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MLC Global Property Fund Commentary 

About the Fund
The MLC Global Property Fund is designed to be a complete portfolio for the global property securities asset class, and aims to deliver growth by using investment managers who invest and diversify across many listed Real Estate Investment Trusts and companies anywhere around the world.

Fund performance can be assessed against the FTSE EPRA/NAREIT Global Developed Index hedged into Australian dollars (from 1 August 2011, UBS Global Investors Index hedged into Australian dollars was the benchmark prior to that date) over rolling 5 year periods.
MLC Global Property Fund Performance^
	Performance to 
31 December 2011
	3 month 
%
	1 Year 
%
	3 Years 
% p.a.
	5 Years
% p.a.

	MLC Wholesale/Masterkey Investment Service Fundamentals (takes into account fees)
	4.6
	-7.1
	16.2
	-

	MLC Masterkey Investment Service/Unit Trust

(takes into account fees)
	4.3
	-8.2
	14.9
	-

	MLC Global Property Strategy*
(before taking into account fees and tax)
	7.0
	-6.3
	16.2
	-5.2

	EPRA/NAREIT ($A Hedged)
	7.2
	-0.7
	16.6
	-5.9


*5 year return of the global property strategy in Horizon portfolios.
**UBS Global Investors Index (hedged) prior to 1 Aug 2011, EPRA/NAREIT (A$ Hedged) thereafter. The Fund’s market benchmark has been altered to the FTSE EPRA/NAREIT Global Developed Index because it provides investors access to a broader range of global real estate opportunities (e.g. more countries, property sectors, real estate operating companies, developers) than the UBS Global Investors Index, which focuses primarily on REITs. 
^Please refer to www.mlc.com.au for performance since inception.

Source: MLC Investment Management
Executive summary

The FTSE EPRA/NAREIT Global Developed Index (Hedged) performed strongly in the December quarter with a return of +7.2% but returned -0.7% for the year. The best regional market performer during the quarter was the USA (+9.1% in local currency terms) where an improvement in economic news contributed to a re-rating of US REITs. Other good market performers were Canada (+4.3%), Australia (+3.8%) and Hong Kong (+2.6%). Not surprisingly, considering the debt problems in Europe, market conditions were weak during the quarter (-8.6%) as were the UK (-5.8%) and Singapore (-9.7%). Japan was the worst performer with a fall of -14.5%. 

Market returns in the year were particularly divergent. North American REIT markets were firm, with the +7.7% return by the US REIT market surpassed only by the relatively small Canadian market’s +12.3% return. Performances elsewhere were disappointing. Europe’s REIT return was -14.4%, as was the UK’s at -8.6%. Asian markets lost  the most ground, due in part to fears that a Chinese slowdown would hurt Hong Kong’s property market and, of course, the tragic earthquake in Japan. Hong Kong’s market was also impacted by financial sector employment reductions and the flow-on impact on residential prices.  In response, Hong Kong’s REIT market return was -25.3% for the year while Japan’s was -22.1%. Singapore’s -27.7% REIT market return was due to the economic slowdown in Europe and the US and subsequent slower rates of growth in Singapore. 

The Fund’s managers continue to believe that global real estate markets are in relatively good shape, thanks to low to moderate vacancy levels and low construction activity. However, the macro environment, especially in Europe, remains highly uncertain and with that in mind they expect low real returns from global REIT markets in 2012. 
The Fund’s pre fees and tax performances in the December quarter and year were +7.0% and -6.3% respectively, underperforming the hedged global property securities benchmark return by -0.2% in the quarter and -5.6% in the year. The performance shortfall in the year was largely due to the Fund’s investments in Asian listed property markets such as Hong Kong which have been weak, and the underweight exposure to the US market which has performed well.    

Absolute returns
[image: image1.emf]Historical Absolute Performance

MLC Global Property Securities Strategy

(before taking into account fees and tax, calendar years*)

-50%

-40%

-30%

-20%

-10%

0%

10%

20%

30%

40%

50%

2006 2007 2008 2009 2010 2011

Return % p.a.

1 Year 5 years

*Please note the latest period is calendar year to date

Source: MLC Investment Management
The above graph shows one year returns have been volatile, with significant weakness during the Global Financial Crisis, followed by a strong recovery and very high absolute returns in 2009 and 2010.

The Fund is managed on a fully hedged basis and this continues to be beneficial. The Fund’s hedged one year return to 31 December (before fees & tax) was -6.3% versus -7.8% on an unhedged basis.  

