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INDUSTRIAL SECTOR OUTPERFORMS THANKS TO E-COMMERCE BOOM
10 PER CENT UPLIFT IN A-REIT ASSET VALUES BY YEAR END

BDO PRESENTS THE 24TH EDITION OF THE ANNUAL
BDO A-REIT SURVEY
The S&P/ASX 200 A-REIT Index delivered a total return of
13.2 per cent over the 2018 financial year. The full year result
represented a rebound for the sector, following the negative
6.3 per cent return in 2017. The 2018 result also represented
a recovery within the financial year, returning 9.8 per cent
in the three months to June 2018 after recording a negative
6 per cent return in Q3 2018.
The strong Q4 rebound meant that the A-REIT sector
outperformed the broader market (S&P/ASX 200 Index)
in the final quarter and matched its full year return
(13 per cent).
Early in the year, A-REIT prices were negatively impacted
partly by an uptick in bond yields and volatility in global
share markets. The Q4 recovery can be attributed to a
decline in bond yields, stability and growth in net incomes
and strong revaluations gains.
In 2018, industrial A-REITs were the best performing asset
class, with an overall return of 26 per cent for the year as
the expanding e-commerce and logistics markets drove high
demand for assets and the highest income growth seen in
the sector.

The same e-commerce trends continue to impact the retail
sector, however flagship assets and assets with a weighting
towards non-discretionary retail have had strong reporting
seasons as they diversify and differentiate away from the
online market.
In the office market, assets in the Sydney and Melbourne
markets are benefiting from high occupancy rates and
stable income.

The end of the year saw some significant asset revaluations,
which capped off a 2018 where NTA values increased
9.7 per cent on 2017. The strongest revaluations occurred in
the Commercial and Industrial sectors.
Gearing remains stable for the A-REIT sector, a constant
theme in recent years. A-REITs with lower gearing are trading
at higher premiums to NTA and sector average gearing was
25.9 per cent in 2018.
Despite some macro challenges, with the underlying metrics
of sustainable income, occupancy and asset values remaining
positive, A-REITs remain well placed as the go to defensive
asset for investors.
We thank all those trusts who shared insights into their
performance and the outlook for the A-REIT sector.
SEBASTIAN STEVENS
National Leader, Real Estate & Construction
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KEY FINDINGS
IN 2018

A-REIT SECTOR RETURN
The S&P/ASX A-REIT 200 Index returned 13.2 per cent over FY2018, matching the performance of the broader market.
The result represented a late recovery for the sector after underperforming the general market over the first nine months of
the year.
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INDIVIDUAL SECTOR PERFORMANCE
The industrial sector was the strongest performer with a 26 per cent total return over the 12 month period to June. The retail
sector was the next strongest sector with a 14.1 per cent return.

2018 SECTOR RETURNS
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Industrial
The industrial sector benefited from the continued growth
in the online retail environment, this is particularly evident
for logistics assets. The supply of industrial land for logistics
is still limited and this is driving increases in NTA and higher
rental yield for industrial A-REITs. Industrial assets are
also benefiting from longer lease terms as manufacturers,
distribution companies and retailers require stability in their
supply chain.
This year, three industrial A-REITs ranked in the top of
our survey (Centuria, Industria and National Storage).
For Centuria and Industria, both REITs are benefiting from
high quality industrial assets that service large urban
population logistics.
As online commerce continues to grow, the growth of asset
value and yield can only be expected to continue for the
Industrial sector.
Retail
As the growth in online retail has worked to fuel the
industrial REITs, the same trend has continued to impact
the retail sector. Our previous survey discussed the poor
performance of retail A-REITs in 2017, as the threat of
increased online sales saw a sell down of retail stocks,
even while the fundamentals of earnings and asset values
remained strong for flagship assets.

