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Bull points
n High-yielding dividend policy backed by Minimum Earnings  
Clauses on loans.
n SME property lending market underserviced by large banks.
n Major joint venture to deliver £330m of lending capacity.
n Two syndicated loan partnership opportunities at advanced stage.
n Experienced management team.
n Low loan-to-value ratio.
n Fast growing asset management business.
n Cash-rich balance sheet supports high-margin direct lending.
n Strong pipeline of property development fi nance loans.
n Deep share price discount to net asset value.
n Directors and senior management have signifi cant shareholdings.
n Political environment supportive of new housing starts.

Bear points
n Short listed history – IPO in May 2018.
n Profi t downgrades in 2018. 
n Economic risk.
n Liquidity – very low free fl oat can exacerbate price movements.
n Loan-on-loan leverage magnifi es typical borrowing risks (interest  
rates, economy and sector risks).
n Unforeseen events could require early repayment of borrowings.
n High exposure to any potential UK property market contraction.
n Valuation of real estate assets underlying loans is inherently 
subjective.

The key to successful stock picking is to identify underpriced 
investment opportunities that offer the real possibility of capital 
growth. That’s exactly what’s on offer at Urban Exposure, a 

company that is creating value for shareholders through an asset 
management business that manages loans for third parties and acts 
as principal lender to small- and medium-sized (SME) housebuilders 
in the UK. The company is backed by a cash pile worth more than half 
its market capitalisation and, as fees build on loan commitments 
taken on by third party and syndicated funds the company manages, 
income and profi ts look set to ramp up this year and next.

Simon Thompson’s view:

22 March 2019

Urban Exposure: High-yielding property 
asset manager in deep value territory

The specialist fi nance lender off ers investors the enticing 
opportunity to lock into a 7.3 per cent prospective dividend 
yield for 2019 and prospects of income growth, too
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Specialist residential development finance firm and  
asset manager Urban Exposure (UEX) listed its shares 

on London’s junior market in May 2018 when it raised 
£150m of new equity at 100p a share. The proceeds of the 
fundraise are being channelled into a bumper £1.5bn pipe-
line of high quality lending prospects, and has enabled 
the company to accelerate growth in its asset management 
business, where it earns fees managing and servicing real 
estate development loans financed by third parties.

The company’s management team has an enviable track 
record. Established in 2002, Urban Exposure has evolved 
from being a residential property developer that devel-
oped 5,500 units to focus solely as a lender of real estate 
development finance in the residential sector for the past 
eight years. Between 2010 and the IPO in 2018, the compa-
ny arranged £687m of development finance loans without 
incurring any losses or arrears across 26 projects, which 
had gross development value (GDV) of £1.9bn, highlight-
ing a successful risk management capability. It specialises 
in lending to the SME housebuilders that build less than 
2,000 units per year. 

Please note that although the management team behind 
the original Urban Exposure Businesses are the same as 
for the listed entity, Urban Exposure plc was only incor-
porated on 10 April 2018, hence the lack of trading track 
record in our financial performance tables. Still, the IPO 
was backed by some smart fund managers who could see 
the potential for capital growth and prospects for a pro-
gressive dividend. 

In response to Urban Exposure’s November 2018 trading 
update, however, the share price lost a third of its value. 
With plenty of high quality developers looking for fund-
ing, the company announced it would prioritise demand 
from third parties looking to provide finance for projects 
by scaling up the asset management side of the business 
earlier than envisaged at the time of the IPO. 

Higher credit quality from developers  
means slower draw downs of loans
Arranging and executing loans on balance sheet to be re-
financed through asset management funding lines (rather 
than simply maintaining those loans on balance sheet), 
carries lower immediate profits for Urban Exposure, hence 
the adverse market reaction. Also, credit quality of the 
underlying proposals the company has been receiving has 
been far higher than it had anticipated meaning that these 
loans have been drawn down more slowly, which affects 
revenue timings. 

In the six months from the IPO to the end of October 
2018, the company closed loan commitments totalling 

“Between 2010  
and the IPO in  
2018, the company 
arranged £687m  
of development  
finance loans””
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£230m across 10 projects for the construction of 960 resi-
dential units and connected mixed-use space. The average 
life of these loans is 28 months and they have a weighted 
average loan-to-GDV (gross development value) ratio of  
63 per cent, so below the IPO guidance range of between 
65 per cent and 75 per cent. 

A direct consequence of the higher amount of equity  
being invested by residential developers in their projects, 
is that the drawing down of the credit lines Urban  
Exposure is providing takes longer, as the developer must 
use its equity in full before the loan can be deployed. 
When Urban Exposure released its maiden half-year 
results just before Christmas, it revealed its loan-to-GDV 
ratio was only 60 per cent. It’s hardly surprising that third 
party funders are being attracted by the opportunity to 
make a high net interest margin on their capital and on a 
lowly geared residential project – and under the watchful 
eye of a property fund manager with the requisite property 
development experience, and one that carries out a strin-
gent credit lending process before any loan is sanctioned.

True, earnings from asset management activities (a fee 
of around 1 per cent pa) are far less than Urban Exposure 
makes on its own direct principal lending (around 10 per 
cent p.a.). But it’s an incredibly scalable proposition and 
with high operational gearing, thus enhancing the qual-
ity and visibility of revenues for the company. That said, 
the market’s response has been negative which is why the 
share price has fallen from the 100p listing price to 68p 
since the November 2018 trading update. 

