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Australian Real Estate Securities 

Fund Investment Performance 

The Resolution Capital Core Plus Property Securities Fund (the ‘Fund’) outperformed the S&P/ASX 300 AREIT 
Accumulation Index by 9 basis points for the quarter ending 30 June 2018. 
 

Period Ending 30 June 2018* 

 
Quarter 

% 
1 Year 

% 
3 Years 

% p.a. 
5 Years 

% p.a. 
7 Years 

% p.a. 

Since 
Inception# 

% p.a. 

Fund (after fees) 9.91 12.44 11.35 12.82 14.05 7.81 

Benchmark+ 9.82 13.20 9.98 12.18 13.61 6.41 

Difference 0.09 -0.76 1.37 0.64 0.44 1.40 

 

Resolution Capital Core Plus Property Securities Fund Unit Price 

    Net Entry Net Exit 

30 June 2018^    $0.6364 $0.6339 

31 March 2018    $0.7067 $0.7039 

^ Ex distribution of 14.0064 cents per unit as at 30 June 2018. 
 

  

* 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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A-REIT Market Commentary 

 

Market Overview 

  

30-Jun-18 31-Mar-18 

Quarterly 
Total 

Returns 

FTSE EPRA/NAREIT Developed Index (unhedged in AUD 
Net TR) 

4,045 3,706 9.1% 

FTSE EPRA/NAREIT Developed Index  
(hedged in AUD Net TR) 

2,592 2,415 7.3% 

S&P/ASX 300 (GICS) Property (Accum) 48,392 44,065 9.8% 

S&P/ASX 300 Index (Accum) 62,275 57,468 8.4% 

US 10 Year Bonds 2.85% 2.74%   

AU 10 Year Bonds 2.64% 2.60%   

AU$/US$ 0.74 0.77 -3.7% 

Source: Factset 

 

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

produced a total return of 9.8% for the quarter ended 

30 June 2018, outperforming the broader Australian 

equities market which delivered a total return of 8.4%. 

On a net basis, the fund delivered 9.9%, outperforming 

the benchmark. 

 

After a dip in performance last quarter A-REITs 

delivered the second highest quarterly total return since 

emerging from the Global Financial Crises (GFC), 

driven by a combination of technical and fundamental 

factors.  

 

Perhaps the most significant event was the completion 

of the takeover of Westfield Corporation (WFD) by 

Unibail Rodamco (URW-ASX). In early June the 

transaction was completed, with investors receiving a 

combination of cash and shares. The cash component 

returned around $7bn to investors and partial 

reinvestment of proceeds no doubt supported the 

sector.  

 

Beyond WFD, M&A was a continuing feature over the 

quarter with the announcement of takeover bids for 

Investa Office Fund (IOF) and non-benchmark 

residential property company Gateway Lifestyle (GTY).  

The bids highlight the value in select A-REITs and the 

quantum of private capital still seeking investment 

opportunities.  

 

More broadly underlying commercial real estate 

investment demand continues to be strong, with the 

exception of discretionary retail related property. 

Domestic property transaction volumes over the last 12 

months were the highest in at least seven years and 

pricing remains firm. 

 

Chart 1: Australian transaction volumes ($bn) 

 
Source: JP Morgan Research 

 

The cooling of national housing markets weighed on 

sector returns with Stockland Property Group (SGP) 

and Mirvac (MGR), both significantly underperforming 

the index. Ongoing house price declines and additional 

uncertainty on borrowing capacity and mortgage 

interest costs (arising from the Royal Commission and 

increasing wholesale funding costs) is impacting the 

outlook for this segment of the property market.  

 

Childcare REITs, Folkestone Education Trust (FET) 

and Arena REIT (ARF), also underperformed as new 

supply impacted tenant operator occupancy levels and 

the sector awaited the introduction of the Government’s 
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new childcare funding package. The immediate impact 

on the REITs operating portfolios is negligible (rental 

income is not directly related to tenant operating 

performance during the period of the lease) but it will 

temper the scale and returns of development activities 

which have boosted earnings in recent years.  

