(Gearing into direct

TABLE 1: ASSET CLASS PERFORMANCE

LINDEN TOLL and KEN ATCHISON provide a compelling argument
for including geared direct property in an investment portfolio.

he Australian
Direct Property
Investment Asso-

ciation (ADPIA) recent-
ly commissioned Atchi-
son Consultants to
prepare an investment
report that provides
comparative perform-
ance measures on a full
range of investment sec-
tors including Australian
shares, overseas shares,
residential property, list-
ed property, Australian
fixed interest, Australian
cash, managed funds,
direct property and
geared direct property.
The report measured,
among other things, the
performance of geared
property in investment
portfolios. Performance
was measured over the
10-year period ending
December 31, 2007,
Within geared direct

property there are three
components: retail,
office and industrial.
Over the 10 years to
December 2007, geared
direct property provid-
ed high levels of income
returns and average
volatility of income
returns. Importantly, the
inclusion of geared
direct property has
reduced negative annual
returns in diversified
portfolios. It was impor-
tant that investors
remembered the long-
term nature of direct
property investing.
There is no doubt there
has been tremendous
turmoil in investment
markets over the past
12 months — and the
property market has
been no exception.
However, direct proper-
ty is distinctive in that

valuations are not sen-
timent driven. It is
therefore less likely to
suffer the dramatic
highs and lows of other
markets and it generally
has a low performance
correlation to other
asset classes, which
makes it ideal for defen-
sive investment within a
balanced portfolio.
Following is some of
the interesting findings
of the report concerning
geared direct property.

Asset class
performance
Performance in terms
of return and volatility
of return for the indi-
vidual investor is shown
in Graph 1 and table 1.
All costs and fees have
been attributed, as well
as the effect of taxation
at the highest marginal
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tax rate on individuals.
Geared direct property
components have been
in the median volatility
segment, while provid-
ing strong nominal and
real returns.

Reward and risk
Sharpe ratio: the ratio of
additional return above
the risk free rate, being
measured as the cash
return, to the addition-
al volatility of returns of
each asset class is shown
in Graph 2 and table 2.
An outcome above 0.5 is
considered to be good.
All costs and fees have
been attributed. It is
clear that geared direct
property and the com-
ponents provide the
strongest gains on a
volatility-adjusted basis
with the Sharpe ratio
well above 0.5.

Asset Class

Australian Shares
Overseas Shares
Residential Property
Listed Property

Fixed Interest

Cash

Managed Funds

PCA Composite

Geared Composite Property
Geared Retail Property
Geared Office Property
Geared Industrial Property
Inflation

Return Volatility
9.8% 9.4%
2.6% 12.7%
8.2% 5.4%
8.5% 9.8%
2.8% 3.0%
2.8% 1.4%
5.9% 5.5%
7.6% 1.7%
13.5% 4.4%
15.4% 5.3%
10.9% 5.8%
15.1% 4.7%
2.9%

TABLE 2: REWARD AND RISK

Asset Class

Australian Shares
Overseas Shares
Residential Property
Listed Property

Fixed Interest

Cash

Managed Funds

PCA Composite

Geared Composite Property
Geared Retail Property.
Geared Office Property
Geared Industrial Property

Sharpe Ratio
0.75
-0.14
1.05
0.68
0.00
0.00
0.50
3.29
2.89
2.7
1.71
a2

TABLE 3: DOWNSIDE RISK

Asset Class

Australian Shares
Overseas Shares
Residential Property
Listed Property

Fixed Interest

Cash

Managed Funds

PCA Composite

Geared Composite Property
Geared Retail Property
Geared Office Property
Geared Industrial Property

Downside risk

The dollar amount at
risk of loss per year of a
$100,000 investment is
shown in Graph 3 and
table 3. All costs and fees
have been attributed.
Geared direct property
and each of the compo-
nents are least exposed to
loss on a 99 per cent

Value at risk
$18,210
$37,814
$5,735
$18,947
$5,030
$0
$9,708
$0

$0

30
$2,315
$0

probability on a one-year
timeframe.

Linden Toll is the presi-
dent of the Australian
Direct Property Invest-
ment Association
(ADPIA) and Ken
Atchison is the manag-
ing director of Atchison
Consulting.
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GRAPH 1: ASSET CLASS PERFORMANGCE
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Note: asset class returns measured after fees and costs and individual taxation.
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Note: Sharpe Ratio measured after fees and costs with nil tax.
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Note: value at risk of a $100,000 investment measured after fees and costs with nil tax.

Help your clients increase the investment potential of their
Self Managed Super Fund (SMSF) by gearing directly into
residential property with Macquarie Property Lever.

Here’s how it works. Your client finds an eligible residential
property of their choice to invest in. Macquarie funds part

of the purchase through a loan agreement with their SMSF
and provides a Security Trustee to hold the property on trust.
The SMSF then receives any net financial benefits of owning
the property. It's a complete investment solution.

Macquarie Property Lever

Contact Macquarie on 1800 229 848
or visit www.macquarie.com.au/propertylever

FORWARD Ki

This information has been prepared by Macquarie Bank Limited ABN 46 008 583 542 AFSL 237502
(“Macquarie”) for general information purposes only, and does not take into account any potential
investors’ objectives, financial situation or needs. Investors should consider the Product Disclosure
Statement (PDS) before making any decision about whether to acquire or continue to hold an investment
in Macquarie Property Lever. The PDS is available by phoning 1800 229 848. All potential investors
should obtain independent financial, legal and taxation advice and consider all risks before making any
investment decision.

In addition, before investing, superannuation fund trustees should obtain their own advice as to whether
this investment is permitted by superannuation laws, allowable with regard to their SMSF investment
strategy and otherwise appropriate for their fund. Diversification of your client’s SMSF investment portfolio
can be used as part of their overall portfolio risk management strategy. By diversifying your client's
investment portfolio, your client may reduce their exposure to failure or underperformance of any one
investment, manager or asset class. © 2008 Macquarie Bank Limited ABN 46 008 583 542 05/08
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