of approximately two months prior to entering
into the agreement. These options will be further
investigated by the Manager following the acquisition.
Both options involved retaining the building use as
office accommodation. There is also a third option for
a light refurbishment and releasing.
A summary of the potential options for the future
redevelopment of the asset is detailed below:
Option 1 – the Manager’s Preferred Add Value Asset
Strategy – Full refurbishment and addition of new
floors to “Premium/A Grade” office building:
• Auckland Council will vacate the Property at the
end of the 2-year lease. At this point the Property
is vacant and left “as is” with no remedial works
completed by the departing tenant.
• The existing structure is ‘stripped back’ to a shell
and the building extended by an additional
three floors.
• The gross floor area (GFA) increased to circa
19,400sqm (adding circa 6,400sqm GFA), compliant
with the maximum total gross floor area allowed for
the site assuming compliance with the permitted
height limits allowed under the planning restrictions.
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• The development is expected to take between
eighteen months and two years from the
commencement on site, noting that the Auckland
Council’s two-year lease term allows for design
and consenting to be underway before the end of
the lease.
For any development under Option 1, the target
development margin will be 15% with a target yield on
cost of 6.6%.
The risks associated with the above option include:
• Committing to the development and construction
costs increasing as a result of variations under the
construction contract;
• Committing to a development with the building not
being fully leased and having a longer period to
lease the remaining vacancy.
Please refer to Section 11 for further detail on the risks.
Option 2 – Refurbishment of existing Building to
“Upper B Grade” office space:
• Would apply if market conditions have been
assessed as ‘unsupportive’ of an extensive
redevelopment of the asset. Therefore, reactive
leasing and light refurbishment of the building
is undertaken.
• Auckland Council will vacate the Property at the
end of the 2-year lease. At this point the Property
is vacant and left as is with no remedial works
completed by the departing tenant.
• The refurbishment is expected to take 1 year
to complete.
The key downside of implementation of this option is there
is unlikely to be the same potential for valuation increase.
However, the running yield will be maintained. This option
does not prevent Option 1 being implemented at a later
date when market conditions are more supportive.
Option 3
In addition to the above options, there is also the
option to lease the Property as it is with some small
refurbishments of the office floors. The returns on this
would be subject to the rental amounts agreed with
tenants but, in the Board and Manager’s opinion,
are likely to be less than the above two options (as
extensive refurbishments are necessary to attract
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higher rental amounts). However, this would allow
income to be produced from the Property with much
lower capital requirements. This option would only
proceed if market conditions did not allow any form
of redevelopment or extensive refurbishment to be
undertaken. In addition, there may be a period of
vacancy after Auckland Council leaves the building
before a new tenant is signed up. This is mitigated by
the certainty that Auckland Council is leaving which
allows time to identify potential tenants over the next
2 years.

completed to date by Augusta during the due diligence
period suggested there are a number of large tenants
requiring accommodation in 2023, a timeframe in line
with a realistic target completion date for 35 Graham
Street. If Asset Plus acquires 35 Graham Street and
wishes to proceed with a redevelopment of the Property,
Augusta will focus on securing pre-commitment from
tenants via a detailed and targeted marketing campaign.

Expected costs for development

Post-acquisition, Augusta will instruct the necessary
consultants to commence the concept design phase
for the proposed development and progress toward
a resource consent application. Pre-construction
spend for the design and consenting phase of the
development will be funded by the expected $6.0
million of undrawn debt facility and working capital.

Based on due diligence to date (including the
engagement of a quantity surveying firm), the cost of the
above options are currently expected to be:
• Option 1: $90.0 – 100.0 million;
• Option 2: $15.0 – 20.0 million (this is ultimately
subject to the level of refurbishment which will
be determined by tenant requirements from
leasing negotiations).
The above amounts include estimated consultancy
and feasibility costs, consenting costs, potential
lease incentive payments, construction costs and the
interest costs associated with holding the Property.

