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SUMMARY 2 

Domestic Property Securities Fund Details

Fund Name APN AREIT Fund

ARSN Code 134 361 229

APIR Code APN0008AU

Manager APN Funds Management Limited (APNFM)

Address Melbourne, Victoria

Responsible Entity (RE) APNFM

Custodian RBC Dexia Investor Services (Australia)

Investment Details

Fund Inception 19 January 2009

Fund Size 
at 31 March 2010

$44.9 million

Fund Type Unlisted Trust

Return Objective 110% of the average yield of the S&P/ASX 
200 Property Trusts Dividend Yield

Benchmark S&P/ASX 200 Property Trusts Dividend Yield

Number of stocks in portfolio 
at 31 March 2010

20

Gearing The Fund is currently not geared with no 
intention to do so in the future.

Investment Specifications Summary

Minimum Application $1,000

Minimum Withdrawal $1,000

Redemption Policy Daily paid within three days of request 

Distributions Frequency Monthly

Contribution Fee Nil

Management Expense Ratio Wholesale: 0.85%, Retail: 0.85%

Buy/Sell Spread +0.25%/-0.25%

Property Sector Diversified

Tax Deferral Rate (FY2009) TBA

Loan Facility N/A 

Adviser Edge Rating 
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Investment Summary

The APN AREIT Fund (the Fund) is an open ended unlisted 
registered managed investment scheme. It is aimed at investors 
seeking exposure to a diversified property portfolio by investing 
into Real Estate Investment Trusts (REITs) across the Retail, 
Commercial, Industrial, and Residential sectors. Through the 
Fund’s underlying exposure to REIT assets, the Fund’s 
geographic exposures are spread across Australia, North 
America, Europe and the Asia-Pacific region.

The Fund seeks to differentiate itself by focusing on providing 
investors with a consistent and relatively high level of income, 
combined with some capital growth. The Fund pays distributions 
on a monthly basis, as distinct from peers which generally pay 
distributions on a quarterly basis. The Fund’s income focus 
combined with an active management approach and emphasis on 
property fundamentals underlies the Fund’s investment philosophy. 

The stated investment objective of the Fund is to achieve a gross 
annual income yield (before management fees and expenses) that 
equates to 110% of the average yield of the S&P/ASX 200 
Property Trusts Dividend Yield series, with a tax-advantaged 
income component. The Fund aims to maintain the real value of 
capital by achieving capital growth that matches CPI growth over 
a five to seven-year time horizon, and to minimise volatility.

The Fund has received a 4-star rating.

This rating represents no change from the 4-star rating achieved 
in the previous review dated June 2009. 

Adviser Edge’s Review

Throughout the review it was once again evident that the senior 
management team was highly experienced and qualified, which 
has positively affected the rating achieved by the Fund. Michael 
Doble (CEO, Real Estate Securities), is ultimately responsible for the 
management of the Fund, and works closely alongside Portfolio 
Managers Andrew Smith, Pete Morrissey, Damian Diamantopoulos 
and analysts Cheng Yeoh and Steven Chai. The Portfolio Managers 
work together to combine their research efforts, and are supported 
by the analysts. Howard Brenchley is the Chief Investment Officer, 
and while his position is largely strategic he maintains an 
operational role by chairing the weekly investment committee 
meetings, while also sitting in on the weekly team meetings. The 
team members collectively possess over 100 years’ investment 
experience across all stages of the property and business life cycle, 
and have worked in both the direct and listed property fields. 
Overall, the quality of the investment team is expected to be a key 
contributor to the Fund’s ongoing performance.

The ability of the Fund to utilise staff resources and operating 
systems across the broader APN Property Group provides the 

Fund with a clear advantage over other market competitors. The 
Fund’s ability to draw from the resources of APN’s broader 
property business from within Australia and abroad, including 
knowledge of direct property markets, enhances strategic 
decision-making and operational capacity.

Adviser Edge has once again undertaken a review of the 
proprietary modelling in place, and believes that it incorporates a 
high level of detail across a consistent framework. The Fund 
utilises a Beta Matrix, calculated on an asset-by-asset basis, which 
is used as a driver in the Fund’s valuation models. The beta output 
is adjusted to reflect APN’s view on factors such as management 
quality, gearing and corporation-style earnings. The Fund’s ability 
to formally assess both qualitative and quantitative aspects within 
the betas provides a solid platform for stock selection.

Overall, the performance of the portfolio has been impressive, 
providing excess returns in relation to the benchmark and 
outperforming peers for the majority of its short history. Key risk 
and return measures such as the information ratio and the Sharp 
ratio have also outperformed both peers and the benchmark 
since the Fund’s inception in January 2009. 

The fee structure of the Fund is well below retail peers, which 
has positively influenced the rating achieved. This has been 
driven by the below average management fee (and removal of 
trail commissions) and the nil contribution fee charged for 
retail investment.

It should be noted the Fund maintains a relatively active approach 
to both stock selection and portfolio construction in comparison 
to peers. Since Adviser Edge’s last review, the investment 
mandate has changed in terms of maximum holdings of each 
stock. Previously, unless approved by the investment committee, 
the Fund’s mandate restricted it from investing more than 20% of 
the portfolio into an individual stock. This was not a hard limit. 
The new mandate for maximum holdings now incorporates a 
sliding scale. At the top end, the Fund can only invest up to 75% 
into those stocks representing more than 25% of the Index. With 
Investment Committee approval, this may increase to a maximum 
of 30%. The 30% limit on any stock is a hard limit, and may not 
be exceeded in any circumstances.

