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Australian Real-Estate Investment Trusts (A-REITs)

A-REITs were trading above net assets prior to covid in January 2020.
With the advent of covid, there were dramatic price falls with some
A-REITs falling by almost half. While a deal of this was due to the fear
of a Spanish flu like epidemic and with some just cause in the early
stages, over time it became clear that the vaccines would work and
the A-REITs have recovered in varying amounts.

Industrial property

Industrial property fell in-line with listed property trusts generally during the first quarter of calendar
2020, but over time the realisation became that industrial property would be a beneficiary of covid.
With China closed, many businesses experienced stock shortages and delays. We moved from “just in
time” to “just in case” or “not at any time”. The resulting behaviour was for businesses to order stock
from multiple suppliers and multiple countries because it was unknown when stock would arrive.
Shipping was constrained and freight prices soared dramatically. Shipping costs which were previously
under $5000 per container traded at over $20,000 per container.

In the fullness of time, the stock arrived. Some orders were never filled, but most were and so this
resulted in higher levels of stock held by Australian businesses. Where to store it? The answer was in
industrial sheds. This means that the vacancy rate in industrial sheds in Australia has been under 1%
in many parts of the country. One listed industrial property trust reported on the 28™ of May 2024
that rent increases were 50% on the 11% of the portfolio that matured during the period. The portfolio
is 30% under leased i.e. as those leases expire in the future, material increases in rents are anticipated.
Further almost no businesses have moved, as there is nowhere to move to. These dramatic increases
in rent still leave Australia materially below the industrial rents that are paid by international
businesses in the USA and UK.

Offsetting these rent increases will be the increase in interest costs. Several property trusts were able
to hedge their interest costs at around 2% during covid. Interest costs have already increased to 3.5%
and as the hedging comes off, it might be expected over several years that interest costs could increase
as high as 6%. Industrial property remains the sweet spot in the A-REITs, although the market has
recognised this with some better recoveries in listed prices of industrial A-REITs.

Shopping centres

Shopping centres were initially the worst performing sector, as no one was allowed to visit shopping
centres during the first 12 months of covid. As soon as the covid restrictions were lifted, families
tentatively made their way back to shopping centres. Nowadays, the food halls are busy with families
and shoppers have returned so that foot traffic is high, although consumers have been reluctant
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spenders since April 2023. Westfield for example, now known as Scentre Group, fell from $4 in January
2020 to $1.60 in March 2020. The stock has recovered a good portion of that fall and is again paying
a yield of 5.22%. There has been reasonable performance in the re-leasing of shops in shopping
centres with modest rent increases, despite the fact that we all see shops that are vacant. Shopping
centres have some barriers to entry in that it is difficult to find plots of land sufficiently large as
Indooroopilly or Carindale and so by dint of the rezoning laws and other restrictions, shopping centres
have some attractive attributes for owners of A-REITs.

Office trusts

Office trusts were ultimately the sector which suffered the greatest falls during covid. As firms were
restricted from attending CBDs and working from home became an accepted norm, businesses
adapted to increase the percentage of workers who could work from home (WFH) from 10/20% to
80%+. In some businesses such as IT, WFH has remained the norm. However for many businesses,
employers have been keen for employees to return to the office to allow for training, collaboration
and productivity improvements. This is an ongoing debate. What is even more difficult is to
understand the changes in the space requirements, which different businesses will require going
forward. Certainly more meeting rooms and collaborative spaces are required where employees only
work in the office say 3 or 4 out of 5 days. Looking at the difference between A-REITs market prices
and net assets, the office sector remains with the largest difference. The physical sales of office
properties fell to low levels post covid and it has been difficult to gage the extent of the falls. However,
in the Sydney CBD, there was a suggestion that market prices have fallen say 12% whereas the falls in
A-REITs listed prices were in some cases up to 40%. Even today, a number of the A-REITs in the office
sector are trading at discounts as high as 30% to net assets.

Capitalisation

A-REITs have been revising down their net assets to reflect the higher interest rates and consequent
capitalisation rates. If a building has $1m in rent, then at a capitalisation rate of 10% the building is
worth $1/.1=510m. If the capitalisation rate applied is 5%, the building is worth $1m/.05=520m. It can
be seen building valuations are highly sensitive to changes in capitalisation rates.

During covid interest rates including the 10-year interest rates which are used to value shares,
property and other longer term assets fell to record lows. These falls continued the trend since the
global financial crises in 2007. Covid continued this trend and 10 year rates fell below 1%. Such low
rates were unsustainable and rates are now normalising in the 4.5-5% bracket. Reflecting these
increases in interest rates, there has been some reductions in net assets reported by A-REITs. It may
be this trend has a little further to go; such that is suggested one reduces the reported net assets by
10-15%. In a number of cases, this leaves a good margin of safety between current listed prices for A-
REITs and net assets as restated.

Summary

In summary, the listed property trusts sector or A-REITs as they are known suffered dramatic falls
during the covid period. We are now seeing useful recovery in those prices with the A-REITs index up
well over 10% financial year to date. While the opportunities across the three major sectors of
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industrial, shopping centres (retail) and office vary and within those sectors, different A-REITs have
different debt and property attributes, A-REITs offer some useful risk adjusted returns for investors.

Burrell have prepared a schedule showing the various discounts noted above which is available to
clients upon request.

Happy Investing,

Chris Burrell
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Disclaimer & Disclosure: Burrell Stockbroking Pty Ltd and its associate’s state that they and/or their
families or companies or trusts may have an interest in the securities mentioned in this report and
do receive commissions or fees from the sale or purchase of securities mentioned therein. Burrell
Stockbroking and its associates also state that the comments are intended to provide information to
our clients exclusively and reflects our view on the securities concerned and does not take account
of the appropriateness of the recommendation for any particular client who should obtain specific
professional advice from his or her Burrell Stockbroking Pty Ltd advisor on the suitability of the
recommendation. Whilst we believe that the statements herein are based on accurate and reliable
information, no warranty is given to its accuracy and completeness and Burrell Stockbroking Pty Ltd,
its Directors and employees do not accept any liability for any loss arising as a result of a person
acting thereon.

This document contains general securities advice only. In accordance with Section 949A of the
Corporations Act, in preparing this document, Burrell Stockbroking did not take into account the
investment objectives, financial situation and particular needs ('relevant personal circumstances') of
any particular person. Accordingly, before acting on any advice contained in this document you
should assess whether the advice is appropriate in the light of your own relevant personal
circumstances or contact your Burrell Stockbroking advisor. If the advice relates to the acquisition, or
possible acquisition, of a particular financial product, you should obtain a Product Disclosure
Statement relating to the product and consider the Statement before making any decision about
whether to acquire the product.

Burrell Stockbroking Pty Ltd (ABN 82 088 958 481), a Participant of the ASX Group and the NSX.
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