At this level, Urban Exposure has a market capitalisa-
tion of £108m even though the company is still lending as 
principal, has a fast-growing asset management business 
and has a cash-rich balance sheet. At the end of Septem-
ber 2018, the company has closing net funds of £75m on 
its balance sheet after accounting for a subsequent share 
buy-back, and house broker Liberum Capital forecasts 
closing net cash of £59m at the end of 2018. 

Part of the reason for the depressed valuation is because 
investors have failed to realise that even though the  
company will be lending less than first envisaged as  
principal (as it transfers loans it has originated into  
third-party funds), this has not impacted its ability to pay 
a high and progressive dividend. When the penny drops, 
expect the shares to re-rate, hence the investment  
opportunity now. Let me explain.

“House broker 
Liberum Capital  
forecasts closing net 
cash of £59m at the 
end of 2018”
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Principal lending activities support high dividend
Of the initial £168m of loan commitments made since the 
IPO, Urban Exposure retained £82m on its own lending 
book and transferred the balance into asset management 
structures. These retained loans have an average weighted 
term of 25 months and loan-to-GDV of 60 per cent. 

Borrowers are required to pay agency, arrangement, com-
mitment, minimum earning and exit fees to the company 
in respect of their loans, in addition to prepayment and 
cancellation fees. To put these sums into perspective, 
Urban Exposure calculates that the £82m loans on its own 
book at the end of September 2018 have projected earnings 
of £11.1m, of which half is subject to the Minimum Earn-
ing Clauses (MECs) inserted into the loan agreement. This 
means that, irrespective of when or even whether the bor-
rower decides to draw down its credit line, Urban Exposure 
will make £5.6m as a minimum on these four loans.

That’s important because MECs are contractually se-
cured and legally binding.  It also means that the com-
pany is effectively able to pay its dividend from ‘covered 
earnings.’ Please note that analysts have excluded the 
income from MECs from their profit estimates as Urban 
Exposure’s auditors have yet to confirm their accounting 
treatment of them.

Ord Price: 68p     Market Value: £108m

Touch: 66-70p     12-Month High: 115p Low: 60p

Dividend Yield: 9.6%     PE Ratio: 7
Net Asset Value: 94p     Net Cash: £75.2m

Year to Revenue Pre-tax Earnings Dividend 
31 Dec (£m) profit (£m) per share (p) per share (p)

2018** 3.6 -1.0 -0.6 2.5

2019** 10.7 2.3 1.4 5.0

2020** 17.6 7.4 4.4 5.3

2021** 30.1 17.0 10.1 6.5

% change 64% 222% 214% 6%
Normal market size: 3,000 SETSqx
**Liberum Capital forecasts. Pre-tax profits and fully diluted EPS stated before exceptional items
Source: Urban Exposure Aim Admission Document (May 2018), London Stock Exchange

Urban Exposure (Aim: UEX)

 2018E 2019E 2020E 2021E
Minimum Earnings £19.4m £27.6m £23.8m £28.6m

Projected Earnings £24.7m £36.1m £37.8m £45.6m

Cost of dividend £4.0m £7.9m £8.3m £10.3m

Adjusted EPS -0.6p 1.4p 4.4p 10.1p

Dividend 2.5p 5.0p 5.3p 6.5p
Source: Liberum Capital

Urban Exposure’s share of minimum 
earnings support rising dividend 
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This may have created confusion amongst investors who 
may be concerned that Urban Exposure’s proposed divi-
dend will be uncovered by accounting earnings per share 
(EPS), even though it is covered by the minimum earnings 
on principal loans retained by the company. The directors 
clarified this at the end of last year when they reaffirmed 
their commitment to pay a 2.5p a share dividend for the 
2018 financial year – the interim of 0.83p a share has 
already been paid.

Guidance for the 2018 financial year is to expect gross 
revenue of £3.6m on an accounting basis (excluding 
minimum earnings) for the 37 weeks to 31 December 2018, 
but gross revenue ratchets up to £19.4m over the life of the 
loan on a minimum earnings basis (after taking account 
of the increase in lending in the final quarter of 2018). 
Moreover, projected earnings on the loans originated to 
date are higher still at £24.7m.

In addition, the directors have committed to pay a 5p 
dividend per share for the 2019 financial year, and adopt 
a progressive dividend policy thereafter. Dividend cover is 
healthy: the directors revealed in their November trading 
update that the £8m cost of the projected dividend pay-
out for 2019 is twice covered by post-tax earnings on a 
minimum earnings basis.

In other words, not only are Urban Exposure’s shares 
trading well below the last reported net asset value (NAV) 
of 94p a share even though likely closing net cash at the 
end of 2018 backs up 60 per cent of the share price, but 
at the current depressed valuation shareholders can lock 
into an enticing 7.3 per cent dividend yield for the 2019 
financial year and one that is twice covered by the income 
derived from MECs on loans. Furthermore, Urban Expo-
sure is continuing to invest the capital it raised at the IPO 
in own book principal direct residential lending.

The business is clearly enjoying strong demand from 
residential property developers which is why total loan 
commitments had increased to £522m by the end of De-
cember 2018 and analysts at joint house broker Liberum 
Capital believe that commitments can more than double 
to £1.35bn by the end of 2019, rising to £1.65bn by the end 
of 2020.

