
  

KEY STATISTICS  
as at 30 June 2017 

Status Open 
Fund Maturity Open Ended 
Investments Primarily A-REITS 
Investment Horizon 3-5 years 
Distribution  
frequency 

Quarterly 

Fund Inception Date October 2005 
Pricing Daily 
Buy/Sell Spread 0.25%/0.25% 
Total MER 0.95% up to $50m 

Then 0.85% > $50m 

ARSN 116 193 563 
APIR Code COL0001AU 

 
PLATFORMS 

BT Wrap 

Macquarie Wrap Solutions 

Netwealth 

Powerwrap 

Symetry 

HUB24 

TOP 5 ACTIVE OVERWEIGHTS  
(by Portfolio Weight) 

Rural Funds  

APN Property Group 

Centuria Metro REIT 

Eureka Group Holding 

Folkestone Education Trust 

MARKET REVIEW 

Global equities closed marginally higher in 

June, with the Dow Jones and the S&P500 

reaching all-time highs before selling off 

towards the end of the month as bond yields 

rallied in a response to a less stimulus policy 

stance by several central banks. 

The US Fed raised rates by 25 basis points 

to a range of 1.0% to 1.25%. Despite low 

inflation, the Fed cited continued economic 

growth and improving labour market 

conditions as justification for the second rate 

increase in three months. The market now 

expects a further rate rise by year end and 

three further hikes in 2018.  As a result, the 

US yield curve steepened with a 0.92% yield 

spread between US 2-year and US 10-year 

bonds. 

Meanwhile, the Australian yield curve 

flattened over the month, as the Reserve 

Bank left rates unchanged at 1.5% in June. 

Minutes from the RBA meeting reiterated its 

ongoing confidence that the economy will 

pick up gradually in the coming quarters, 

despite market concerns that household 

consumption remains subdued due to low 

wages growth and high levels of household 

debt. 

For the month of June, the S&P/ASX 300  

A-REIT Accumulation Index returned -4.5% 

underperforming the equities market by 

4.7% 

After outperforming in FY15 and FY16, the 

 

S&P/ASX 300 A-REIT Accumulation Index 

returned -5.6% in FY17 significantly 

underperforming the S&P/ASX 300 

Accumulation Index which delivered +13.8% 

(Figure 1). 

Rising bond yields and the poor 

performance of the larger retail A-REITs 

weighted heavily on the A-REIT sector in the 

past year. 

Over the course of FY17, bond yields rose 

60 basis points from 2.0% to 2.6%, and as a 

result, defensive sectors that are perceived 

as bond proxies like A-REITs, utilities and 

infrastructure, were sold off as investors 

rotated into more cyclical sectors of the 

market.   

The retail A-REIT subsector was a drag on 

the Index, returning - 16.2% for the year. 

Investor concerns over patchy retail 

spending as well as increasing competition 

from online retailing and Amazonôs 

impending entry into Australia, saw the three 

largest retail landlords, Scentre Group (-

13.9%), Westfield Corporation (-22.0%) and 

Vicinity Centres (-17.7%), which comprise 

approximately 39% of the index, post 

negative total returns for the year. 

It wasnôt all doom and gloom, with four  

A-REIT subsectors - Healthcare (+15.6%), 

Industrial (+12.0%), Office (+9.2%) and 

Diversified (+1.1%) - posting positive returns 

in FY17. The only other key subsector to 

post a negative return in the year was 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

FOLKESTONE MAXIM A-REIT SECURITIES FUND 

JUNE 2017 REPORT 

  Fund Performance to 30 June 2017 

Folkestone Maxim A-REIT  
Securities Fund 

June 2017  
% 

3 Months  
% 

1 Year  
% p.a. 

3 Years  
% p.a. 

5 Years  
% p.a. 

7 Years  
% p.a. 

10 Years  
% p.a. 

Since Inception 
% p.a.* 

Growth Return -2.52 -1.75 -4.02 +9.96 +9.51 +8.33 -0.88 +0.79 

Income Return +0.69 +0.70 +4.51 +5.09 +6.46 +5.39 +2.43 +3.72 

Total Return (After Fees but Before Tax)** -1.83 -1.05 +0.49 +15.05 +15.97 +13.72 +1.55 +4.51 

S&P/ASX 300 A-REIT Accumulation Index -4.51 -3.05 -5.64 +12.21 +14.24 +12.54 -0.08 +3.10 

Value Add +2.68 +2.00 +6.13 +2.84 +1.73 +1.18 +1.63 +1.41 
 

   *Fund inception date October 2005. **Please note the Fundôs management fee was reduced on 16 May 2014.  The Fundôs after fees but before tax performance only reflects the new management fee from this date. 



  

Specialised A-REITs with a return of -2.3%. 

The Healthcare sector was boosted by 

Arena REIT which returned 19.8% for the 

year.  

The Industrial sector also performed 

strongly driven by increased demand for 

distribution space from online retailing and 

Amazonôs anticipated entry.  Key performers 

included Goodman Group (GMG +14.5%) 

and Industria REIT (IDR +15.2%). 

