
 
  
 
 
 

 
 
 
 
 
 

                                                                                                                                                                                                                                         

 

 

1 
  

       ñOne of the great things I see in Blue Sky is our people always fighting for our investorsô money.ò 
                                                                                                -  John Kain,   Blue Sky Chairman 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

THIS RESEARCH REPORT EXPRESSES SOLELY OUR OPINIONS. Use Glaucus Research Group California, LLCôs research opinions at your own risk. This report 

and its contents are not intended to be and do not constitute or contain any financial product advice as defined in the Australian Corporations Act 2001 (Cth).  Because 

this document has been prepared without consideration of any specific clientsô investment objectives, financial situation or needs, no information in this report should be 

construed as recommending or suggesting an investment strategy. Investors should seek their own financial, legal and tax advice in respect of any decision regarding any 

securities discussed herein.  You should do your own research and due diligence before making any investment decisions, including with respect to the securities discussed 

herein.  We have a short interest in Blue Skyôs stock and therefore stand to realize significant gains in the event that the price of such instrument declines. Please refer to 

our full disclaimer located on the last page of this report. 

COMPANY:  Blue Sky Alternative Investments Ltdƅ ASX: BLA 

INDUSTRY:  Alternative Asset Management 

Price (as of close 

03/27/2018): 

AU$ 11.43 

 

Market Cap: 

AU$ 885 million 

 

Daily Volume: 

111,000 shares 

(30 Day Avg.)  

 

Shares 

Outstanding: 

77 million  

 

GRG Valuation: 

AU$ <2.66 
 

 

Blue Sky Alternative Investments Limited (ASX: BLA) (ñBlue Skyò or the ñCompanyò) is an Australian fund 

manager with a purported $3.9 billion of fee earning assets under management (ñAUMò) as of December 2017.  Blue 

Sky also claims to have achieved a 15% Internal Rate of Return (IRR) net of fees since inception. Driven by the 

supposed rapid increase in ófee earningô AUM and fantastic reported performance, Blue Skyôs market capitalization 

has grown exponentially to nearly $1 billion.   

 

But all is not as it seems.  We believe that Blue Sky is significantly overstating its fee earning AUM by reporting the 

gross value of certain assets as AUM instead of the fair value of the capital invested.  Based on our analysis, we 

estimate that Blue Skyôs real fee earning AUM is at most $1.5 billion, 63% less than Blue Skyôs reported figure.  

 

We believe Blue Sky compensates for its overstated AUM by charging clients egregious management fees, which 

can reach up to 17% of the capital invested in Blue Sky funds and are charged irrespective of the performance of the 

underlying investment.  Because investors will soon wise up, we view Blue Skyôs fee revenues as inherently 

unsustainable.  In other cases, such as private equity, we present evidence that Blue Sky has overstated its returns on 

many investments (a practice we believe is systematic).  Through the overstatement of AUM and returns, Blue Sky 

inflates its current revenue and profits, driving up its stock price and attracting further capital.   

 

Blue Skyôs main broker, Morgans, claims that AUM  is the key driver of revenues and ultimately the share price of 

the Company.  Blue Sky likes to compare itself to US-listed alternative asset managers; Apollo, KKR and Blackstone 

have an enterprise value which is on average 13% of their fee earning AUM.  If we apply the same ratio to Blue Sky, 

and factor in a corporate governance discount, we estimate that the Companyôs shares are worth at most $2.66 per 

share.   

 

1. Blue Sky Wildly Exaggerates its Reported Fee Earning AUM.  Based on our review and analysis of the assets 

in Blue Skyôs portfolio, we believe that Blue Skyôs reported fee earning AUM does not reflect the true value of 

the asset managerôs fee-earning invested capital. Breaking down AUM by asset class, we estimate that Blue 

Skyôs real fee earning AUM is at most $1.5 billion, and even this estimate is likely far too generous, because it 

gives full credit to Blue Skyôs claims regarding the performance of its unrealized investments. 

 

a. We Estimate Real Estate AUM is no more than $683.5 million.  Reputable asset managers, including 

KKR and Blackstone, define fee earning AUM as the fair value of invested capital. We believe that the 

Company reports real estate fee earning AUM as the gross value of the assets, including the indebtedness 

on its property developments.  By doing so, we believe Blue Sky vastly overstates its reported fee earning 

AUM.   

 

According to the Company, real estate related investments comprise 50% of Blue Skyôs fee earning AUM, 

meaning the value of invested capital in such properties should be $1.9 billion.  But based on our review of 

Blue Skyôs real estate portfolio, including residential developments, student accommodations, retirement 

homes, commercial property and other related investments, we believe that Blue Sky is reported the gross 

value of its investments as its AUM.  Once we net off third party debt and JV equity, we estimate that the 

maximum equity attributable to Blue Sky in this segment is just $683.5 million.  In our opinion, Blue Sky 

overstates its real estate AUM by at least 2.9x. 

 

https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
https://www.asx.com.au/asxpdf/20180219/pdf/43rp989zwxq4mc.pdf
https://www.bloomberg.com/quote/BLA:AU
https://my1.morgans.com.au/r.cfm/873AE79D-1A87-4D04-B7AE-9521D322241F
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b. We Estimate Agricultural and Resource AUM of $315 million.  Investments in real assets, a term Blue Sky uses to describe 

agricultural and resource investments (ñAgricultural and Resourceò), reportedly comprise 25% of its fee earning AUM, 

meaning the fair value of Blue Skyôs equity in such assets should be at least $975 million.  This value is purportedly 

underpinned by Blue Skyôs open-ended water fund (ñWater Fundò).  When we called the Company to inquire about investing 

in the Water Fund, a sales representative told us it was óclosedô and that the AUM was ñnorth of $150 million.ò  We have 

identified four additional single asset funds in this segment.  When we break down the maximum amounts invested in these 

assets using the underlying fund documents and Blue Skyôs public disclosures, we estimate that the maximum AUM for 

Blue Skyôs Agricultural and Resource investments is $315 million. 

 

c. We Estimate Private Equity AUM at most $419 million.  Blue Sky claims that private equity comprises the remaining 

25% of its AUM, meaning the value of its invested capital in this segment should be $975 million.  Blue Sky currently reports 

33 PE investments which it categorizes as either growth or venture capital (ñVCò).  Yet a 2017 investment memorandum for 

Blue Skyôs flagship VC Fund (ñVC 2017ò) reveals that Blue Sky invested only $86 million in 17 businesses, an average of 

just $5 million per business.  If we assume these VC assets appreciate in value at the claimed IRR of 13.9% (and for the 

record, we doubt it), we estimate an AUM of $136.6 million for the VC asset class.  Through additional fund documents and 

Blue Skyôs public disclosures, we estimate an average investment size of $12.7 million for Blue Sky remaining ñgrowthò 

investments.  A similar calculation yields an estimated fee earning AUM of $218.6 million in Blue Skyôs growth category.  

Together we estimate that Blue Skyôs fee earning AUM in its private equity segment is no more than $419 million, and this 

is if we give full credit to Blue Skyôs markups of its unrealized investments, which as we will see, is likely far too generous.     

 

2. Evidence that Blue Sky misrepresents the performance of its investments.  Blue Sky has reported an impressive 15% IRR net 

of fees since inception in 2006.  To put this in context, if such returns are true, Blue Sky is one of the best asset managers in the 

entire world over the last decade.  But there is good reason to be suspicious.  Since inception, Blue Sky has only exited 39 

investments, an average of 3-4 per year, of which a large number have been residential property developments around Queensland.  

As a result, the vast majority of Blue Skyôs reported performance is based on the markup of unrealized investments still lingering 

in its portfolio.  We believe that Blue Sky has been overstating its financial performance by aggressively, and unjustifiably, marking 

up the value of its unrealized assets.  Our thesis is based on two categories of evidence: the first is the Companyôs consolidated 

financial statements, the second is documented examples where Blue Sky has, in our opinion, clearly overstated the performance 

and value of certain investments.   

 
a. Ballooning Receivables and Deteriorating Cash Flows.  Over time, inappropriately inflating the value of unrealized 

investments begins to distort the financial statements of an asset manager because its receivables balloon with uncollected 

performance and management fees.  In Blue Skyôs case, receivables have grown so rapidly that they comprised 129% of 

revenues as of H1 2018, up from just 45% of revenues as of FY 2015.  As receivables have ballooned, Blue Skyôs reported 

free cash flow has deteriorated despite seemingly impressive paper profits.  This is, in our opinion, a telltale sign of overstated 

performance. 

 

b. Foundation Early Learning is 10.8x levered.  Blue Sky has marked up its investment in Foundation Early Learning (FEL), 

a roll-up of day care centers, by 42% since 2014.  Blue Sky touts FEL as one of its best performing investments.  Yet according 

to its publicly available accounts, FELôs operating cash flows fell 62% year-over-year in FY 2017.  We calculate that FELôs 

EBITDA was just $1.8 million in FY 2017 and that it has a startling net debt to EBITDA ratio of 10.8x.  Given FELôs negative 

cash flow and excessive leverage, FEL looks closer to financial calamity than a successful investment warranting a markup 

in value.   

 

 

http://blueskyfunds.com.au/what-we-do/real-assets/
http://blueskyfunds.com.au/wp-content/uploads/2017/07/BSAAF-Report-June-2017-v2.pdf
http://blueskyfunds.com.au/what-we-do/private-equity/
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c. Billion Dollar Burrito.    Beach Burrito was Blue Skyôs first ñVCò investment.  The Company wrote a $200,000 check in 

December 2006 to fund the opening of the very first store.  Only a handful of investments were made in 2006, hence tweaks to 

the value of Beach Burrito can skew the ñsince inceptionò performance Blue Sky relies on to market its funds today.  It is 

therefore alarming that Blue Sky has marked up its initial 2006 investment in Beach Burrito a suspicious 74x.  If we assume no 

debt, then Blue Sky is claiming that the value of Beach Burritoôs 12 sites (one restaurant abruptly shut in October 2017, hardly 

a sign of growth) is $62 million or 31x the forecasted EBITDA.  Blue Sky values a fast food Mexican restaurant chain at $5 

million per restaurant, which is laughable.  Such a valuation strains credulity and casts doubt over Blue Skyôs purportedly stellar 

ñsince inceptionò performance. 

 

d. Vinomofo: Strapped for Cash and Missing Growth Forecasts.   Blue Sky invested $25 million for a 22.7% stake in Vinomofo 

in February 2016.  By December 2016, Blue Sky had already claimed a 9.3% IRR on its investment.  Yet Vinomofo soon missed 

its forecasted revenue targets (despite doubling its marketing expenses) and continued to burn through cash at an alarming rate.  

Publicly available financials show that Vinomofoôs cash flow from operations was negative $6.3 million for FY ending June 

2017.  By June 2017, Vinomofo only had $2.2 million in cash left.  At that run rate, Vinomofo will likely run out of cash without 

further investment or financing.  Given that Vinomofo is struggling to grow and hemorrhaging cash, it appears to be 

underperforming, not meriting a markup in value and a claimed 9.3% IRR.    

 

e. Failure to THR1VE.   In 2015, Blue Sky invested in THR1VE (ñThriveò), which owns and operates a series of health food stalls 

scattered across Australian malls.  Blue Sky invested at an implied valuation of $8.4 million, 1.0x EV/revenue.  In 2017, Blue 

Sky announced a $10 million follow-on investment in Thrive at an implied valuation of $30 million, and a ludicrous 3.2x 

EV/revenue multiple.  Blue Skyôs follow-on investment makes it appear as though its 2015 investment is thriving (pun intended), 

when in reality Thriveôs growth has stalled.  Thriveôs EBITDA declined from negative $1.8 million in 2015, to an even more 

dire negative -$2.1 million in 2016.  Over that same period, revenues grew by just $2 million to $9.4 million.  By making a 

follow-on investment at a valuation determined solely at Blue Skyôs discretion, Blue Sky was free to overstate the value of Thrive 

and collect an upfront fee of 14% of the total invested capital.  We believe the data clearly indicates that Thrive is flailing, and 

that Blue Sky has overstated the performance of its investment.  

 

f. Viking Dunnies: Bad Smell.   In 2008 Blue Sky invested $2.7 million in Viking Rentals, an Australian renter of portable toilets.  

From the start, Viking underperformed Blue Skyôs forecasts.  Investor updates show that Vikingôs EBITDA was just $1.1 million 

in 2009 (28% less than forecasted), and $1.7 million in 2010 (41% less than forecasted).  Despite poor underlying performance, 

Blue Sky marked up its investment by 3.7x and raised a new fund (EC 2010) to buy out previous investors at the higher valuation.  

In 2015, Blue Sky sold its investment in Viking to a mysterious buyer, Bayfront Capital Management (ñBayfrontò).  Bayfront 

does not have a website, and the only employee publicly identified with it does not even list Bayfront on his CV.  ASIC fillings 

reveal Bayfrontôs ñprincipal officeò is a modest residential property on the outskirts of Adelaide.  Ultimately, we question who 

really put up the money to fund Bayfrontôs acquisition and find it suspicious that the buyer has no operating footprint.   

