Trusts face squeeze as investors withdraw
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THE $50 billion unlisted wholesale property trust sector has come under growing pressure from its big investors who want to pull their money out, forcing at least one major manager to stop redemptions.

Dexus Property Group, manager of the $3-billion-plus Dexus Wholesale Property Fund, last week wrote to investors saying "redemptions cannot be actioned at this time". 

Industry sources told The Australian that AMP Capital Investor and Colonial First State Asset Management collectively have requests to redeem $700 million worth of investments. 

The sector is dominated by superannuation funds and institutional investors, who have seen their direct property holdings increase proportionally due to the falling sharemarket. 

AMP Capital Investors head of unlisted property Chris Judd said information on redemptions was confidential, adding that it was able to manage its inflows and outflows. 

He said some clients had no exposure to property and believed this was a good time to start investing. 

Colonial First State head of unlisted property Tim Stringer said some managers attracted a disproportionately large number of requests because the redemption "window" was not open with other managers. 

Mr Stringer said some managers did not provide redemption facilities, while others allowed redemptions once in three or five years. 

Generally, fund managers have provisions to cap the level of redemptions and to "ration" withdrawals to match their cashflow. 

The sector as a whole is believed to be facing requests to withdraw between $1 billion and $1.5 billion. Some investors have accepted discounts on their units. 

Market sources said an investor sold $40 million of units in the unlisted Goodman Australian Industrial Fund at a 21 per cent discount in December. 

There is now an embryonic secondary market for units in wholesale funds. But most investors still turn to the fund managers to sell their units to other investors or find new investors. 

An executive with one of the Big Four banks said: "Three years ago, there was no one other than the trusts themselves handling the resale of units. The secondary market has certainly been more active than a year ago as more institutional investors are thinking of trading in the secondary market." 

He said there was probably $20-$100 million of units on the secondary market today. The smallest parcel was $5 million and the biggest $20 million. 

"Most fund managers are inundated with redemption requests," said Jennifer Johnstone-Kaiser, head of real estate research at Mercer Consulting, compiler of the Mercer Unlisted Property Funds Index. 

Ms Johnstone-Kaiser said fund managers had to defer or suspend redemptions because they were unable to raise equity and it was difficult to sell assets. 

"These funds are in a tough position," she said. In some cases, the main issue was that the managers were carrying gearing close to the covenant limits. However, the vast majority had "reasonably low gearing". 

Gearing ranges from the lowest with 6.5 per cent (Lend Lease's Australian Prime Property Retail Fund) to the highest of 38.4 per cent (Goodman Australian Industry Fund). 

Australia's 150-odd superannuation funds have prescribed guidelines on their weighting to property, ranging from 5 per cent to 25 per cent. 

Melbourne-based asset allocator Ken Atchison, who specialises in property advisory, estimates that super funds could be $5-$10 billion overweight in direct property. He said some institutional investors had to rebalance their portfolios, following the collapse of equity prices and listed property trust prices, while unlisted property had not fallen to the same extent. 

AMP's Chris Judd said there was "not a lot of confidence with carrying valuation" of property, and investors' values could fall faster this year. 

He said capital value of unlisted property fell 5-7 per cent and the declines could be up to 10 per cent in 2009. By contrast, listed property trusts had halved in value from a year ago. 

Mr Atchison said super funds also faced problems with liquidity as more members sought to switch their money out of assets like shares and properties and into cash. 

Mr Judd said being overweight in property was causing a "few headaches" and investors needed to rebalance their portfolios. 

The chief executive officer of the Association of Superannuation Funds of Australia, Pauline Vamos, said some funds had notified members and the Australian Securities and Investments Commission that they were going to stray outside their strategic range. 

She said that before the global financial crisis the average exposure to property was around 6 per cent, but that figure had risen to 15-16 per cent today. 

"They realise that it would not be in the best interest of their members to sell property in this unusual market," Ms Vamos said. Besides, she said, there was still good income from shopping centres and prime office buildings. 

"Super funds are reviewing valuation on their investment in property, infrastructure and other assets on their books. Many of them now carry their property valuation at 75 per cent of their last audited figure."