Improving fundamentals in the Sydney and 

Melbourne office markets, with limited 

supply and stock withdrawals (particularly in 

Sydney), pushed vacancies to below 5.0% 

and rents higher. GDI Property (GDI 

+25.0%) and Dexus (DXS +10.1%) were the 

best performing office A-REITs over the 

year. 

In local currency terms, Hong Kong (25.0%) 

was the best performing global REIT market 

in FY17, followed by Singapore (17.4%) and 

the United Kingdom (9.8%). Australia  

(-5.6%) and the US (-1.1%) were the only 

major A-REIT markets to produce negative 

total returns. (Figure 2). 

ACTIVITY 

Capital raisings were back on the agenda in 

June, with three A-REITs tapping the market 

for capital.  

Dexus (DXS) announced a $500m equity 

raising to fund the acquisition of a 25% stake 

in MLC Centre, Sydney from QIC for $361m 

on an initial yield of 4.5% and 100% stake of 

100 Harris St, Sydney for $328m on an initial 

yield of 5.3%.  DXS also announced it had 

entered into a joint venture agreement with 

Commercial & General to establish a new 

wholesale unlisted healthcare fund.   

It is worth pointing out that the Dexus 

acquisition of a 25% share of the MLC 

Centre was sold at a 27% premium to what 

GPT effectively held its interest in the 

building.  

Viva Energy REIT (VVR) raised $80m to 

acquire eight service stations at an average 

cap rate of 5.6% and 10.8 year WALE. 

Rural Funds Group (RFF), one of the best 

performing A-REITs in FY17 (+28.0%), 

raised $78m through a rights entitlement to 

initially reduce gearing pending future 

acquisitions. 

MERGERS & ACQUISITIONS 

On 28 June 2017, 360 Capital Group (TGP) 

who owns 19.9% of Asia Pacific Data 

Centres (AJD), requisitioned a meeting of 

AJD security holders to consider resolutions 

to remove AJDôs responsible entity and 

replace it with a nominee of 360 Capital.  

A unitholdersô meeting is set for 28 July 

2017. The market now awaits a response 

from AJD, although media reports suggest 

other suitors may make a bid for AJD. 

The outcome of the Investa Office Fundôs 

(IOF) ownership remained unresolved at 

year end. After a protracted battle, firstly with 

Dexus Group 18 months ago, and more 

recently with the failure of IOF to convince its 

unitholders to support acquiring a 50% 

interest in the Investa management 

platform, investors are now left pondering 

whether Cromwell Property (CMW) will 

make a long anticipated bid or if they donôt, 

what will they do with their 9.8% stake in 

IOF. 

SECTOR VALUATION 

At the end of June, the A-REIT sector was 

trading at a FY17 estimated distribution yield 

of 5.2% representing a 261 bps premium to 

10-year bonds and a 350 bps premium to 

90-day bank bills. 

The A-REIT sector was trading at a premium 

to NTA of 19% compared to the long-term 

average of 15%. 

The sectorôs look-through gearing currently 

stands at an acceptable 29%.   

FUND PERFORMANCE REPORT 

For the month of June 2017, the Fund 

returned -1.83% (on an After Fees but 

Before Tax basis) outperforming the Fundôs 

Benchmark (S&P/ASX 300 A-REIT 

Accumulation Index) by +2.68%. 

Positive contributions to returns in June 

2017 came from the Fundôs zero weightings 

in Goodman Group (GMG -5.9%) and 

Stockland Group (SGP -4.6%) and 

overweight positions in Rural Funds Group 

(RFF +4.5%) and Centuria Metropolitan 

REIT (CMA +5.5%).   

Detracting from returns, included overweight 

exposures to Eureka Group Holdings (EGH 

-6.3%) and Viva Energy REIT (VVR -5.8%). 

For the 12 months to 30 June 2017, the 

Fund returned +0.49% (After Fees but 

Before Tax) significantly outperforming the 

Benchmark return of -5.64%. 

The significant outperformance of +6.13% 

by the Fund relative to the Index in FY17, 

can be attributed to the Fundôs high 

conviction active process, which saw it hold 

a significant underweight in the retail A-

REITs and an overweight to specialised A-

REITs and  

non-Index   real   estate   related   securities 

(see breakout box on next page).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 

 

Source: IRESS 
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Figure 1: A-REIT vs. Equity Performance:  
12 months to 30 June 2017 

 
 
 
 
 

 

Source: UBS, returns in local currencies 
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Figure 2: Global REIT Performance: 
to June 2017 

 
 
 
 
 

 

Source: IRESS 
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The three top contributors to the Fundôs 

performance over the year were: 

¶ an overweight position in Rural Funds 

Group (RFF +28.0%) - continued strong 

demand for agriculture commodities, the 

attractive long term 15+ year leases and 

its strong earnings growth outlook, saw 

RFF post the best return of the 31  

A-REITs in the S&P/ASX300 A-REIT 

Index; 

¶ an underweight position in Scentre 

Group (SCG -13.9%) - slowing sales 

reflecting a weak retail environment, 

ongoing store closures and continued 

competition from online retailing and 

concerns about Amazonôs impending 

entry into the Australian market weighted 

heavily on SCG; and 

¶ an overweight position in Folkestone 

Education Trust (FET +10.1%) ï 

continued demand for childcare coupled 

with its strong development pipeline, 

resulted in a solid return for the year. 