 

Looking Ahead 
 
The quarter brought the last day of trading for Westfield 

Corporation (WFD) following the successful completion 

of the takeover by Unibail-Rodamco. The takeover has 

resulted in the effective withdrawal from REIT 

stewardship of key members of the Lowy family. As we 

have previously noted, the real reasons for their 

departure will only be fully appreciated with time but we 

can say that they responsibly transitioned the business 

to a company with, up to this point, an exemplary track 

record in property and capital management. 

 
Kudos that they were able to transition the vehicle in 

this fashion. Westfield and the Lowy family constantly 

challenged investors. From pioneering the case for 

branded retail real estate, the creation of Westfield 

Trust in the 1980’s to the launch of Westfield America 

Trust in 1990’s, their merger with Westfield Holdings in 

2004, to the creation of Scentre Group (SCG) in 2014 

and ultimately the sale of Westfield Corporation (WFD) 

to Unibail Rodamco, the Lowy’s constantly challenged 

investors and the market to find better ways to manage 

and finance real estate. Arguably, this kept investment 

bankers in their finery, but the quality of Westfield’s 

portfolio and the measure by which the REIT investors 

survived finance and property crises should not be 

overlooked.  

 
Following the completion of the transaction, Unibail-

Rodamco-Westfield (URW-AU) has been included in 

the S&P ASX 300 indices. Currently, URW represents 

8.9% of the S&P ASX 300 A-REIT index. This is above 

early estimates of 3-5% as the initial weight was 

calculated based on the total scrip consideration issued 

to WFD security holders regardless of whether that was 

issued as a Chess Depository Interest (CDI) the 

security which trades on the ASX), or the URW-AMS 

head stock which trades in Amsterdam.  

 

We expect over time the weight of URW-AU in the local 

index will decline to more closely reflect the proportion 

of securities held and traded domestically. Our current 

expectation is that this would occur approximately six 

months after the initial implementation at the December 

rebalance date. 

 

We also note that buying URW stock attracts the 

French financial transaction tax of 0.30bp (as is the 

case buying all French securities). Not a major issue 

but it is a quirk to the security which is unusual in the 

Australian market and many brokers are still putting 

processes in place to deal with this.  

 

We continue to engage actively with URW 

management. Our view on the vehicle remains 

unchanged from our prior commentary. It is a high 

quality portfolio and operating platform with a solid 

track record to date. Our reservation has been the 

increase in URW’s balance sheet gearing to complete 

the transaction. Given the increase in operating risk as 

a result of the transaction (entering new markets, 

development risk, buying from the Lowy family) 

financial leverage needs to be reduced. We look 

forward to seeing how URW’s management integrate 

and improve upon the portfolio without the Lowy’s 

guiding hands. 

 
Third Time Lucky 
 

With the sector still digesting the takeover of Westfield 

Corporation (WFD), Blackstone (BX) launched an all-

cash takeover offer for Investa Office Fund (IOF) at 

$5.15 per share (dividend adjusted). This is the latest 

in the long running battle for control of IOF after Dexus 

Property Group (DXS) and Cromwell Property Group 

(CMW) both made unsuccessful moves. 

 

BX’s offer differs from prior approaches given: a) its bid 

is meaningfully higher (DXS’ initial implied bid was $4 

per share (dividend adjusted), CMW’s indicative 

approach was ~$4.75 per share – also dividend 

adjusted); and b) it is an all cash proposal providing 

IOF’s Board comfort the transaction is executable. The 

Board has announced its intention to recommend the 

offer subject to an Independent Expert report 

confirming the offer is in the best interest of investors.  