Forecast Market Conditions
The availability of Auckland office accommodation is
under pressure with just 18,000sqm of prime A Grade
office space currently available within the Auckland
CBD Market and 21,000sqm in the metropolitan market
(Source: Colliers Office Research Report February 2019).
Currently 90,000sqm of new office space is under
construction in Auckland and due for completion in 2020.
40,000sqm of this space has already been leased leaving
50,000sqm available.
A further 42,000sqm of office space has been identified
as becoming vacant or being built in 2021 with
10,000sqm of that space already committed. On this
basis it is estimated that 80,000sqm of “A Grade” office
space will become available between now and 2022.
The Property’s main attraction is the rare large floor
plates with expansive views of the Waitemata Harbour.
The opportunity exists to incorporate refurbishment of
the existing building with an extension of the existing
structure. The existing structure allows for an active
asset management leasing strategy to be implemented
to target securing an anchor tenant(s). Market research

8. How Will the Value-Add strategy
be Funded?

The funding structure for the potential future
development phases (in addition to the $6.0 million preconstruction spend) will be contingent on the Asset Plus
balance sheet at the time. Development funding will
likely be made available through the recycling of one or
more existing assets creating sufficient balance sheet
capability to fund a material portion of the forecast
development spend. Additional debt will be sought to
fund the balance of the development and / or future
capital may need to be raised if the gearing ratio
exceeds 40% on an as if complete basis. Asset Plus will
update shareholders in due course on the potential
redevelopment and potential funding structure.

9. What are the Implications of the
Transaction not Proceeding?
The Sale and Purchase Agreement is conditional on
Asset Plus shareholders approving the Transaction.
Should the resolution not be approved, the Transaction
will not complete. Asset Plus will not incur financial
penalties under the Sale and Purchase Agreement if
the Transaction is not approved but will incur some due
diligence costs for consultants already engaged.
The Transaction is accretive to the status quo and
will enable the Company to maintain dividends at the
current rate subject to future acquisition activity and
unforeseen events.
If the Transaction does not proceed, Asset Plus will
continue to look for opportunities that are consistent
with its ‘Yield Plus Growth’ investment strategy.
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10. Fees and expenses
The proposed Transaction fees are set out below:
Due diligence costs (committed)

60,000

Further legal costs (committed)

48,500

Acquisition fee payable to manager
Loan facility fee (in respect to the new facility)
Further legal and notice of meeting costs
Total Transaction costs

580,000
82,500
29,000
800,000

In accordance with the terms of the management
agreement, the acquisition fee payable to Augusta
is 1% of the aggregate purchase price for
35 Graham Street.
The base management fee payable to the manager
is forecast to increase by $294,000 per annum post
the acquisition. Property management fees are
also forecast to increase by approximately $60,000
per annum (each consistent with the terms of the
management agreement).
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11. What are the Key Risks of
the Transaction?
Like any significant transaction for a group of companies,
the Transaction is not free from risk. This section
describes the circumstances that the Board is aware
of that exist or are likely to arise associated with the
acquisition and the owning of the asset which may
affect the Company’s future operating performance and
financial position and the value of the Company’s shares
post completion of the acquisition.
Where practicable, the Company seeks to implement
risk mitigation strategies to minimise the exposure to
some of the risks outlined below, although there can
be no assurance that such arrangements will fully
protect the Company from such risks.
You should carefully consider these risks before
deciding how to vote in respect of the Resolution.
The statement of risks in this section does not take
account of the personal circumstances, financial
position or investment requirements of any particular
shareholder. It is important, therefore, that before
making any voting decision, you give consideration to
the suitability of an investment in Asset Plus’ shares
in light of your individual risk profile for investments,
investment objectives and personal circumstances
(including financial and taxation issues).
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The key risks, their severity and the Company’s mitigation strategies are listed below:
Issue

Description

Likelihood

Mitigation

Material size of
development
relative to the
current balance
sheet

The Asset Plus balance sheet will
have equity of approximately $112.0
million following the acquisition. In
the absence of further acquisitions,
any development cost will likely
represent a material portion of the
balance sheet and any negative
performance from the development
will therefore have a more material
impact on Asset Plus’ financial
position.

Medium, unless
the size of Asset
Plus’ balance
sheet materially
increases prior to
the development.