Clearly, not all this business can be taken on its own 
book as principal, so it makes sense to enter into syndi-
cation agreements and joint ventures to transfer surplus 
loan demand to third parties, and earn management fees. 
This is exactly what Urban Exposure’s management team 
has been doing by taking loans onto its own balance sheet 
at origination and then transferring them into the asset 
management business.

Urban Exposure’s share of minimum 
earnings supports rising dividend
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A scalable asset management business
Last summer, the company entered an exciting £165m 
joint venture partnership with Kohlberg Kravis Roberts 
(KKR), the world’s largest credit fund with US$60bn 
(£45bn) assets under management, to focus on financing 
mainstream housing throughout the UK. 

For its part, Urban Exposure originates, executes and 
manages development loans in the residential market 
which, combined with KKR’s significant financial and 
operational expertise, should deliver a scalable business. 
A £165m senior term facility was agreed with UBS invest-
ment bank just before Christmas, so the joint venture now 
has £330m of firepower. 

The senior term facility is a ‘loan-on-loan’ credit line 
whereby the joint venture’s lending commitments are 
matched by equivalent commitments from UBS, so effec-
tively gearing up investment returns. This may seem risky, 
but the residential property developers are putting down 
far more equity than Urban Exposure had envisaged in its 
business plan, outlined at the time of the IPO. Therefore, 
introducing a gearing element to the joint venture’s fund-
ing is less risky than it would have been previously. 

It’s not the only credit line the joint venture has attract-
ed as Aviva Investors has agreed a ‘loan-on-loan’ facility 
of £32.8m for a specific single transaction the joint ven-
ture is financing, and it is anticipated that further similar 
transactions will be concluded with Aviva Investors, too.

In addition, Urban Exposure is in negotiations with 
a number of other potential syndication partners, thus 
offering scope to scale up the asset management side of 
the business. It’s likely to attract new investors given the 
dynamics driving the business.

Market opportunity
It is well documented that there is a significant shortfall 
in UK housing stock. The main issue is a lack of supply 
of new homes at the appropriate price points. In the 2018 
Spring Budget, Chancellor Phillip Hammond stated that 
the annual requirement for new private residential dwell-
ings is around 300,000 new homes per year, almost dou-
ble the estimated 160,000 new housing starts last year. 
This shortfall is the focus of specific government attention 
and political initiatives as laid out in the Housing White 
Paper two years ago when the UK government pledged 
£21bn in additional financial support for the delivery of 
new housing.

All the key tenets of the Housing White Paper are the 
same as those of Urban Exposure’s lending strategy. 
Namely, prioritising SME developers; building on gov-
ernment owned land; regeneration of neglected areas 

Shortfall in UK housing: The government had pledged 
£21bn in additional financial support for new housing  
two years ago 

“Last summer, the 
company entered an 
exciting £165m joint- 
venture partnership”
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within towns and cities; promoting developments that 
are priced affordably for first time buyers and domestic 
buyers; adoption of alternative construction methodology; 
focusing predominantly on wider UK regions and not just 
central London. In addition, the UK government is invest-
ing tens of billions of pounds to improve infrastructure of 
towns and cities across the UK to support the additional 
new homes required. The new Crossrail project in London 
and the planned HS2 rail network linking Manchester, 
Birmingham and London are just two such examples.

Furthermore, if the UK government is going to succeed 
in narrowing the gap between output of new housing 
starts which averaged 121,000 a year between 2008  
and 2016, and the 300,000 target rate outlined by  
Mr Hammond in his 2018 Budget, then this will only 
increase loan demand for development finance providers 
such as Urban Exposure. 

To put the scale of the potential funding gap into per-
spective, (based on an average house price of £211,000) 
it would still require £2.3bn of additional development 
finance at a conservative 55 per cent loan-to-GDV, to 
increase new home starts by 20,000 units each year.  This 
is clearly positive for Urban Exposure, especially as banks 
have retrenched from development finance due to capital 
constraints (see ‘Barriers to entry’ on page 8).

According to De Montfort University, bank lending in 
the sector declined from £23.9bn in 2008 to £14bn in 2017 
which means that the financing requirements of SME 
housebuilders considerably exceeds the funding available 
in the market. Estimates from Urban Exposure, data from 
the Ministry of Housing, Communities and Local Govern-
ment and Nationwide Building Society data on house 
price indices, indicate that the total funding gap for the 
next decade could be in excess of £200bn based on the 
government’s 300,000 annual production target for new 
homes.

Bearing this in mind, Urban Exposure has a strong 
institutional investor network and deep relationships in 
the industry, so is well positioned to take advantage of any 
increase in loan demand from SME property developers. 
Indeed, the £687m of loans arranged by the company pri-
or to the IPO were financed primarily by third parties and 

 Annual avg Avg sales Total Implied development finance Total develop’t finance Funding 
 output price value at 55 per cent loan to GDV over next 10 years gap

Average new house starts (2008-16) 121,043 £211,433 £25.6bn £14.1bn £140.8bn Actual build

Housing shortfall based on 300,000 annual target 178,957 £211,433 £37.8bn £20.8bn £208.1bn £208.1bn
Source: Data from Ministry of Housing, Communities and Local Government, UK Budget 2018 and Nationwide Building Society

Size of UK residential development finance market and funding gap
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co-lenders including Bank of America Merrill Lynch, EJF 
Capital, Highbridge, Kirkmore Securities, LaSalle Invest-
ment Management, LetterOne, Revcap Real Estate Venture 
Capital, Starwood Capital Group and Topland Group. 
Many clients including major debt funds who themselves 
may be property developers in other jurisdictions have 
found it more effective to partner with Urban Exposure on 
a deal-by-deal basis, rather than invest through an in-
house dedicated team in the UK.