 

g. Lenardôs: Crying Fowl.  Blue Sky initially invested $3.3 million in 2008 for a 30% stake in Lenardôs Chicken, an owner/operator 

of chicken shops.  Lenardôs immediately underperformed.  Blue Sky reported that Lenardôs FY 2009 EBITDA was $718,000, 

65% less than forecast at the time of the Companyôs initial investment.  In 2010, Blue Sky announced a follow-on investment 

from a new fund (EC 2010) of $7 million to buy out its previous investors at a price implying that Lenardôs had doubled in value 

in 28 months.  Similar to Viking, despite the fact that Lenardôs had performed disastrously, Blue Sky significantly marked up the 

value of its initial investment, then used a follow-on investment to bail out old investors.  This is quintessentially Quintis.   

 

h. HeyLetôs Overstate Performance.  Blue Sky invested in HeyLets, a social networking site, in July 2014.  In an April 2017 

investment presentation, Blue Sky claimed an 8.5% IRR on its investment.  This is remarkable as Blue Sky admitted that HeyLets 

was in the process of being liquidated in an investment memorandum dated March 2017.  How could Blue Sky claim such a 

return on an investment that appears to have been a total loss?  

 

3. Blue Sky Gouges Australian Investors with Extortionate Fees.  Because of fee pressure on asset managers in recent years, only 

the worldôs best can charge some variation of 2/20: a 2% management fee and a 20% performance fee.  Yet, hidden in the fine print 

of Blue Skyôs investment documents, we discovered that Blue Sky consistently charged Australian investors extortionate 

management fees as high as 17% .  These are not performance fees tied to the success of the investments.  Rather, Blue Sky charges 

such fees up front and labels them as management fees, establishment fees, due diligence fees or other advisory fees.  Not only are 

Blue Skyôs ludicrous upfront fees an abusive practice that gouges the very investors Blue Sky claims to serve, but Blue Skyôs 

revenues will continue to shrink as it runs out of suckers to pay such exorbitant fees. 

 

4. Those Who Know Best, Sell.  We believe that as AUM grows, Blue Skyôs overstatement of its fee earning assets and returns gets 

bigger and bigger.  We expect that this scheme will soon collapse, so it is a significant red flag that Blue Skyôs founder and Managing 

Director Mark Sowerby abruptly resigned in September 2016 and had sold 50% of his entire holdings that year, pocketing $35 

million.  To us, the timing is no coincidence.  We believe that if Sowerby had confidence in Blue Sky, he would not have exited such 

a large block position so quickly.  But given what we have uncovered in analyzing the Companyôs disclosures, in our opinion, 

Sowerby was selling out before the Companyôs share price inevitably collapses.  

https://www.morgans.com.au/~/media/PDFs/BSAI-Investor-Day-2015-Booklet-F.ashx?la=en
https://www.beachburritocompany.com/venue/bondi/
https://www.beachburritocompany.com/venue/bondi/
https://www.broadsheet.com.au/melbourne/food-and-drink/beach-burrito-fitzroy-has-closed
http://www.afr.com/technology/vinomofo-misses-blue-sky-revenue-forecast-amid-consolidation-20170716-gxce4vhttp:/www.afr.com/technology/vinomofo-misses-blue-sky-revenue-forecast-amid-consolidation-20170716-gxce4v
http://www.smh.com.au/business/retail/blue-sky-buys-into-growth-of-clean-fastfood-chain-20151121-gl4nlx.html
http://heylets.com/about/
https://industrymoves.com/moves/blue-sky-founder-and-md-to-step-down
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VALUATION  

 

Blue Skyôs main broker, Morgans, claims  that AUM is the key driver of revenues and ultimately the share price of the Company.  Blue 

Sky compares itself to US listed alternative asset managers, which trade at an average multiple on enterprise value to fee earning AUM of 

0.13x.  By comparison Blue Skyôs shares are expensive, as the Company trades at a higher multiple (0.23x) of even its claimed fee earning 

AUM.  

 
Source: Bloomberg, calculated as of March 27, 2018 

 

Investors are pricing Blue Sky at a premium to the private equity powerhouses such as Blackstone and Apollo.  Not only is such a premium 

entirely unjustified, but in this report, we present an exhaustive body of evidence to support our investment thesis that Blue Skyôs real fee 

earning AUM is a fraction of what it claims.  Furthermore, we believe that Blue Skyôs revenues are comprised of either extortionate 

management fees used to gouge unsuspecting investors (which we view as unsustainable) or dubious receivables based on what appears 

to be Blue Skyôs systemic practice of overstating the value of unrealized investments.   

 

Based on our analysis, we think Blue Skyôs maximum fee earning AUM is no more than $1.5 billion, 63% below the $3.9 billion in fee 

earning AUM that Blue Sky reports to investors.   
 

 
Source: Glaucus Calculation 

 

In addition, we think that Blue Sky should trade at a discount to blue chip asset managers because of the multitude of corporate governance 

concerns identified in our analysis. 

 

 
Source: Glaucus Calculation 

 

Our valuation implies a market capitalization of $256 million and a Glaucus adjusted share price of $2.66, 77% below the current share 

price of $11.43.  That said, we believe that this valuation is likely far too generous to the Company because it gives full credit to Blue 

Skyôs reported performance on its portfolio, which we believe is significantly overstated.  We therefore think it would be reasonable for 

investors to value Blue Skyôs shares even lower.  Where the bottom is, perhaps not even Blue Sky knows. 

Blue Sky Trades at a Premium to Prestigious US Based Alternative Asset Managers

$ M Mkt Cap EV FEAUM EV/AUM

Blackstone 51,280 69,631 435,003 0.16x

KKR 22,439 24,391 152,338 0.16x

Apollo 16,463 19,727 219,179 0.09x

Oaktree 8,038 13,184 104,534 0.13x

Ares 6,135 13,446 94,042 0.14x

Carlyle 9,479 14,342 161,623 0.09x

Average 18,972 25,787 194,453 0.13x

Median 12,971 17,035 156,980 0.13x

Blue Sky 885 916 3,946 0.23x

Fee Earning AUM is Grossly Overstated

Segment

Funds 

analyzed

AUM 

reported

Glaucus 

Estimate

Downside on 

reported AUM

Real Estate 39 1,950.0 683.5 -65%

Real Assets 6 975.0 315.3 -68%

Private Equity 33 975.0 418.6 -57%

Hedge Funds 1 46.2 46.2

Total 79 3,946.2 1,463.6 -63%

Blue Sky is Worth a Fraction of its Current Share Price

$ M

Glaucus AUM Estimate 1,464

Peer average EV/FEAUM ratio 0.13x

Glaucus calculation of enterprise value 187

Less net debt (31)

Capital raise March 2018 100

Implied Market capitalization 256

Shares outstanding 77

Estimate of stock price ($) 3.33

Glaucus corporate governance discount 20%

Glaucus estimate of stock price ($) 2.66

Current trading price ($) 11.52

Stock downside -77%

https://my.morgans.com.au/research/7855D97C-27E5-451B-B053-164ABC4F88C0.pdf?u=9b6e4620-b777-4faa-824c-18d547e2ca31
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BLUE SKY WILDLY EXAGGERATES ITS FEE EARNING AUM  

 

Blue Sky Alternative Asset Management Limited (ASX: BLA) (ñBlue Skyò or the ñCompanyò) is an Australian fund 

manager with a purported $3.9 billion of fee earning assets under management (ñAUMò) as of December 2017.  

 

 
Source: 1H 2018 Investor Presentation 

 

This capital is invested across 80 individual funds spread across three main asset classes; real estate, private equity 

and agricultural and resource assets (such as water) (which we will define as ñAgricultural and Resourcesò).   Blue 

Sky claims to have achieved a 15% Internal Rate of Return (IRR) net of fees since inception.  Driven by the supposed 

rapid increase in ñfee earningò AUM, Blue Skyôs market capitalization has doubled in two years to nearly $1 billion. 

 

In its prospectus and earlier annual reports, Blue Sky differentiated between fee-earning AUM (then called FUM) and 

AUM, but the Company has since abandoned such distinctions.  For example, on the March 2018 capital raising 

conference call, Managing Director Robert Shand stated that Blue Sky ñonly reports the AUM that has been awarded, 

deployed, and is therefore fee earning.ò   

 

But all is not as it seems.  We believe that Blue Sky is significantly overstating its fee earning AUM by reporting the 

gross value of certain assets as AUM instead of the fair value of the capital invested.  

 

Blue Skyôs public filings give very limited disclosure regarding a breakdown of its investments, but even from the 

Companyôs financial statements it is obvious that something is amiss.  Management fees have consistently lagged the 

rapid growth of fee earning AUM.  For example, from FY 2015 to LTM H1 2018, Blue Skyôs reported fee earning 

AUM increased from $1.35 billion to $3.9 billion, yet management fees only increased from $25 million to $41 million 

over that same period.  If management fees are charged as a flat fee on AUM, why would management fees not 

increase lock step (or close to lock step) with reported fee earning AUM? 

 

 
Source: Blue Sky Public Filings, Glaucus Calculation 

 

In late 2017, we contacted the Company about making an investment in one of its funds. A sales representative 

disclosed that 50% of Blue Sky AUM was allocated to real estate investments, with the remainder split between 

Agricultural and Resource investments and private equity.  This split is corroborated by Blue Skyôs reported 

performance fee revenues across asset classes. 1   

                                                           
1 Returns are remarkably similar across the three main asset classes.  Therefore, performance fee revenues should be a good indicator of the AUM 

of each asset class. 

 

Management Fee Grew Slower than AUM

$ M FY 2015 FY 2016 FY 2017 LTM 1H 18 Cumulative

Reported Fee Earning AUM 1,350 2,100 3,250 3,900

Growth % 108% 56% 55% 20% 189%

Management Fees 25 31 33 41

Growth % 78% 25% 8% 23% 66%

https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
https://blueskyfunds.com.au/wp-content/uploads/2018/02/1H-FY18-Results-Presentation.pdf
https://www.bloomberg.com/quote/BLA:AU
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Source: 1. AUM split: Blue Sky Sales Representative 2017 

2. Performance split: Morgans Presentation 20162 

 

If Blue Sky is telling the truth about its fee earning AUM, then we should be able to verify that the value of its invested 

capital in real estate investments is $1.95 billion, the value of its invested capital in Agricultural and Resource assets 

(such as water rights) is $975 million, and the value of its invested capital in private equity (including growth 

investments and venture capital) is $975 million.   

 

Yet after reviewing the underlying investments we estimate that Blue Skyôs actual fee earning AUM is a fraction of 

this reported figure and that Blue Sky is inflating its reported AUM.  

 

1) We Estimate that Real Estate AUM is no more than $683.5 million  

 

Blue Skyôs touts its success as a real estate investor, claiming to generate an internal rate of return (IRR) of 15.8% 

p.a. net of fees in this segment since 2007.3  As of December 30, 2017, Blue Sky claimed to have $1.95 billion in real 

estate assets spread amongst dozens of funds in residential property, student dormitory, retirement living developments 

and commercial property.   

 

We believe that Blue Sky materially overstates its real estate AUM by counting the gross value of its real properties 

as AUM rather than the fair value of its equity investment in such properties. 

 

The basic premise behind real estate or private equity investing is that asset managers borrow much of the capital 

required to purchase and develop an asset.  For example, if an asset manager buys a real estate development worth 

$100 million, the asset manager will typically invest $30 million in equity and borrow $70 million from a bank.   

 

In our theoretical example, credible asset managers like KKR and Blackstone would report that the fee earning AUM 

of the project is $30 million, the value of the invested capital.  As the fund manager would not typically earn fees on 

the $70 million borrowed from the bank to complete the transaction, this borrowed money would not be included in 

its reported fee earning AUM. 

 

  

 

                                                           
2 Pg. 31 
3 H1 18 Blue Sky Investor Presentation. 

 

https://www.asx.com.au/asxpdf/20161013/pdf/43bycgg50trw0c.pdf
https://blueskyfunds.com.au/what-we-do/private-real-estate/
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Source: Glaucus Calculation 

 

We believe that Blue Sky unjustly inflates its reported fee earning AUM by, using the above example, reporting the 

AUM of the project as $100 million, including both the $30 million in invested capital (on which Blue Sky earns fees) 

and the $70 million in debt borrowed from banks to complete the purchase on which, critically, Blue Sky does not 

earn fees.   

 

To our knowledge, no other asset manager defines fee earning AUM in this way.  We contacted the leading asset 

managers who invest in private equity, real estate and alternative assets, including KKR, Apollo and Blackstone.  Each 

of them defines fee earning AUM as the fair value of their invested capital and not the gross value of assets, 

companies or real properties.  Blue Sky canôt claim this is some sort of Aussie quirk, because ASX listed asset 

managers Magellan Financial and Rural Funds also use the proper definition of fee earning AUM as the fair value of 

invested capital.  

 

By overstating its fee earning AUM, we believe that Blue Sky not only defies standard reporting practices followed 

by major publicly listed asset managers, but it unjustly inflates the Companyôs stock price.  To understand Blue Skyôs 

deception, we believe it is critical to go back to its IPO prospectus, where in our opinion, Blue Sky first began to 

overstate its fee earning AUM.     

 

In its original4 IPO prospectus, Blue Sky reported that its real estate AUM was $89 million (40% of Blue Skyôs total 

AUM).  Blue Skyôs prospectus included the following table, which calculated real estate AUM as the sum of four 

unrealized investments.  

 

 
Source: Blue Sky 2011 IPO prospectus 

                                                           
4 Blue Sky included this AUM breakdown in its first IPO prospectus, dated November 16, 2011, which can be found on Bloomberg. Suspiciously, 

a week later, this information was taken out of a subsequent IPO prospectus submitted to the Australian Securities Exchange. 

