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Unlisted property trust investors wait for a thaw.
By Janine Mace 

Thousands of mum and dad investors with funds frozen in unlisted property trusts are unlikely to be able to access their money before 2010, according to analysts.

To compound their misery, they are forced to watch helplessly as their investments steadily decline in value. And although dividend payments are continuing, some are being cut.

According to Dugald Higgins, senior investment analyst at Zenith Investment Partners, 21 of more than 100 unlisted property funds have frozen redemptions. These include many of the largest funds, with the result that an estimated $8 billion worth of investments have been frozen.

Unlisted property trusts were a feature of the Australian property boom of the past six years. Funds such as the Macquarie Direct Property Fund and the Orchard Diversified Property Fund each at one time held assets valued at more than $1 billion.

At its peak, late in 2007, the sector was valued at nearly $30 billion. (This included about 240 property syndicates worth about $13 billion. These are closed-ended instruments - with a fixed date for redemption - and generally do not face the same problems as the funds.)

For a while the unlisted property trusts seemed to offer a safe haven for investors in commercial property, with their values holding up while the unit prices of A-REITs (listed property trusts) were plunging. However, this was due to the lag in revaluing the funds' holdings.

Now, as the assets are steadily reassessed, values are falling.

In addition, they may face higher interest rates and difficulties in refinancing some debt. (The industry is hoping that a degree of financing from the Government's "Ruddbank" business investment initiative may help alleviate the problem.)

Grant Atchison, senior consultant at Atchison Consultants, says the sector has gone through a strong growth phase for the past five or six years.

"But I would say that the structure and management of those unlisted property trusts have probably not been fantastic over that period," he says.

"Some of the policies that were introduced, particularly in relation to distributions and how those distributions were funded, have helped lead to where the sector is at the moment.

"We have had a massive capital gain in asset values, which has been great, but how has that capital gain been used? It has partially been used to fund the magic 8 per cent [dividend] number that retail investors require.

"So there have been partial payments of that capital gain to investors. And one of the ways that has been achieved is by increasing gearing."

Atchison says the decline in values has been an education process for retail investors. "Unlisted property is a long-term prospect," he says. "Retail investors must understand that.

"But over the course of the previous period, unlisted property trusts were marketed on the basis that they are liquid. And they are not."

Atchison believes the value of the sector could eventually fall by as much as 30 per cent from its 2007 peak.

Higgins also sees a sustained slump: "Our view is that commercial property markets generally are going to keep declining in value and we don't really see a hard floor being put under that, at least for the rest of this year," he says.

"And you could argue that it might not be before 2011 when we start to see a fairly sustained upswing."

Fortunately Australia does not have a large amount of oversupply.

"It is still not necessarily a great picture when you have businesses going under and the amount of vacant space really looking like it has the potential to blow out," Higgins says.

"Rental growth is also starting to wane fairly significantly.

"So it is a painful period. The rule of thumb is two-thirds income and one-third capital growth. We have not seen that for a long time. "

What, then, is the fate of the funds?

Select Asset Management chief investment officer Dominic McCormick says some of them will have to list on the stock exchange.

"I think that is the most likely outcome," he says. "But obviously everyone is hoping that the A-REIT sector will improve first so they do not have to list at a big discount."

McCormick says that there is little mum and dad investors with frozen holdings can do.

"I think one of the things they should be doing is putting pressure on the managers to be coming up with solutions and proposals.

"I am getting the impression a lot of managers are hiding under a rock and just hoping and praying that things will get better . . . They need to get realistic and . . . deliver liquidity for investors. It is their money, after all," he says.

Mortgage funds hit too

The Government's decision last October to guarantee bank deposits led to a sudden stream of withdrawals from mortgage funds.

More than 30 of the funds announced a freeze in redemptions.

Mortgage funds, which lend to commercial property developers and small businesses, are a favourite of mum and dad investors - including retirees - thanks to relatively high dividends and perceived security.

More than 250,000 investors have holdings in the funds.

According to Dugald Higgins, senior analyst at Zenith Investment Partners, about $17 billion has been frozen of a total $23 billion invested.

It is thought unlikely the freeze will be lifted before 2010. However, some mortgage funds are allowing investors to make modest redemptions, with the money coming from repaid loans from borrowers.