The strong risk adjusted returns that the Urban Expo-
sure management team have delivered to these inves-
tors – internal rate of return (IRR) of 16 per cent on senior 
lending between 2010 and 2018, with no losses or arrears 
– appeals to institutions looking to invest in this niche 
finance sector. 

Barriers to entry
There are multiple barriers to entry for competitors  
looking to enter the residential development finance 
market which means Urban Exposure is well-placed to 
take advantage of the market opportunity. These include:

n Key constraint on bank lending is from regulations. 
This has made development finance more onerous in 
terms of additional Tier 1 capital requirements. Indeed, 
development finance loans are 150 per cent risk weighted 
regardless of the borrower’s sophistication, asset quality 
and any de-risking factors, meaning that the risk appetite 
for this asset class is significantly reduced. 

Other constraints on bank lending include conduct 
requirements on senior directors and officers of the bank. 
New conduct requirements set by the Financial Conduct 
Authority and the Prudential Regulation Authority require 
banks to demonstrate deep and detailed procedures relat-
ing to the origination and project monitoring of property 
development finance loans. Banks may be able to demon-
strate an ability to properly originate a property develop-
ment loan, but they are not always set up to manage the 
monitoring of development loans. 

Single counterparty exposure limits are an issue for 
banks, as is concentration risk which limits the ability of 
banks to compete in the larger development finance loans 
– the precise area in which Urban Exposure specialises.

Under new guidelines under IFRS9, banks are required 
to provide for more stringent credit loss positions. This is 
significantly impacting regulatory capital requirements 
because they now need to reflect any increase in the 
expected credit loss position. This is in addition to any 
capital charges incurred because of existing credit losses 
on their loan books. 

“[Banks] are not  
always set up  
to manage the  
monitoring of  
development loans”
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n Significant technical expertise required to appro-
priately assess and price risk. Many investment teams 
simply do not have the capability in-house for such a 
specialist investment area.

n Intensely active managed form of lending. Many 
investment firms do not have sufficient time or personnel 
in-house to carry out the significant early due diligence 
required on each property development finance loan, nor 
the detailed on-going monitoring and diligence.

n Rivals lack a ‘step-in’ capability. Urban Exposure’s  
management team has experience of both lending and 
developing, so can offer a ‘step-in’ capability if a develop-
ment hits problems. Very few lenders can offer this  
expertise.

n Borrowers require monthly draw-downs on their 
loans. This can be a problem for fund managers, who may 
be restricted by their own funding sources to two to four 
draw-downs per annum, as well as being a higher burden 
of administration to process.

n Urban Exposure’s proven relationships with  
borrowers. All residential property developers need 
certainty of funding, and new relationships take years 
to build. The Urban Exposure team has a strong and 
established brand with developers who will often pay a 
premium to transact with a lender they trust and who can 
provide them with speed and certainty of execution. 

The company has a pool of 300 residential-led develop-
ers, each one boasting a track record of 10 years relevant 
experience to make them eligible for finance from Urban 
Exposure. Developers include Galliard Homes, Bally-
more, Mace, Urban Splash, U+I plc, Clearview Homes and 
Princeton Homes.

“Developers will  
often pay a premium 
to transact with a 
lender they trust”
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To mitigate risk, the Urban Exposure team only fund 
projects that have planning permission in place and 
only lend to experienced borrowers in UK property 
development. 

n Construction risk. Due diligence is carried out on 
both the borrower’s track record and their key profes-
sional team, including the main contractor and any 
subcontractors with material design responsibility (for 
instance, mechanical and electrical engineers, struc-
tural engineers, architects, and interior designers). 

The Urban Exposure team attend construction 
progress meetings every month between the devel-
oper, contractor and their professional teams. Loan 
draw-downs are only permitted once an external project 
monitor has verifi ed the works completed, values and 
costs. And because the company has a strong award 
winning brand, it attracts a high calibre of developers 
who offer more certainty of execution and bring repeat 
business.

n Credit risk. Urban Exposure’s in-house analysts, 
quantity surveyors and credit offi cers stress-test the 
borrower’s model against increases in build costs; 
longer build terms; reductions in end sale values; 
and increases in time taken to sell units. The company 
requires 100 per cent of the equity in a project to be 
fully invested before releasing the fi rst tranche of 
any loan. 

Fixed price build contracts are obtained from a main 
contractor of suffi cient experience and credit worthi-
ness. In addition, cost overrun guarantees that trigger 
further potential equity injections from parent com-
panies, sponsors and/or key individuals are required 
prior to any lending, as are performance bonds to 
cover main contractor insolvency risk. 

Typically, lending rates to developers are linked to 
LIBOR and require borrowers to be hedged against 
interest rate rises which mitigates interest rate risk.

n Sales risk. Of course, even if the construction of the 
project goes according to plan and the credit risk is 
well managed, then there is still risk when selling the 
residential units. To mitigate this, the Urban Exposure 
team approves all material aspects of the developer’s 
sales and marketing business plan, including their 
sales values, choice of selling agent, sales strategy, PR 
and marketing strategy. 