Relative returns
The graph shows returns of the Fund relative to the index
[image: image2.emf]Rolling Performance in Excess of the Index

Global Property Strategy

(before taking into account fees and tax)

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

6%

8%

10%

Dec-06

Mar-07

Jun-07 Sep-07 Dec-07

Mar-08

Jun-08 Sep-08 Dec-08

Mar-09

Jun-09 Sep-09 Dec-09

Mar-10

Jun-10 Sep-10 Dec-10

Mar-11

Jun-11 Sep-11 Dec-11

Annualised Excess Return 

EPRA/NAREIT($A hedged)    

1 Year 3 years 5 years

Consistency of outperformance

1 year   73%

3 year   95%

5 year   100%

Source: MLC Investment Management
Contributors to the Fund’s relative returns

· Quarter: Positive performance contributors include overweight Chinese developer (listed in Hong Kong) China Resources Land, Hong Kong developer Sun Hung Kai Properties, US Hotel REIT Host Hotels & Resorts, US data centre REIT DuPont Fabros Technology and Starwood Hotels & Resorts. From a regional and country specific perspective, being underweight European listed property markets was also a positive contributor. 
· Year: Positive contributors included underweighting Hong Kong diversified stocks New World Development and Wharf Holdings as well as Shimao Property Holdings (Chinese developer listed in HK), Hong Kong developer Henderson Land and Sumitomo Realty. Underweight Europe was also beneficial. As in the December quarter, being underweight Europe was beneficial.
Detractors from the Fund’s relative returns

· Quarter: Negative performance contributors include overweight Mitsubishi Estate (Japan), underweight US Office REIT Digital Realty, underweight US shopping mall REIT Macerich, underweight US self storage REIT Public Storage and underweight diversified Australian REIT Stockland. From a country and regional perspective, underweight the US market and overweight selected Asian REIT markets, in particular Hong Kong, detracted from returns. 
· Year: Performance detractors include overweight Hong Kong developer Sun Hung Kai Properties, Hong Kong conglomerate Kerry Properties, Japanese diversified stock Mitsui Fudosan, Singapore listed residential stock Capitaland, office stock Hong Kong Land, UK self storage REIT Big Yellow Group, Japanese retail stock Aeon Mall Co and underweight US diversified REIT HCP Inc. and US storage REIT Public Storage. Underweight USA and overweight Asian REITs had a negative impact on one year returns.
Manager summary
	Manager
	Style/Role in Portfolio
	Current Positioning

	LaSalle Investment Management

(33.3%)
	Blend of top-down & bottom-up insights, relative value approach
	La Salle has not changed their portfolio strategy in the last quarter, preferring companies offering a good combination of favourable stock prices relative to estimated values, and maintaining a portfolio that is well diversified by country, currency and property type. The holdings are in companies that currently offer good cash returns, are in a healthy financial condition and are expected to be able to improve their portfolios over time. The regional tilts of the fund were largely unchanged during the quarter, ending the period underweight in Japan, Continental Europe and Canada, and overweight Australia, the UK and the United States.  Changes made to regional bets during the quarter included increasing the underweight in Canada and increasing the overweight in the United States. 

	Morgan Stanley

(33.3%)
	Bottom-up stock picker, absolute value approach
	Morgan Stanley’s one year returns remain below index by a significant margin due principally to their accentuated positions in Hong Kong and Japanese REOCs and underweight US. Morgan Stanley has maintained these strategies, particularly for real estate operating companies in Hong Kong and Japan which are markets they continue to believe are attractive. They remain underweight US and overweight the UK. 

	Resolution Capital

(33.3%)
	Bottom-up stock picker, quality focus, relative value approach
	Resolution prefers investments that own high quality real estate, have strong management teams and solid balance sheets. They have tilted the portfolio in favour of Asian and Australian stocks, which currently offer relatively high earnings yields and above average rental growth prospects. Rewarding strategies in the year include not owning Hong Kong listed diversified stock Wharf Holdings and Japan listed diversified stock Mitsui Fudosan, Hong Kong diversified stock New World Development , Singapore listed residential stock Capitaland and underweight Hong Kong listed retail stock Hang Lung Properties. Detractors included overweight office stock Hong Kong Land, UK self storage REIT Big Yellow Group, Japanese retail stock Aeon Mall and not owning US storage REIT Public Storage and US diversified REIT HCP Inc. 