In 2018, the continued threat and growth of online sales
has driven a continued poor performance for non-flagship
assets (regional and high street retail).
Flagship assets performed well in 2018, with rising asset
valuations and strong earning fundamentals. This has likely
been driven by the ability of these assets to differentiate
from the online experience.
Overall, the sector has rebounded in 2018 after a huge
sell off in 2017, likely as investors begin to recognise the
strength of higher grade retail assets.
Office
The office sector, particularly in the Sydney and Melbourne
markets, enjoyed strong income growth and favourable
vacancy rates. Income growth comes from contracted
annual increases for the majority of office sector A-REITs.
With low vacancy rates in the larger markets likely to
continue, office A-REITs should continue to benefit from
smooth earnings growth.
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VALUATION MOVEMENTS AND NTA
2018 saw a rise in NTA premiums as market capitalisations
and total returns rebounded, while further asset gains were a
theme in the sector.
A-REIT NTA values increased 9.7 per cent across the sector
in FY18, driven by strong commercial and industrial assets
and punctuated by some significant revaluations in Q4 with
Investa Office Fund and Dexus both announcing revaluation
gains of $316 million and $1.1 billion respectively.
As at June 2018, the sector was trading at an average
premium to NTA of c.23 per cent.
Positive asset revaluations in recent years have narrowed the
premium to NTA that the sector has enjoyed since 2017.
The decline in premium to NTA has been fuelled by:
XX A sustained decline in capitalisation rates due to increased
competition for assets and the positive impact of the low
interest rate environment
XX

Market capitalisations that have been hit by increases
in bond yields and external downward pressures on the
share market.
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01 ALE PROPERTY GROUP
Key highlights of this financial year include:

24.5 PER CENT TOTAL RETURN

A fourth consecutive year for ALE Property Group in the top
three of the BDO A-REIT Survey. The owner of Australia’s
largest portfolio of freehold pub properties with 86 pub
properties across Australia.

PROPERTY VALUES INCREASED BY
5 PER CENT TO C$1,136 MILLION
NET ASSETS 5.8 PER CENT YEAR ON
YEAR TO $620.1 MILLION

02 RURAL FUNDS GROUP
Key highlights of this financial year include:

INCREASE IN NTA PER UNIT FROM
$1.41 TO $1.48
10.3 CENTS PER UNIT DISTRIBUTION
20 PER CENT TOTAL RETURN

Rural Funds Group (RFF) is a unique Australian real estate
investment trust engaged in leasing of agricultural properties
and equipment. The Company is engaged in leasing almond
orchards, macadamia orchards, poultry property and
infrastructure, vineyards, agricultural plant and equipment
and water rights leased to experienced tenants on long
term leases.
This is the third year in a row that RFF has ranked in the top
three in the BDO A-REIT Survey.
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03 CROMWELL PROPERTY GROUP
Key highlights of this financial year include:

$125 MILLION UPLIFT IN FAIR VALUE
OF INVESTMENT PROPERTIES.
8 PER CENT INCREASE IN NTA
PER UNIT

Cromwell is a Real Estate Investment Trust and a property
fund manager of commercial properties throughout
Australia. Cromwell has total assets under management of
$11.5 billion across Australia, New Zealand and Europe.

28 PER CENT TOTAL RETURN
8.34 CENTS DISTRIBUTION PER UNIT

04 CENTURIA INDUSTRIAL REIT
Key highlights of this financial year include:

8.9 PER CENT INCREASE IN NTA
TO $2.56 PER UNIT
STATUTORY PROFIT INCREASED
95 PER CENT FROM $50.8 MILLION
TO 98.9 MILLION
TOTAL RETURN 12.4 PER CENT

Centuria Industrial REIT (CIP) owns a portfolio of
37 industrial assets located in key metropolitan locations
in Australia. CIP’s portfolio is valued at c.$1 billion
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05 CONVENIENCE RETAIL REIT
Key highlights of this financial year include:

DURING FY2018, CRR REVALUED 44
OF ITS PROPERTIES RESULTING IN A
$12.8 MILLION VALUATION UPLIFT

Convenience Retail REIT (CRR) wholly owns a portfolio
of 69 service station and convenience retail assets in
Australia, with assets totalling c.$340 million. CRR listed
on 27 July 2017. CRR benefits from long term leases and
97 per cent of its portfolio derives income directly from
major service station tenants.

18.5 CENTS PER SECURITY
DISTRIBUTION

06 BLACKWALL PROPERTY FUND
Key highlights of this financial year include:

10 PER CENT TOTAL RETURN
30 PER CENT INCREASE IN NTA
PER UNIT

Blackwall Property Fund operates subsidiaries involved in
workspace networks earning income from desk leasing in
Australasia and property fund and asset management.
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07 INDUSTRIA REIT
Key highlights of this financial year include:

ASSET REVALUATION UPLIFT OF
$20.2 MILLION

Industria REIT owns a portfolio of 24 industrial and business
park assets across Sydney, Melbourne, Brisbane and Adelaide,
valued at c.$687 million.

