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Australian Real Estate Securities 

Fund Investment Performance 

 
The Resolution Capital Core Plus Property Securities Fund (the ‘Fund’) underperformed the S&P/ASX 300 AREIT 
Accumulation Index by 7 basis points for the quarter ending 31 March 2018. 
 

Period Ending 31 March 2018* 

 
Quarter 

% 
1 Year 

% 
3 Years 

% p.a. 
5 Years 

% p.a. 
7 Years 

% p.a. 

Since 
Inception# 

% p.a. 

Fund (after fees) -6.26 -0.63 6.97 11.47 12.40 6.96 

Benchmark+ -6.19 -0.07 5.77 10.79 12.02 5.54 

Difference -0.07 -0.56 1.20 0.68 0.38 1.42 

 

Resolution Capital Core Plus Property Securities Fund Unit Price 

    Net Entry Net Exit 

31 March 2018    $0.7067 $0.7039 

31 December  2017^    $0.7539 $0.7509 

^ Ex distribution of 1.7867 cents per unit as at 31 December 2017. 

 

 

  

* Net returns are expressed after deducting investment management costs.  Past performance is not a reliable indicator of future performance. 
# 30 September 2008. 
+ S&P/ASX 300 AREIT Accumulation Index. 
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Market Performance 

Market Overview 

 
31 Mar 18 31 Dec 17 

Quarterly 
Total 

Returns 

FTSE EPRA/NAREIT Developed Index (unhedged in A$ Net TR) 3,706 3,807 -2.7% 

FTSE EPRA/NAREIT Developed Index (hedged in A$ Net TR) 2,415 2,550 -5.3% 

S&P/ASX 300 (GICS) Property (Accum) 44,065 46,973 -6.2% 

S&P/ASX 300 Index (Accum) 57,468 59,724 -3.8% 

US 10 Year Bonds 2.74% 2.43%   

AU 10 Year Bonds 2.60% 2.66%   

A$/US$ 0.77 0.78 -1.9% 

Source: Factset 

 

A-REIT Commentary
 
The S&P/ASX 300 Property Accumulation Index 

produced a total return of -6.2% for the quarter ended 

31 March 2018, underperforming the broader 

Australian equities market which delivered a total return 

of -3.8%. On a net basis the Fund delivered -6.3%, 

underperforming the benchmark. 

 

A-REIT returns for the quarter were driven by 

weakness in two key segments: REITs with exposure 

to 1) discretionary retail property and; 2) residential 

trading activities.  

 

ASX 300 A-REIT sector performance 

 
Source: Factset, S&P / ASX A-REIT 300 Index, RCL. 

 

Challenging retail conditions and lacklustre earnings 

results in the quarter weighed on the returns for mall 

owners Vicinity Centres (VCX) and GPT Group (GPT), 

both of which underperformed the benchmark. While 

Scentre Group (SCG) managed to outperform, given a 

more constructive earnings result and outlook, its total 

returns were still weak at -6%. Further impacting sector 

returns, takeover target Westfield Corporation (WFD) 

declined by 9% as Unibail Rodamco’s (UL) share price 

came under pressure, lowering the implied bid value 

given the part scrip, part cash nature of the proposal.  

 

Given the weight of retail property in the benchmark 

(44% headline, ~55% underlying) these factors were a 

significant driver of overall returns. 

 

ASX 300 A-REIT sector exposures 

 
Source: Factset, S&P / ASX A-REIT 300 Index, RCL. 

 

Diversified stapled REITs with substantial exposure to 

residential trading activities, Stockland Property Group 

(SGP) and Mirvac (MGR), also underperformed. 

Despite delivering results from residential trading 

activities which were generally in line with expectations, 

this was overshadowed by slowing momentum in many 

Australian residential markets and for SGP, relatively 

poor returns from its retail portfolio. The only ‘pure’ 

residential company in the benchmark, Ingenia 

Communities (INA), managed to buck the trend, 

generating positive returns following a solid earnings 

result and outlook for its land-lease communities 

business. 
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Industrial REITs also performed well with Goodman 

Group (GMG), Property Link (PLG) and Industria REIT 

(IDR) all generating positive returns.  

 
A-REIT reporting season in the quarter confirmed many 

of the key themes remain consistent with the prior 

period results.   