Detractors from the FY17 performance 

included an overweight exposure to Eureka 

Group Holdings (EGH -9.7%) and Carindale 

Property Trust (CDP -8.9%). 

At the end of June 2017, the Fundôs 

investments comprised 17 ASX listed real 

estate securities totalling 97.5% of the 

portfolio, of which nine of these securities 

were constituents of the S&P/ASX 300  

A-REIT Index, whilst the remaining eight 

securities were Ex-Index securities. 

Unlisted securities comprised 0.1% of the 

Fundôs portfolio and the remaining 2.4% was 

held in cash/liquid investments. 

A June 2017 Quarter distribution of 0.5903 

cents per Unit (paid to investors on 10 July 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2017), took total distributions for the 2017 

financial year to 3.9070 cents per Unit. 

OUTLOOK 

The upcoming FY17 year-end reporting 

season will likely be one of the most 

dissected in many years.  

The focus for the office A-REITs will be 

whether the low vacancy rates in Sydney 

and Melbourne translate into earnings 

upgrades and given the recent strong cap 

rate compression, can cap rates go even 

lower, driving further increases in values and 

NTAs. Also, the market will be watching 

whether managers continue to reposition 

their portfolios by taking advantage of the 

strong investor market to dispose of  

non-core assets. 

For retail, the focus will be on how the retail 

A-REITs plan to remain competitive and 

drive sales growth. A key will be how they 

plan to reposition their centres as destination 

centres and to offer more lifestyle and food 

services to compete with online retailing and 

new market entrants such as Amazon.  

Industrial A-REITs are expected to provide 

an upbeat assessment of the industrial 

market with on-going demand for quality 

distribution centres from both tenants and 

investors expected to underpin the sector in 

the year ahead.  

Given two key diversified A-REITs are 

exposed to the residential sector  

(Stockland ï land and Mirvac ï apartments) 

the key focus will be on whether the recent 

macro prudential tightening and rising 

household debt levels will impact on their 

residential earnings in the year ahead. 

The Specialised A-REIT sectors such as 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Healthcare, Agriculture, Childcare and Data 

Centres should continue to perform well, 

given the underlying demand and supply 

fundamentals of these sectors remain 

strong. 

The balance sheets and gearing levels for 

most of the A-REITs are the best they have 

been in more than 10 years. The balance 

sheets have clearly benefited from more 

conservative debt management strategies, 

cap rate compression (pushing values 

higher), non-core asset sales and more 

sustainable payout ratios. 

We are forecasting a total return range of 

6.0% to 8.0% for FY18.  Should M&A activity 

become a feature, returns in excess of 

10.0% could possibly be achieved. 

Looking forward, with the RBAôs stance of 

maintaining a lower for longer interest rate 

environment, the A-REIT sectorôs dividend 

yield spread should continue to remain 

attractive, particularly if the RBA is forced to 

cut rates in an effort to stimulate the 

economy. 

However, the A-REIT sector, like the utilities 

and infrastructure sectors, has been highly 

sensitive to movements in the long end of 

the yield curve i.e. 10 year bonds. A-REITs 

could come under further pressure if bond 

yields rise significantly through FY18. 

We continue to favour those A-REITs with 

exposure to the social infrastructure and 

specialised property sub-sectors, selected 

real estate developers and managers that 

have growing funds management platforms, 

and those securities with quality 

management and relative attractive yields 

that have the ability to actively manage their 

portfolios to drive income growth in the year 

ahead. 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

The Folkestone Maxim A-REIT Securities Fund has a high conviction, active investment strategy where ASX listed real 
estate securities are selected, and a portfolio built on individual merit and not by benchmark weights, thereby avoiding a 
portfolio that ñhugsò the Index. 

This process, which requires an understanding of the drivers of each of the real estate  
sub-sectors and the factors that drive the operating performance of individual listed real estate securities (our universe 
comprises 55 securities not just the 31 A-REITs in the Index), has consistently generated outperformance relative to the 
S&P/ASX300 A-REIT Index (Index). The Fund has outperformed the Index on an after fees, pre-tax basis at 30 June 2017 
by 6.1% over one year, 2.8% over three years, 1.7% over 5 years and 1.4% since inception (October 2005). 

We believe that the S&P/ASX300 A-REIT Index is fundamentally flawed, given the top eight A-REITs comprise 78% of the 
Index, the retail sub-sector is over represented relative to the direct market at 45.0% by market capitalisation and more than 
50.0% at the asset level and there are only 31 A-REITs in the Index, limiting the universe of A-REITs with which to have 
exposure to. 

Despite a growing pool of capital flowing into passive Index strategies, which may not be an efficient allocation of capital 
given the flaws in the Index, we maintain our commitment by aiming to deliver higher risk adjusted returns to our Investors 
by implementing a high conviction, active management investment process. 

A HIGH CONVICTION INVESTMENT PROCESS THAT  AIMS TO GENERATE ALPHA 




