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MLC Property Securities Fund commentary 

About the Fund
The MLC Property Securities Fund is designed to be a complete portfolio for the Australian 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.

Fund performance can be assessed against the S&P/ASX 300 Property Accumulation Index over rolling 5 year periods.
MLC Property Securities Fund Performance

	Performance to 
31 March 2012
	3 month 
%
	1 Year 
%
	3 Year 
% p.a.
	5 Year
% p.a.

	MLC Wholesale/Masterkey Investment Service Fundamentals (takes into account fees)
	7.2
	1.0
	14.7
	-11.0

	MLC Masterkey Investment Service/Unit Trust

(takes into account fees)
	7.0
	0.2
	14.0
	-11.7

	MLC Property Securities Strategy
(before taking into account fees)
	7.5
	1.7
	15.3
	-10.5

	S&P/ASX 300 Property Accumulation Index

(S&P/ASX 200 Property Index prior to Nov 2006)
	7.1
	1.7
	14.8
	-13.6


Source: MLC Investment Management

Executive summary

The Australian listed property, or ‘A-REIT’ sector, continued to perform well, with the S&P/ASX300 Property Accumulation Index returning 7.1% in the March quarter. While this is below the 8.6% return recorded by the S&P/ASX300 Accumulation Index, the A-REIT sector was a significant outperformer for the year to the end of 31 March. 

The sector’s performance resilience is because A-REITs continue to look attractive compared with direct real estate. The sector is in the best shape for many years because balance sheets have been repaired, distribution payouts restored to levels that are considered sustainable and real estate strategies refocussed. Local real estate conditions remain favourable, with relatively low vacancy rates and low new supply. 

The sector is also being supported by a wave of share buybacks. Many A-REITs have decided that buying back issued units is the best use of capital given limited opportunities for quality direct property acquisitions at a fair value. In addition, the equity market’s assessment of the listed value of many A-REITs is below their current net asset backing. On-market buybacks have been launched by Commonwealth Property Office Fund, General Property Trust, Stockland Group and Challenger Diversified Property Group while Westfield Group, CFS Retail Property Trust, Dexus Property Group and Mirvac Group have signalled they may undertake buybacks.

The A-REIT sector faces headwinds such as persistently soft retail conditions, a sluggish financial services sector and weakness in the markets of NSW and Victoria (where most have the majority of their assets) which are receiving less benefit from the resources boom. Residential sector conditions have also weakened, with several Australian banks raising mortgage interest rates independently of the Reserve Bank of Australia. This has had a negative impact on stocks such as Stockland and Mirvac, which are residential developers. Stockland Group fell 7.8% in the quarter after revising its earnings guidance downward, while Mirvac returned -0.9%.    

The Fund’s 7.4% return in the quarter was 0.3% above the S&P/ASX 300 Property Accumulation Index return (before fees and taxes). For the year, the Fund’s 1.7% return (before fees and taxes) was in line with the index. These return outcomes are solely due to Resolution Capital, who manages 100% of the Fund assets. 

Resolution Capital has calculated that the Fund’s portfolio is offering a 2012 earnings yield of 8.0% and dividend yield of 6.5%, with forecast dividend growth of around 3%. The Fund’s dividend yield exceeds the 10 year bond rate by approximately 2.6%.
Absolute returns
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The above diagram shows Fund returns over various periods to 31 December for each of the years to 2011. Fund returns shown in 2012 and for periods to 31 March. 