Urban Exposure also pays close attention to loan-
to-gross development value (GDV) ratios. Including all 
interest payments and fees, the loan-to-GDV is capped 
at 75 per cent, but in practise it is nearer to 60 per cent 
on the half a billion pounds of loan commitments made 
last year. Moreover, every loan is subject to a full, Royal 
Institution of Chartered Surveyors (RICS) ‘Red Book’ 
valuation – the profession’s quality standard.

To reduce speculative development, the company 
requires pre-sales prior to any loan draw-down, and 
establishes on-going sales milestones during a project, 
which ensure that sales values exceed the outstanding 
value of the loan at any given time. Home purchas-
ers are required to deposit a minimum 10 per cent of 
the purchase price on exchange of contracts and the 
monies are held with a solicitor. Off-plan purchases are 
limited to two per buyer and these off-plan contracts are 
non-assignable to avoid fl ipping of contracts.

Lending is focused on projects outside of London where 
there is signifi cant housing need, and only in geographic 
regions where rental demand is strong so that the private 
rented market is an additional driver of end user demand. 
The estimated end valuation of the residential units is re-
quired to be considerably below the ‘Help to Buy’ scheme 
threshold, thus increasing the pool of potential home 
buyers without being reliant on the scheme. The focus on 
the lower end of the property market mitigates the risk of 
any change in stamp duty thresholds at higher levels. It 
also means that the projects Urban Exposure lends on will 
still be in demand from home buyers irrespective of Brexit 
or a change in government.

A risked-based approach
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UK residential development market
The lack of liquidity in the residential development 
finance market has led to an exacerbation of the housing 
crisis in the UK, where the housing shortfall and low rate 
of building homes in the country have been subject to 
increased political and public scrutiny. SME housebuild-
ers have suffered acutely from the decline in available 
development finance in the market, and the 2017 Housing 
White Paper has sought to re-address the balance via a 
number of initiatives.

To put the scale of the housing problem into perspec-
tive, the number of SME housebuilders has declined from 
5,800 in 2006 to 1,600 by the end of 2017, based on data 
from the Lyons Housing Review published by the UK 
Government Housing Commission. The House Builders 
Federation, a trade body representing homebuilders in 
the UK, reports that SME housebuilders built 12 per cent of 
homes in 2016 equating to 20,000 properties with the large 
housebuilders, dominated by the nine listed FTSE 350 
players, and who account for two thirds market share of 
all new private housing starts. The share of SME developer 
new starts (the number of new units on which construc-
tion has commenced) has fallen by half from 70 to 35 per 
cent over the past three decades. 

The liquidity squeeze caused by banks retrenching 
lending activities away from SME property development 
finance helps explain why Urban Exposure is enjoying 
such strong loan demand from high calibre borrowers. It’s 
highly profitable lending as development finance borrow-
ers are paying similar total lending rates today (around 
10 per cent per annum) as they were in 2006/7 prior to the 
Global Financial Crisis even though LIBOR rates were 5 
percentage points higher then. If anything there could be 
upward pressure on interest rates that property develop-
ment finance lenders can charge borrowers, given that the 
ongoing decline in bank lending in this area exceeds the 
non-bank lending entering the space.

Economic fundamentals
With interest rates at multi-year lows, mortgage borrow-
ers are paying only 17 per cent of their take home salary in 
mortgage payments. However, the combination of record 
UK employment, ongoing net migration into the country 

 1986 1996 2006 2016
Small (1-100 units pa) 36 27 26 11

Medium (101-2,000 units pa) 34 35 28 24

Large (>2,000 units pa) 30 38 47 66
Source: National Housebuilding Council, Lyons Housing Review

Percentage share of new housing starts by developer size 
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and the lack of expansion in new housing starts has put 
significant pressure on rents in the past decade.

To put this into perspective, monthly rental payments 
averaged £714 in 2008 while monthly mortgage repay-
ments averaged £622. However, by the end of 2017, month-
ly rental payments had increased to £907 while monthly 
mortgage repayments averaged only £560 per month. As 
a result there are an estimated 9m people aged between 
25 and 34 in the UK alone who, if renting, would save on 
average in excess of £300 per calendar month in mortgage 
payments versus rental payments. This is an issue the UK 
government is seeking to address by helping them to enter 
the housing market through measures such as: Stamp 
Duty Land Tax reform for first time buyers; extending the 
Help to Buy scheme; and tax breaks to save deposits with 
Isas. In addition, Chancellor Philip Hammond pledged a 
new £3bn “Affordable Homes Guarantee scheme”, aimed 
at supporting delivery of around 30,000 affordable homes, 
in his March 2019 Budget.

Projections that the UK population will grow by six per 
cent from 66.5m to 70.4m by 2030, according to Lazarus 
Economic Research, is also supportive of demand for new 
housing starts and the development finance SME house-
builders require to get their projects off the ground. 

Meet the management
The board of directors is led by 75-year old William  
McKee CBE. His previous roles included chief executive  
of the British Property Federation, and chairman of  
Thurrock Thames Gateway Development Corporation.  
He was involved with Urban Exposure when it was a  
residential property developer.