The Board’s support may have proven somewhat 

premature. IOF subsequently announced its latest 

portfolio valuation which resulted in Net Tangible 

assets (NTA) increasing to $5.48 per share. This 

means the Board is now supporting an offer 6% below 

the current NTA, provided the Independent Expert finds 

the transaction is fair. While IOF stated an offer below 

NTA would not preclude Board approval, we note that 

no A-REIT M&A has been completed at a discount to 

NTA since 2012. This would not come as a surprise to 

an experienced operator like BX but whether they are 

forced to sweeten the bid remains to be seen.  

 

History has shown that BX has used the listed REIT 

market as fertile hunting ground for acquisitions for its 

various fund platforms. In the last quarter alone BX 

launched four takeover offers: 
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 A US$4.8bn cash takeover offer for US hotel REIT 

Lasalle Hotels (LHO-US) 

 A €2bn takeover offer for European hotel owner 

Hispania (HIS-MC) 

 A  US$4.8bn offer for Gramercy Property Trust 

(GPT-US); and 

 The A$3.1bn takeover offer for IOF. 

 

These proposed takeovers evidence there is value in 

the listed REIT market which seemingly cannot be 

found, at scale, in private real estate markets. Indeed, 

the IOF transaction provides a poignant example, BX 

recently sold its 50% interest in an office building at 275 

Kent St, Sydney at a ~4.5% cap rate. While not directly 

comparable given the different asset quality and 

geographic exposures, the bid for IOF implies a 

portfolio cap rate of 5.7%.   

If the transaction is successful this will be the second 

A-REIT BX has privatised in the last year, the other 

being AJA Property Group (AJA). The common feature 

being both had compromised corporate structures, 

were externally managed and as a result traded at 

discounts to underlying asset value. Perhaps we 

should be grateful for BX cleaning up the A-REIT 

sector. Indeed, we see BX’s bid for IOF as one of the 

more acceptable solutions to recognise value in the 

vehicle of the myriad that has been proposed to date. 

Whether the offer on the table for IOF is good enough 

is not yet clear to us.  

A Little More Patience 
 

M&A also arrived in the manufactured housing or land-

lease community segment with the announcement of 

Hometown America’s initial bid for Gateway lifestyle 

Group (GTY) of $2.10 per share, 15% above the pre 

offer price.  

 

Following Hometown’s initial bid Brookfield Property 

Group entered the fray with a $2.20 bid (dividend 

adjusted) which Hometown subsequently gazumped 

with a $2.25 revised offer (dividend adjusted). The 

process is ongoing but given GTY management’s track 

record since listing, shareholders will more than likely 

take the cash and run. 

 

Prior to Hometown’s bid, GTY provided an operating 

update (read: profit warning) detailing that its sales of 

new homes would not meet expectations and earnings 

growth for the year would essentially halve. This was 

the second profit miss by GTY which is an achievement 

for a business that has been listed for ~3 years.  

 

As frequent readers may recall, we were attracted to 

the underlying economics of the asset class but 

management’s inability to operate the business 

appropriately in a public environment was both 

frustrating and surprising given the CEO essentially 

built the company from scratch and retained a 

significant investment in the vehicle. After the latest 

profit warning our patience ran out and we exited the 

small position prior to Hometown’s bid. Poor timing to 

say the least.  Our self-flagellation was only tempered 

by the positive performance of our remaining holding in 

the sector, Ingenia Communities (INA) which upgraded 

profit guidance by 10% and no doubt benefited from the 

significant private equity interest in the sector. INA 

delivered a total return of 11%, marginally 

outperforming the index despite not trading ex-dividend 

in the period.   

 

WeWork Expansion Continues 
 

Co-working phenomenon WeWork continued its 

aggressive global expansion signing up to lease the 

entirety of Lend Lease’s (LLC) Daramu House project 

at Barangaroo South. Daramu House will be a six level 

10,000 sqm engineered timber building to be 

completed in early 2020. This is the 6th Sydney location 

for WeWork and the 9th Australian location after 

opening its first location at DXS’s 5 Martin Place in late 

2016. 