Sector and regional exposures

The Fund’s portfolio is well diversified across many countries, property categories, REITs and real estate operating companies (REOCs). This diversification is the result of each manager making decisions on which REITs and REOCs to invest in. Compared to the global REIT index composition, the Fund’s main regional and country choices are underweight the US and substantially overweight Asian markets, particularly Hong Kong. 
This chart shows the regional exposure of the strategy
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This chart shows the sector exposure of the strategy
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The following table shows the top ten stocks by portfolio weight in the MLC Global Property Fund, as at 31 December 2011.
	Stock Name
	Region
	Industry Sector
	Portfolio Weight

	SUN HUNG KAI PROPERTIES
	Hong Kong
	Real Estate Management and Development
	7.0%

	HONG KONG LAND HOLDINGS 
	Bermuda
	Real Estate Operating Companies
	5.7%

	SIMON PROPERTY GROUP 
	United States
	Retail REITs
	5.4%

	MITSUBISHI ESTATE
	Japan
	Diversified Real Estate Activities
	4.3%

	WESTFIELD GROUP
	Australia
	Retail REITs
	3.3%

	AVALONBAY COMMUNITIES
	United States
	Residential REITs
	3.2%

	STARWOOD HOTELS AND RESORTS
	United States
	Hotels, Resorts & Cruise Lines
	3.0%

	HYSAN DEVELPOMENT
	Hong Kong
	Real Estate Operating Companies
	2.9%

	EQUITY RESIDENTIAL
	United States
	Residential REITs
	2.6%

	HAMMERSON
	United Kingdom
	Retail REITs
	2.4%


Source: MLC Investment Management
Stock story

LaSalle Investment Management has provided the following comments on two of their preferred US based exposures.

AvalonBay Communities (“AVB”): Even after outperforming in 2011, AVB continues to be attractive, based on its discount to intrinsic value versus the universe. AVB owns and develops high quality apartment communities in high barrier-to-entry markets across the US.  AVB has over $1.5B of development under progress (as of 31/12/11).  This focus on development gives the company a higher risk profile than it would have otherwise.  Offsetting some of this risk is the company’s long and successful history of development and its balance sheet leverage which is the lowest in the sector at 24% (of gross real estate value).  The company has a strong and well-respected management team.  At the end of 2011 Bryce Blair, AVB’s CEO for the past 10 years, handed the title of CEO to Tim Naughton.  Tim has worked at AVB for over 20 years, has held leadership positions such as Chief Operating Officer and Chief Investment Officer, and has been President of the company and a director since 2005.  Furthermore, Bryce will continue to be Chairman of the Board and devote over half of his time to AvalonBay over the course of 2012.  We see this well-planned, staged transition as a very low risk event for the company. 
Simon Property Group (“SPG”): Despite its outperformance in 2011, SGP continues to be attractively valued. SPG has posted sector leading internal growth through the Global Financial Crisis and the recovery to date as a result of its deep tenant relationships and its exposure to the factory outlet sector that has been the strongest segment in retail.  SPG has been an excellent steward of capital over the years.  The company has closed a number of large attractive portfolio acquisitions and has exercised discipline by walking away from other transactions when pricing exceeded the company’s internal threshold.  The biggest challenge for SPG is generating growth on such a large asset base ($67B) but we believe our earnings estimates include reasonable assumptions for both internal and external growth.
Important information

This information has been provided by MLC Investments, ABN 30 002 641 661 a member of the National Australia Bank group of companies, 105-153 Miller Street, North Sydney 2060. This material was prepared for advisers only. 

This communication contains general information and may constitute general advice.  Any advice in this communication has been prepared without taking account of individual objectives, financial situation or needs. It should not be relied upon as a substitute for financial or other specialist advice. Before making any decisions on the basis of this communication, you should consider the appropriateness of its content having regard to your particular investment objectives, financial situation or individual needs.  

You should obtain a Product Disclosure Statement or other disclosure document relating to any financial product issued by MLC Investments Limited (ABN 30 002 641 661) and MLC Nominees Pty Ltd (ABN 93 002 814 959) as trustee of The Universal Super Scheme (ABN 44 928 361 101), and consider it before making any decision about whether to acquire or continue to hold the product. A copy of the Product Disclosure Statement or other disclosure document is available upon request by phoning the MLC call centre on 132 652 or on our website at mlc.com.au. 

An investment in any product offered by a member company of the National Australia Bank group of companies does not represent a deposit with or a liability of the National Australia Bank Limited ABN 12 004 044 937 or other member company of the National Australia Bank group and is subject to investment risk including possible delays in repayment and loss or income and capital invested. None of the National Australia Bank Limited, MLC Limited, MLC Investments Limited or other member company in the National Australia Bank group of companies guarantees the capital value, payment of income or performance of any financial product referred to in this publication.

Past performance is not indicative of future performance. The value of an investment may rise or fall with the changes in the market. Please note that all performance reported is before management fees and taxes, unless otherwise stated. 

The specialist investment managers are current as at the date this communication was prepared.  Investment managers are regularly reviewed and may be appointed or removed at any time without prior notice to you.
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