The five year return of the Fund remains negative due to the impact of the global financial crisis. The ten year Fund return remains positive, but it is modest in magnitude.
Relative returns
The graph shows returns of the Fund relative to the index
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The Fund has outperformed the market index consistently over all rolling time frames. The Fund’s substantial outperformance during the global financial crisis, which helped reduce the impact of the sector’s decline on investors, is particularly noteworthy. This pleasing outcome was due largely to the stock selection skills of Resolution Capital and their management discretion they had, which enabled them to invest in offshore REITs and real estate operating companies.
Contributors to the Fund’s relative returns

· March quarter:  Rewarding stock selection strategies in the quarter included below benchmark weights in Charter Hall Office Trust, Commonwealth Property Office Fund, Bunnings Warehouse Property Trust, over benchmark weight in Centro Retail Australia and an exposure to Hong Kong listed diversified stock Hysan Development Company.
· Year to 31 March: Contributors to Fund performance included a below benchmark weight in Charter Hall Office Trust, exposures to child care REIT Australian Education Trust and Cromwell Property Group, an above benchmark weight in the diversified REIT Dexus Property Group and both over and under benchmark weights in Centro Retail Australia.  
Detractors from the Fund’s relative returns

· March quarter: Fund performance was negatively impacted by below benchmark weights in diversified REIT Astro Japan Property Group and diversified REIT Aspen Group, an exposure to hospitality REIT ALE Property Group and over benchmark weights in Charter Hall Retail REIT and Westfield Group.
· Year to 31 March: Holdings that detracted from Fund performance were an under benchmark weight in Commonwealth Property Office Fund and Bunnings Warehouse Property Trust, an over benchmark weight in diversified group Stockland Group, and exposures to the diversified REIT Ardent Leisure Group and Hong Kong developer Sun Hung Kai Properties.
Manager summary 
	Manager
	Style/Role in portfolio
	Current positioning

	Resolution Capital

(100%)
	Bottom-up stock picker, quality focus, relative value approach
	Resolution Capital remains focused on identifying the best opportunities within the A-REIT sector while continuing to own selected non-Australian REITs for portfolio diversification and return. 
During the quarter, Resolution increased the Fund’s exposure to Centro Retail Australia on relative valuation grounds. The Fund divested exposure to small cap stocks including Ardent Leisure, Generation Healthcare and Astro Japan on valuation grounds and exited Charter Hall Office REIT in the lead-up to its privatisation. 

The Fund’s underlying investments have strong balance sheets and offer a forecast dividend yield of 6.5% with forecast growth of approximately 3% for the year ahead.


Sector exposure

This chart shows the industry exposure of the Fund
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While the Fund is diversified across the major listed property sectors, retail property REITs continue to account for close to half of the Fund’s property exposure. This is due largely to dominance of the Australian REIT market by Westfield Group and Westfield Retail Trust. The next major category is Diversified REITs such as Stockland, General Property Trust, Mirvac and Dexus, who own a mix of properties in different property categories.
In its management of the Fund, Resolution Capital has the discretion to invest in non-Australian REITs and real estate operating companies. This discretion is designed to help Resolution Capital build a well-diversified portfolio and help avoid risks that may develop in the A-REIT sector. This discretion was used significantly during the global financial crisis, when a large number of A-REITs with excessive debt levels and poor funding profiles suffered significant price falls. 

Resolution Capital continues to own non-Australian REITs but at a considerably lower level than during the global financial crisis, when up to 12% of Fund assets were invested in non-Australian REITs and real estate operating companies. The lower exposure reflects Resolution Capital’s view that AREITs currently represent attractive value.

The following table shows the top ten stocks by portfolio weight in the MLC Property Securities Fund, as at 31 March 2012.
	Stock Name
	Industry Sector
	Portfolio Weight

	WESTFIELD GROUP
	Retail REIT’s
	28.6%

	WESTFIELD RETAIL TRUST
	Retail REIT’s
	12.0%

	STOCKLAND
	Diversified REIT’s
	10.2%

	GPT GROUP
	Diversified REIT’s
	8.8%

	GOODMAN GROUP
	Industrial REIT’s
	7.5%

	DEXUS PROPERTY GROUP
	Diversified REIT’s
	7.3%

	MIRVAC GROUP
	Diversified REIT’s
	6.0%

	CFS RETAIL PROPERTY TRUST
	Retail REIT’s
	4.3%

	INVESTA OFFICE FUND
	Office REIT’s
	2.9%

	CENTRO RETAIL AUSTRALIA
	Retail REIT’s
	2.7%


Source: MLC Investment Management
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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