 

 Office landlords continue to enjoy favourable 

market conditions yet Net Operating Income 

(NOI) and earnings per share (EPS) growth is 

relatively subdued. The near-term supply 

outlook remains favourable in Sydney and 

Melbourne and market vacancy is generally 

declining.  

 

 Retail property has more challenges with 

elevated tenant churn, lower NOI growth and 

subdued tenant sales. Quality malls are 

starting to outperform with SCG’s portfolio 

delivering notably better results than Vicinity 

Centres (VCX). There is some evidence that 

tenant retail sales figures may have bottomed.  

 

 Residential development profits remain strong 

at both Mirvac (MGR) & Stockland (SGP). 

Near-term earnings visibility is good with 

healthy presale volumes locking in above 

average margins. Regulatory pressure and 

credit tightening however have slowed the 

residential market, house prices are now falling 

in many regions.  

 

 REITs with exposure to property funds 

management businesses continue to perform 

strongly. Both Goodman Group (GMG) and 

Charter Hall (CHC) are harvesting healthy 

performance fees from their managed funds. 

GMG also benefits from very favourable 

market conditions as tenant and investment 

demand for logistics property continues to be 

robust in most global markets.  

 
In aggregate the sector should deliver EPS growth of 

~4% for the financial year. Reasonable but not stellar 

when compared to some other segments of the equities 

market (e.g. Resources +25%, Industrials 18%, 

Healthcare +11%). The extent to which rising interest 

rates impact the sectors ability to generate competitive 

earnings growth will have a key bearing on its relative 

appeal in the quarters ahead. 

 

 
Westfield update 
A lot of noise but little news since Unibail-Rodamco’s 

(UL) takeover offer for Westfield Corporation (WFD) 

late last year. More than three months have passed 

and no enhanced or competing offer has been tabled. 

With the prospectus documents now released for UL’s 

shareholder vote and the first of the WFD scheme court 

dates imminent, the likelihood of an interloper reduces 

by the day.  

 

While there has been general market weakness in retail 

REITs globally, UL’s share price has been under 

particular pressure since the initial bid. Given the 

nature of the bid consideration, a combination of UL 

shares and US$2.67 in cash, the value of the offer has 

declined by ~10% from A$10 to A$9. It would seem 

investors have some reservations on the transaction 

which are yet to be resolved.  

  

Implied WFD offer value (A$) 

 
Source: Factset, Company data, RCL. 

 
The next crucial dates for the transaction will be the UL 

shareholder vote on May 17 followed by WFD’s on May 

24. Voting thresholds for the approval of the transaction 

are 67% for UL and 75% for WFD. Should these be 

successful the transaction will move to implementation 

phase. The current timeline indicates that cash 

consideration will be paid on June 7 and the ASX-listed 

Chess Depository Interests (CDI) of UL, which 

comprise the remainder of consideration for Australian 

investors, will start normal trading on June 12.  

 
O My(er) 
 

We have almost run out of pithy titles for our musings 

on the ongoing malaise at Myer but given its sizeable 

footprint in many regional malls (11% of SCG’s overall 

GLA) we will persevere. Following on from the profit 

downgrade late last year, Myer issued another poor set 

of results including significant impairments and sacking 

the CEO. This result was noteworthy as Myer is now 

getting ever closer to breaching its banking covenants.   

 

While the business still generates over $3bn in 

revenue, sales trends remain negative and profitability 

is under pressure. Several attempts at turning around 

the business have failed. The balance sheet and free 
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cash flow of the business appear too constrained for 

the investment needed to right the ship.  

 

For landlords this means Myer will be doing everything 

possible to reduce costs including closing 

underperforming stores, reducing store size, and 

seeking both rent concessions and capital 

contributions. For landlords with dominant malls, such 

as SCG, taking back space from Myer should be a 

welcome and profitable development. Myer pays very 

low rents reflecting its (former?) position as a shopping 

centre anchor. The rent specialty tenants typically pay 

is often 5x higher. Thus redevelopments of desirable 

malls can not only repurpose space from a struggling 

retailer but do so in a profitable manner for the landlord. 