Any development is unlikely to be
committed to without:

Construction costs continue to rise.

Medium, given
conditions in
the construction
market.

Cost escalation
impacting
margin

• Tenant pre-commitments; and
• Construction programmes that
are sufficiently advanced to reduce
the risk of construction cost
escalation; and
• Final feasibilities indicate a target
development margin of 15% and a
target yield on cost of 6.6%.
Due diligence has already been
undertaken on likely construction costs
by an experienced quantity surveying
firm and included in feasibilities
conducted to date. An extensive level of
design will likely be undertaken before
commencement of the development.
Fixed price construction contracts will
likely be sought.
Financial due diligence will be
undertaken on the contractor selected
to ensure they have an appropriate level
of financial standing.

Inability to lease
the Property

A change
in market
conditions after
completion of
the Transaction

There is a risk that either the Property
Low to medium
may not be fully leased immediately
or a longer period of time than
expected is required to secure tenant
commitments (given there is potentially
16,000 m2 of space available in a fully
developed building).

Greater lease incentives may need to be
paid (impacting margin) or time to lease
(impacting the internal rate of
return (IRR) from the acquisition
and development).

Any change to interest rates and the
Low
market conditions after completion of
the Transaction may influence future
capitalisation rates and the valuations
of the Company’s assets. Higher interest
costs may also affect the overall cost of
any development and returns from the
acquisition and development.

Asset Plus and its Manager will continually
analyse market conditions following
completion of the Transaction, with
the development able to be reduced or
postponed if necessary.

The level of development may be
reduced (from the addition of further
floors) to meet leasing commitments
that are able to be secured.

Appropriate interest rate hedging will
be considered to mitigate the risk of
any change in the interest rate applying
to a loan facility taken out to fund a
redevelopment of 35 Graham Street.
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Defined
Terms
Asset Plus or the Company means Asset Plus Limited;
Augusta or the Manager means Augusta Funds
Management Limited;
Average Market Capitalisation means the volume
weighted average market capitalisation of Asset Plus’
ordinary shares calculated from trades on the NZX
Main Board over the 20 business days prior to
29 April 2019;
Board means the board of directors of Asset Plus
acting, for the purposes of the Transaction, through
and by the independent Directors;
Contract Rental means the amount of rent payable
by Auckland Council, plus other amounts payable
by Auckland Council under the terms of the lease
agreement, annualised for a 12-month period
assuming no default by Auckland Council;
EPS means Earnings Per Share;
Interest Coverage means the ratio representing
the Company’s ability to pay interest expenses on
outstanding debt;
Listing Rules means the NZX Main Board/Debt Market
Listing Rules;
LVR means loan to value ratio;
Net Rental Yield means the contractual rental
income generated each year as a percentage of the
asset value;
Notice of Special Meeting means this notice of special
meeting to be distributed to Shareholders;
NZX means NZX Limited;
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Occupancy means the portion of the portfolio that is
committed to by a tenant;
Ordinary Resolution means a resolution of
Shareholders approved by a simple majority of the
votes of those Shareholders entitled to vote and voting
on the matter;
Property or 35 Graham Street means 35 Graham
Street, Auckland;
Purchaser means Asset Plus Investments Limited;
Resolution means the Ordinary Resolution set out in
this Notice of Special Meeting;
Sale and Purchase Agreement means the sale and
purchase agreement between Asset Plus Investments
Limited and Auckland Council for the 35 Graham
Street, Auckland property dated 29 April 2019;
Settlement means the transfer of ownership of the
property to the buyer;
Shareholder means a registered holder of shares from
time to time;
Meeting means the meeting of Asset Plus
shareholders, and any adjournment of that meeting,
to be held to consider and, if thought fit, approve
the Transaction;
Transaction means the proposed acquisition by Asset
Plus of the 35 Graham Street property from Auckland
Council for $58.0 million (plus GST, if any), which, if
approved by shareholders at the Meeting, is expected to
settle on 28 June 2019;
Vendor means Auckland Council;
WALE means weighted average lease expiry.
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