 

Real Estate Fee Earning AUM Example

Peers Blue Sky

Gross Value of Property 100 100

Equity (Invested Capital) 30 30

Thrid Party Debt 70 70

LTV 70% 70%

FEAUM Claimed 30 100

Blue Sky FEAUM Overstatement 3.3x

https://ruralfunds.com.au/
http://news.iguana2.com/bluesky/ASX/BLA/237617
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Our analysis shows that Blue Sky was overstating its real estate AUM in its prospectus by including the gross value 

of the properties and not, as is proper, simply the value of invested capital.   

In the Companyôs IPO prospectus, Blue Sky reported that the AUM for the Milky Way Development 2 (ñRiverway 

Pointò) was $25 million as of June 2011.  But the investment memorandum for Riverway Point, dated October 31, 

2007, clearly stated that the future gross value of the development will be $24.4 million, and that Blue Sky invested 

only $4 million of equity in the development.   

 

 

 
Source: Riverway Point Supplementary Investment Memorandum 2007 

 

Put simply, when Blue Sky referred to the AUM of its real estate investment in Riverway Point in its initial IPO 

prospectus, it was mischaracterizing AUM as the gross value of the property, not the equity invested in the project by 

the fund.5   

 

This overstatement appears systematic.  Blue Sky stated in its initial prospectus that the AUM for the Kelso Investment 

Unit Trust (ñKelsoò) was $4 million, as of June 2011.  The investment memorandum for Kelso dated January 3, 2007, 

stated that Blue Sky invested only $1 million of equity to develop the property, and raised $1.8 million in debt to 

complete the project.  The total project value, as reported by Blue Sky in 2007, was $2.8 million.  

 

 
Source: Kelso Investment Memorandum 2007 

 

We think it is obvious that the Companyôs reported AUM of $4 million for the Kelso investment in its IPO prospectus, 

like Riverway Point, was Blue Skyôs estimate of the gross property value, not the value of its $1 million equity 

investment. 

 

We find the same pattern in analyzing the remaining real estate investments disclosed in the Companyôs IPO 

prospectus even though we were unable to obtain the underlying investment memoranda.  In its prospectus, Blue Sky 

stated that the Brisbane Eight Mile Plains Trust development, known as Centrus One (ñCentrusò), had an AUM of 

$15 million as of June 2011. Blue Sky disclosed that Centrus is a 38-unit apartment block completed in February 

2013.  Blue Skyôs disclosures imply an average value per apartment of $394,737.  Centrus is located 16 kilometers 

away from Brisbane City.  Domain provides transaction history of properties in Australia. The record showed that the 

                                                           
5 This is corroborated by comparing the reported Riverway Point unit sale price $348,571 with the actual average sale price of units in that 

development; $354,000 
 

http://blueskyprivaterealestate.com.au/projects/riverway-point/
http://blueskyprivaterealestate.com.au/projects/riverway-point/
http://www.asipamplona.com.au/Documents/Information_Memorandums/ASIP_IM_Townsville_Unit_Dev_supp.pdf
http://www.asipamplona.com.au/Documents/Information_Memorandums/ASIP_IM_Townsville_Unit_Dev_supp.pdf
http://www.asipamplona.com.au/Documents/Information_Memorandums/ASIP_IM_Kelso_Unit_Dev.pdf
http://www.asipamplona.com.au/Documents/Information_Memorandums/ASIP_IM_Kelso_Unit_Dev.pdf
http://www.asipamplona.com.au/Documents/Information_Memorandums/ASIP_IM_Kelso_Unit_Dev.pdf
http://blueskyprivaterealestate.com.au/projects/eight-mile-plains/
http://blueskyprivaterealestate.com.au/projects/eight-mile-plains/
http://blueskyprivaterealestate.com.au/projects/eight-mile-plains/
https://www.google.com/maps/dir/42+Slobodian+Ave,+Eight+Mile+Plains+QLD+4113,+Australia/Brisbane+City,+Queensland,+Australia/@-27.5235267,153.00422,12z/data=!3m1!4b1!4m13!4m12!1m5!1m1!1s0x6b9144af6b4653a9:0x9e56e43cd0add914!2m2!1d153.1013879!2d-27.5758775!1m5!1m1!1s0x6b915a045cf620bb:0x502a35af3de84c0!2m2!1d153.0251235!2d-27.4697707
https://www.realestate.com.au/property/unit-20-42-slobodian-ave-eight-mile-plains-qld-4113?source=property-search-p4ep
https://www.realestate.com.au/property/unit-302-38-gregory-st-condon-qld-4815?source=property-search-p4ep
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units of Centrus were sold, on average, at $339,357, meaning that Blue Sky was clearly, in our opinion, conflating the 

fee earning AUM of Centrus with the gross value of the entire development.    

 

Blue Sky completed the RAMS Plantations Fund development (ñPlantationsò) in October 2011.  As of June 2011, the 

property was still under construction. Blue Sky stated that the AUM for the Plantations in its IPO prospectus was $12 

million. This implies a value per apartment of $285,714.  The Plantations is located 37 kilometers from Brisbane.  An 

Australian property website shows the units of Plantations were sold for $310,824 on average.  Again, to us it is 

obvious that in its prospectus, Blue Sky reported the AUM of Plantations as the value of the entire development upon 

completion (equity investment plus debt), even though it does not earn fees on debt raised to build the apartments and 

had yet to finish construction.   

 

The same is true for the fourth and final IPO real estate asset, Milky Way Development 4 Unit Trust, (ñCastle Pointò).  

Blue Sky reported an AUM of $36 million for Castle Point in its IPO prospectus.  This implies a value per apartment 

of $352,941.  Australian property website shows the units of Castle Point were sold at 353,500 on average.   

 

 
Source: Blue Sky IPO Prospectus, domain.com.au, realestate.com.au, Glaucus Calculation 

 

Blue Sky reported a real estate IPO AUM of $89 million from the four developments we discussed above: Riverway 

Point, Plantations, Centrus and Castle Point.  From our analysis, it is clear that Blue Skyôs reported AUM is the 

Companyôs assessment of the gross value of those developments.  In order to estimate Blue Skyôs actual fee earning 

AUM associated with its residential developments, we can extrapolate based on the ratio of equity to project value in 

Blue Skyôs projects for which the underlying investment documents are available.   

 

The investment memorandum for the Riverway Point development shows an Equity to Value (ñETVò) ratio of 31% 

for the project (i.e., $7.7 million in fair value of equity on a $24.4 million project).    

 

 
Source: 1. Riverway Point Supplementary Investment Memorandum 2007 

2. Glaucus Calculation 

AUM Per Unit Is  Value Per Unit

Residential 

Development Fund

Reported 

AUM ($ M)

Number of 

units

Implied value 

per unit ($)

Avg. Price 

Sold Postcode

Riverway Point Milky Way Development 2 25 70 357,143 353,519 Condon, QLD 4815

Castle Point Milky Way Development 4 36 102 352,941 353,500
Belgian Gardens 

QLD 4810

Plantations Blue Sky RAMS Plantations 12 42 285,714 310,824
Beenleigh, QLD 

4207

Centrus One Brisbane Eight Mile Plains 15 38 394,737 339,357
Eight Mile Plains, 

QLD 4113

Total 89 252 353,175 344,260

Equity To Value Of Riverway Point Project Is 31%

$ M % of Value

Riverway Point Reported Property Value 24.4 100%

Less:

GST & Selling Costs (3.1) -13%

Costs of Project/Other (17.6) -72%

Total deductions from Reported Property Value(20.7) -85%

Net Development Profit 3.7 15%

Project debt 8.0 33%

Equity Invested 4.0 16%

Fair Value of Equity 7.7 31%

http://blueskyprivaterealestate.com.au/projects/plantations/
https://www.google.com/maps/dir/Brisbane+City,+Queensland,+Australia/1-11+Gona+St,+Beenleigh+QLD+4207,+Australia/@-27.595294,152.9758481,11z/data=!3m1!4b1!4m13!4m12!1m5!1m1!1s0x6b915a045cf620bb:0x502a35af3de84c0!2m2!1d153.0251235!2d-27.4697707!1m5!1m1!1s0x6b916a81a9403921:0x64dcc549b73c332e!2m2!1d153.2058799!2d-27.7214436
https://www.realestate.com.au/property/unit-12-1-11-gona-st-beenleigh-qld-4207?source=property-search-p4ep
http://blueskyprivaterealestate.com.au/projects/castle-point/
https://www.realestate.com.au/property/unit-102-167-bundock-st-belgian-gardens-qld-4810?source=property-search-p4ep
https://www.domain.com.au/
https://www.realestate.com.au/
http://www.asipamplona.com.au/Documents/Information_Memorandums/ASIP_IM_Townsville_Unit_Dev_supp.pdf
http://www.asipamplona.com.au/Documents/Information_Memorandums/ASIP_IM_Townsville_Unit_Dev_supp.pdf
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Blue Sky, like other real estate developers, tends to borrow a significant portion of the construction costs for their 

property developments.  Accordingly, in our analysis we assume that the Equity-to-Value ratio for the Riverway Point 

development is likely consistent across Blue Skyôs other developments.  

 

By applying a 31% ETV ratio to Blue Skyôs other real estate developments, we estimate that Blue Skyôs real estate 

AUM was a maximum of $27 million at the time of the IPO (69% lower than reported).  This implies that Blue 

Skyôs IPO prospectus overstated its real estate AUM by at least 3.3x.   

 

 
Source: Blue Sky Prospectus, Glaucus Calculation 

 

Independent data corroborates our conclusion.  In 2014, Microequities Research published its initial report on the 

Company.  In its research, Microequities estimated the gross realizable value of the Companyôs real estate investments. 

 

 
Source: Microequities initiating coverage report May-146 

 

The numbers reported by Microequities as the gross value of Blue Skyôs real estate investments matched (almost 

exactly) Blue Skyôs reported AUM for such investments in its prospectus.   

 

                                                           
6 Sourced from Bloomberg 

 

Real Estate AUM Is 69%  Lower Than Reported At IPO

Residential 

Development Stated AUM

Equity Value 

(ETV 31%)

AUM 

adjustment

Riverway Point 25 8 -69%

Castle Point 36 11 -69%

Plantations 12 4 -69%

Centrus One 15 5 -69%

Total 89 27 -69%

http://microequities.com.au/
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Source: Glaucus Calculation 

 

The Microequities estimates, prepared at the behest of Blue Sky, corroborates our analysis that Blue Skyôs reported 

real estate AUM in its IPO prospectus was significantly inflated.   

 

Today there are several key segments that supposedly make up Blue Skyôs $1.9 billion in reported real estate AUM: 

residential properties, student accommodations, retirement living homes and commercial property.  We think it is 

clear, on an inspection of 39 Blue Sky real estate related investments, that the Company is playing the same tricks 

today as it did at IPO. 

     

a. Residential Real Estate AUM at most $135 million.  

 

Blue Skyôs residential property website lists investments in 24 residential properties.  Blue Sky lays out the location, 

completion date and number of units per property on this website. For instance, the development referred to as the 

Establishment is located in Kangaroo Point, has 105 units and was completed in January 2017. 

 

 
Source: The Establishment, residential property website 

 

In compiling our estimate of Blue Skyôs true fee earning AUM, it is necessary to remove from our calculation the 

residential properties that were already sold and are no longer part of Blue Skyôs real estate portfolio.  

 

Blue Skyôs prospectus lists three projects that were completed prior to the Company going public: Paddington 

Terraces, Kelso and Milky Way 1.  In addition, a publicly traded related party named the Blue Sky Public Access 

Fund (ASX: BAF), (ñAccess Fundò), which invests exclusively in funds managed by Blue Sky, reveals other 

residential property developments which have been sold.7 

 

                                                           
7 The Access Fund is a public investment vehicle floated by Blue Sky in 2014 to invest exclusively in Blue Sky managed investments.  As of 

October 2017, the access fund has raised $224 million from the Australian public markets.  The Access Fund has a market capitalization of $249 

million. 
 

Blue Sky Reported Gross Realization to Microequities Which Match Exactly with AUM

Microequities BlueSky

Fund Residential Development Gross Realizations ($M) Stated AUM ($M)

Milky Way Development 2 Unit Trust Riverway Point 25.4 25.0

Milky Way Development 4 Unit Trust Castle Point 35.5 36.0

Blue Sky RAMS Plantations Fund Plantations 12.5 12.0

Brisbane Eight Mile Plains Trust Centrus One 15.0 15.0

Total 88.4 89.0

http://blueskyprivaterealestate.com.au/
http://blueskyprivaterealestate.com.au/projects/the-establishment/
http://member.afraccess.com/media?id=CMN://2A1043271&filename=20171017/BAF_01908677.pdf
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For instance, in the 12-months ending June 30, 2017, three properties were sold according to the Access Fund monthly 

reports: Alice Street Kedron Trust, Main Street Kangaroo Point Trust and Regina Street Greenslopes Trust. 8 

 

 
Source: Access Fund Monthly Report December 2016 

 
Source: Access Fund Monthly Report June 2017 

 

From public disclosures we estimate that Blue Sky has sold at least 11 of these property developments as of December 

31, 2017.  Accordingly, we can remove these 11 realized residential property developments from our estimate of Blue 

Skyôs fee current earning AUM, as these assets should no longer be included in the calculation.   

