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“Why ‘Back to Basics’ is the new mantra in the
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Downturn — not that bad?
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Global cycle — Australia holding up?

Annual total return as % of peak
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Distressed asset sales — surprisingly low

¢ Banks have not forced sales this time around
¢ Australian real estate market held up better than UK & US

¢ Bank focus was getting borrowers to re-capitalise early
¢ REITs lead charge - $12bn in re-capitalisations
¢ Unlisted funds — still have issues - re-caps more difficult

¢ LTV loan covenants have been breached in many cases
¢ But banks have focused on cashflow and debt servicing ratios

¢ Expect banks to move more assets off books as market recovers
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Asset values — near the bottom?

¢ Low transaction volumes since GFC started
¢ Only one regional retail centre sold — 1/6th of Highpoint - 6% cap rate

¢ Only one office building >40,000 sq.m. — 15 William St, Melbourne — 8.8% cap
rate

¢ Change in sentiment — sellers now pulling assets off market
¢ Banks have not flooded the market with forced sales
¢ Economic recovery — assisting real estate recovery

¢ Further re-pricing correction between prime and secondary
¢ Secondary asset values to remain under pressure
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Debt remains expensive
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Capital raisings — at what price?

REITs — discount to pro-forma NTA
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REIT pricing — back in the game?

LPT/REIT sector premium/discount NTA %
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Surviving the future

Issues going forward
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Issues the Industry must address

"That's where you're wrong!
It is rocket science."

Back to basics — Investors want:

¢ less and better mgt of leverage
¢ focus on sustainable income

¢ sustainable payout ratios

¢ simpler structures

¢ greater transparency

¢ changes to fee structures and
greater alignment

¢ independent oversight
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Issues the Industry must address

Public perception & trust

¢ Industry needs to win back investors

¢ We've let many investors down — especially
retirees

¢ Managers must remember investors come first

¢ Need clear and transparent message — no
surprises

¢ Some manager brands are damaged, some
terminally

“This is what we call a ‘true to label’ issue...A-REITs engaged in much more risky activities than was
realised... these are lessons that must be taken on board”
Jeremy Cooper, Deputy Chairman, ASIC, 11/03/09
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Issues the Industry must address

Good old-fashioned asset management — the
key to generating alpha

¢  Real estate markets inefficient — take advantage

¢ Ensure assets are being operated on the most efficient
and economical basis

¢ Maintain an appropriate tenant mix with the goal of
maximising rental revenue and managing risk exposure

¢  Foster exceptional tenant relationships

¢  Refurbishment, re-positioning or redevelop existing
assets

Performance driven by skill rather than just market movement
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Issues the Industry must address

A-REIT debt expiries by type: 2009 - 2013
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Issues the Industry must address

REITs vs direct — ongoing debate?

¢ Industry must support both forms of investment

¢  REITs will return to more historical long-term
performance

¢  REITs will continue to be used as liquid form of
real estate

¢ Short-term pricing arbitrage between REITs and
direct property will continue — driven by lag in
direct property valuations

¢  For many investors — both will have a place in
their portfolio
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The next cycle?

What rules must we remember?

¢ Capital flows at certain times in the cycle will
overwhelm real estate fundamentals

¢  Property survives on equity and debt capital —
but a balance is needed

¢  Risk matters — allocating capital efficiently is
about paying attention to relative value — are
you being properly compensated for the risk
being taken on?
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PCA Blueprint

Blueprint

for the Property Investment Industry

Property Eounc members have deveioped 2 Blueprint for the Property Investment

Industry.

The goals that guide the Blueprint were developed at a workshop of senior property

executives held in Aprit 2009.

The draft Blueprint was discussed at the Capital Markets Leaders Summit
Canberra in June 2009

The six paint plan of action arase from the Summit deliberations.
The Blueprint envisages 2 future where:
1. Property would be a distinct asset class

2. Property would be a magnet for stable equity and debt flows

1% held in

3, The property asset class would be domestically and internationally relevant,

competitive and attractive

. The property asset class would be a trusted, safe and reliable investmerit choice

Property wauld be subject to fair taxes and rational regutation

The property asset class wowld offer a diverse menu of investment cholices

Property would be as attractor of talent - the best and the brightest

. Property would be underpinned by sArong underlying user temand

9. The property asset class would be socially and eavironmentally responsible
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Conclusion

Equity Real Estate
Partners 17



Conclusion

¢ Worst behind us in Australian real estate market - cautious optimism prevails

¢ Investors will support listed and unlisted real estate funds that offer:
Quality management with clear investment strategy

Lower and better management of leverage

Sustainable income with appropriate pay-out ratios

Simpler structures

Greater transparency

Greater alignment of fees based on management and performance

® 6 & o o o

Independent oversight

¢ The industry is responding and will adapt
¢ REITs are getting house in order
+ Listed and unlisted managers are looking to restructure and become more transparent
¢ PCA’s BluePrint for Property Investment Industry step in right direction

¢ There will be winners and losers
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This paper has been published for information purposes only. The information contained in this paper is of a general nature only and does not
constitute financial product advice. This presentation has been prepared without taking account of any person's objectives, financial situation
or needs. Because of that, each person should, before acting on this presentation, consider its appropriateness, having regard to their own
objectives, financial situation and needs. You should consult a professional investment adviser before making any decision regarding a
financial product.

The views and opinions expressed in this paper are those of the author and do not necessarily reflect the views or opinions of Equity Real
Estate Partners Pty Limited ABN 93 138 110 826. In preparing this paper the author has relied upon and assumed, without independent
verification, the accuracy and completeness of all information available from public sources or which has otherwise been reviewed in
preparation of the paper. The information contained in this paper is current as at the date of this paper and is subject to change without
notice. Past performance is not an indicator of future performance.

Neither Equity Real Estate Partners Pty Limited nor any of its associates, related entities or directors, give any warranty as to the accuracy,
reliability or completeness of the information contained in this paper. Except insofar as liability under any statute cannot be excluded, Equity
Real Estate Partners Pty Limited and its associates, related entities, directors, employees and consultants do not accept any liability for any
loss or damage (whether direct, indirect, consequential or otherwise) arising from the use of this paper.

If a product managed by Equity Real Estate Partners Pty Limited is acquired, Equity Real Estate Partners Pty Limited and its associates and
related entities may receive fees and other benefits. The author of this paper does not receive commissions or remuneration from
transactions involving the financial products mentioned in this paper.

Equity Real Estate Partners
T:+612 9026 0428
WWW.equityrep.com.au
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