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In arguably their toughest reporting
season, Australian property com-
panies have written down more than
$14 billion in property values and
most observers expect there is worse
{0 come.

The deteriorating outlook is
reflected in the continuing sell-down
of listed real estate investment
trusts, which fell another 6.1 per
cent yesterday.

UBS analyst John Freedman
expects property values to drop by
up to 30 per cent from their 2007
peak as the capital market upheaval
churns its way through the system.
To date those values have fallen
10 per cent from their peak. In the
six months to December 31 they fell
6.8 per cent on average.

““This has been driven by the lack
of credit, not by supply and demand
fundamentals,”” Mr Freedman said.
““This is not a real estate market
crisis — it’s a credit market crisis.

“You look around the street and
you don’t see massive amounis of
developments under way with no
tenants. This is the big difference
from the 1992 crash.”

The top 19 property trusts in the
S&P/ASX 200 REIT counted for
more than $10.8 billion in devalu-
ations in the past six months, with
an average decline of 6.8 per cent.
Some analysts believe this is a more
realistic result than was expected
from this round of valuations.

Goldman Sachs JBWere analyst
Simon Wheatley estimates cap rates
on average rose 48 basis points over
the past six months, *‘[That] cap rate
movement should have represented
a 6.8 per cent decline in values and
that’s pretty much in line,”” he said.

“The cap rate move is very
transparent. It was good to see the
hit sooner rather than Iater because
the market knew it was coming, We
thought people might have been a
bit lighter in this period — around
5 per cent.”’

Westfield topped the chart with a
£3.3 billion write-down on its US
shopping centre portfolio. Centro
Retail Group showed a decrease of
6.4 per cent over its portfolio. Its
values have fallen 16.2 per cent in
the past 18 months.

By value, the best performer was
CFS Retail Property Trust which
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had a devaluation of only L8 per
cent or $132 million.
CES . Retail

sales evidence,” he said.
that, though, they might find that
cap rates-for regional malls soften
by another 50 basis points.”

Such a decline in values has
pushed gearing out to 40.8 per cent
(excluding Centro Retail) for the
19 REITs and this is expected to
have an impact on the way banks
tighten credit, Commonwealth Bank
chief credit officer Ross Griffiths
said REITS could expect lenders to
ask for more detailed information.

““Falls in property valuations will
see lenders focus even more closely
on cash flow,” he said. ‘“‘Realistic
forecasts which recognise that
income from tenants may be under
stress is expected. Future cash flow
is now even more important than
valuations.”

Mirvac and Valad have seen the

fund - mdnager;j
Michael Gorman expects indepen-
dent valuers’ assessments on-capi- -
talisation rates will remain bearish. |
“‘We'see valuers strugghng to find .
evidence of cap rates given lack of -
“Given .
“riess well it will probably support
‘you,”” Mr Freedman said. ““If you

cﬁange in banks aftitude. Both have

~had reductions in the amount of
‘debt . refinanced. Mirvac had a
“$400 million drop and the cost of its
"main facility went up. It was also hit

when four of its 13 financiers exitad
the. syndicated arrangement. - Al

-four were foreign banks.

-'If your bank knows your busi-

have a syndicate with some foreign
banks it might be a bit harder to

Future cash flow is mow
even more important
than valuations.

renew and if you have CMBS, well,
that market is closed.”

He believes banks were most
concerned with pearing, then
interest coverage. They would then
move deeper into the amount of
debt coming up for renewal in the
next 12 to 24 months.

It was not only property valu-
ations that fell.

More than $3.8 billion in finan-
cial instruments such as bets on
interest rates were written down.
Westfield again led the charge with
%1.3 billion written down because of
its presence in the US,

Westfield is the second-largest US
shopping-mall owner and as the
Australian dollar lost 35 per cent

“against the US doltar after climbing

to its highest level since floating, the
group shipped back a $4.7 billion
gain on the currency movement.

Some weren’t s0 lucky on the
exchange rate. GPT Group — which
closed sharply down at a new low of
27¢ yesterday — lost $545 million on
foreign currency and $839 million in
interest rate hedging.

GPT chief executive Michael
O’Brien said the losses were unreal-
ised. *‘Under AIFRS, the rate vola-
tility flows to the P&L but doesn’t
affect the underlying cash flow of
the business,”” he said.

“The losses are artificial. We
can't actually access the lower
interest rates as spreads have
widened so much, therefore the rates
are probably similar anyway.
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“Qur hedging policy is designed
to provide stability and certainty to
cash flow and the operating income
of the company.

““Hedges provide interest rate and
foreign exchange certainty.”

Shares in GPT, which is seeking a
new chairman and -chief executive,
have almost halved since it unveiled
a $3.25 billion loss Iast Friday.

The sharp sell-down is partly
driven by fears the group will not be
able to exit its offshore property
joint venture with- Babcock &
Brownm, even though loans within the
joint venture are non-recourse.

On Tuesday, UBS downgraded its
rating to neutral, from buy, and
Morgan Stanley has halved the
stock’s target price to 40¢ from 80¢.

One broker said yesterday that
with little equity left in the vehicle,
local institutions were locking to
“‘get out while they can”.

One fund manager described
GPT as “‘a highly leveraged vehicle,
end of story. 1t’s sad.”
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