Adviser Edge has reviewed the corporate governance system in 
place at APN Property Group (APNPG), and believes that it is 
slightly below best practice standards. This assessment rests on 
the fact that the majority of board members of the Parent 
Company (APNPG) are not independent. In a positive 
development from the last review, the board of the Responsible 
Entity, APN Fund Management (APNFM), now consists of five 
directors, the majority of whom are independent, and is now 
also totally independent of the Parent Company board. This 
represents best practice at the responsible entity level.
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Strengths of the Fund
•	 The senior management team of APNFM is highly qualified 

and experienced

•	 The Fund has access to support and input from the broader 
APNPG

•	 Detailed and consistent proprietary modelling procedures 
are utilised as part of the analysis process

•	 Key risk and return measures have been impressive since 
inception 

•	 Fee structure is well below retail peers 

Other considerations
•	 The senior management team has remained stable since the 

last review 

•	 The Fund adopts a benchmark-unaware approach to 
portfolio management 

•	 The Fund predominantly uses consensus cash flow forecasts 

•	 APNPG’s corporate governance is slightly below best 
practice, as the Board of Directors does not have a majority 
of independent members

Key changes since last review
•	 The Fund now has a sufficient monthly returns history 

available for analysis

•	 The board of APN Property Group no longer has an 
independent chairman 

•	 The board of APNFM (the RE) now consists of five directors, 
the majority of whom are independent with an independent 
chairperson, and is now also totally independent of the 
Parent Company’s board

•	 The Fund’s investment mandate has changed in terms of the 
maximum allowable holdings of each stock 
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Fund Performance to 31 March 20101

3-Month 6-Month 1-Year Inception

Total Return -0.6% -0.8% 46.8% 27.7%

Benchmark2 -1.5% -6.4% 40.6% 12.3%

Peer Average -1.4% -5.0% 41.0% 18.5%
1 Total return net of fees assuming dividend re-investment, three-year returns annualised. 2 Benchmark S&P/ASX 200 A-REIT Accumulation Index.



The A-REIT Market in Summary

During the first half of 2010, the A-REIT market has moved with 
sideways momentum, roughly in line with the stagnated general 
equities market. Most recently however, there has been a strong 
upward tick in 90-day rolling volatility, signifying renewed 
uncertainty. Fears of a double-dip recession and the re-
emergence of economic weakness both domestically and 
abroad have punished stock markets. The A-REIT market fell by 
-7.0% across May and June 2010, with general equities falling 
-9.7% over this same higher-volatility period.

While most stocks within the A-REIT universe have undergone 
equity recapitalisations to reduce their debt and alleviate 
pressure on gearing covenants, the weighted average gearing of 
the sector still remains high, at approximately 45% (with a 
median of over 60%). Constrained balance sheets, continued 
lack of availability of debt funding, and sedate tenant demand, 
all provide hurdles for the progression of the A-REIT market. 
Retail stocks provided a defensive safe harbour for managers 
throughout the downturn but retail tenants continue to suffer, 
with turnover being affected by Reserve Bank of Australia rate-
hikes. Although office tenants are arguably in a stronger 
position, the Queensland market remains weak due to excess 
supply, and effective rents in both Sydney and Melbourne are 
yet to gain ground, with incentives holding steady at 30%.

Five-year A-REIT versus equities performance
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Source: Adviser Edge, Bloomberg.

While Adviser Edge has noted its concerns about the still 
high level of gearing within the A-REIT market, forward 
yields represent a very attractive opportunity. Adviser 
Edge believes that the market is likely to be driven by 
the outlook for the global economy over the coming 
year and the achievement of positive real growth in 
FY2011 domestically. Adviser Edge’s preference remains 
for the strong use of active management, and those 
mandates which provide the greatest flexibility to 
portfolio managers.

Market Analysis

Weighted market discount to net tangible assets
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At the height of the A-REIT boom, stocks within the universe 
were trading at a record premium of over 80%, with significant 
future capital growth, rental growth, development profit and 
fund management income built into the prices at the time. The 
reversion back to NTA was brutally sharp, especially when 
excluding the influence of the low-beta juggernaut Westfield 
Group. After reaching a trough just short of a 50% discount, 
the REIT market rebounded back to fair value through to August 
and October 2009. Since this time, the market has largely 
stagnated, oscillating at close to fair value. As at June 2010, the 
market was estimated to be trading at a premium of 4.9%, and 
a discount of -2.6% when excluding Westfield Group.

Analyst forward yield by sector as at 30 June 2010
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Forward yield estimates have contracted sharply in late 2009 and 
early 2010. Yields fell as prices corrected upward from March 2009 
troughs, and contracted further as analysts revised down their 
distribution forecasts, with guidance trending towards cash-based 
earnings less a retained ‘buffer’. Nevertheless, yields remain attractive 
compared to general equities, and have improved most recently 
due to the poor performance of REITs in May and June 2010. As at 
30 June 2010, Specialised REITs recorded the highest forward yield 
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The following market overview represents the views of Adviser Edge at the time of writing.



estimates, however represented just 1.2% of the A-REIT market. 
Conversely, Westfield Group (ASX: WDC) offered the lowest forward 
yield, representing 39.9% of the market. Weighted average 
forward yields within the Diversified, Retail, Industrial, and 
Office sectors were grouped between 5.7% and 7.2%.

S&P/ASX 300 A-REIT concentration
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The collapse of many REITs within the tail of the S&P/ASX 300 
Index has been reflected in the burgeoning weight of Westfield 
Group (ASX: WDC) as a member of the A-REIT Index. Westfield 
ballooned to a maximum quarterly weighting of 51% as at 
March 2009, causing significant concerns regarding extreme 
concentration within the index. As at June 2010, Westfield 
Group represented 40% of the 22 index stocks by market 
capitalisation, with the top five excluding Westfield Group 
representing a further 40%, and the bottom 10 just 5 %.

Historic Performance

Rolling one year performance
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Rolling one year performance of the A-REIT market varied 
dramatically from 2008 to 2010. The S&P/ASX 300 A-REIT 
Accumulation Index recorded a low 12-month total return of 
-58.2% in February 2009 and a high of 42.6% in February of 
2009. These returns represented a low and high respectively 
over a period of more than 16 years. In the year to June 2010, 

the S&P/ASX 300 A-REIT Accumulation Index returned 20.3%, 
well above the 13.1% returned by general equities.

90-day rolling volatility
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Daily volatility of the S&P/ASX 300 A-REIT Index was just 0.6% in 
the period from June 1992 to April 2006. This compares 
favourably with the daily volatility of the broader equities index, 
recorded at 0.8%. However, in the three years to April 2009 the 
daily volatility of both indices has surged. On a 90-day rolling basis, 
the standard deviation of daily returns reached a high of 4.0%, 
over six times the historical measurement. The volatility of both the 
A-REIT and broader equities indices fell sharply during late 2009 
and early 2010. As at June 2010, the 90-day volatility of the A-REIT 
and equities indices was recorded at 1.3% and 1.1% respectively. 
These volatilities represent a strong upward tick from April 2010.

