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Survival turns to
Opportunity

Does the above statement really hold water?
Commentators in the listed REIT sector are evenly
divided between ‘glass half empty and ‘glass half full’
in this regard. However, undeniably the Sector has
moved a little further away from the ‘market free falls’
over the 12 months to 30 June 2009, to a more stable

environment.

Since December 2007, when Gentro’s well
publicised problems first hit the headlines,
debt is no longer the ‘poor cousin’ to growth
and yield. What many viewed as boring detail
buried in notes to the accounts, suddenly
became front of mind for all in the Sector.
Over the decade to 2007, debt levels steadily
increased in listed REITs from an average of
10% in the mid 90s to over 50% across the
Sector pre credit crunch. In hindsight, such a
debt generating machine was unsustainable.

Our view is that the new benchmark for
gearing in listed REITs is about 25%.
Conservative...? YES! This is what the
investor wants at present. It is about ‘back
to the future’, with low gearing and passive
property investment returning reasonable
returns at low risk levels. ..circa the
landscape up to 1999 in the Sector.

But debt is not the only big issue. Investment
property values have been slashed a
whopping $20 billion in just 12 months by
the independent valuers. Leaving the ASX
aside, never before have REITs lost so much
real property value so quickly. However, the
recently deferred initial public offering of $1
billion in office property by Investa Property
Group shows that potentially, value still has
some more pain to take ‘on the streets’, as
investors remain aware of depressed ASX
pricing when compared to net asset value.

The pressure around June 2008 had to

give. Banks were unanimously pushing for
across the board debt reductions as debt
covenants were repeatedly being breached

in the Sector. However, of the reported $18
billion in properties for sale at that time very
little of this transacted due to the huge price
disconnect between buyers and sellers. Thus,
the equation for REITs was, if assets cannot
be sold to reduce debt, the only other choice
is equity raising. Placements and rights
issues returned with vengeance, albeit with
some at severe (50%) discounts to current
ASX pricing. Existing unit holders saw their
holdings diluted in return for securing their
investment's future. Yet the pain has been
taken and, at least for the “Big 8" REITS,
balance sheets are looking a lot more robust.

From the above, we draw an opportunistic
view for the 2010 calendar year, at least for the
recapitalised players. However, the commonly
used term of “haves and have nots” prevails;
there are many out there who are yet to raise
capital successfully. For these, the problems
at June 2008 continue today notwithstanding
some improvement in ASX pricing since
March 2009.

So where to now? Our view is a little more
bullish than some. A prosperous market
can return, but in many cases only after
fundamental reform. Debt will continue to

be the ‘joker in the pack’, hence the focus

of this inaugural “PKF REIT Monitor” on all
things ‘debt’. I trust you will find this Monitor
useful, and we welcome your feedback and
suggestions on further emerging ‘hot issues’
for this annual publication.

Yours sincerely,

Ed Psaltis
Partner — Property and Construction

PKF Chartered Accountants &
Business Advisers
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REIT
. Population

The inaugural “PKF REIT Monitor” covers all mainstream
listed REITs in both Australia and New Zealand. A complete
list of included REITs is in Appendix 2. Some listed property
groups with similar characteristics to REITs, but that are not
included in the ASX REIT sector, have been included in our
analysis in order to provide a broad coverage (the prominent
examples of these are FKP and Australand Property Groups).

REITs in New Zealand have been established for almost as
long as their counterparts in Australia but arguably did not
move as high up the ‘risk/return’ curve as many AREITs

between 2003 and 2007.

Based on information disclosed in Annual
Reports and company announcements,
Bloomberg and Capital IQ, this Monitor mainly
focuses on debt profiles. We have selected four
criteria as being fundamentally important in the
current REIT market, as follows:

»  Debt maturity profile;

»  Composition of debt;

»  Change in gearing level over the year; and

»  Change in premium/(discount) in market
price to NTA over the year.

By “year”, we mean the 12 months to 30 June
2009. The reader should be aware that as the
New Zealand financial year ends 31 March,
most NZREITs analysis covers the 12 months
to 31 March 2009. The reader should refer to
Appendix 3 for a detailed description of the four
criteria.

An emerging problem is a lack of consistently
high-quality detailed financial disclosures in the
Annual Reports of REITs. We acknowledge that
all REITs have materially complied with AIFRS,
their statutory obligations, but we suggest that
given the current debt climate, a reader should
be able to extract and compare true debt profiles
of differing REITs with greater ease than we
have experienced. We will discuss this more
later, but the concepts of look-through gearing
and the ‘devil in the detail’ around investments
in associates and joint ventures both warrant a
shakeup in disclosure.

While the “PKF REIT Monitor” covers the year
to 30 June 2009, the Sector is experiencing
constant change. For this reason, you will find
that in our commentary we provide updates

to the reader on developments since June 30,
keeping the Monitor current for prevailing
market conditions.
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Overview

The breakdown of total interest bearing liabilities across the REIT sector as
at 30 June 2009 and 2008 is illustrated in Figures 6 and 7.

As shown, over 90% of total interest bearing liabilities came from three
financing sources; bank debt, medium term notes and CMBS. Bank debt is
by far the most used interest bearing financing option by REITs, comprising

Figure 6: Interest Bearing Liabilities - 30 June 2009

2009

Source:  REIT annual reports and PKFCA Analysis
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approximately 64% of total interest bearing liabilities as at 30 June 2008
and 2009. The second most used financing option is medium term notes
with approximately 19% of total interest bearing liabilities as at 30 June
2008 and 2009, and the third, with approximately 11%, is CMBS.

~ Bank Debt - 64.0%

m Medium Term Notes-19.9%
= CMBS-10.6%

W Property Linked Notes - 1.6%
® Convertible Notes - 1.4%

= Senior Secured Notes - 0.6%
M Foreign Private Placement - 0.4%
W Preference Shares - 0.4%

“ Bonds - 0.3%

M Finance Lease - 0.3%

M Related Party Loan - 0.3%

m Other- 0.2%