 

 
Source: Blue Sky Residential Real Estate Website, Access Fund monthly updates, 

Microequities initiating coverage report May-14 

 

In order to value the remaining unrealized properties in Blue Skyôs real estate portfolio, we can extrapolate based on 

the gross value of one of Blue Skyôs poshest developments, Flora Street Greenslopes Trust, The Florence, (ñFloraò).  

In its investment memorandum for Flora, Blue Sky forecasted to sell Floraôs 112 apartment units for a gross sale price 

of $54.7 million ($488,214 per apartment). 

 

                                                           
8 We can tie these property trust names to the specific properties on the Blue Sky residential website. This is relatively simple, for instance, it is 

clear that the Establishment is Kangaroo Point Trust. They share the same name, location and number of units.  Disclosures in Microequities 

research reports also provides information on which properties have been sold. 

Realized Residential Developments 

Propery Completion Date Location

Realized 

Date

Bastion Feb-17 Windsor Nov-17

The Establishment Jan-17 Kangaroo Point FY 2016

Cedar Jan-17 Greenslopes FY 2016

Empire Aug-16 Woolloongabba FY 2016

Harvest Mar-16 Kedron FY 2016

Centrus One Feb-13 Eight Mile Plains Feb-13

Riverway Point Jan-12 Codon, Townsville Dec-11

Plantations Oct-11 Beenleigh Aug-11

Skyring Terraces Jan-09 Bundaberg Jun-09

Miles Place Aug-08 Kelso, Townsville Oct-09

The Paddington Terraces 2007 Douglas, Townsville Mar-08

http://www.florenceapartments.com.au/
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Source: Flora Information Memorandum 2015 

 

Blue Sky invested only $8 million of equity into the Flora project. 

 

 
Source: Flora Information Memorandum 2015 

 

On an $8 million equity investment in Flora, Blue Sky projected a 20% IRR which would grow its investment to $12.8 

million upon completion. 

 

 
Source: Flora Information Memorandum 2015 
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Flora borrowed 70% of the project costs, equal to an LTV of 52%9 of Floraôs value.    

 

 
Source: Flora Information Memorandum 2015 

 

In addition to debt, Blue Sky deducted apartment transfers and other project cost to arrive at a value of equity upon 

the sale of Flora of $12.8 million; this yields an ETV ratio of 23% for the Flora project.   

 

 
Source: Flora Information Memorandum 2015, Glaucus Calculation 

 

According to Blue Skyôs website, the Company has made a total of 24 investments in residential real estate and is 

currently raising capital for two additional residential projects.  After subtracting the realized investments, we estimate 

that Blue Sky has 15 current residential properties included in its fee earning AUM.  

 

If we analyze Blue Skyôs 15 property investments on a unit basis we can estimate the true residential fee earning 

AUM.  Blue Sky reports the number of apartments per property.  To estimate gross property value, we multiplied the 

number of units per apartment building by the average unit price Blue Sky forecasted for one of its poshest property, 

the Flora, of $488,214.  Using this logic, we calculate that the gross value of Blue Skyôs portfolio, which we believe 

is at most $540.5 million (1,107 units multiplied by $488,214).   

 

To get an equity value of Blue Skyôs residential portfolio, we combined our estimate of the gross value of Blue Skyôs 

properties with the ETV ratio of 25%, which is the ETV ratio of Blue Skyôs Flora development.  From there, we 

estimate that Blue Skyôs fee earning AUM associated its residential portfolio is $135.1 million.    

 

                                                           
9 52% = ($40.6 million x 70%)/$54.7 million 
 

Equity To Value Of Flora Project is 23%

$ M % of Value

Flora Final Property Value 54.7 100%

Less

GST, Commissions, others (5.7) -10%

Costs of Project/Other (40.6) -74%

Net Development Profit 8.4 15%

Source of Capital

Facility limit 28.4 52%

Apartment Transfer 5.5 10%

Equity Invested 8.0 15%

Fair Value of Equity 12.8 23%

http://blueskyprivaterealestate.com.au/
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Source: Blue Sky Website, Access Fund Monthly Report, InvestSMART, Glaucus Calculation 

Note: We apply an ETV ratio of 25% (The Flora Project ETV ratio is 23%) to Blue Skyôs other residential property developments  

 

The point is that even if we make generous assumptions in favor of the Companyôs portfolio (by ascribing the value 

per unit of the Flora development to Blue Skyôs other residential developments), we calculate that the maximum AUM 

from its residential real estate portfolio is $135 million. 

 

We cross checked our estimates of the specific gross property values against the gross realizable property values 

reported by Microequities in its May 2014 research.  If anything, we are giving Blue Sky too much credit in our 

valuation.  

 

 
Source: Microequities May 2014, Glaucus Calculation 

 

Blue Sky claims that its real estate AUM is 50% of its total fee earning AUM, or $1.95 billion.  But if residential 

properties contribute at a maximum, only $135 million in fee earning AUM, can the remainder be accounted for by 

the Companyôs investments in student accommodations, retirement homes, commercial property and other real estate 

investments?  The answer is no. 

  

  

Residential Developments AUM Is $135 Million

Completion Date Propery Location # of unts

Est. Property 

Value ($M) ETV Ratio

Equity Value 

(Adj. AUM) ($M)

n/a Wellington Road East Brisbane Trust 71 34.7 25% 8.7

n/a Wellington Road East Brisbane Trust II 75 36.6 25% 9.2

n/a Florence Greenslopes 107 52.2 25% 13.1

n/a Aura Milton 82 40.0 25% 10.0

Aug-17 The Duke Kangaroo Point 125 61.0 25% 15.3

Mar-17 Stone & Co Greenslopes 53 25.9 25% 6.5

May-16 Arbor Milton 70 34.2 25% 8.5

Mar-16 Archive Woolloongabba 69 33.7 25% 8.4

Dec-15 Mirra Toowong 20 9.8 25% 2.4

Jul-15 The Governor Bowen Hills 40 19.5 25% 4.9

May-15 Regents Lane Woolloongabba 57 27.8 25% 7.0

Aug-14 Pavilion Bowen Hills 36 17.6 25% 4.4

Feb'14/Sep'14 Lake Haven Sunshine Coast 90 43.9 25% 11.0

Apr'14/May'15/ 17Riverside Gardens Douglas, Townsville 110 53.7 25% 13.4

Oct-14 Castle Point Belgian Gardens, Townsville 102 49.8 25% 12.4

Total 1,107 540.5 25% 135.1

Glaucus Property Values Are Generous Compared To Microequities 

Residential Developments ($ M)

Gross 

Realization 

(Microequities)

Gross 

Property 

Value 

(Glaucus) Difference

The Governor 16.9 19.5 16%

Regents Lane 25.9 27.8 7%

Railway Terrace (Arbor) 32.5 34.2 5%

Pavilion 15.7 17.6 12%

Lake Haven 17.7 43.9 148%

Castle Point 35.5 49.8 40%

Riverside Gardens 35.0 53.7 53%

Total 179.2 246.5 38%

http://blueskyprivaterealestate.com.au/
https://www.investsmart.com.au/managed-funds/fund/blue-sky-wellington-road-east-brisbane-1/41488
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b. Student accommodation fee earning AUM at most $198 million 

 

In its H1 18 presentation, Blue Sky discloses that its student accommodation portfolio consisted of ñ5,200 beds across 

nine sites in Australia.ò   

 

 
Source:  Blue Sky H1 18 Presentation 

 

Blue Sky discloses details of seven of these nine projects in Access Fundôs monthly report.  

 

 
Source: Access Fund Monthly Report June 2017 

 

We were able to obtain the underlying documentation for the Student Accommodation Fund IV (ñSA 4ò). The SA 4 

fact sheet states Blue Sky invested capital of $21 million and intended to raise debt of $30 million for a total project 

cost of $51 million. It also states that the projected LTV for SA4 is 55% and that the development will have 415 beds.  

 

 
Source: SA 4 Fact Sheet 

https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
https://blueskyfunds.com.au/wp-content/uploads/2017/07/BSAAF-Report-June-2017-v2.pdf
https://blueskyfunds.com.au/wp-content/uploads/2015/11/BSPRE-Student-Accommodation-Fund-IV-Fact-Sheet.pdf
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Source: SA 4 Fact Sheet 

 

We were also able to glean the key details for the Student Accommodation Fund IV (ñSA 6ò).  Blue Sky sought to 

raise equity of $15.75 million and debt of $39.5 million, Blue Sky also anticipated funding of $15.75 million from 

Goldman Sachs, for a total project cost of $71 million.  The projected LTV for SA 6 is 50% and the development is 

anticipated to have 546 beds at a gross value of $144,689 per bed.   

 

 
Source: Constant Investor October 2016 

 

To understand the maximum equity value across Blue Skyôs student accommodation fund, we first calculate the 

average gross value per bed for SA 4 and SA 6 ($138,062).   

 

https://blueskyfunds.com.au/wp-content/uploads/2015/11/BSPRE-Student-Accommodation-Fund-IV-Fact-Sheet.pdf
https://theconstantinvestor.com/blue-sky-student-accommodation-fund-6/
https://theconstantinvestor.com/blue-sky-student-accommodation-fund-6/
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*Note: Goldman Sachs was required to contribute equity to 3 existing projects 

Source: Glaucus Calculation 

 

We then multiply by 5,200, the number of beds Blue Sky claims in its H1 2018 results presentation.  From there, we 

assume a generous 50% LTV on the finished property to calculate the maximum equity value of invested capital in 

this segment.   

 

But there is a final step.  In March 2016, Blue Sky partnered with Goldman Sachs to build a portfolio of 10,000 student 

beds. The JV with Goldman Sachs is structured as a typical 50/50 joint ownership.10  Blue Sky recently confirmed in 

its March 2018 capital raising presentation that it splits ownership of its ~5,200 beds in its student accommodation 

segment 50/50 with Goldman Sachs.   

 

 
Source: Blue Sky Equity Raising Presentation March 2018 

 

Public disclosures indicate that Goldman provided 50% of the invested equity in Blue Skyôs student accommodation 

developments in Australia (with the possible exception of Blue Skyôs first fund).  From the estimate of the average 

value per bed, we can use Blue Skyôs total number of reported beds to estimate total project value.  From there, we 

apply a generous estimate of 50% LTV, we can calculate the equity value of the projects and the amount likely invested 

by both Blue Sky and Goldman in these projects.   

  

                                                           
10 A press release from Norton Rose, Blue Skyôs lawyer, stated that Goldman Sachs was required to provide equity to 3 existing student 

accommodation projects as well as new projects.  

 

Value Per Bed Is Comparable Across Funds

$ M SA 4 SA 6

Equity Contributed

Blue Sky 10.5 15.8

Goldman Sachs* 10.5 15.8

Total Equity Contributed 21.0 31.5

Debt Raise 30.0 39.5

Total Costs 51.0 71.0

LTV % 55% 50%

Forecast Property Value 54.5 79.0

# of Bed 415.0 546.0

Average Value per Bed ($) 131,435 144,689

http://www.nortonrosefulbright.com/news/138744/norton-rose-fulbright-acts-for-blue-sky-group-in-major-student-accommodation-joint-venture
https://www.businessnewsaus.com.au/articles/blue-sky-s--1-billion-joint-venture-with-goldman-sachs.html
http://www.nortonrosefulbright.com/news/138744/norton-rose-fulbright-acts-for-blue-sky-group-in-major-student-accommodation-joint-venture
https://www.asx.com.au/asxpdf/20180305/pdf/43s5gcrcs7fh4v.pdf
https://www.asx.com.au/asxpdf/20180305/pdf/43s5gcrcs7fh4v.pdf
http://www.nortonrosefulbright.com/news/138744/norton-rose-fulbright-acts-for-blue-sky-group-in-major-student-accommodation-joint-venture
http://www.nortonrosefulbright.com/news/138744/norton-rose-fulbright-acts-for-blue-sky-group-in-major-student-accommodation-joint-venture
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Note: Goldman Sachs was required to contribute equity to 3 existing projects 

Source: 1. Access Fund Monthly Report June 2017 

2. InvestSMART 

3. Glaucus Calculations 

 

Based on the calculation above, we estimate that the maximum equity value for the Student Accommodation portfolio 

is $189 million. This generously assigns the completed value to all the properties in the student accommodation 

portfolio despite Blue Sky assigning a blanket 2020-2022 exit date across eight properties.11  

 

c. Retirement Living AUM at most $149 million.  

 

In 2017, Blue Sky also began raising capital for a retirement living investment called Parkwood.  We have obtained 

the underlying fund documentation for this investment.  

 

According to the fund documents for Parkwood, Blue Sky plans to invest only $12.6 million of equity into the 

Parkwood fund to build 261 Independent Living Units (ñILUò).  Blue Sky estimates that Parkwood will have an 

estimated total project value of $144 million. This equates to an average value of $551,935 per ILU.  

