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PORTFOLIO POINT: Property syndicates can offer strong yields, but potential investors need to do their homework.

Property syndicates are booming. Research from CB Richard Ellis shows private investors and syndicate members accounted for two-thirds of all commercial sales in the first half of 2009, when $2.4 billion of commercial property changed hands.

As Robert Gottliebsen pointed out recently in Eureka Report (see Commercial property’s new force: barbecue shoppers) investors are seeking alternatives to the bombed-out listed property trusts now known as A-REITs.

With the cash rate languishing at 3%, investors might be able to get double or triple that in yields on commercial property. That is driving a new wave of syndicates into the market, according to Grant Atchison of Atchison Consultants – investors who have parted with troubled fund managers and created their own boutique groups.

The potential yields are attractive, but investors are advised to be careful. “Property syndicates tend to be a product of their time,” says Kevin Stanley, executive director of global research and consulting CB Richard Ellis. He notes that once interest rates and property prices start to rise, property syndicates may lose their gloss. 
But Peter Green, head of ratings for direct property at Lonsec, says if you move now, the appeal of this type of investment is the difference between the expected yield and the cash rate – which is especially low at the moment. Investors who can afford to part with the cash and ride out the bad cycle can still benefit.

Green says that historically syndicates have invested in a group of assets but because so many wholesale funds and listed property funds are currently “out of the market”, he says the retail investor has the opportunity to get access to A-grade assets – which have been owned by institutions such as listed property trusts in the past – at cheaper prices than ever before.

Because syndicates are not formalised retail products, their makeup and objectives vary depending on the plans of the investors involved. Like-minded property investors, generally with complementary skill sets, such as accountants, lawyers or financial advisers – even real estate agents, come together and may buy one property, a group of properties, or even plan to build a portfolio over time.

Syndicate members generally are accountable for an equal stake in the overall investment; members essentially pool funds and decide on acquisitions together. Typically investors bring cash to the table and keep the investment debt-free, but this can vary depending on the agreed strategy.

Brian Baker, principal of real estate group Commercial First National Toowoomba, says his sales team are increasingly dealing with inquiries from syndicates funded by DIY super funds. He says syndicates’ budgets can vary, from as little as $500,000 to as much as $50 million. 

Syndicates tend to have set lifetimes, often about seven years, before the property is sold and the syndicate disbanded. Some syndicates vote to continue their portfolio, particularly if future returns look attractive – usually when there is a long-term tenant in the property.

Syndicates are generally “closed-end”, meaning there is a set amount of capital to be injected, rather than a constant accumulation of capital as occurred in “open-ended” listed property funds