5 PER CENT INCREASE IN NTA
PER UNIT
16.5 CENTS PER SECURITY
DISTRIBUTION
23 PER CENT TOTAL RETURN
Image courtesy of Industria REIT

08 CHARTER HALL GROUP
Key highlights of this financial year include:

25 PER CENT TOTAL RETURN
6 PER CENT INCREASE IN NTA
PER UNIT
31.8 CENTS DISTRIBUTION PER UNIT

Charter Hall Group (CHC) invests in high quality office, retail
and industrial spaces with a large presence of corporate and
government tenants.
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09

SHOPPING CENTRES AUSTRALIA
PROPERTY GROUP

Key highlights of this financial year include:

13.9 CENTS DISTRIBUTION PER UNIT
FAIR VALUE UPLIFT OF $74.1 MILLION

Shopping Centres Australia (SCA) Property Group owns a
diversified shopping centres portfolio valued at c.$2.5 billion.
The portfolio largely comprises convenience based
neighbourhood centres with a strong weighting to the
non‑discretionary retail segment.

18 PER CENT TOTAL RETURN

10 NATIONAL STORAGE REIT
Key highlights of this financial year include:

13 PER CENT INCREASE IN NTA PER
SECURITY TO $1.51
9.6 CENTS PER SECURITY
DISTRIBUTION
16 PER CENT TOTAL RETURN

National Storage REIT (NSR) is an internally managed owner
and operator of self-storage centres.
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A-REIT INSIGHTS
WE ARE PROUD TO PRESENT VALUABLE INSIGHTS
FROM THE SENIOR MANAGEMENT OF SOME OF THE
TOP PERFORMING A-REITS IN THIS YEAR’S SURVEY.
THE FOLLOWING INSIGHTS FROM A-REIT MANAGERS
PROVIDE A VALUABLE UNDERSTANDING OF HOW THE
INDUSTRY IS APPROACHING SECTOR CHALLENGES
AND THEIR OUTLOOK FOR THE SECTOR.
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ALE PROPERTY GROUP
Andrew Wilkinson, Managing Director
What will have the greater influence on the Australian
REIT market in the next 12–24 months, macro factors
such as bond yields, or underlying fundamentals of
REIT assets?
Underlying fundamentals of higher quality A-REITs will shine
through when they have taken pre-emptive steps to put in
place longer term interest rate hedging across a large amount
of their debt. The underlying fundamentals of well-located
property with long term leases to strong tenants are expected
to continue to perform well for A-REITs and their investors.
What are the biggest operational factors for your
REIT currently?
The largest operational focus for ALE at present is the
completion of the rent review. All other aspects of the
operations are business as usual.
What is the biggest current challenge facing your REIT and
the wider sector?
Biggest focus for ALE is to maximise the rent review
outcomes. The biggest challenges facing the wider sector
include tougher retail conditions, the risk of rising base
interest rates and softening demand for secondary quality
real estate.
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INDUSTRIA REIT
Alex Abell, Fund Manager
What will have the greater influence on the Australian
REIT market in the next 12–24 months, macro factors
such as bond yields, or underlying fundamentals of
REIT assets?
The impact of bond yields on underlying value can be
overplayed. Rising bond yields typically imply a stronger
economy that often results in lower vacancy and higher
rental growth, key inputs used to determine underlying
value. However a flow-on impact of rising bond yields, in
addition to the revelations from the Royal Commission, will
likely reduce the availability and increase the cost of funding
from the major banks and we believe this may lead to more
attractive investment opportunities coming to market in
future periods.

What are the biggest operational factors for your
REIT currently?
Our focus on improving client engagement across our
commercial and industrial properties remains a key priority
for us. The more we can understand the operational and
strategic needs of our clients, the better we can adapt our
offering to their business whilst at the same time improving
our income and reducing our risk profile. Downtime is a
significant hidden cost in real estate, and our client focus is
targeted at minimising downtime and maximising returns
through the cycle.
What is the biggest current challenge facing your REIT and
the wider sector?
Asset price growth has been very strong over the past
3–4 years, and there continues to be good equity support
for growth initiatives. As a result we believe unrealistic
assumptions are being used to justify acquisitions and fund
growth based on short term metrics. Our challenge will be to
continue to remain disciplined, and preserving and growing
the capital base without taking on excessive risk.