However this may not be the case for all. For landlords 

of weaker properties the economics may not be as 

favourable and backing filling 15,000 sqm in an 

underperforming mall can be much more challenging.  

 

The best outcome for mall owners is Myer continues as 

a going concern in the near-term. Landlords can 

gradually take back and redevelopment floor space as 

Myer shrinks its footprint. SCG’s redevelopment at 

Westfield Hurstville provides a case in point. SCG 

profitably redeveloped the space following Myer’s 

departure at lease expiry. The armageddon scenario of 

Myer going bankrupt would be more challenging given 

the scale of redevelopment required. Let’s hope the 

new CEO at Myer has more success than the last.  

 
Pivot to Asia 
 
More shareholder changes at Cromwell Property 

Group (CMW) in the quarter with the announcement 

that Singapore based asset manager, ARA Investment 

Management (ARA), acquired a 19.5% interest from 

Redefine Properties (RDF-JSE). RDF has been a 

strategic investor in CMW since 2009. Beyond its main 

shareholding RDF also partnered with CMW on direct 

assets including the redevelopment of Northpoint 

Tower in North Sydney.  

 

RDF’s decision to dispose the majority of its CMW 

stake (they still hold ~3%) was driven by capital 

requirements in other areas of their business. While 

perhaps not directly related we note several South 

African REITs have seen their share prices decline by 

between 25-50% (e.g. Resilient & Nepi Rock Castle) 

over the last 3 months on the back of leverage and 

foreign investment concerns.  

 

CMW’s new partner, ARA, is a privately owned real 

estate fund manager. Formerly a listed company, it was 

privatised by private equity firm Warburg Pincus and 

China’s AVIC Trust in 2016. ARA manages ~A$40bn 

across 5 listed REITs, 6 privately held REITs and 

several private funds. Its vehicles are invested across 

office, retail, logistics, hospitality and residential. ARA 

already has a presence in Australia with a local team 

and several assets including a JV with Mirvac (MGR) 

at 477 Collins St and the recent acquisition of the 

Southgate complex in Melbourne from Dexus (DXS). 

 

Coupled with the recent IPO of the Cromwell European 

REIT (CEREIT) in Singapore, ARA joining as a 

strategic investor seems to indicate a pivot to Asia by 

CMW. On the surface it would appear there are 

synergies for CMW in having a strategic shareholder 

with a significant investor and capital base in Asia. 

While we can see the logic here we believe CMW 

needs to more clearly set out its strategy for its offshore 

aspirations.  

 

Investors clearly viewed the changes positively as 

CMW outperformed the benchmark by 13.7%.  

 
Positioned for the turn? 
 
A-REITs have enjoyed favourable market conditions 

over the last seven years. Rents and property values 

have increased substantially as landlords enjoyed 

pricing power post GFC given limited new building 

supply. Declining interest rates and growing rents led 

to significant investment demand for real estate which 

drove cap rates lower and pushed up prices. By most 

metrics (cap rates, $ / psm) commercial property values 

are at or past prior peak levels.  

 

A-REIT valuation cap rate by sector 

 
Source: Company data, BAML Research 

 

To use a truism, “trees don’t grow to the sky” so how is 

the sector positioned for the inevitable turn in the 

property value cycle? 

 

Firstly focusing on capital structure. Financial gearing 

across the sector has continued to drift lower in recent 

years. Many management teams have allowed rising 
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property values to gradually de-gear balance sheets on 

a loan-to-value basis. Gearing stands at ~27% which is 

substantially lower than entering the GFC. 

 

A-REIT look through gearing 

 
Source: Company data, JP Morgan Research 

 

Also it’s important to note the improvement in debt 

structure. A-REITs now have limited offshore exposure 

with the exception of GMG, CMW and WFD. 

Accordingly, debt structures are cleaner without cross 

-currency hedging. The sources of debt have been 

diversified which has also facilitated longer debt tenor. 

 

A-REITs also benefit from a reasonable level of interest 

rate protection. Hedging across the sector is ~75%, 

which will shield earnings to a degree as interest rates 

increase.  