 

 

 
Source: Parkwood Retirement Living Information Memorandum September 2017 

 

The table above shows that while Blue Sky reports a total project value of $144 million, Blue Sky has invested only 

$12.6 million in Parkwood.  If Parkwood is any indication, Blue Skyôs fee earning AUM for retirement living 

investments is only 9% of total project value ($12.6 million divided by $144 million), with the rest made up of JV 

                                                           
11 Access Fund Monthly Report June 2017. 
 

Student Accommodation AUM Is $189 Million

Debt

LTV 

(50% ) Maximum

Goldman 

Sachs Blue Sky

Student Accommodation Fund 286 39 20 20 0 20

Student Accommodation Fund II 733 101 51 51 25 25

Student Accommodation Fund III 789 109 54 54 27 27

Student Accommodation Fund IV 415 57 29 29 14 14

Student Accommodation Fund V 574 79 40 40 20 20

Student Accommodation Fund VI 546 75 38 38 19 19

Student Accommodation Fund VII 544 75 38 38 19 19

Student Accommodation Fund VIII 626 86 43 43 22 22

Student Accommodation Fund VIIII 687 95 47 47 24 24

Total 5,200 718 359 359 170 189

Equity ValueFinished 

Property 

ValueBedsFund

http://www.nortonrosefulbright.com/news/138744/norton-rose-fulbright-acts-for-blue-sky-group-in-major-student-accommodation-joint-venture
https://blueskyfunds.com.au/wp-content/uploads/2017/07/BSAAF-Report-June-2017-v2.pdf
https://www.investsmart.com.au/managed-funds/fund/blue-sky-student-accommodation-fund-9/41797
https://blueskyfunds.com.au/wp-content/uploads/2017/07/BSAAF-Report-June-2017-v2.pdf
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partners, bank debt and rollover settlement proceeds.12  Other fund documents indicate that this investment structure 

is typical across other Blue Sky retirement investments.   

 

Blue Sky disclosed to the Financial Review that the Corinda Fund, (ñCorindaò) will be a ILUs property with a 

completion value of $130 million. This implies a value per unit of $520,000.  Auraôs LinkedIn page states that the 

Maroochydore Fund will consist of 117 ILUs with a final value of $67 million. This equates to $572,650 per unit.  

From the above values per ILU stated for Parkwood, Corina and Maroochydore, we assume an average ILU upon 

completion of $543,081.  

 

 
Source: 1. Parkwood Information Memorandum September 2017 

2. Financial Review 

3. Aura LinkedIn 

 

Like student accommodation developments, Blue Sky also develops retirement living properties with a JV partner, 

SC Capital, a real estate investor.  According to the Companyôs disclosures, SC Capital provides 50% of the equity 

for Auraôs retirement projects and Blue Sky funds the other 50%.  

 

 
Source: March 2018 Investor Presentation 

 

Blue Sky states that it has > 1,100 ILU in its portfolio as of H1 2018.  

 

 
Source:  Blue Sky H1 18 Presentation 

 

If we assume the value of ILUs is consistent with values per ILU stated for Parkwood, Corina and Maroochydore, 

then the gross realizable value of these 1,100 ILU would be $597 million.13  If we generously apply a 50% LTV on 

the gross property value, which is consistent with the Parkwood fund documentation,14 we can estimate the equity 

portion of these retirement property projects.  As Blue Sky contributes only 50% of the equity portion, we estimate 

that Blue Skyôs AUM in retirement living segment as $149 million.  

 

                                                           
12 Settlement proceeds are forecasted future profits made by Blue Sky which the Company intends to reinvest in the Parkwood project.  As such, 
settlement proceeds are contingent on the success of earlier phases in the project, and are not invested capital. 
13 1,100 ILUs multiplied by $534,081 
14 Note that a 50% LTV for Parkwood is exceptionally generous.  Blue Sky only invested $12.8 million of equity to arrive at a project value of 
$144 million.  The 50% LTV is based on Blue Sky receiving future proceeds from the first and second phase of sales in Parkwood and 

reinvesting the proceeds in Parkwood as equity.    
 

Estimated Retirment Living Unit Value

Property Value ($M) Units Value per Unit ($)

Parkwood 144.1 261 551,935

Corinda 130.0 250 520,000

Maroochydore 67.0 117 572,650

Total 341.1 628 543,081

http://www.afr.com/real-estate/blue-sky-for-aura-in-130m-retirement-deal-in-brisbane-20160926-grobqn
https://www.linkedin.com/company/aura-holdings/
http://www.afr.com/real-estate/blue-sky-for-aura-in-130m-retirement-deal-in-brisbane-20160926-grobqn
https://www.linkedin.com/company/aura-holdings/
https://www.theaustralian.com.au/business/property/sc-capital-aura-holdings-sign-retirement-living-deal/news-story/ca101a6370b87bac8a93c0c77bee8920
http://www.sccpasia.com/
https://www.theaustralian.com.au/business/property/sc-capital-aura-holdings-sign-retirement-living-deal/news-story/ca101a6370b87bac8a93c0c77bee8920
http://news.iguana2.com/bluesky/ASX/BLA/1069077
https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
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Source: 1.  Blue Sky H1 18 Presentation 

2.  March 2018 Capital Raise Presentation 

3.  Glaucus Calculation 

 

Residential Developments, Student Accommodation and Retirement Living represent the three largest areas for Blue 

Sky.  We also believe that these three segments represent the key areas where Blue Sky has chosen to grossly 

exaggerate AUM.  Yet, as should be obvious based on the underlying investment documents and our calculations, 

Blue Skyôs fee earning AUM (or the fair value of the invested capital in these assets), is only a fraction of the total 

value of these projects.  We believe that, when reporting fee earning AUM to the market, Blue Sky fails to deduct 

debt and capital from JV partners like Goldman and SC Capital.   

 

Our sum of the parts analysis relies on estimates because Blue Sky is not transparent with investors about its portfolio.  

However, we believe that our analysis is likely overly generous to the Company because we have made a number of 

assumptions in the Companyôs favor.  

  

In order to be as comprehensive as possible, we will also include our estimate of other real estate related assets in our 

calculation of what we believe to be Blue Skyôs true fee earing AUM, including investments in commercial property, 

student accommodations in North America and management rights. 

   

d. Other Real Estate Related Investments 

 

Blue Sky has also invested in commercial property, a category by which Blue Sky refers to its 38% ownership stake 

in the Cove Property Group (the ñCoveò).  Blue Sky claims that the Cove is ñcurrently managing >USD $1 billion of 

equity and debt capitalò across two properties, the Hudson Commons and 2 Rector St.   

 

 
 

 
Source: March 2018 Capital Raise Presentation 

 

The Hudson Commons at 441 Ninth Avenue was acquired by the Cove for USD $330 million ($450 million) in a joint 

venture with Baupost Group.  A debt facility of USD $220 million ($300 million) was provided by Deutsche Bank to 

purchase the property.  We calculate an LTV of 67% at acquisition in December 2016. 

 

 
Source: Cole Schotz website 

Retirement Living AUM is $149 Million

$M

# of ILU 1,100

Est. value per ILU ($) 543,081

Property Value 597

LTV 50%

Debt 299

Equity (50/50 JV) 299

SC Capital 149

Blue Sky 149

https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
https://www.asx.com.au/asxpdf/20180305/pdf/43s5gcrcs7fh4v.pdf
https://www.asx.com.au/asxpdf/20160303/pdf/435klns16tjxd8.pdf
https://www.asx.com.au/asxpdf/20180305/pdf/43s5gcrcs7fh4v.pdf
https://www.law360.com/articles/872599/cove-property-baupost-nab-ny-office-building-in-330m-deal
https://www.law360.com/articles/872599/cove-property-baupost-nab-ny-office-building-in-330m-deal
https://www.baupost.com/
https://therealdeal.com/2016/12/12/cove-property-secures-220m-loan-to-buy-441-ninth-ave/
http://rew-online.com/2016/12/14/australian-investors-close-sale-and-leaseback-deal-for-441-ninth-avenue/
http://www.coleschotz.com/-represented-cove-property-group-in-west-side-acquisition-ranked-42nd-largest-deal-in-the-country
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The second property, 2 Rector St (also referred to as 101 Greenwich), was purchased by the Cove at a gross property 

value of USD $225 million ($300 million). 

 

 
Source: Bloomberg Article 

 

The Cove also secured a property loan from Apollo of USD $479 million ($628 million) to expand the Hudson 

Commons property.  From these disclosures, it appears that Blue Sky are once again conflating gross value, including 

debt capital provided by other asset managers, as the fee earning AUM of the Company.   

 

 
Source: Company Filings, Bloomberg, Glaucus Calculation 

 

Blue Sky claims that it reports 38% of the fee earning AUM in the Cove.  If Blue Sky is up to its old tricks, then Blue 

Skyôs ñfee earning AUMò would be $489 million ($1,288 million multiplied by 38%).  We calculate that the genuine 

fee earning AUM attributable to Blue Sky from its Cove investment is just $50 million.  

 

 
Source: Glaucus Calculation 

 

Blue Sky has also invested in student accommodations in the United States with an American joint venture partner, 

Student Quarters.  We have obtained underlying documentation pertaining to two such investments:  Student Quarters 

Yield Trust 2 and Student Quarter Property Trust 2.  The underlying fund documents show that debt comprises 65% 

of the projected value of these investments and an average value per bed of USD $98,287 ($123,362).   

 

Cove Currently Managing > $1.3 billion Properties $ M

Gross acquisition value

441 Ninth Avenue 450

2 Rector Street 300

Gross property value at acquisition (2016) 749

Apollo construction financing 628

Gross value of Cove properties 1,378

Blue Sky stated value of Cove properties (USD 1 bn) 1,288

Difference % 7%

Fee Earning AUM of the Cove Is $50 Million

$ M 441 9th Ave. 2 Rector St Total

Gross acquisition value 450 300 749

LTV at 65% 292 195 487

Equity contribution 157 105 262

Third parties equity (Baupost, Bentall Kennedy) 79 52 131

Cove equity 79 52 131

Blue Sky AUM (38% of Cove) 30 20 50

https://www.bloomberg.com/news/articles/2017-05-26/the-kushners-the-saudis-and-blackstone-behind-the-recent-deals
https://therealdeal.com/2017/11/07/kevin-hoo-secures-479m-loan-for-441-ninth-avenue-expansion/
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Source: Student Quarter Fund Document September 2017 

 

Again, Blue Sky uses a joint venture structure.  Blue Sky states that it owns 60% of Student Quarters.  Blue Sky claims 

it has invested in 4,600 beds across 12 campuses in the United States. 

 

 
Source: H1 18 Result Presentation 

 

From these disclosures, we calculate that Blue Skyôs fee earning AUM from Student Quarters is likely around $119 

million. 

 

 
Source: Glaucus Calculation 

 

Finally, Blue Sky also owns a category of real estate assets it refers to as management rights.  At a basic level, these 

assets are property managements rights to rent out apartments via its subsidiary, Vivo Property (ñVivoò).  

InvestSMART, an Australian listed company which provides stock research tools to investors, details the invested 

capital of three management rights funds.  

 

 
Source: InvestSMART 

 
Source: InvestSMART 

Student Accommodation North America $ M

Portfolio Value (4 US Universities) 75.6

# of Beds 613

Value per bed ($) 123,362

# of Beds under Student Quarters 4,600

Total Portfolio Value 567.5

Stated LTV 65%

Equity 198.6

% ownership of Student Quarters 60%

Blue Sky Student Accommodation NA AUM 119.2

http://www.vivoproperty.com.au/about
https://www.investsmart.com.au/managed-funds/fund/blue-sky-management-rights-income/41476
https://www.investsmart.com.au/managed-funds/fund/blue-sky-management-rights-income-2/41475
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Source: InvestSMART 

 

From the Access Fund,15 we know that a fourth management rights fund exists, however, disclosures state that the 

fourth fund has sold its rights in the Southport Residential Apartments to the Mantra Group.  Therefore, this fund has 

likely been realized and is excluded from our calculation of fee earning AUM.   

 

According to the Australian Business Register (ABR), the first management rights income fund was registered in May 

2012.  

 

 
Source: ABR Website 

 

If we assume all funds were started on the same day as the first fund, clearly a generous assumption, then the current 

value of invested capital at Blue Skyôs stated IRR of 15.8% for real estate implies an AUM contribution for 

management rights of $40.7 million.  

 

 
Source: Glaucus Calculation 

 

A sum of the parts analysis of Blue Skyôs portfolio is notoriously difficult because the Company is deliberately vague 

about the composition of its portfolio and its various investments.  Because it is hard for investors to pin down exactly 

how Blue Sky calculates its fee earning AUM, it is difficult for the market to check the Companyôs representations.  

  

Blue Skyôs representative told us on a recorded phone call that real estate related investments comprise 50% of the 

Companyôs reported $3.9 billion in fee earning AUM, or $1.95 billion in fee earning investments.  Yet of the 39 real 

estate funds included in our estimate, we calculate that the maximum fee earning AUM of Blue Skyôs real estate 

related investments is no more than $683.5 million.  By our estimate, Blue Skyôs real estate AUM is 65% less than it 

claims.   