90-day correlation and beta coefficients versus general 
equities
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Historically, the S&P/ASX 300 A-REIT Index has tracked in moderate 
sync with the broader S&P/ASX 300 Index, with a correlation 
coefficient of 0.52 for the period from June 1993 to April 2006. 
While volatility of the A-REIT index’s beta coefficient has been high 
from 2008 to 2010, there has been a sustained upward trend in 
both the correlation and beta coefficients since early 2003. After 
reaching a peak of 1.39 in June 2009 on a rolling 90-day basis, the 
beta coefficient contracted sharply to 0.76 as at June 2010.
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Key Counterparties

Investors

APN AREIT Fund
Trust Under Review

APN Property Group Limited
Parent Company

APN Funds Management Limited
Responsible Entity and Fund Manager

Distributions Capital

Parent Company

APN Property Group Limited (APNPG) is a property funds 
management company based in Melbourne. As at 31 March 
2010 the group manages 16 property funds through its funds 
management subsidiary, representing $2.6 billion in funds under 
management (down 8% from 30 June 2009). The core of APN’s 
business includes a speciality property funds management arm 
(APNFM), as well as a property development arm (APN 
Development and Delivery)

APN has been listed on the Australian Stock Exchange (ASX) 
since June 2005 (code: APD). As at April 2010, APN had a 
market capitalisation of $41 million.

Board of Directors 
A number of changes to the board have taken place during 
October of 2009. Primarily the changes were made in an effort 
to establish separate boards for APNPG, the Parent Company, 
and APNFM, the Responsible Entity of the Fund. Subsequently, 
Mr John Harvey (former Chairman), Mr Michael Butler and 
Mr Andrew Cruickshank retired at the 20 November annual 
general meeting. The board is now much more compact and 
comprised of four members. Of the newly-elected board, there 
are no members classified as non-executive or independent. 
All four executive directors play a hands-on role within the 
business, and are involved in the day-to-day activities of the 
company. The chairperson is not an independent director as 
was previously the case. 

APNPG’s directors are well qualified and have appropriate 
experience in the financial services, property, and funds 
management industries. 

Adviser Edge believes that the majority of the board 
members at the parent level should be independent 
including the chairman.  The inclusion of an independent 
chairman will improve the effectiveness of the board in 
reviewing and challenging the performance of 
management. APNPG has noted that it is intending to 
appoint an independent director in the near future to 
bolster the independence of the board. 

Corporate governance and compliance
APN’s overall governance system closely follows the ASX 
Principles of Good Corporate Governance.

•	 The company has implemented a Charter which clarifies the 
role and responsibilities of the board 

•	 A Code of Conduct and a policy concerning staff trading in 
company securities are in place

•	 The board has established independent Audit and 
Remuneration Committees

•	 There is a written disclosure policy to ensure compliance 
with ASX disclosure requirements

•	 There is a communications policy for promoting effective 
communication with shareholders

•	 There is a system of risk oversight and management, and 
internal control

However, APN does not follow recommendation 2.1 and 2.2, 
which states that a majority of the board should be independent 
directors, with an independent chairman.

Adviser Edge has reviewed the corporate governance 
practices in place at APN and believes that, while they are 
appropriate in many areas, they are slightly below the 
standard of publicly-traded peers. This assessment rests 
on the fact that the company does not have a board with 
a majority of independent members or an independent 
chairman. APNPG has advised that it is currently looking 
to place an independent director but, while this will be a 
positive, it will not alleviate the issue of lacking a 
majority independent board in the short term. 

Parent company’s financial performance

Key Financial Data 
Half Year ended 31 December

Financial Profitability 2009 2008

Revenue ($m) 10.1 15.7

Net profit ($m) 1.8 1.3

Profit margin (%) 17.9 8.3

ROE (%)* 4.2 3.1

CORPORATE GOVERNANCE 7 



Key Financial Data 
Half Year ended 31 December

Market measures 2009 2008

Basic EPS (cents) 1.3 1.1

P/E ratio* 27.6 22.4

DPS (cents) 1.25 3.0

Dividend yield (%) 3.6 12.5

Dividend payout ratio (%) 98.4 280.4

Financial Liquidity/Solvency 2009 2008

Net working capital ($m) 24.2 22.2

Current ratio 7.1 4.0

Quick ratio 4.6 2.8

Debt equity ratio (%) 0.0 0.0

Debt ratio (%) 9.9 16.4

Source: APN Property Group Limited, Half-year report to 31 December 2009. Past 

performance should not be used as a guide for future performance. * Debt to debt plus 

equity. ** Total Liabilities to assets

Adviser Edge has reviewed the consolidated half year 
financial statements of APNPG and has noted a steady 
increase in net profit from 2008 to 2009. This improved 
result has been largely driven by revaluation gains on 
investments of $0.5m, compared to a revaluation loss of 
3.5m over the same period in 2008. Revenue for the half 
year fell by 35%, with the main driver of revenue, fund 
management fees decreasing by 25% to $8.3 million, 
driven by lower FUM over this period. The balance sheet 
remained strong, with no borrowing and a solid amount 
of working capital. Liquidity ratios also remained strong. 
Adviser Edge will monitor the performance of APNPG 
going forward, but expects an improved result for 
FY2010 in comparison to FY2009, which was severely 
affected by dwindling funds under management and 
impairment and fair value adjustment to property of $27 
million. Further improvements and stability in equity 
markets are going to be the largest drivers of 
performance going forward.

Responsible Entity and Fund Manager

APN Funds Management (APNFM) is the Responsible Entity (RE). 
APNFM is a specialist property funds management company, 
established in 1998 as a wholly owned subsidiary of APN 
Property Group (APNPG). The business focus is to invest in 
property and property securities both in Australia and overseas. 
APNFM has more than 65 staff based in its Melbourne and 
London offices.

The APNFM Board of Directors has recently undergone 
significant change, in order to become independent of the 
board of the Parent Company, APNPG. This was successful, and 
the board now consists of five directors, the majority of whom 
are independent, as well as having an independent chairperson.