 

Availability of capital has not been an issue for A-REITs 

in recent years. Rising property values, plentiful debt 

and favourable investment and equity markets have 

provided ample sources of capital. With many REITs 

now trading below Net Tangible Assets (‘NTA’) and 

property values looking stretched, several of these 

sources are looking more tenuous. More than ever 

REITs must retain sufficient cash flow after distributions 

to fund ongoing capital requirements (building 

maintenance and tenant incentives). Across the sector 

this is generally much improved although there remain 

exceptions (e.g., CMW, IOF, AVN, NSR) where REITs 

dividends are greater than recurrent cash flows. 

 

This brings us to the topic dujour, share buybacks. As 

several A-REITs began trading below reported NTA the 

drums started beating for share buybacks. There are 

now 8 A-REITs with approved share buybacks, 

although recent activity has been relatively limited. We 

would generally agree with the muted activity.  

 

We are not opposed to share buybacks but they need 

to be considered in a long-term context and the overall 

capital plan of the business. Simply trading a few 

percentage points below NTA should not be sufficient 

justification, particularly when property values and 

therefore NTA’s are elevated. Share buybacks should 

be considered when there is a meaningful discount to 

implied gross asset value and there is more than 

sufficient capital to fund the business plan and be 

opportunistic should dislocation arise. Liquidity and 

capital at the right points in the cycle can create 

significantly more value for shareholders than buying 

back stock at 2% below an elevated NTA. 

 

To draw it all together, we believe the sector is 

reasonably well positioned at this point in the cycle. 

Balance sheets are in decent shape and most A-REITs 

are retaining sufficient funds for ongoing capital 

requirements. Management teams should focus on 

preserving capital optionality rather than instituting 

token buybacks to appease the investment community.  
 

Outlook 
 

The most persuasive impact on the sector in the 

months ahead is likely to be the outcome of the 

Westfield transaction, its departure from the index and 

the potential reinvestment of proceeds. All things going 

to plan this should be resolved next quarter.   

 

Beyond Westfield, A-REITs need to contend with a 

maturing cycle. The favourable tailwinds they have 

enjoyed including rising rents and property values and 

declining finance costs, are fading.  

 

We view the sector as relatively well positioned 

compared to recent history. Balance sheets are 

improved and retained cash flow more closely reflects 

ongoing capital costs. Buybacks should be used 

judiciously, if at all, as liquidity and optionality may have 

greater value in the quarters ahead.  

 

The sector is expected to generate ~4% EPS growth 

for FY18 and a 5.3% dividend yield. Acceptable returns 

yet A-REITs may still struggle to capture incremental 

demand given the greater earnings growth of other 

market segments.  
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Contact Details 

 

Andrew Parsons 
Managing Director - Senior Portfolio Manager 
Email: andrew.parsons@rescap.com 
 
Julian Campbell-Wood 
Portfolio Manager 
Email: julian.cwood@rescap.com 
 
 

Resolution Capital Limited 

Level 38 
Australia Square Tower 
264 George Street 
Sydney NSW 2000 

 

  
GPO Box 553 
Sydney NSW 2001 

Tel: +61 2 8258 9188 
Fax: +61 2 8258 9199 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Interests in the Resolution Capital Core Plus Property Securities Fund (‘Fund’) (ARSN 131 850 363) are issued by Pinnacle Fund 
Services Limited, ABN 29 082 494 362, AFSL 238371, as responsible entity of the Fund. Pinnacle Fund Services Limited is not 
licensed to provide financial product advice.  You should consider the Product Disclosure Statement of the Fund available at 
https://www.rescap.com/funds/ in its entirety before making an investment decision. Resolution Capital Limited (‘Resolution 
Capital’, ‘RCL’) (ABN 50 108 584 167 AFSL 274491) is the investment manager of the Fund.  Pinnacle Fund Services Limited and 
Resolution Capital believe the information contained in this communication is reliable, however its accuracy, reliability or 
completeness is not guaranteed. Any opinions or forecasts reflect the judgment and assumptions of Resolution Capital and its 
representatives on the basis of information at the date of publication and may later change without notice.  The information in this 
communication is not intended as a securities recommendation or statement of opinion intended to influence a person or persons 
in making a decision in relation to investment. This communication is for general information only. It has been prepared without 
taking account of any person’s objectives, financial situation or needs. Any persons relying on this information should obtain 
professional advice before doing so. Past performance is not a reliable indicator of future performance.  
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