                                                           
15 Blue Sky Access Fund, August 2016. 

 

Management Rights AUM Is $40.7 Million

$ M Invested Capital

Management rights income fund 1 2.7

Management rights income fund 2 5.5

Management rights income fund 3 10.0

Management rights income fund 4 0.0

Total invested capital 18.2

Assumed investment date of total capital May-12

Current value @ 15.8% IRR 40.7

https://www.investsmart.com.au/managed-funds/fund/blue-sky-management-rights-income-3/41485
https://blueskyfunds.com.au/wp-content/uploads/2017/07/27.-BAF-NTA-Report-August-2016.pdf
https://abr.business.gov.au/SearchByAbn.aspx?SearchText=37661743521
https://abr.business.gov.au/SearchByAbn.aspx?SearchText=37661743521
https://blueskyfunds.com.au/wp-content/uploads/2017/07/27.-BAF-NTA-Report-August-2016.pdf
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Source: Glaucus Calculation 

 

2) We believe Real Asset AUM is $315 million  

 

Blue Skyôs public filings give limited information regarding its alternative assets, which the Company confusingly 

refers to as real assets.  For clarity, we refer to this category as Agricultural and Resource investments.  The Companyôs 

H1 18 presentation boasts a 16% IRR in this category since inception, highlighting the performance of its water fund.  

When we called to enquire about investing in Blue Skyôs Agricultural and Resource funds, a Blue Sky representative 

told us that this segment contributed 25% of total AUM, which would amount to $975 million in fee earning invested 

capital as of December 31, 2017.  

   

The Blue Sky Water Fund is marketed as open ended. Yet when we called Blue Sky, a sales representative stated it 

was closed, and would remain closed for further investment for the next year or so. The representative went on to 

reveal, in a recorded conversation, that the AUM of the Water Fund is ñnorth of $150 million.ò  

 

This statement puts Blue Sky in a difficult spot as the remaining Agricultural and Resource funds are tiny single asset 

investments. We obtained the underlying investment memorandum for the Blue Sky Premium Beef Development 

Fund (ñBeef Fundò), which provides a breakdown of the remaining Agricultural and Resource investments made by 

Blue Sky.   

 

 
Source: Beef Fund Information Memorandum May 2017 

 

From the Access Fund disclosures, we get a description of certain Agricultural and Resource assets.  All are described, 

as is typical across Blue Skyôs investment portfolio, as single asset investments bar the strategic Australian agriculture 

fund.16  

                                                           
16 The purpose of Beef Fund is to acquire a 60% shareholding in 3DF1 Pty Ltd.  A complete start up. 
 

Blue Sky Systematically Overstates Real Estate AUM 

Funds included

in AUM

Fair value of

invested capital

(Fee Earning AUM)

Residential real estate 15 135.1

Student Accommodation 9 189.4

Retirement Living 8 149.3

Commercial Property (Cove) 2 49.8

Student Accommodation North America 2 119.2

Management Rights 3 40.7

Total 39 683.5

https://theconstantinvestor.com/blue-sky-water-fund/
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Source: Access Fund June 2017 Monthly Update 

 

First, the Agriculture Fund, which made an investment in a company named Gundaline Pty Ltd in March 2014, via 

Southern Agricultural Resources, (ñSouthernò).  Southern purchased Gundaline for $25 million.  News articles 

reported that Southern is backed by undisclosed, ñoverseas investors.ò  But we know from the Access Fund disclosures 

that this ñundisclosedò investor is likely Blue Sky.   

 

We generously assume that Blue Sky is the only investor in Southern.  We further generously assume that Blue Sky 

has generated a 16% IRR on this investment, in line with the stated Agricultural and Resource return claimed by Blue 

Sky.  This implies an AUM attributable to Blue Sky from the Agriculture fund of $44 million as of December 2017. 

 

Agriculture Fund IIôs only investment was into Hillston Citrus (ñHillstonò), an irrigated citrus orchard new Hillston 

in NSW. According to InvestSMART, Agriculture Fund II planned to raise $10 million in August 2015. We apply the 

16% return to this fund, and get an AUM of $14 million as of December 2017. 

 

 
Source: InvestSMART 

 

Agriculture Fund IIIôs only asset is a  $12 million  investment in Kialla Pure Foods (ñKiallaò) in May 2016.  Blue Sky 

owns 33% of the company. Kialla is a flour processing facility. Again, we assume Blue Sky achieved its stated 16% 

return. We estimate AUM of $15 million as of December 2017.   

 

Finally, with respect to the Beef Fund, we have obtained the underlying documentation for this fund. Blue Sky claims 

to have raised $10 million for the Beef Fund in May 2017.  

 

 
Source: Beef Fund Information Memorandum May 2017 

 

We assume, between May 2017 and December 2017, the Beef Fund achieved the segment IRR of 16%.  This implies 

an AUM of $11 million for the Beef Fund.   Note that this estimate gives full credit to Blue Skyôs claimed returns, 

which, as we will see, merit considerable skepticism.  But for the purposes of calculating Blue Skyôs AUM, it is 

important to note that even if we assume Blue Sky has achieved its stated IRR on all its Agricultural and Resource 

assets, its AUM cannot even be close to what the Company claims. Nor do we deduct the exorbitant upfront fees 

totaling 13% of the capital raised from our generous estimate of Blue Skyôs Beef Fund AUM.   

 

https://blueskyfunds.com.au/wp-content/uploads/2017/07/BSAAF-Report-June-2017-v2.pdf
http://www.afr.com/business/agriculture/crops/southern-ag-takes-twynams-gundaline-in-riverina-20140323-ixboc
http://www.theland.com.au/story/3578198/twynams-gundaline-sold-to-southern-ag/
https://www.investsmart.com.au/managed-funds/fund/blue-sky-agriculture-ii/41468
http://www.theaustralian.com.au/business/organic-processor-kialla-pure-foods-12m-fund-linkup/news-story/1cbf31b50be420751d53285805d6df78
https://www.tiq.qld.gov.au/qld-grain-miller-12m-cash-injection/
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There is a final consideration.  Blue Sky is in the process of raising what it refers to as a Strategic Australian 

Agriculture Fund (SAAF).  Blue Sky states it is expected17 to raise $300 million in 2018, and therefore for the purposes 

of calculating the Companyôs reported fee earning AUM as of December 31, 2017, we exclude SAAF in our estimate 

of fee earning AUM because has the fund has not yet closed.  We were able to find two contributions for a total of 

$81 million to SAAF.18 We generously include these contributions in our calculation of AUM.  

 

 
Source: H1 2018 Result Presentation 

 

If we add up the estimates for the invested capital across Blue Skyôs Agricultural and Resource assets, we calculate 

that Blue Skyôs AUM in this segment is at most, $315 million, 68% less than the Company claims.   

 

 
Source: Glaucus Calculation 

 

Blue Sky might grumble that we have failed to include the ñinstitutional mandateò in our calculation, which the 

Company acquired in 2015.  But on review, we see that this ñinstitutional mandateò has little to do with fee earning 

AUM or the actual management of funds.  Blue Sky was acting as a mere advisor to a fund manager, First State Super.  

 

 
 

 
Source: Financial Review 

 

At IPO, Blue Sky included a ñSub-investment advisoryò mandate with asset manager, Summit Water Asset 

Management in its calculation of AUM.  

 

                                                           
17 Blue Sky often claims to be in the process of raising significantly more capital than the Company manages to eventually raise.  The VC 2017 

fund is a case in point, Blue Sky claimed to be raising $200 million for the VC 2017 Fund but the same fund is still open for investment today and 
the information memorandum for VC 2017 reveals a minimum raise target of just $20 million.  
18 $15 million was contributed by the Access Fund. 

 

Agricultural and Resource Asset (Real Assets) AUM Is No More Than $315 Million

Invested 

Date

Invested Amount 

($ M)

Investment 

period 

(years) IRR

H1 18

AUM ($ M)

Water Fund 150

Agriculture Fund I Mar-14 25 3.8 16.0% 44

Agriculture Fund II Aug-15 10 2.3 16.0% 14

Agriculture Fund III May-16 12 1.6 16.0% 15

Beef Fund May-17 10 0.6 16.0% 11

Strategic Australian Agriculture Fund (Yet to close) 81

Institutional Real Asset investment mandate 2015 150 na

Total 315

AUM claimed by Blue Sky representative 975

Downside vs reported AUM -68%

https://www.tmrs.org/down/board/presentations_2017/Item17_RVK_Q3_2017_TMRSBoardPresentation.pdf
http://www.pionline.com/article/20170626/ONLINE/170629868/texas-municipal-commits-more-than-200-million-to-2-real-assets-funds
https://blueskyfunds.com.au/wp-content/uploads/2018/02/1H-FY18-Results-Presentation.pdf
http://www.afr.com/real-estate/first-state-super-pays-150m-for-select-harvests-almond-farmland-20150820-gj3jlp
http://www.afr.com/real-estate/first-state-super-pays-150m-for-select-harvests-almond-farmland-20150820-gj3jlp
http://www.afr.com/technology/blue-sky-venture-capital-raising-200-million-fund-to-back-tech-startups-20151208-gli46a
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Source: IPO Prospectus 2011 

 

We suspect that Blue Sky may be conflating ñadvisingò with actual fund management.  Blue Sky published a press 

release stating a ñstrategic agreementò19 with Canadian pension fund, PSP, but failed to disclose the nature of such an 

agreement.  We suspect that Blue Sky may be up to its old tricks of overstating AUM, but this time, by classifying 

advisory ñmandatesò as fund management mandates; two very different things.  

 

Our estimate of the real estate ($684 million) and Agricultural and Resource AUM ($315 million) puts the burden on 

the private equity segment to provide the vast majority of the remaining claimed $3.9 billion AUM.  But as we will 

show, it is not even close.   

 

3) Our Estimate of Private Equity AUM is a Maximum of $419 million   

 

Blue Sky claims that private equity comprises the remaining 25% of its fee earning AUM, meaning the value of its 

fee earning invested capital in this segment should be $975 million.  Blue Sky currently reports 33 private equity 

invested businesses which it categorizes as either growth investments or venture capital.  

 

 
Source: Blue Sky H1 2018 Presentation 

 

a. 2017 fund document reveals only $86 million of equity invested in VC funds 

 

VC is supposed to contribute a large portion of AUM, yet underlying fund documentation for Blue Skyôs VC2017 

ESVCLP Fund (ñVC2017ò) reveals that Blue Sky invested only $85.8 million into 17 VC stage businesses; an average 

of just $5 million per company.  

                                                           
19 This was predictably, albeit incorrectly picked up by the financial press as ñBlue Sky scores major pension fund mandateò 
 

http://www.investpsp.com/en/
https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
http://www.financialstandard.com.au/news/blue-sky-scores-major-pension-fund-mandate-111564718
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Source: Blue Sky VC2017 Investment Presentation April 2017, VC2017 Information Memorandum March 2017 

 

Because Blue Sky provides money multiples on its venture capital investments, we can therefore calculate the fair 

value of VC investments as $115.1 million as of December 2016.  The Company reports in its H1 18 Presentation that 

the return in its private equity segment is 13.9%.  Therefore, we assume that the $115.1 million grew, at the rate of 

13.9%, a highly generous assumption,20 to $136.6 million as of H1 2018.  

  

                                                           
20 As we show in section 2, far from high performing VC investments, assets such as Thrive and Beach Burrito are absurdly valued.   
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Source: Blue Sky VC 2017 Investor Presentation May 2017, Financial Review, crunchbase, Glaucus Calculations 

Note: 1. we think the actual returns for each investment are much lower than reported, but for the purposes of estimating fee 

earning AUM, we conservatively give Blue Sky credit that its VC investments have generated an IRR of 13.9% after fees. 

2. Disposed investments are excluded from AUM (grey shaded) 

3. Shopback raised $32 million (USD 25 million) from 10 investors in November 2017. 

 

b. Growth Capital AUM is at most $219 million.  

 

In addition to its VC investments, Blue Sky lists 11 current ñgrowth capitalò investments.  We were able to find the 

invested amount for six businesses.  The remaining businesses; Sunfresh Salads, Active Adventures, Better Medical 

and QFS are small businesses (hence the lack of information).  We generously assume Blue Sky invested at the average 

value of $10 million for these remaining four businesses.  