 

WeWork has become an ever present topic with office 

landlords globally in recent years given the aggressive 

roll out of new locations and its sizeable contribution to 

leasing demand in many global cities. To provide some 

context, WeWork is now the 11th largest tenant by sq 

ft in New York, absorbs up to 100,000 sqm of office 

space per month across 170 cities and now has 370 

locations globally. For a business that was founded in 

2010 and is still burning cash at a rate of knots that is 

an impressive feat. 

 

We provide a detailed overview of WeWork and the co-

working trend in our global quarterly note. Suffice to say 

we see legs in the underlying drivers although we are 

more sceptical on the longevity of the business model 

as highlighted by the poor track record of peers 

(Servcorp in Australia and Regus / IWG in the UK) 

during the GFC.    

 

How Good Can It Get? 
 
Goodman Group (GMG) held a well-attended investor 

update in June, which at least supported the euphoric 

sentiment pervading industrial markets globally. 

Broadly the logistics sector continues to benefit from 

robust tenant demand as global supply chains continue 

to evolve to support consumer demands for timely and 

low cost delivery.  



 6 JUNE 2018  
QUARTERLY REPORT  

GMG continues to deliver sector leading earnings per 

share (EPS) growth driven predominantly by its 

development and funds management activities. The 

geographic diversity of its operations and generally 

favourable supply and demand dynamics in its markets 

(with Japan being a notable exception) provide GMG 

with numerous avenues to continue to grow earnings.  

 

With conservative balance sheet gearing and 

reasonable look through gearing (taking into account 

the debt in its various funds and partnerships) GMG is 

sensibly controlling financial leverage while its 

operations are generating above average returns. 

 

These dynamics are by no means undiscovered. GMG 

has delivered 18% compound total returns over the last 

3 years, more than double the A-REIT sector.  While 

earnings in the near-term appear deliverable, GMG’s 

underlying business is still focused on development 

which is inherently cyclical. The management team has 

done a good job de-risking the business with more 

development undertaken in the funds and partnerships 

but the underlying drivers of the business remain 

unchanged. Its earnings are driven by development 

and the fees that this and its growing AUM delivers.  

 

Chart 2: GMG TSR relative to ASX 200 AREITs 

 
Source: Factset, RCL 

 

After a stellar run we took the decision to reduce our 

exposure to GMG. While operations are still trucking 

along fine its valuation has become stretched. 

Furthermore, we believe the stock has been supported 

by the reinvestment of significant cash flows following 

the implementation of the Westfield / Unibail-Rodamco 

transaction. GMG delivered total returns of 16% with 

our over benchmark weight position positively 

contributing to relative returns. We used part of the 

proceeds of selling GMG to buy its US based rival, 

ProLogis (PLD-US) which is enjoying the same drivers 

but at a less demanding price.  

 

 

 

Rational Moderation 
 

Momentum in residential markets across the country 

continued to moderate in the quarter. On a national 

level, prices are declining on an annual basis with price 

falls being led by Sydney (of the major markets). 

Transaction volumes are also drifting lower with auction 

clearance rates falling to a five year low, suggesting 

more price declines ahead. 

 

Chart 3: National House Price Growth y/y% 

 
Source: Corelogic, Morgan Stanley 

 

After a slew of separate policy initiatives ranging from 

foreign purchaser stamp duty surcharges, to 

restrictions on the volume of investor loans, regulators 

and Government have tempered house price growth. 

The impact has been most apparent in the investor 

segment with interest-only loans as proportion of new 

loan volumes falling by 58% since APRA’s restrictions 

were introduced.  

 

The ongoing Royal Commission into Banking and  

financial services misconduct may result in further 

measures which could rationally be expected to reduce 

the availability of housing credit. Increasing scrutiny of 

borrower expenses and the nature of disclosed income 

are likely to lower borrowing capacity. Comprehensive 

credit reporting, when fully introduced by July 2019, will 

also enable banks to accurately map total 

indebtedness across other lending institutions (which 

wasn’t the case unless borrowers disclosed it on their 

applications). Coupled with potential restrictions on 

high debt-to-income loans, lending capacity likely will 

be lower for certain borrowers but we don’t yet know to 

what extent.  