The business was co-founded in 2002 by chief  
executive Randeesh Sandhu and chief operating officer 
Daljit Sandhu. Mr Sandhu was previously a credit analyst 
at Deutsche Bank and a market risk analyst at Royal & 
Sun Alliance, so is experienced in the origination,  
evaluation and structuring of real estate investments in 
senior and stretched senior whole loans, mezzanine debt 
and equity joint ventures.

The company’s finance director is 54-year old Trevor 
DaCosta. He joined the company in 2017 and has over 18 
years’ experience in the property sector including finance 
roles at Telereal Trillium, a commercial property man-
agement and investment company, and Tishman Speyer 
Properties, a global property development business.

Executive director 54-year old Ravi Takhar joined Urban 
Exposure in 2005 and has served as chairman in this time. 
He qualified as a lawyer at Clifford Chance, specialising 
in property finance. Since 2002, he been chief executive 
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of Aim-quoted Orchard Funding, a company specialising 
in insurance premium finance. He is also a non-executive 
director of London listed Honeycomb Investment Trust, 
a company that specialises in the acquisitions of loans 
made to consumers and businesses.

Other non-executive directors include 54-year old  
Andrew Baddeley, the former group finance officer of 
money broker TP ICAP, and 58-year old Nigel Greenaway 
who served on the board of Persimmon until he retired in 
2016, having spent 30 years at the company. 

Urban Exposure would appear to have a solid board  
of directors. Mr Sandhu and Mr Ravi own 5.6m of the 
158.5m shares between them, so have significant skin  
in the game.

Shareholders and liquidity
The top-10 shareholders and two directors control 77 per 
cent of the issued share capital between them, so the free 
float is below average. 

This helps to explain why Urban Exposure’s share price 
has drifted from the 100p IPO price down to a post-IPO 
low around the 60p level on relatively low trading  
volumes. Clearly, Invesco and JO Hambro Capital  
Management can see the upside as both have added to 
their holdings since the November trading update. 

However, the below average free float can work in our 
favour now as any change in investor sentiment is likely 
to see the shares rally from depressed levels. That’s a 
real possibility now, given the company has reiterated its 
dividend guidance for 2019 and beyond, and is attracting 
a large number of high quality investment propositions 
from its pipeline of business – factors that are supportive 
of the shares attracting interest from income investors.

Shareholders Shares held (m) Percentage stake
Invesco Asset Management  31.7 20.0%

JO Hambro Capital Management  16.2 10.2%

GLG Partners LP  13.3 8.4%

Standard Life Investments 11.1 7.0%

Blackrock Investment Management  10.4 6.5%

Rathbone Investment Management  10.1 6.4%

Quantum Partners LP 7.0 4.4%

BAE Systems Pension Fund  6.5 4.1%

Mr Sandhu and Mr Takhar 5.6 3.5%

Pentwater Capital Management 5.2 3.3%

Axa Framlington Investment Management 5.0 3.2%

Total     122.0  77.0%
Source: Liberum Capital, company report

Major shareholders 
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Profit potential
Excluding the costs of the IPO, analysts expect Urban 
Exposure to report an underlying operating loss of £1m in 
2018. However, as I previously noted, accounting profits 
understate the underlying profitability of the lending 
undertaken due to MECs in the loan agreements, so the 
uncovered dividend of 2.5p a share for the 2018 financial 
year, rising to 5p a share in 2019 is not in doubt.

But even if you ignore the MECs, it’s clear that the 
property lender and asset manager can be expected to 
ramp up operating profit sharply as loan commitments are 
made. Liberum Capital forecast that an operating profit 
of £2.9m this year (on loan commitments of £1.35bn), will 
more than treble to an operating profit of £9.1m (on loan 
commitments of £1.65bn) in 2020. On this basis, adjusted 
EPS will more than treble too, from 1.4p to 4.4p in 2020, so 
almost covering next year’s 5p a share dividend.

Furthermore, as the asset management business scales 
up then the operating leverage of the business model will 
really kick in. This means a greater proportion of incre-
mental income is set to be converted into operating profit 
given the company’s relatively fixed cost base. To put the 
operational gearing of the business model into perspec-
tive, Liberum Capital believe that the company could 
make an operating profit of £21m on revenue of £30m in 
2021, a result that would deliver EPS north of 10p.

The potential ramp up in profits and EPS is simply not 
being priced into the current share price which is trading 
on a 28 per cent discount to net asset value, offers a solid 
looking 7.3 per cent current prospective dividend yield and 
is rated on a price/earnings (PE) ratio of 15 for 2020. The 
fact that Urban Exposure is likely to have ended 2018 with 

Urban Exposure committed loans
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 2018E 2019E 2020E 2021E
Year-end committed loans £522m £1,350m £1,650m £1,775m

Total income £3.6m £10.7m £17.6m £30.1m

Underlying operating profit -£1.0m £2.9m £9.1m £21.0m

Operating profit margin -27.8% 27.1% 51.7% 69.8%

Adjusted EPS -0.6p 1.4p 4.4p 10.1p

Dividend 2.5p 5.0p 5.3p 6.5p

 
....and net asset value stable through the period too
 

Net asset value £154m £153m £153m £161m

Net cash  £59.1m £21.9m £0.6m -£2.8m

Net asset value per share  94.0p 91.7p 91.0p 94.5p
Source: Liberum Capital forecasts

Urban Exposure profits geared to rising loan commitments
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a cash pile backing up 60 per cent of its market capitalisa-
tion mitigates risk further.