Image courtesy of Industria REIT
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RURAL FUNDS GROUP
James Powell, General Manager – Investor Relations
and Marketing
What will have the greater influence on the Australian
REIT market in the next 12–24 months, macro factors
such as bond yields, or underlying fundamentals of
REIT assets?
We don’t believe bond yields will have the greatest influence
on the Rural Funds Group (RFF) over the next 12–24months
when compared to underlying fundamentals. Historically,
increasing interest rates have actually been positively
correlated to the value of agricultural property. This can
be demonstrated from over 120 years of data from the US
and 40 years from Australia. To explain this relationship
simply, rising inflation is calculated, in part, from a basket
of agricultural commodities. Rising agricultural commodity
prices should translate into higher profits from farms which
will therefore trade at higher values. Provided that rising
bond yields are linked to inflation this should not be negative
for RFF asset values. From an income perspective, RFF is also
well protected through indexation in our leases, many of
which are CPI based.
Farm profitability is the largest determinant of farm property
values. On RFF assets, profitability drivers are for example,
carrying capacity for cattle properties. These are able to be
improved through simple development strategies. Many
developments like these are occurring within RFF over the
next 12–24 months. These are likely to have the greatest
influence on our portfolio both from a valuation perspective,
and in time, income growth.

What are the biggest operational factors for your
REIT currently?
Some Australian agricultural sectors have had returns
bid‑down as a consequence of increased institutional
investment. This has resulted in RFM not pursuing
acquisitions in certain sectors, for the time being. However,
as RFM is a manager with multi-sector operating experience,
we are able to shift our attention to sectors which currently
exhibit the most attractive projected IRR for our unitholders.
What is the biggest current challenge facing your REIT and
the wider sector?
Managing growth. RFF has conducted five equity raises over
the five years it has been listed. Unitholder funds raised are
used to acquire or develop farms to generate income. RFM as
manager of RFF, works actively with our lessees with regard
to any development and therefore this part of our business
has grown significantly. Whilst this growth is a challenge to
manage, developing farms to their greatest potential is in our
DNA, and therefore something we take great pleasure and
pride in doing.
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From our engagement with senior executives of top
performing A-REITs in the FY2018 survey, we have identified
key challenges and issues that A-REITs face in the short to
medium term.
Capital management and finding inorganic growth
In an environment where gearing is amongst the lowest seen
in the sector in 10 years and interest rates remain low, capital
management and the way in which managers will seek to
allocate excess capacity is a major challenge to the sector.
For some A-REITs, share buy backs may be a worthy use of
capital and a show of confidence in underlying assets. For
other A-REITs, there may be a temptation to look for growth
through riskier assets or non-core developments. In either
case, the way excess capital and gearing capacity is handled
by managers will be an interesting subplot as we approach
the next reporting season.
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Macro headwinds
The A-REIT sector will be challenged by macro headwinds
including bond yields and the impact of global trade politics,
whilst there is no clearly identifiable tailwind that is likely to
impact the broader sector.
Overall bond yields seem to be the biggest threat to total
returns in the sector.
Future rises in bond yields can impact A-REITs via increases
in the discount rate used by asset valuers. Higher bond yields
can also increase the cost of debt.
We note that industry insiders have commented to BDO
that current A-REIT pricing and cap rates have factored in
narrowing of the premium of A-REIT yields over bonds and
2018 once again proved that movement in bond yields can
rapidly impact prices. When global bond yields increased,
A-REIT prices declined. Conversely, a decline in various bond
yields in Q4 played a big role in the recovery of the index to
match the broader market for the full year. Distribution yields
now hover around the long term premium above bond yields.

Low interest rates have been a significant tailwind for the
sector since the GFC recovery. As Australia moves into
a more buoyant economy and likely interest rate rises,
there will be a knock on impact to the earnings of A-REITs.
However, with average debt terms above 5 years across the
sector, A-REITs are currently well insulated against interest
rate rises. In general, the low interest rate environment
continues to support the earnings and attractiveness of
the sector.
The silver lining for A-REITs should interest rates and bond
yields increase is accelerated rental growth, and outside of
the short term, history of the market has shown that the
underlying asset performance is a more significant influence
on investor return than competing yields.
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METHOD OF RANKING
1 EXPLANATION OF CRITERIA AND RANKING

XX

A brief explanation of each criteria used to rank REITs in the
2018 Survey is provided below.

Operating Cash Yield on Average Net Assets
Calculated by dividing operating cashflow (including interest
expense); by the average of opening and closing net assets for
the period.

XX

XX

Premium/Discount to NTA
Calculated by subtracting the average of NTA per Security
(being opening NTA plus closing NTA divided by two) from
the average ASX price per Security, and dividing this by
the average NTA per Security.
We have ranked entities trading at a premium to NTA as
having the highest ranking in this criteria.

Total Return
This measure, over both the one year and three years
to 30 June 2018, records both the income return (i.e.
distributions) and capital appreciation (i.e. movement in
ASX price).