The composition and independence of the board of the 
RE is a significant improvement since the last review, 
and now displays best practice.

Management Risk

Funds management encompasses not only the operational 
capabilities of project counterparties but also the corporate 
abilities of the Responsible Entity to monitor operational 
performance and to meet the regulatory and statutory 
responsibilities required. For all property funds there is a risk that 
financial position and the deterioration of management 
performance may temporarily or permanently compromise 
financial or regulatory outcomes.

Adviser Edge believes that APNPG and its associated key 
counterparties are appropriately qualified to carry out 
their assigned responsibilities. Based on this assessment, 
Adviser Edge rates management risk as being in line 
with its peers.

CORPORATE GOVERNANCE 8 



The investment team displays a strong set of skills in 
both the direct and listed property markets. Together 
the team members boast over 100 years’ investment 
experience across all stages of the property and 
business cycle. The team members are highly qualified 
in finance, accounting and property-related disciplines, 
and in addition to this the majority of the team 
members have postgraduate qualifications. Adviser 
Edge believes that the team’s qualification and 
experience are a strength of the Fund. 

Team Process

Asset allocation is determined by the Investment Committee, 
which meets on a weekly basis. The committee determines the 
level of investment permitted in listed trusts and property debt 
or hybrid instruments, as well as providing the Fund Manager 
with sector allocation guidelines based on return expectations. 
Additional tasks include compliance, strategy, and providing 
market intelligence from a macro-economic standpoint to the 
Fund’s management team. 

Howard Brenchley is the Chief Investment Officer of APNPG, 
and oversees the strategic portfolio management of APN’s 
property securities funds. While Mr Brenchley’s role is largely 
strategic, he maintains an operational role by chairing the 
weekly investment committee meetings. 

Michael Doble, CEO of Real Estate Securities, is ultimately 
responsible for stock selection and management of the Fund on 
an ongoing basis. Michael reports to David Blight (CEO) but 
collaborates with Howard Brenchley on key decisions. Michael is 
assisted in his duties by three Fund Managers (Pete Morrissey, 
Andrew Smith and Damian Diamantopoulos). The Fund 
Managers are assisted at the analyst level by Cheng Yeoh and 
Steven Chai.

Individual stocks within the Fund’s investible universe are 
assigned to the Fund Managers on a primary and secondary 
basis, with rotations also occurring. The Fund Managers assigned 
to the primary role of a stock are responsible for researching that 
stock, using the secondary Fund Manager as a backup for each 
stock. Each team member will be researching at least five or six 
stocks at one time, with the individual stock allocations rotated 
through the team. The rotation of stock analysis between Fund 
Managers builds a strong knowledge base for all involved, and 
will facilitate greater continuity if a member leaves the team. 
Along with the relative seniority of the team members, this 
process helps to reduce key person risk, and is a significant 
advantage of the Fund. Continuing with the rotations theme, key 
brokers are also split between the Portfolio Managers. 

The investment team also has the advantage of leveraging from 
the wider APN Group, which incorporates a wide array of direct 
property expertise. The team occupies a prominent position 
within the group’s corporate structure, and benefits from the 
company’s commitment to ensuring that investment teams are 
appropriately resourced. 
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Key Investment Staff

Responsibility Qualifications Years with 
Company 

Investment 
Experience

Previous Employment

Howard Brenchley Director and Chief 
Investment Officer

BEcon 12 25 PIR

Michael Doble CEO, Real Estate 
Securities 

BBus (Prop Valuation), 
GDipAppFin

7 23 ANZ Funds Management

Pete Morrissey Fund Manager, Real 
Estate Securities 

BCom, MValuation/
PropMgmtMAppFin

3 12 Lonsec, ING Barings, Nomura

Damian Diamantopoulos Fund Manager, Real 
Estate Securities

BCom, GDipAppFin 8 10 National Catholic Super Fund

Andrew Smith Fund Manager, Real 
Estate Securities

BCom, BSc, 
GDipAppFin, Ffin

1 14 Goldman Sachs JB Were

Cheng Yeoh Fund Analyst, Real 
Estate Securities

CPA, CFA 3 14 AM Merchant Bank

Steven Chai Assistant Analyst 2 3 Super Partners 

Location of Team Melbourne Portfolio Managers 4

Investment Offices 1 Analysts 2



Formally, the investment team will meet twice weekly, in addition 
to an investment committee meeting held once a week. The 
Investment Committee meeting is held each Monday and is 
chaired by Howard Brenchley. The Investment Committee 
meeting is held to discuss portfolio positioning and stock 
allocations. The investment team’s formal contact consists of 
twice-weekly team meetings, held each Tuesday and Thursday. 
These meetings provide a forum for discussing the research 
efforts, market conditions and outlook. Outside this formal 
structure the team is in constant contact, driven by the close 
proximity of the team and the open-plan nature of the workplace. 

Implementation of trading will depend on the size of the 
position. Michael Doble and his team have the authority to 
make asset allocation decisions within the current investment 
mandate as required. However, investment decisions outside the 
current mandate will require the Investment Committee to 
review the impact on the portfolio, meaning that the portfolio 
limits are not entirely hard limits. This approach has the 
advantage of combining accountability with the ability to react 
quickly to a changing market. 

Staffing Changes

There have been no departures since the last review and only 
one addition to the team, with Steven Chai (Assistant Analyst), 
added to the team to further bolster the research effort. 
Mr Chai’s appointment was an internal promotion. 

The investment team has been able to operate with a 
great degree of stability, which is viewed favourably by 
Adviser Edge.

Remuneration and Incentives

Remuneration is made up of a base salary plus a bonus. The 
overall size of the bonus is based on the profitability of APNPG 
as well as performance of the individual, relative to a set of KPIs. 
It should be noted that the bonus pool is up to 30% of the net 
profit of APNPG above budget. Executive Committee members 
are paid bonuses solely in shares, while the investment team 
members are paid in either shares or cash, payable over three 
years. Individual KPIs are qualitatively and quantitative based. 
Investment performance against index benchmark for 
investment staff is a consideration but not significant, with more 
importance place on performance within the mandate 
constraint. Cash incentives for investment staff can range from 
10% to 30% of base salary, while share incentives are 
theoretically unlimited. 