Moreover, the company is expected to report ongoing 
growth in its loan commitments for the fi rst quarter this 
year when it reports 2018 annual results in early April, so 
there is a potential catalyst to spark investor interest. 
Added to the fact that the shares were massively sold 
down, this could be an opportune time to buy into this 
specialist niche lender and asset manager.

If Urban Exposure delivers on Liberum’s loan commitment 
schedule by the end of next year then it’s only reasonable to 
expect investors to reappraise the merits of the business model 
in a far more positive light and attribute the shares an earnings 
multiple more appropriate to the growth profi le. 

A target price/earnings (PE) Ratio of around 20 for the 2020 
fi nancial year is not unreasonable, implying a target price of 94p 
for the equity over an 18-month period. The potential to make 
38 per cent capital gains aside, investors can also look forward 
to a 6.67p a share total dividend payment over the next 12 
months (2018 fi nal payout of 1.67p a share and the 2019 payout 
of 5p a share), and one that is equivalent to 9.8 per cent of the 
current share price. 

If my 94p target price is achieved, then Urban Exposure’s 
shares would be trading at book value. The two companies that 
operate similar business models as specialist lenders and asset 
managers – Intermediate Capital and Patrizia Immobilien AG – 
are priced on around two times their closing 2019 net asset value 
estimates. Both companies offer lower prospective dividend 
yields of 3.7 per cent and 2 per cent, respectively, too. Patrizia 
Immobilien is rated on a PE ratio of 20 for 2019, in line with the 
target PE ratio for Urban Exposure. 

The bottom line is that on an 18-month basis, the risk/reward 
looks very favourable which makes Urban Exposure’s shares 
worth buying on a bid-offer spread of 66p to 70p. Buy. 

Target price
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Risk assessment
Of course, investing is never a one-way bet, and there are 
a number of risk factors to consider:

n Urban Exposure is newly formed and its perfor-
mance depends upon that of its future business. The 
company was incorporated on 10 April 2018, so does not 
have any historical financial statements or other meaning-
ful operating or financial data to evaluate. This  
increases investment risk.

n Short duration of development loan portfolio. The 
loan portfolio consists of development loans which will 
generally mature between two and four years. As a result, 
Urban Exposure is reliant on its ability to maintain access 
to a steady and significant pipeline of deals in order to 
maintain a quality portfolio. There can be no guarantee 
that it will have access to such an extensive pipeline if, for 
example, the volume of prospective development projects 
significantly declines due to adverse market conditions or 
the market experiences increasing competitive pressure 
for available deals. Consequently, the short time horizon 
for the company’s loans and any potential disruption to 
the pipeline may adversely impact the company’s ability 
to maintain a quality portfolio.

n Delays in the use of the IPO equity raise may have 
an adverse effect on the board’s ability to pay its  
target dividend. The board have reconfirmed their com-
mitment to pay a 2.5p a share dividend for the 2018 finan-
cial year, and a 5p a share planned dividend for the 2019 
financial year. The payout is fully covered by the Mini-
mum Earnings under the MECs in the loan agreements 
too. This means that irrespective of whether a loan is 
drawn down, or repaid early, Urban Exposure has the 
income to pay shareholders the dividends promised in  
its Aim Admission Document.

n Urban Exposure may not grow its assets under 
management business as quickly as analysts predict. 
Given that the focus is more heavily weighted towards 
scaling up the company’s asset management operation, 
which effectively reduces the company’s credit exposure 
on its own balance sheet lending, then there is a greater 
onus on managing loans for third parties to generate 
asset management revenues. There can be no guarantee 
that the company will convert its lending pipeline into 
firm loan commitments. That said, it is clearly making 
good progress having achieved £522m of new loan com-
mitments since the IPO, entered into the KKR partnership 
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agreement, and is in advanced negotiations on further 
third party syndications.

n Competition in sourcing and making loans. While 
the directors believe the strength of the brand of the 
Urban Exposure business, an established provider of 
residential development finance, makes it well placed 
to grow, it may become subject to greater competition in 
sourcing and funding residential development projects. 
Rivals may have greater financial, technical and market-
ing resources, thus undermining Urban Exposure’s ability 
to compete successfully for loans. Potential competitors 
may also have higher risk tolerances, different risk as-
sessments or access to different sources of funding, which 
could allow them to consider a wider variety of loans on a 
different cost basis and establish more relationships. It is 
possible that competition for lending opportunities may 
lead to pricing pressure on the net interest margin being 
charged for loans. 

However, given the ongoing retrenchment of banks from 
the property development finance market for the reasons 
outlined (see ‘Barriers to entry’ on page 8), the supply of 
bank loans into the market is contracting at a faster rate 
than new competitors are entering the market to fill the 
void. The competitive risk is not significant at the mo-
ment. Moreover, government initiatives to increase new 
housing starts should underpin greater demand for SME 
real estate development finance, another positive driver of 
loan demand for Urban Exposure.

n Leverage exposes Urban Exposure to risks associ-
ated with borrowing. Although the company intends to 
use leverage in a manner it believes is prudent, generally 
through non-recourse special purpose entities, the use  
of ‘loan-on-loan’ leverage exposes Urban Exposure to a  
variety of risks associated with borrowing, including 
adverse economic factors such as rising interest rates, 
downturns in the economy or deterioration in the  
condition of the loans or the real estate sector.