Movement in NTA Per Security

In all cases the financial year end of the entity has been used,
except for 31 December year ends where we have used NTA
from the 30 June 2017 and 2018 half year reports.

Distribution Return on Investment

Where accounts have been prepared for a period of less
than one year, the distribution has been annualised.

XX

Where an entity was listed during the year, BDO has
assessed the opening NTA as being equal to the issue price.

Where accounts have been prepared for a period of less than
one year, the operating cash measure has been annualised.

Calculated by dividing the distribution per Security paid
for the entity’s financial year by the average ASX price
of the Security through the year. The average ASX price
is calculated on a daily closing price basis, with prices
sourced from Bloomberg.

The percentage of the total annual distribution from each
entity which is tax deferred.

Calculated by assessing the percentage increase (or decrease)
in NTA per Security over the entities’ financial year by using
the opening and closing figures for NTA per Security.

The financial year end of the entity has been used in all cases,
except for 31 December entities where 30 June 2018 figures
have been sourced from half year reports.

XX

1.2 Investment Criteria

Where this information was not disclosed in the annual
report, BDO attempted to obtain the detail required from
other sources.

1.1 Financial Criteria
XX

Tax Deferred Distribution Component

Information sourced from the ASX has been used to
compile this criterion.
XX

Volume of Trading on ASX (Liquidity)
This liquidity measure is expressed as a percentage, and
is calculated by dividing the total volume of Securities
traded in each entity for the year ended 30 June 2018 by
the weighted average total number of Securities on issue.
This provides an indication of relative liquidity, irrespective
of entity size.
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1.3 Method of Ranking
A total score of 100 (maximum) has been used, comprising
65 points for financial criteria and 35 points for Investment
criteria. In determining the final rankings the scores on
each component were aggregated (not the rankings) such
that that relative performances within each criterion are
maintained in determining the overall rankings.
XX

Financial Criteria
The tests used in the financial criteria and assigned
weightings are as follows.
FINANCIAL CRITERIA

In each of the above tests the scores were scaled so that the
top performer in each test received the maximum available
score for that criterion. Rankings were then assigned based
on the scaled scores.
XX

Investment Criteria
The tests used in the investment criteria and assigned
weightings are as follows.
INVESTMENT CRITERIA

SCORE
2018

Total Return (One Year)

20

SCORE

Total Return (Three Year)

10

2018

Volume of Trading on ASX

5

PERFECT SCORE

35

Operating Cash Yield (on net assets)

15

Distribution Yield

10

Tax Deferred Distribution Percentage

10

Movement in NTA

15

Premium/Discount to NTA

15

PERFECT SCORE

65

The above tests have been ranked using a variable
points system for each test, based on the number and
importance of aspects taken into account. In each of the
tests the scores were scaled so that the top performer
in each test received the maximum available score for
that criterion. Rankings were then assigned based on the
scaled scores.

XX

Median Results
For an entity which could not be scored equitably in a
particular criteria, due to its recent listing, the unique
nature of an entity’s activities, or lack of available
information for the relevant criteria, that entity was
allocated a median result for the purpose of ranking.
This ranking was then weighted and scored as usual.
For all such instances ‘N/A’ appears in the result column
for the individual criteria tables.

1300 138 991
www.bdo.com.au

Distinctively different - it’s how we see you

NEW SOUTH WALES

This publication has been carefully prepared, but it has been written in general terms
and should be seen as broad guidance only. The publication cannot be relied upon
to cover specific situations and you should not act, or refrain from acting, upon the
information contained therein without obtaining specific professional advice. Please
contact the BDO member firms in Australia to discuss these matters in the context
of your particular circumstances. BDO Australia Ltd and each BDO member firm in
Australia, their partners and/or directors, employees and agents do not accept or
assume any liability or duty of care for any loss arising from any action taken or not
taken by anyone in reliance on the information in this publication or for any decision
based on it.

NORTHERN TERRITORY
QUEENSLAND
SOUTH AUSTRALIA
TASMANIA
VICTORIA
WESTERN AUSTRALIA

AUDIT • TAX • ADVISORY

BDO refers to one or more of the independent member firms of BDO International
Ltd, a UK company limited by guarantee. Each BDO member firm in Australia is a
separate legal entity and has no liability for another entity’s acts and omissions.
Liability limited by a scheme approved under Professional Standards Legislation other
than for the acts or omissions of financial services licensees.
BDO is the brand name for the BDO network and for each of the BDO member firms.
© 2018 BDO Australia Ltd. All rights reserved.