Adviser Edge has reviewed staff incentive and 
remuneration policies, and feels that they are in line 
with industry peers. Incentives appear to be providing 
an effective way to align staff performance with the 
ongoing performance of the Fund under review. 
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Fee Structure*

Entry/Exit Fees Fund Peer Average1

Contribution fee (%) 0.00 2.20

Buy spread (%) 0.25 0.27

Sell spread (%) 0.25 0.25

Ongoing Fees Fund Peer Average1

Management fee (% p.a.) 0.75 1.16

Expense recoveries (% p.a.) 0.10 0.12

MER/ICR2 (% p.a.) 0.85 1.29

Other Fees Fund Peer Median1

Performance fee (%) 0.00 0.00

* Retail Fund. 1 From a sample of retail domestic property security funds.  
2 Management fee and expected expense recoveries. The Fund and peers do not utilise 

leverage; the MER and ICR are therefore equivalent.

Entry and Exit Fees

No contribution fees are required for investments in the Fund. 
This is below the peer average of 2.40%. A buy/sell spread of 
0.50% is applicable and payable at +0.25% when investors seek 
to purchase their units and -0.25% when sold. This spread 
represents the difference between the application price and the 
withdrawal price of the Fund, a reflection of transaction costs 
relating to the underlying assets. The Fund’s buy/sell spread is in 
line with the peer average.

Ongoing Fees

The annual management fee of the Fund is 0.75% p.a. of the 
Fund’s net assets. However, the Fund’s indirect cost ratio 
increases to 0.85% after expense recoveries. This cost includes 
the normal recovery expenses relating to the operation of the 
Fund, although it does not take into account abnormal expenses 
which may also be payable from assets of the Fund. The indirect 
cost ratio is below the peer average of 1.20%.

Overall Fees

Fund Peer Average

12-month (%) 1.35 3.95

36-month (% p.a.) 1.02 2.19

Overall Fees

If held and sold within 12 months, total transaction costs 
amount to 1.35% for an investment in the Fund and 3.95% for 
peers. These figures include the contribution fee, the indirect 
cost ratio, and the buy/sell spread. They do not include any 
acquisition or performance fees that may be charged, nor do 
they take into account rebates or negotiations. It should be 
noted that an investment timeframe of five to seven years is 
suggested by the Fund. 

Adviser Edge believes that the ongoing fee structure of 
the Fund is highly favourable when compared to retail 
peers due to the below average management fee and 
the nil contribution charge. 

Liquidity Management

The Fund monitors its liquidity on a daily basis with respect to its 
applications and redemption requests. Application and 
withdrawal requests received before 4pm on any business day 
are processed at the unit price calculated for that day. 
Redemption requests will generally be paid within three business 
days from the time of the withdrawal receipt.

Inflows and outflows trend (monthly)
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Inflows ($m) Outflows ($m) FUM ($m)

Funds under management have grown steadily since the Fund’s 
inception in January 2009, reaching $44.9 million as at March 
2010. Average net monthly inflows since inception have been 
$2.85 million.
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Statistical Overview (14-month history)

Fund Benchmark Peer Avg.

Total Return¹ 27.7% 12.3% 18.5%

Standard Deviation 20.5% 25.7% 24.2%

Sharpe Ratio 0.31 0.14 0.15
1 Annual compounded return. 

Highest/Lowest 12-Month Returns

Fund Benchmark Peer Avg.

High 51.0% 40.7% 44.4%

Low 30.8% 16.2% 20.5%

12-Month Detailed Statistics

Fund Rank/31 Peer Avg.

Total Return 46.8% 9 41.0%

Dividend Yield 11.7% 3 7.1%

Current Yield 8.7% 3 5.4%

Benchmark Tracking

Excess Return 5.5% 9 -0.4%

Tracking Error 7.4% 7 5.2%

Information Ratio 0.75 10 -0.18

Beta 0.75 27 0.90

Risk Measures 

Sharpe Ratio 0.61 3 0.44

Standard Deviation 16.2% 27 19.3%

Sortino Ratio 1.13 10 1.61

Semi Deviation 4.9% 5 3.5%

Ratios (Sharpe and Information) contained within this summary section and in the charts 

proceeding provide no reliable comparison in periods where both the Fund and its peers 

record a negative result.

Quantitative Insight

Since its inception in January 2009, the Fund has recorded an 
annualised net return of 27.7%. This figure is above the net 
return achieved by the benchmark (12.3%) and the peer group 
(18.5%) over this same period. The portfolio has been relatively 
stable when compared to peers, achieving a standard deviation 
of 20.5%, below that experienced by the benchmark index at 
25.7%, and peers at 24.2%.

On a rolling one-year basis, the Fund has historically 
outperformed both peers and the benchmark index. The Fund 
has generated solid returns since inception, peaking at a level of 
51.0% at February 2010. Since this time, the outperformance has 
been maintained against both the benchmark and peer group, 
although the short period of available returns should be noted. 

Throughout its history, the Fund has achieved a cumulative 
excess return of 15.3% on the benchmark index. On this 
measure, the Fund has generally outperformed the benchmark 
consistently, providing excess returns for a majority of the 
months since inception. 

On a risk-return basis, as demonstrated by the snail trail, the 
Fund has remained in the optimal upper-left quadrant since its 
inception, with both excess returns and lower volatility when 
compared to the benchmark index. Importantly, the information 
ratio has also performed above peers, indicating efficient use of 
active management in generating active returns.

Overall, the performance of the portfolio has been impressive, 
providing excess returns in relation to the benchmark and 
outperforming peers for the majority of its history. Key risk and 
return measures, such as the information ratio and the Sharpe 
ratio, have also outperformed both peers and the benchmark 
since inception in January 2009. 

Although the Fund has only been in existence since 
January 2009, based on one-year rolling excess returns 
the Fund has in fact been able to provide excess returns 
in both rising and falling markets. Over more recent 
periods, this outperformance against the benchmark has 
been less marked as the markets have decreased in 
volatility.
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Returns
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Fund Benchmark

An investment of $10,000 made at the Fund’s inception would 
have reached its peak value of $13,442 during September 2009, 
above the $12,593 peak achieved by the index during the same 
month. However, due to flat market performance since then, 
the value of such an investment has fallen slightly to $13,315 at 
31 March 2010. Importantly, this growth still compares positively 
to that of the benchmark index, which followed a similar 
trajectory to $11,782.