 

 
Source: Blue Sky Website, News Articles, Glaucus Calculations 

Note: Grey shaded assumes $10 million investment 

 

Blue Sky Venture Capital AUM

Money Multiple AUM ($M) Return AUM ($M)

Beach Burrito Company 1 0.2 74.0x 14.8 13.9% 16.9

Viking Rentals 4.7 2.2x 13.9%

Hatchtech 1.0 2.8x 13.9%

Pet Circle 4.0 2.0x 8.0 13.9%

Conventus Orthopaedics 3.1 1.1x 3.4 13.9% 3.9

HeyLetôs 0.5 1.2x 0.6 13.9% 0.7

Serene Medical (VC2012) 1.8 2.7x 4.9 13.9% 5.5

Alcidion 2.5 3.2x 8.0 13.9% 9.1

Beach Burrito Company 2 2.8 2.0x 5.6 13.9% 6.4

Parcel Point / Fluent Retail 4.5 1.0x 4.5 13.9% 5.1

Vinomofo 25.0 1.1x 27.5 13.9% 31.3

THR1VE 2.2 1.3x 2.9 13.9% 3.3

Shoes of Prey 9.1 1.1x 10.0 13.9% 11.4

Eloquii 2.7 1.2x 3.2 13.9% 3.7

Serene Medical (VC2014) 0.4 1.1x 0.4 13.9% 0.5

GO1 0.5 1.0x 0.5 13.9% 0.6

Lexer 2.5 1.0x 2.5 13.9% 2.8

aCommerce 18.3 1.0x 18.3 13.9% 20.8

THR1VE follow on 9.9 13.9% 11.3

Shopback 3.2 13.9% 3.3

Total 98.9 1.6x 115.1 13.9% 136.6

H1 2017 (12/31/2016) H1 2018 (12/31/2017)Committed

Capital ($M)

Blue Sky "Growth Capital" Investments

Assumed AUM

$ M Return % H1 18

Shopper Media Group Feb-17 10.0 0.9 13.9% 11.3

Aquila Apr-16 30.0 1.8 13.9% 37.7

GM Hotels Sep-15 38.5 2.3 13.9% 52.2

Origo Education Sep-15 11.2 2.3 13.9% 15.2

Wild Breads - 1 Jun-14 15.0 3.6 13.9% 23.9

Wild Breads - 2 Apr-17 4.7 0.8 13.9% 5.2

Foundation Early Learning 2015 20.0 3.0 13.9% 29.6

Sunfresh Salads Jun-17 10.0 0.6 13.9% 10.8

Active Adventures Aug-17 10.0 0.4 13.9% 10.6

Better Medical May-17 10.0 0.7 13.9% 10.9

QFS Dec-16 10.0 1.0 13.9% 11.4

Total 169.4 218.6

Date of

Investment

Committed

Capital

# of Year

Invested

http://www.afr.com/leadership/entrepreneur/blue-sky-puts-10m-into-thr1ve-restaurant-chain-20170926-gyp3so
https://www.crunchbase.com/organization/shopback#section-locked-marketplace
https://blueskyfunds.com.au/what-we-do/private-equity/
https://blueskyfunds.com.au/what-we-do/private-equity/
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Blue Sky made follow on investments in Thrive, Wild Breads, Serene Medical and Beach Burrito. Therefore, we have 

identified 28 of the 33 businesses currently managed by Blue Sky, with an estimated average AUM of $13.3 million 

across both VC and Growth Capital.  

 

 
Source: Glaucus Calculations 

As to be as comprehensive as possible, we add an additional $63.4 million (5 unidentified business multiplied by 

estimated AUM per investment of $12.7 million) to arrive at a total private equity AUM of $418.6 million.  

 

 
Source: Blue Sky Website, News Articles, Glaucus Calculations  

 

4) Hedge Funds add only $47 million of AUM 

 

Blue Sky operates a hedge fund known as the Blue Sky Alliance Fund; it consists of three sub units; Dynamic Macro, 

Absolute Return and Real Return.  

 

 
Source: Blue Sky Website: Hedge Funds 

 

Blue Sky monthly fact sheets reveal that as of December 31, 2017, the combined AUM for these three funds comes 

to just $46.8 million.   

Private Equity AUM per Investment

$ M VC Growth Total

# of Investments 20 11 31

# of businesses 18 10 28

Calculated AUM 137 219 355

AUM per business 7.6 21.9 12.7

AUM Is A Fraction of Reported Figures

$ M

Venture Capital AUM 136.6

Growth Capital AUM 218.6

Other businesses AUM 63.4

Estimated AUM 418.6

Reported AUM 975.0

Downside on reported AUM -57%

https://blueskyfunds.com.au/what-we-do/private-equity/
https://www.oneinvestment.com.au/bluesky/
https://blueskyfunds.com.au/what-we-do/hedge-funds/
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Source: Absolute Return Monthly Fact Sheet (Dec-17), Real Return Monthly Fact Sheet (Dec-17), Dynamic Macro Monthly Fact 

Sheet (Dec-17) 

 

The AUM of these hedge funds has actually been stagnant due to poor performance.  

 

 
Source: Blue Sky Website: Hedge Funds, Glaucus Calculation 

 

Ultimately, when we analyze each of Blue Skyôs segments (real estate, Agricultural and Resource and private equity), 

we estimate that Blue Skyôs fee earning AUM is at most $1.5 billion; 6 3% less than its stated fee earning AUM 

of $3.9 billion.  

 

 
Source: Glaucus Calculation 

 

However, we believe that even this estimate is far too generous to the Company because we believe that Blue Sky has 

exaggerated the performance of many of its unrealized investments. 

 

 

  

Declining Hedge Fund AUM

$ M Jan-15 Jun-15 Dec-15 Jun-16 Dec-16 Jun-17 Dec-17 Jan-18 Cumulative

Dynamic Macro 28.3 26.4 23.6 30.6 26.3 28.8 28.4 27.5 -3%

Absolute Return 28 26 21 21.9 19.5 11.2 7.7 7.5 -73%

Real Return 11 11 11 10.5 10.4 10.4 10.6 11.1 1%

Total Hedge Fund AUM 67.3 63.4 55.6 63 56.2 50.3 46.8 46.2 -31%

Decline in AUM - -6% -12% 13% -11% -10% -7% -1% -31%

Fee Earning AUM Is Grossly Overstated

Segment

Funds

analyzed

AUM

reported

Glaucus

Estimate

Downside on

reported AUM

Real Estate 39 1,950.0 683.5 -65%

Real Assets 6 975.0 315.3 -68%

Private Equity 33 975.0 418.6 -57%

Hedge Funds 1 46.8 46.8

Total 79 3,946.8 1,464.2 -63%

https://blueskyfunds.com.au/wp-content/uploads/2018/01/04-%E2%80%93-Blue-Sky-Alliance-Fund-%E2%80%93-Absolute-Return-Monthly-Report-December-2017.pdf
https://blueskyfunds.com.au/wp-content/uploads/2018/01/07-%E2%80%93-Blue-Sky-Alliance-Fund-%E2%80%93-Real-Return-Monthly-Report-December-2017.pdf
https://blueskyfunds.com.au/wp-content/uploads/2018/01/01-%E2%80%93-Blue-Sky-Alliance-Fund-%E2%80%93-Dynamic-Macro-Monthly-Report-December.pdf
https://blueskyfunds.com.au/wp-content/uploads/2018/01/01-%E2%80%93-Blue-Sky-Alliance-Fund-%E2%80%93-Dynamic-Macro-Monthly-Report-December.pdf
https://blueskyfunds.com.au/what-we-do/hedge-funds/
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EVIDENCE THAT BLUE SKY OVERSTATES THE PERFORMANCE OF ITS INVESTMENTS  

 

Blue Sky has reported an impressive 15% IRR net of fees since inception in 2006.  To put this in context, if such 

returns are true, Blue Sky is one of the best asset managers in the entire world over the last decade.  But there is good 

reason to be suspicious of such claimed performance.  Since inception, Blue Sky has only exited 39 investments,21 an 

average of 3-4 per year, of which the majority have been residential property developments around Queensland.  As 

a result, much of Blue Skyôs reported performance is based on the markup of unrealized investments. 

 

Because its investments are illiquid and not traded on any verifiable stock exchange, management has considerable 

discretion over the valuation of its unrealized investments.  Even though Blue Sky claims that it retains internal and 

external ñvaluation specialistsò to ñassistò in valuing its investments, such evaluators are paid by Blue Sky and thus 

are not incentivized to disagree with management; lest they forfeit fat fees or future business.  

  

 
Source: Blue Sky Annual Report 2017 

 

The higher Blue Skyôs management marks its unrealized assets, the more performance and management fees the 

Company can ñrecognizeò in its financials.  The more fees it recognizes, the larger the Companyôs reported profits, 

and the higher its share price.  Aggressively marking up the value of its assets also allows the Company to claim 

fantastic investment returns, which Blue Sky uses to attract new investors; pushing up AUM and thereby increasing 

the Companyôs stock price.  This creates a feedback loop by which management can enrich themselves simply by 

pushing for the markup in value of unrealized investments.  

  

                                                           
21 H1 18 Blue Sky Investor Presentation 
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We believe that Blue Sky has been overstating its financial performance by aggressively marking up the value of its 

unrealized investments.  Our thesis is based on two categories of evidence: the first is the Companyôs consolidated 

financial statements; the second is documented examples where Blue Sky has, in our opinion, clearly inflated the 

performance and value of certain assets in its portfolio.   

 

Blue Skyôs consolidated financials provide the first clues.  Over time, inappropriately inflating the value of 

investments begins to distort the financial statements of an asset manager because its receivables balloon with 

uncollected performance and management fees.  In Blue Skyôs case, the shoe fits.  

 

We believe that Blue Sky has marked up many of its investments to levels for which an exit is not possible without 

recording a loss or write-down.  Therefore, as marked-up assets cannot be realized (without recognizing a loss), the 

Companyôs receivables balance grows and grows.  In Blue Skyôs case, receivables have grown so rapidly that they 

comprised 129% of revenues as of LTM H1 18, up from just 45% in FY 2015.  

 

 
Source: Blue Sky Public Filings 

 

The growth of receivables has led to a deterioration in earnings quality, as the Company has failed to generate free 

cash flows despite reporting seemingly impressive paper profits.   

 
Source: Blue Sky Public Filings 

Rapid Receivable Growth

$ M FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 LTM H1 18

Reported Revenues 8.9 10.6 32.2 58.5 68.8 69.1 75.5

Receivables 3.0 3.7 17.5 26.4 72.9 86.9 97.4

% of revenue 34% 35% 54% 45% 106% 126% 129%

Days Sales Outstanding 124.4 129.2 197.8 164.6 386.3 458.5 471.1

Paper Profits

$ M FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 LTM H1 18

Profit before tax (PBT) 6.2 0.9 3.6 14.1 15.7 29.7 25.6

Free cash flow (1.4) (1.3) (68.3) 6.2 (16.9) (10.3) (10.9)

Free cash flow miuns PBT (7.6) (2.2) (71.9) (8.0) (32.6) (40.0) (36.5)
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In our opinion, the deterioration in the Companyôs cash flow generation and its ballooning receivables balance are 

both evidence that management is playing games by inappropriately marking up the value of unrealized investments.  

We believe that it will be impossible for Blue Sky to exit many of such investments without recognizing significant 

losses or impairments.  But this thesis is not only based on the consolidated financials; underlying documentation for 

Blue Sky funds reveal, in our opinion, that the Company has inflated the value of certain private equity investments 

in its portfolio.   

 

a. FOUNDATION EARLY LEARNING: FLOUNDERING, EXCESSIVE LEVERAGE  

 

Blue Sky presents Foundation Early Learning (ñFELò), a roll-up of child day care centers, as one of its top performing 

private equity investments.  The Company has long claimed FEL is moments away from IPO.  The Access Fund 

reveals that the Foundation Early Learning fund has been marked up 42% since the investment was made in 2014.  

Yet the latest annual report for FEL shows a business that, in our opinion, is excessively levered with little chance of 

being sold anywhere close to its current mark.  

 

Blue Sky paid $22 million for a 74% stake in FEL.  Blue Sky claims that FEL has performed strongly since acquisition.  

Access Fund monthly updates reveal that FEL was marked up by 12.37% in November 2014.  Blue Sky boasted that 

an exit was possible ñin the second half of calendar 2015.ò 

 

 
Source: November 2014 Access Fund Monthly Update 

 

Blue Sky marked FEL up a further 26.3% in January 2017. 
 

 
Source: February 2017 Access Fund Monthly Update 

 

This aggressive mark up in value does not tie with FELôs annual reports, which show a business flirting with financial 

calamity.  According to its publicly available accounts, FEL has $18.7 million of debt and has a liability of $2.6 million 

related to acquisition payments.   
 

http://foundationearlylearning.edu.au/
https://www.morgans.com.au/~/media/PDFs/BSAI-Investor-Day-2015-Booklet-F.ashx?la=en
https://www.asx.com.au/asxpdf/20141212/pdf/42vfh1hqzycw5v.pdfhttps:/www.asx.com.au/asxpdf/20141212/pdf/42vfh1hqzycw5v.pdf
http://member.afraccess.com/media?id=CMN://2A997972&filename=20170214/BAF_01828104.pdf
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Source: FEL Annual Report June 2017 (Available from ASIC) 

 

 
Source: FEL Annual Report June 2017 (Available from ASIC) 

 

According to FELôs financials, it will struggle to generate the cash necessary to pay off such liabilities.  FELôs cash 

flows from operations fell a staggering 62% from the previous year in FY 2017.   
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Source: FEL Annual Report June 2017 (Available from ASIC) 

 

We calculate that FELôs EBITDA was just $1.8 million in FY 2017 and that it is excessively levered with a net debt 

to EBITDA ratio of 10.8x.22   

 

                                                           
22 We define EBITDA as profit before tax after adding back finance costs and non-cash charges.   
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Source: FEL Annual Report June 2017 (Available from ASIC) 

 

FEL is a floundering roll up of day care centers.  FELôs accounts show at least two acquired day care centers that have 

now been disposed of for little value or were just shut down entirely.   
 

 
Source: FEL Annual Report June 2017 (Available from ASIC) 

 

These day care centers have little tangible value with goodwill representing >100% of net asset value.  

 

 
Source: FEL Annual Report June 2017 (Available from ASIC) 
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We believe Blue Sky has over paid for small, barely profitable day care centers. For example, in FY2017, FEL spent 

$13 million to acquire 7 day care centers which collectively generated only a 1% pre-tax margin.     
 

 
Source: FEL Annual Report June 2017 (Available from ASIC) 

 

Over-levered and overvalued, FELôs woes will have likely been further exacerbated by a worsening of industry trends 

since the publication of its June 2017 annual report.  Industry leader, G8 Education(ñG8ò), reported  ñsupply issuesò 

and ñregulatory requirements in relation to staffing ratiosò in its latest trading update.  Since November 2017, G8 

Educationôs share price has almost halved from $4.56 to $2.71.  Yet Blue Sky has marked up its investment to an 

EV/EBITDA multiple of 33.7x, a mighty premium to the 9.4x EV/EBITDA multiple at which industry leader (G8) 

trades.   
 

