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Australian REITs outperforming AsiaPacific REIT sector

By Abby Reyes and Megan Zhao
Australian REIT total returns have steadily climbed over the past year to the top those of all SNLcovered Asia
Pacific regions.
The sector posted a oneyear total return of 27.89% as of April 20, outperforming the broader AsiaPacific REIT
sector and all countryspecific SNL REIT indexes in the AsiaPacific region. The SNL Australia REIT index,
however, was trading behind the SNL US REIT Equity index by 2.36 percentage points on a total return basis.

The factors driving AREITs' strong performance primarily include a falling interest rate environment, record low
bond yields and the sector's fair value, Winston Sammut, managing director at Folkestone Maxim Asset
Management Ltd, told SNL. Although most AREITs are now trading above the companies' respective NAV, the
sector's prospects still look strong.
Sammut said that there is plenty of capital ready to support valuations, including the inflow of Asian money into
Australia searching for highquality assets. Meanwhile, other factors are also making the sector attractive, he
added. For instance, Australia's official cash rate, at a 50year low of 2.25%, is likely to be reduced further at the
next Reserve Bank Board meeting.
"On a relative basis, the income stream that's being derived from the trusts is making investors put more money
into the sector," Sammut said.
He noted that if the U.S. Federal Reserve raises interest rates, it could potentially trigger tighter monetary policies in the AsiaPacific region and increase REITs'
interest expenses, but he expects the AREIT rally to maintain steam for the rest of 2015.
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By sector, industrial AREITs had the highest median premium to NAV, at 53.6%, as of April 20. Goodman Group traded at the highest premium to NAV, at 85.1%,
as of April 20. In a Feb. 12
investor presentation, the company identified asset recycling as a "key feature" across all its markets, with the disposition of "[A]$1.1
billion of investment properties across the group and managed funds" in the second half of the year. Also, growth in asset valuation provided "ongoing opportunities
to rotate assets and recycle capital into development activities," which the company said drove higher returns for investors.
Office was the only AREIT sector trading at a median discount to NAV as of April 20, at 0.54%. In a property update released in February, M3 Property Group said
the Australia CBD office markets reflected unequal growth, but nationally saw an increasing vacancy rate, rising to 11.2% in January 2015 from 10.7% in July 2014.
On a company basis, shopping center REIT Westfield Corp. Ltd. traded at the highest premium to NAV, at 158.3%, as of April 20. During the company's 2014
earnings call Feb. 24, CEO Steven Lowy said that the portfolio's performance remained strong, as it had seen robust retail trading conditions driven by an
improvement in consumer confidence, according to a transcript of the call. Most of Westfield's assets are in the U.S.
Analysts with Evans and Partners Pty. Ltd also highlighted the favorable characteristics of the U.S. market in a Feb. 26 research report. "The defensive USD
exposure and stronger fundamentals/growth in the US compared to Australia have driven [Westfield's] strong share price performance," the analysts said. Among
SNLcovered listed AREITs, only Westfield had a doubledigit FactSet mean EPS longterm growth estimate as of April 20, at 19.9%.

As the AREIT sector gains strength, M&A activity is on the rise. Scentre Group
debuted in June 2014, formed through the merger of Westfield Group's
Australian and New Zealand shopping business and Westfield Retail Trust, after the
approval of Westfield Group's A$70 billion restructuring plan. Frasers
Centrepoint Ltd.
closed on its takeover bid for Australand Property Group on Sept. 4, 2014, after
securing more than 50% aggregate interest to make its A$2.6
billion takeover offer for Australand unconditional.
In February, two shopping center giants — Federation Centres and Novion Property Group —
announced a merger. More than A$22 billion managed assets will
be combined in the merger, and the merged company is poised to be the secondbiggest owner and manager of shopping centers in the country.
Sammut told SNL that low bond yields, which helped AREITs lessen borrowing costs and boosted earnings, also served as a catalyst for more M&A activity in the
sector.

Capital raising was slow during the first quarter of 2015 for AREITs. SNLcovered listed Australian equity REITs raised a total of A$1.72 billion yeartodate through
April 20, the lowest amount of the past five quarters. According to a report from BDO Australia, the sector's capital raising is "in line with fewer buy side
acquisitions for AREITs, suggesting a reduced need to raise capital to fund transactions." The analysts said that in the first quarter of 2015, AREITs have turned
into net sellers, highlighting the amount of acquisition stock available and suggesting that the sector may be selling properties as valuation targets are reached.
There is less attraction for AREITs in asset acquisition amid white hot competition, Ken Atchison, managing director of Atchison Consultants, told SNL. Many A
REITs hesitate to buy additional assets as it is difficult to get yield margin that is accretive on equity, he said. Instead, they have turned to focus more on corporate
activities such as M&A and IPOs.
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