One-year rolling returns
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The one-year rolling returns chart shows the compounded 
yearly return of the Fund over rolling 12-month periods. The 
Fund has generated solid returns since inception, peaking at a 
level of 51.0% at February 2010. This compares favourably to 
the benchmark and peers, which returned 40.7% and 43.8% 
respectively over this period. Since this time, the 
outperformance has been maintained against both the 
benchmark and the peer group, although the Fund’s short 
assessable history should be noted. 

Excess returns
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1 Month Excess Positive Market Cummulative Excess

The excess returns chart shows the monthly excess returns of 
the Fund, as well as the accumulated growth differential, to the 
given index. The Fund has generally outperformed the 
benchmark, providing excess returns for a majority of months 
since inception. The Fund’s cumulative excess returns have 
continued to trend upwards since inception, and at 31 March 
2010 reached a historic high of 15.3%. 

While the Fund did exhibit a range of excess returns up to +/-4% 
during the first three quarters of 2009, more recent periods have 
demonstrated lower volatility in the Fund’s excess returns, a result 
of decreased volatility in the Australian property securities market. 

One-year rolling beta coefficient
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Beta Correlation Peer Average

The beta coefficient shows the theoretical strength and extent of 
the Fund’s relationship with the benchmark. A beta of one 
indicates an expectancy to match the returns of the market in 
periods of both upturn and downturn. A higher or lower beta 
indicates the expectation of correspondingly increased or 
decreased fluctuations in returns relative to the benchmark index.

The Fund’s beta has historically been lower than that of the peer 
average, indicating a lower level of risk in relation to the market. 
The current beta of 0.75, below the 0.90 of peers, indicates a looser 
expected relationship with the returns of the benchmark index. 
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Risk-Return & Efficiency

One-year rolling Sharpe ratio
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The Sharpe ratio provides a measure of returns in excess of the 
risk-free rate, divided by the volatility of returns. This gives what 
is most commonly known as the ‘risk-adjusted return’ of the 
Fund. It is generally accepted that a ratio above one indicates a 
reasonable risk-adjusted return for investors.

Since inception the Fund has outperformed both peers and the 
benchmark on a risk-adjusted basis. At March 2010 the Fund 
recorded a Sharpe Ratio of 0.61 in comparison to the 0.44 
achieved by both the benchmark index and peers.

One-year snail trail
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The snail trail provides a visual representation of the Fund’s 
excess risk and return profile over rolling one-year periods since 
its inception. Optimal positioning occurs in the upper left-hand 
quadrant, indicative of periods where a Fund manager has 
provided both excess return and lower volatility when compared 
to the benchmark index.

The Fund has spent the whole of its limited measured history in 
the optimal upper-left quadrant. Given the outperformance of 
the Fund relative to its benchmark index, and the lower volatility 
of monthly returns, the Fund’s current portfolio position is 
recorded as optimal on a risk-return basis. 

One-year rolling tracking error
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Fund Peer Average

The tracking error measures the volatility of monthly positive 
and negative excess returns between a fund and its benchmark 
index. A tracking error above the peer average generally 
indicates a relatively strong application of active management 
strategies, and does not necessarily indicate high volatility of 
absolute returns.

The Fund has recorded a higher tracking error when compared 
to its peers, a reflection of its comparatively index-unaware 
approach and investment mandate. This deviation from the peer 
average tracking error has mostly remained constant over time. 
As at March 2010, the tracking error stood at 7.4%, while peers 
reached 5.2%.

One-year rolling information ratio
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The information ratio measures the return achieved by the Fund 
in excess of its benchmark index, divided by the tracking error. 
The ratio provides insight into how efficiently active 
management is being used to generate excess returns. 

Across the Fund’s limited assessable performance history, the 
information ratio has outperformed peer trends. The Fund’s 
information ratio of 0.75 compares well against the peer ratio of 
-0.18 at 31 March 2010. 
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Asset allocation as at 31 March 2010

Index Holdings
75.7%

Ex-Index 
Holdings
20.3%

Cash
4.0%

Summary

The Fund held a stock portfolio of 20 individual securities at the 
end of March 2010, representing an average level of diversity 
when compared to peers. The total value of funds under 
management at this time was $44.9 million. The proportion of 
ex-index stocks is 20.3%, a relatively large allocation when 
compared to peers, driven by its index unaware investment 
mandate. The Fund’s cash exposure is currently 4.0%, above the 
peer average.

Although the Fund is relatively new, having been in operation 
since January 2009, the Fund’s current underlying geographical 
exposure, sector exposure, bottom-up approach and mandate 
restrictions mean that the Fund follows an active approach to 
portfolio management. 

As of 31 March 2010 the Fund held a substantial overweight 
position to Australia relative to the benchmark index, while 
holding a large underweight position to North America. This is 
consistent with the Fund’s investment strategy of favouring 
domestic rents. Sector exposures were slightly more active, with 
the Fund overweight Office REITs and Diversified REITs, while 
being underweight to Retail and Industrial REITs. 

Active management is clearly demonstrated through the Fund’s 
mandate restrictions. The mandate for maximum holdings now 
incorporates a sliding scale. The Fund can only invest up to 75% 
into those stocks representing more than 25% of the Index. 
With Investment Committee approval, this may increase to a 
maximum of 30%, which is a hard limit.

For example, Westfield Group currently has an index weighting 
of 39%. The Fund would therefore be able to invest a maximum 
of 75% of this weighting, or 29.75% of the Fund’s portfolio. 
With Investment Committee approval, this investment could be 
increased to 30% of the portfolio.
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Underlying Asset Allocations1

Value ($millions) Current Target Maximum Minimum

Stock Holdings (20) 43.1 96.0% 98% 100% 90%

Index Holdings 34.0 75.7%

Ex-Index Holdings 9.1 20.3%

Cash 1.8 4.0% 2% 10% 0%

Total Fund Value 44.9
1 As at 31 March 2010.