 
Source: FEL Annual Report 2017, Bloomberg, Glaucus Calculation 

Note: G8 Educationôs EV/EBITDA is on March 23, 2017 

 

A comparison between FEL and industry leader G8 shows that FELôs valuation is absurd.  FEL, despite smaller size, 

has lower EBITDA margins and generates negative free cash flow.  It is also substantially more levered.  We calculate 

that FEL has a net debt/EBITDA ratio of 10.8x, compared to 1.5x for G8.  

 

FEL is Excessively Levered Absurb Valuation

$ M FY2017 $ M

Rental Bond 1.9 Invested Capital (Blue Sky) 22.0

Debt Facility 16.8 November 2014 mark up (12.37%) 24.7

Acquisition liability payable 2.6 January 2017 mark up (26.3%) 31.2

Gross debt 21.3 % Blue Sky Ownership 74%

Cash 1.4 Equity Value of FEL 42.2

Net debt 19.9 Net debt 19.9

PBT (0.1) Enterprise Value 62.1

Add backs

Finance Costs 0.7

Depreciation and Amortization 0.7 EBITDA 1.8

Impairments 0.5 EV/EBITDA 33.7x

EBITDA 1.8 EV/EBITDA (G8 Education) 9.4x

Net Debt/EBITDA 10.8x Premium to industry leader 3.6x

https://g8education.edu.au/investor-information/asx-announcements/
http://member.afraccess.com/media?id=CMN://2A1053365&filename=20171204/GEM_01929814.pdf
http://member.afraccess.com/media?id=CMN://2A1053365&filename=20171204/GEM_01929814.pdf
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Source: FEL Annual Filings, G8 Education Filings 

 

The only positive going for FEL is its supposed sales ñgrowth,ò but we know that such growth is attributable to 

acquisitions funded with excessive leverage.  We struggle to see how FEL will pay off such liabilities with negative 

net free cash flow, let alone be valued at a significant premium to a much healthier industry leader like G8.  

 

News articles claim that FEL is struggling to be sold with Blue Sky extending the deadline for the realization of the 

fund, just as the Company has done with other investments.  Blue Sky has marked up the value of its investment in 

FEL, yet the underlying business is dangerously over levered and based on the rapid decline in reported operating 

cash flows, FEL appears to be lurching towards calamity.   

 

If we valued FEL at the same multiple as G8, then we calculate that FEL is worth only $17.3 million, meaning investors 

in Blue Skyôs FEL Fund are likely sitting on a loss of invested capital rather than the 42% gain reported by Blue Sky.  
 

 
Source: FEL Annual Filings, Glaucus Calculation 

 

Rather than reporting impressive returns by marking up the value of FEL, we believe that Blue Sky should be 

impairing its investment.   

 

b. The Billion Dollar Burrito  

 

Beach Burrito was Blue Skyôs first ñVCò investment.  The Company wrote a $200,000 check in December 2006 to 

fund the opening of the very first store in January 2007.  Blue Sky then made a $2.8 million follow on investment in 

December 2012.  While Blue Sky prides itself on its stellar returns since ñinceptionò we believe that the Company is 

distorting performance for its early years by using Beach Burritoôs valuation as a plug to generate an inflated IRR 

across its entire private equity portfolio.   

 

The VC performance track record of 25.4% is just the simple average IRRs of four categories: 2006 Vintage (26.7%), 

VC 2012 Fund (40.2%), Other 2012 Vintage Investments (26.9%) and VC 2014 Fund (8.1%).   

 

FEL is not Worth 3x G8 Education

$ M FY2016 FY2017 FY2016 FY2017

Revenue 29.6 37.8 771.7 789.0

Sales Growth 28% 2%

EBITDA 1.7 1.8 173.4 166.1

Margin 6% 5% 22% 21%

Cash from operations 1.9 0.7 108.6 92.0

PPE Capex (1.7) (1.2) (25.0) (18.4)

Free cash flow 0.2 (0.4) 83.6 73.6

Interest (0.5) (0.7) (47.1) (34.4)

Net Free Cash Flow (0.4) (1.1) 36.5 39.2

Net Debt 8.6 19.9 384.2 254.3

Net Debt/EBITDA 5.1x 10.8x 2.2x 1.5x

FEL G8 Education

FEL Performance is Grossly Exaggerated $ M

FEL EV/EBITDA Claimed by Blue Sky 33.7x

G8 Education EV/EBITDA 9.4x

FEL FY2017 EBITDA 1.8

FEL Enterprise Value at G8 Multiple (EBITDA x 9.4x) 17.3

Net debt 19.9

Glaucus Esitmated of equity value (EV less net debt) (2.6)

Blue Sky Claimed Value of Invested Capital 31.2

http://www.couriermail.com.au/business/blue-skys-foundation-early-learning-sale-goes-past-2017-deadline/news-story/dd5f5d0428c62a01b57a1a11053e88cdhttp:/www.couriermail.com.au/business/blue-skys-foundation-early-learning-sale-goes-past-2017-deadline/news-story/dd5f5d0428c62a01b57a1a11053e88cd
https://www.morgans.com.au/~/media/PDFs/BSAI-Investor-Day-2015-Booklet-F.ashx?la=en
https://www.morgans.com.au/~/media/PDFs/BSAI-Investor-Day-2015-Booklet-F.ashx?la=en
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Source: VC2017 Information Memorandum  

 

We suspect that Beach Burrito is an even bigger contributor to overall performance ñsince inceptionò as Blue Sky 

made only a few investments in 2006/2007 and therefore tweaking the performance of just one investment can have a 

big impact on the overall 2007 performance and therefore a big impact on reported total returns since inception.  

 

It is thus alarming that Beach Burrito is so egregiously overvalued.  Blue Sky holds a 33% equity stake in what the 

Company calls a fast casual chain of Mexican restaurants.  Blue Sky expects run rate23 EBITDA to be $2 million by 

the end of FY2017 across 12 restaurants. 

 

 
Source: VC Information Memorandum 2017 

 

                                                           
23 We have seen countless instances were Blue Skyôs claimed ñrun rateò EBITDA is much higher than what the underlying financials show.  

Therefore, we are being exceptionally generous by valuing Beach Burrito off of Blue Skyôs claimed ñrun rateò EBITDA.  
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If we assume no debt, then the implied value of Beach Burritoôs 12 restaurants (one restaurant abruptly shut in October 

2017, hardly a sign of growth) is an absurd $62 million or 31x the forecasted EBITDA.24  
 

 
Source: Glaucus Calculation 

 

The absurdity of Blue Skyôs valuation is evident when compared with other publicly listed fast casual dining chains 

specializing in Mexican food such as Pollo Loco or Del Taco.    
 

 
Source: Bloomberg, Company filings 

 

Despite generating comparable EBITDA per store, Blue Sky has valued Beach Burrito at a massive premium to more 

established, fast growing brands.  We calculate that at current markup, Blue Sky values each of Beach Burritoôs fast 

food counters at $5 million per restaurant, which is laughable. 

 

Why has the Company marked up Beach Burrito so egregiously?  With so much riding on Blue Skyôs reported returns 

ñsince inception,ò it is one of the early investments whose valuation can be tweaked to inflate Blue Skyôs reported 

performance.  As other investments underperform, more heat is put on Beach Burritoôs valuation to pick up the slack. 

Hence the bizarre circumstance where one of Australiaôs leading asset managers with a $1 billion valuation is at least 

partially propped up by its markup of a $200,000 ñVCò investment in a beach burrito fast food joint.  

 

c. VINOMOFO: STRAPPED FOR CASH AND MISSING GROWTH FORECASTS  

 

Vinomofo, an online wine retailer, is meant to be a rapidly growing flagship investment for Blue Sky.  Instead, 

Vinomofoôs latest annual report reveals a floundering business.  According to the VC 2017 Investor Memorandum, 

Blue Sky invested $25 million25 for a 22.7% stake in Vinomofo in February 2016.   
 

                                                           
24 We suspect that like Thrive, Beach Burrito is loss making at the EBITDA level, but we do not have the underlying financials so we are forced 

to use the ñrun rateò EBITDA figure of $2 million as claimed by Blue Sky.  

25 AFR reported that the Blue Sky investment memorandum for Vinomofo sought fees of $3.9 million including $1.3 million of ñtransaction feesò 

and 5 years of upfront management fees.  This equates to 16% upfront fees!  No wonder Blue Sky invested in Vinomofo. 
 

Beach Burrito Is a Plug Used to Skew IRR

$ M Investment Money Multiple Value of Holdings

Beach Burrito 1 0.2 74 14.8

Beach Burrito 2 2.8 2 5.6

Total 3.0 6.8 20.4

% Ownership 33%

Blue Sky valuation of Beach Burrito 62

Forcasted EBITDA 2

EV/EBITDA 30.9x

Beach Burrito is Grossly Overvalued

$ M

Beach 

Burrito Del Taco Pollo Loco

Restuarants 12 554 475

Enterprise Value 62 731 592

Value per restaurant 5.2 1.3 1.2

EBITDA 2 82 77

EV/EBITDA 31.0x 8.9x 7.7x

EBITDA per restaurant 166,667 147,644 161,838

https://www.beachburritocompany.com/venue/bondi/
https://www.beachburritocompany.com/venue/bondi/
https://www.broadsheet.com.au/melbourne/food-and-drink/beach-burrito-fitzroy-has-closed
https://www.vinomofo.com/
http://www.afr.com/technology/vinomofo-misses-blue-sky-revenue-forecast-amid-consolidation-20170716-gxce4v
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Source: VC 2017 Investor Memorandum 

 

By December 2016, in just a few months Blue Sky had marked up the value of its equity in Vinomofo by 1.1x and 

claimed a 9.3% IRR on its original investment.  
 

 
Source: VC 2017 Investor Presentation 

 

Such returns seem improbable given that Vinomofo almost immediately missed its revenue growth target, it continues 

to burn cash at a torrid pace, and appears to be dependent on further financing or investment to survive.  According to 

the AFR, Blue Sky forecasted that Vinomofo would generate $81.2 million of revenues in the fiscal year ending June 

2017.   

 

But publicly available financials state that Vinomofoôs revenues were only $43.7 million, 46% below Blue Skyôs 

forecast for that year.26  

 

In addition to missing revenue forecasts by a wide mark, Vinomofo reported a massive pre-tax loss of $6.7 million 

(almost double the year prior).  In December 2016, Blue Sky had marked up the value of its investment.  But at this 

time, Vinomofo was already halfway through a disastrous fiscal year in which revenue growth had stalled and losses 

had almost doubled!  Vinomofoôs sluggish growth was even more disastrous considering it doubled marketing 

expenses over the previous year ($6 million in FY 2017 vs. $3.2 million in FY 2016).  This suggests that despite 

investing more resources, customer acquisition costs are surging.   
 

                                                           
26 Vinomofo claimed a ñrun rateò revenue of $70 million, but the financials belie this claim.   
 

http://www.afr.com/technology/vinomofo-misses-blue-sky-revenue-forecast-amid-consolidation-20170716-gxce4v
https://connectonline.asic.gov.au/RegistrySearch/faces/landing/SearchRegisters.jspx?_afrLoop=3003402451040482&_afrWindowMode=0&_adf.ctrl-state=gfxl9nckg_4
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Source: Vinomofo Annual Report 2017 (ASIC Website) 

 

Rather than a successful investment justifying a markup, Vinomofoôs cash crisis is alarming. At the end of FY 2017, 

Vinomofo only had $2.2 million in cash left.   
 

 
Source: Vinomofo Annual Report 2017 (ASIC Website) 
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Source: Vinomofo Annual Report 2017 

 

At that cash burn rate, we estimate that Vinomofo will likely run out of cash this fiscal year without further borrowings 

or investment.  Compounding our suspicion that the business is struggling, Vinomofoôs sole independent director, 

Rob Chapman, who was only appointed in August 2016, resigned just prior to year end.   
 

 
Source: Vinomofo Annual Report 2017 

 

Based on our review of Vinomofo, we struggle to see how Blue Sky could claim an 9.3% IRR on startup which was 

badly missing growth forecasts (despite a doubling of marketing expenses) and hemorrhaging cash.    

 

d. Failure to Thrive  

 

In December 2015, Blue Sky invested in THR1VE (ñThriveò), a small chain of healthy food stalls.  Eighteen months 

later, in June 2017, Blue Sky announced a follow-on investment of up to $9.9 million for an additional 33% interest 

in Thrive. 

 

 
Source: Blue Sky Investor Presentation June 2017 

 

The investment memorandum reveals that after the follow-on investment, Blue Skyôs ownership stake in Thrive went 

from 26.3% to 50.6%. 
 

Vinomofo Burns Cash

$ M FY2016 FY2017

Revenue 39.3 43.7

Growth 43% 11%

EBITDA (3.6) (6.6)

Margin -9% -15%

Free cash flow (2.5) (6.8)

Cash balance 8.9 2.2

http://w3.unisa.edu.au/alumni/AlumniAwards/recipient-Rob-Chapman.asp
https://www.smh.com.au/business/companies/blue-sky-buys-into-growth-of-clean-fastfood-chain-20151121-gl4nlx.html