 

Fortuitously for many, the Reserve Bank of Australia 

(RBA) has held the cash rate at 1.5% for close to two 

years. Thus, interest rates for many borrowers remain 

at historic lows. While the cash rate remains at record 

lows, it is only one factor which dictates mortgage 

interest costs. Many lending institutions also source 

capital from wholesale funding markets and therefore 

movements in short-term interest rates also influence 

funding costs. In recent weeks we have seen several 

smaller institutions (e.g., Suncorp, ME Bank, IMB, Bank 
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of Queensland) raising mortgage rates by 8-40bp as a 

result of increases in wholesale funding costs. If short-

term funding rates remain elevated this could become 

a more frequent occurrence, adding further headwinds 

to the sector.  

 

We view this principally policy induced normalisation as 

a rational response to offset the build-up of leverage 

and risk in the housing market. Australian households 

have some of the highest debt-to-income ratios in the 

world making them more susceptible to changes in 

interest rates and exogenous shocks. The best 

outcome would an extended period of stable nominal 

house prices, coupled with real wages growth, to 

facilitate an orderly deleveraging of Australian 

households.  

 

Unwinding the Merger 
 
Vicinity Centres (VCX) announced further assets sales 

as new CEO Grant Kelley finalises his new strategic 

plan. VCX intends to sell another $1bn of assets 

comprising both sub-regional (typically 10,000-30,000 

sq m of Gross Lettable Area incorporating a discount 

department store / supermarket and ~40 specialty 

shops) and neighbourhood shopping centres (a 

supermarket anchored centre of ~10,000 sqm and 35 

specialty shops). Including the asset sales completed 

under the former CEO, this takes disposals to over 

$2.9bn. This next round of disposals aims to further 

improve the portfolio quality but comes at the cost of 

~5% EPS dilution.  

 

At the creation of VCX, the merger between Federation 

Centres (FDC) and Novion Property Group (NVN), we 

were somewhat perplexed why Novion wanted to dilute 

its portfolio quality with many of the lower quality assets 

in the FDC portfolio. The deal to us seemed in contrast 

to the strategy of leading global mall owners such as 

Westfield and Unbail-Rodamco, which were 

aggressively exiting non-dominant or low growth 

assets. Assuming VCX completes the announced $1bn 

disposal programme they will have sold around 40% of 

the former FDC assets. Arguably, it should go further if 

they want to insulate the portfolio from the retail sector 

headwinds. With the transaction market and pricing for 

secondary retail assets deteriorating, the opportunity 

may not be around for long.  

 

 

 

 

 

 

 

 

 

 

Outlook 
 

With the Westfield transaction behind us the focus 

returns to underlying fundamentals. Our view remains 

A-REITs are soundly positioned but must contend with 

a maturing property cycle. Property values are elevated 

and globally interest rates are rising, the supportive 

tailwinds that have driven sector outperformance are 

fading. In light of this and the sector delivering 10% 

total returns for the quarter, we expect more moderate 

returns ahead. 

 

That said, we believe operating conditions remain 

supportive. Tenant demand, possibly with the 

exception of retail, remains sufficient to keep portfolios 

occupied and rents growing. While there are 

exceptions, the supply pipeline does not look excessive 

in many sectors which should enable REITs to respond 

to growth and inflation pressures should they arise.  

M&A and direct market transaction volumes highlight 

that real estate investment demand remains 

considerable.  While that backdrop persists, A-REITs 

should continue to deliver acceptable returns. 
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Contact Details 
 

 

Julian Campbell-Wood 

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

mailto:julian.cwood@rescap.com
mailto:andrew.parsons@rescap.com
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