Top 10 Holdings

Exchange Code Name Portfolio (%) Benchmark (%) Sector Main Geographic Exposure

ASX WDC Westfield Group 26.2 39.4 Retail Australia/US

ASX CFX CFS Retail Property Trust 10.2 5.9 Retail Australia

ASX DXS Dexus Property Group 7.8 5.9 Diversified Australia

ASX CDI Challenger Diversified Property Group 6.7 0.0 Diversified Australia

ASX SGP Stockland 6.2 14.7 Diversified Australia

ASX GPT GPT Group 5.1 7.6 Diversified Australia

ASX IOF ING Office Fund 3.7 2.6 Office Australia

ASX BWP Bunnings Warehouse Property Trust 3.6 1.0 Retail Australia

ASX CDP Carindale Property Units 3.4 0.0 Retail Australia

ASX CMW Cromwell Group 3.4 0.0 Diversified Australia



As a result, the Fund is less concentrated than the index, which 
had a 40% weighting to Westfield Group at 31 March 2010. At 
31 March 2010, the Fund had a 13.2% underweight to 
Westfield Group.

Geographic allocation1

Cash
4.0%

North America
15.9%

United Kingdom
2.0%Europe ex-

United Kingdom
2.6%

Australia
72.2% Asia-Pacific ex-

Australia
3.3%

At 31 March 2010 the Fund’s geographical exposures were 
skewed towards Australian allocations at 72.2%. This was 
followed by an exposure of 15.9% to the North America. The 
remainder of the Fund was allocated to cash (4.0%), Asia Pacific 
(3.3%), Europe (2.6%), and the United Kingdom (2.0%).

Geographical allocations have remained almost stagnant since 
the last review in February 2009, with allocations to Australia 
only slightly down on the February 2009 allocations of 73.8%. 
The only other moves relates to cash, with a current allocation 
of 4.0%, up on the 2.3% during the last review. 

1 �Note that in this section of the report Europe excludes the United Kingdom, and Asia 

Pacific excludes Australia.

Geographic bias trend ex. cash, 31 March 2010
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Comparisons to the benchmark index have allowed Adviser 
Edge to examine just how the active management of the Fund is 
executed. The largest bias can be attributed to North America, 
with the Fund showing an active weighting of -4.5%. This 
position is much more passive than the -10.5% demonstrated 
during the last review in February 2009. The other underweight 
position belongs to United Kingdom at -1.5%. Australia 
comprises the Funds largest overweight, at 4.2%. This position 
represents a sizeable unwinding from the previous review, 
where the Fund was overweight some 18.9% Australia. Smaller 
overweight positions across Europe (1.0%) and Asia Pacific 
(0.8%) made up the remaining active positions.
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Sector Allocation

Sector allocation

Cash
4.0%

Office 
27.7%

Retail 
53.6%

Industrial 
12.1%

Diversified 
2.6%

At 31 March 2010 the Fund’s sector allocations were dominated 
by Retail REITs at 53.6%. This was followed by an exposure of 
27.7% to Office REITs. The Fund’s exposure to Industrial REITs 
and Diversified REITs comprised 12.1% and 2.6% of the 
portfolio respectively. 

On a sector basis there have been only small shifts since the 
last review in February 2009. Retail REIT allocations have fallen 
from 57.0% to the current level of 53.6%, while Office 
allocations have also dropped from 29.1% to 27.7% over this 
same time. The beneficiaries have been allocations to Industrial 
REITs and Diversified REITs, both exhibiting slight increases 
since the last review.

Sector bias trend ex. cash, 31 March 2010
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Relative to the benchmark index, the Fund’s sector allocations 
were generally based around active positions to the Office and 
Retail sector. At 31 March 2010, the Fund was overweight to 
Office REITs by 7.3%, which represents a large shift from the 
4.0% overweight position held during last review. Retail REIT 
allocations maintained the largest underweight at -6.8%. This 
also represents a large shift from the previous review whereby 
the Fund was slightly overweight to Retail REITs. While the 
current underweight to Industrial REITs represents little change 
from the previous review, Diversified REITs have clearly fallen 
into favour, with the current 1.1% overweight in contrast to the 
underweight of 3.6% during the last review. 
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Process Descriptions

Portfolio Manager/Analyst Interaction

Communication and 
meetings

All members of the team participate in twice-weekly team meetings. In addition to this formal 
interaction, the team is constantly involved in discussion and debate. The team’s central location and 
open-plan office environment contribute to informal discussion and interaction.

Number of analysts The team has two analysts assisting the Fund Managers with their research. Cheng Yeoh has been 
with the team for three years, while Steven Chai was recently added to the team in order to bolster 
the research effort.

Initial Screens

Investible universe The Fund has a broad investable universe, consisting of all constituents of the S&P/ASX 200 A-REIT 
Accumulation Index, including those wholly invested in foreign assets. The Fund is also able to invest 
in A-REITs outside the Index.

Screening process From the broader universe, the Fund will exclude securities that fall outside the mandate, as discussed 
in the rules below. The Fund will also generally exclude stocks that own hotels or which have elevated 
levels of corporate earnings. There is also a broad screen in terms of management quality, with APN 
using its broad research network to assess this point. 

A total of 32 stocks are currently taken through to the detailed evaluation process.

Stock Research

Top-down or bottom-up? The investment style is best described as a bottom-up stock selection process, with a top-down overlay. 
Stocks are selected according to a value and total return framework, while also maintaining an overall 
asset allocation framework based on the type of security and the sector of the property market.

Data Collection APN’s research effort is a bottom-up process, focused on identifying property securities with 
sustainable growth in income streams over a five to seven-year period. The fundamentals of the 
underlying property assets and the quality of management are integral in ensuring a sound income 
stream. Information is drawn from a range of sources, including meetings with company and trust 
executives, property inspections, and analysis of trust and industry data.