If unforeseen events occur, including breach of financial 
covenants, borrowings and any hedging arrangements 
entered into in respect of them may be repayable prior to 
the date on which they are scheduled for repayment or 
could become subject to early termination. If the company 
is required to repay borrowings early, it may be forced to 
sell down loans when it would not otherwise choose to 
do so in order to make the payments, and may be subject 
to pre-payment penalties or increased borrowing costs in 
the future. Furthermore, lenders may require security over 
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financed loans and, in the event of a default, may seek to 
enforce that security or take control of the relevant assets. 
This would have a material negative impact on the board’s 
ability to pay dividends.

That said, given the loan-to-GDV ratio on project loan 
commitments made to date is around 60 per cent, then the 
increased equity buffer being offered by the property  
developers means that the risk of credit loss is far less 
likely than if the loan-to-GDV ratio had been as high as 
the 75 per cent cap, as outlined in the Aim Admission 
Document. 

Also, loan commitments are only made to developers 
with a long track record, and on development projects 
where the end value of residential units is well below the 
Help to Buy thresholds. This means that even if a property 
developer gets into financial trouble then the hard asset 
over which the loan is secured should be more marketable 
to potential home buyers. This enhances debt recovery 
rates and mitigates the risk of a financial loss in the event 
of client default.

n Adverse conditions affecting the UK residential  
real estate and development lending market. The 
company’s performance will be affected by, amongst other 
things, general conditions affecting the residential  
property market in the UK and demand for residential 
development. As a result of the global financial crisis, 
reductions in available credit and changes in market 
confidence, the value of residential real estate in the UK 
has fluctuated over the last 10 years. Urban Exposure’s 
business may be adversely affected by factors outside of 
its control, including but not limited to: a general property 
market contraction in the UK; a fall in property values; 
changes in laws and government regulations in relation  
to property; and fluctuations in interest rates and the  
demand for credit. 

That said, the company has a policy of targeting  
regions outside of London means that the geographic 
bias is towards areas with stronger structural housing 
demand. Also, all political parties are in favour of policies 
to increase affordable new housing starts, a factor that is 
supportive of demand for the projects backed by Urban 
Exposure.

n Valuation of real estate assets underlying loans 
is inherently subjective. Valuations of property and 
property-related assets are subjective due to the individual 
nature of each property. As a result, valuations are subject 
to uncertainty and, in determining market valuations,  
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chartered surveyors are required to make certain assump-
tions which may prove to be inaccurate. This is particu-
larly the case in periods of market volatility or when there 
is limited real estate transactional data against which 
property valuations can be benchmarked. 

Moreover, the company lends based on estimated GDV 
as determined by an independent RICS valuation. The es-
timated GDV of a project is based on a number of assump-
tions relating to the property and its current developed 
value. The GDV will be greater than the underlying market 
value of the relevant real estate on an undeveloped basis. 
There can also be no assurance that any such valuations 
will be reflected in the actual post-development transac-
tion prices, even where any such transactions occur short-
ly after the relevant valuation date, or that the estimated 
yield and annual rental income for the development once 
complete will prove to be attainable. 

If the market value of real estate assets underlying the 
loans is materially lower than that stated at the time the 
loans are originated or if the GDV is not achievable, this 
will adversely impact Urban Exposure’s ability to recover 
the amount owed under its loans in the event of borrower 
default.

n Brexit. Depending on the final terms negotiated  
between the European Union and the United Kingdom  
following Brexit, the United Kingdom could lose access  
to the single EU market and to the global trade deals  
negotiated by the EU on behalf of its members. Such a  
decline in trade could impact corporate growth. This 
could be detrimental to demand from housebuilders for  
development finance, and may reduce the appetite of 
third party investors to fund their credit lines. In mitiga-
tion, it is highly probable that the UK Government will 
implement fiscal policy post Brexit to offset the potential 
short-term adverse economic impact

In addition, it is possible that following Brexit, the cur-
rent system which provides for the free movement of EU 
nationals between EU member states and the UK will be 
significantly restricted. The imposition of barriers to entry 
following Brexit, or the expectations that such barriers 
may come into force, may deter immigration to the UK 
and/or may result in EU nationals currently based in the 
UK leaving the country. This in turn could have an ad-
verse effect on demand for UK residential real estate and, 
thereby, on real estate development and the company’s 
business. 

That said, with UK employment levels at record levels, 
and the unemployment rate at its lowest since the 1970s, 
spare capacity in the UK labour market is already very 
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low, so UK government policy post Brexit is likely to be 
conducive to enabling continued immigration for key 
skilled workers to fill the vacancies being created by the 
growing population. Also, it is clear from the govern-
ment’s official migration data, that a high proportion of 
non-EU nationals entering the UK (the key driver of net 
immigration in 2018) had already gained employment, 
so could be filling a skill shortage given that employment 
levels continue to rise. This dynamic is supportive of de-
mand for housing, and is unlikely to reverse post Brexit.

n Liquidity. Over three quarters of the issued share capital 
is held by the top-10 institutional shareholders and two di-
rectors. This limits the free float and means that the share 
price is likely to be more volatile. Indeed, the board’s 
decision in November to increase the focus more on asset 
management, so leading to a short-term hit to profits, has 
had a material detrimental impact on the share price. 
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