While APN creates its own proprietary investment models, cash flows are assembled using consensus 
broker forecasts. APN believes that the depth of analysis available on earnings and dividends means 
that it would be inappropriate to replicate this work, hence the reliance on consensus forecasts. 
Smaller stocks that aren’t well researched by brokers are in fact covered by APN in terms of 
formulating cash flow forecasts. 
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Research methods APN relies on brokers to determine five-year distribution and earnings forecasts for each security, 
and believes that no value is added by conducting the forecast internally. However, the team does 
maintain cash flows internally on the smaller, less well-covered stocks. APN meets with the brokers 
regularly to test out the assumptions used. After collating and removing broker forecasts in which 
APN lacks conviction, a median is determined and used in conjunction with the APN-derived geared 
beta to ascertain a present value of the stock’s income stream. In addition to this, the distribution 
forecasts are also fed into a replication of the LPT Index to forecast index yields. 

The quality of the underlying property assets is assessed through site visits, meetings with asset 
managers, and industry contacts. The factors considered include:

•	 The quality and location of the properties

•	 The financial strength of major tenants

•	 The quality and duration of lease documents

•	 The skills and commitment of the asset management team

•	 Management expertise and experience

Number of company 
meetings annually

APN meets two to four times a year with management of the property companies in which the Fund 
has invested. This will include visits to both domestic and international assets. APN aims to meet with 
operational executives as well as fund managers.

Modelling and valuation

Proprietary modelling APN compiles is own specific DCF-based models for investments in its universe. The Dividend 
Discount Model and AFFO NPVs are applied using consensus broker forecasts, and the CAPM is used 
to determine an appropriate discount rate. 

APN’s proprietary Beta Matrix provides an underlying consistency to the Fund’s modelling of the 
quantitative and qualitative aspects of stocks. Although not a valuation tool in its own right, the 
output of the Beta Matrix is a driver of the Fund’s main discounted cash flow models. 

The Beta Matrix is used to adjust the property fundamentals of a stock. This will often occur on an 
asset-by-asset basis, with a weighted average Beta generated for the Portfolio. The matrix structure 
ensures that this is a uniform process.

As a further adjustment, the Beta output from the matrix may then be geared to reflect APN’s view 
on factors such as management quality, gearing, and corporation-style earnings.

It is important to note that beta adjustments are the point at which APN applies its own assessments 
of a company’s quality and prospects. No adjustments are made to the consensus broker estimates 
of cash flow, which are fed directly into the discounted cash flow models. Therefore, the consistency 
provided by the matrix structure is a key advantage to the Fund.

Valuation methodology APN’s primary valuation metric has historically been discounted cash flow (DCF) and initial yield 
analysis. APN has been more flexible over recent years, and as payout ratios have changed some 
DCF valuation measures have reduced in importance. Accordingly, APN has broadened the valuation 
metrics used, with NAV analysis increasingly applied as a primary valuation tool. 

Adjusted Funds From Operations Net Present Values (AFFO NPVs) is another tool used to derive Net 
Present Value (NPV) based valuations. 

The Sum of the Parts valuations complement the NPV-based valuations to accountant for property 
business income streams such as funds management.

In determining the discount rates to be used, the Capital Asset Pricing Model (CAPM) is utilised. 
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Portfolio Construction

Process Stock selections will be based on the securities that provide the optimal income and value returns, 
as determined during the valuation process, while remaining within the top-down guidelines. Of the 
broader stock selection process, there are three steps to stock selection.

Firstly, from the universe of available investments, the stock selection model identifies those funds 
that satisfy the yield benchmark (index yield multiplied by 110%) over the next five years.

The second step of the stock selection process is to remove those trusts that satisfy the yield 
benchmark, but which are currently trading at a price in excess of the valuations determined. This 
provides a group of trusts from which to establish the Portfolio. The successful trusts will both satisfy 
the benchmark yield and display a purchase price less than their valuation.

Thirdly, the Portfolio can then be expanded using the excess yield capacity to select lower-yielding 
stocks that may represent excellent value, or that may be required to fulfil top-down asset allocation 
requirements.

Portfolio construction is determined by the team during the Tuesday and Thursday meetings. From 
the list of stocks that satisfy the income and value requirements, a top-down overlay will be applied 
to determine the final portfolio allocation. There are two levels to this process.

Security Type: The investment committee determines the level of investment permitted in listed 
trusts, and property debt or hybrid instruments. This decision is based on recommendations from the 
Fund Manager’s analysis of dividend yield, value, and the total returns of individual stocks and the 
property sector as a whole.

Property Sector: The investment committee also provides the Fund Manager with sector allocation 
guidelines based on return expectations. 

Rules The major metrics and guidelines underpinning intended asset allocation are as follows:

Units in listed property trusts or property companies must comprise 90%–100% of the Portfolio

•	 A maximum of 50% of the S&P ASX 300 Property Index exposure to non-Australian-based earnings

•	 A maximum of 80% of the S&P ASX 300 Property Index exposure to corporate earnings

•	 Investments <12.5% of Index weight – The Fund can hold no more than 10% but with Investment 
Committee approval may hold the greater of up to 150% of index weight or 15%

•	 Investments >12.5% of Index weight – The Fund can hold no more than 75% of Index weight but with 
Investment Committee approval may hold up to 150% of index weight up to a maximum of 20%

•	 Investments >25% of Index weight – The Fund can hold no more than 75% of Index weight and 
with Investment Committee approval may hold up to a maximum of 30%

•	 Portfolios should be fully invested, holding a maximum of 10% in Cash or fixed interest

•	 The Fund must be able to sell its holdings in listed investments within 20 normal trading days

•	 A maximum allowable exposure of 5% to APN-related vehicles

•	 A maximum manager exposure of 10% for externally managed entities

In addition to this, sector and geographic allocations are monitored to prevent significant 
overexposure, although no specific limits are in place.

Trading and Implementation

Agents and processes Trading for the Fund is managed by Portfolio Manager Pete Morrissey. In terms of the process, 
Michael Doble will indicate which stocks need to be traded. These stocks will then be actioned, 
taking into account minimum trading levels to minimise transactional costs. Pete Morrissey will then 
initiate trades across the panel of eight brokers used locally. 
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Sell Discipline

Decision process The following key factors across all regions are taken into account when selling down exposures to 
individual stocks.

•	 The level of the premium above ‘fair value’, as determined by the proprietary modelling process 

•	 Overall top-down views on asset allocations

•	 The cost of disposal (transaction and taxation)
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