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BAck IN (THE) BLAck 
UNLISTEd PROPERTy AS PART OF A PROPERLy 
dIvERSIFIEd PORTFOLIO: wHAT AdvISERS 
SHOULd BE TELLING THEIR cLIENTS
John McBain

Summary
Many investors need to add growth to their portfolios after the GFC 
retreat but, in a risk averse and edgy environment, are unsure how to 
reliably achieve it.

Unlisted property is making a comeback and is looking particu-
larly attractive given lacklustre equity returns and the opportunities 
in the broader economy and certain pockets in the property market.

Barriers and perception problems may be preventing advisers and 
their clients from considering unlisted property as part of their port-
folios.

However, many of the underlying structural and cultural issues 
that adversely affected this asset class and its investors are being re-
solved.

Ten-year performance data shows that unlisted property contin-
ues to offer leading performance and low volatility – it’s just a matter 
of choosing the right fund.

why unlisted property?
With much of the GFC dust settled, it’s time for many investors to 
move out of their defensive positions into something more growth 
oriented.

However, that’s often easier said than done. Investors who have 
already been burned are twice shy and for advisers who have felt their 
pain, suggesting that clients consider changing their allocations to 
better meet their long term needs can be a major ask.

Even a couple of years down the track the investment environment 
is still shaped by risk aversion and wildly swaying sentiment – along 

with the knowledge that no sector escaped unscathed and the estab-
lished ‘rules’ of investing seemed no longer to apply. The so-called 
‘uncorrelated’ asset classes of bonds and shares plummeted hand in 
hand. Property values, too, tumbled. 

In unlisted property in particular, the GFC experience for some 
investors was – and in too many cases remains – particularly tough, 
as they dealt with the cruel hat-trick of frozen funds, dramatically 
reduced fund values and not the remotest prospect of a dividend to 
help the medicine go down.

For those reasons, unlisted property is a sector that’s come under 
close scrutiny.

It’s scrutiny that has been needed, given the unprofessional and 
unethical practices of some operators (note that the same applies to 
plenty outside unlisted property, too).

The good news is that today, those operators are either already out 
of the game or, in our view, soon will be.

More good news is that this scrutiny has also confirmed unlisted 
property as one of the few true growth assets, and enabled the devel-
opment of some clear solutions to some of the sector’s underlying issues. 

In this paper we state the case for the inclusion of quality unlisted 
property in the portfolio, and list some of the hallmarks to help iden-
tify ‘quality’. We take a look at the new shape of the market, the con-
ditions that we expect in the short to medium term and what advisers 
can be telling their clients about unlisted property right now. 

Importantly, we also outline solutions for some of the fundamental 
flaws in the way unlisted property has been managed in this country 
in recent times – flaws that have contributed to its difficulties. These 
solutions focus on investor rights and are already being put into prac-
tice in our own unlisted property funds.

John McBain, centuria capital

John McBain is chief executive of Centuria Capital and a 
founding director and major shareholder in boutique funds 
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and acquired by Over Fifty Group in July 2006. 
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In short, we offer insight into what advisers can expect from un-
listed property into the future, including some perspectives from 
advisers. We also suggest some questions you can ask if looking to 
invest in unlisted property.

Unlisted property post GFc 
The new landscape: consolidation and much, much more
In the 10 years or so to 2007 values surged, credit was easy to come 
by and, generally speaking, it was difficult to ‘lose’ in unlisted prop-
erty – or a host of other investments, for that matter. As at 2006, 
according to Property Investment Research there were some $21.6 
billion unlisted property funds on offer, spread across around 30 dif-
ferent managers. 

As we all know, almost overnight the landscape changed – albeit 
that the change was years in the making. Inflated valuations went 
backwards, fast. Vacancies surged, gearing levels spiralled to peril-
ous heights but, with credit frozen, many property funds became 
locked in limbo – no term finance, no tenants, no funds for capital 
improvements and no buyers.

Clearly, something had to give – and it has. In the years since the 
worst of the GFC there’s been a massive shift in the unlisted prop-
erty sector. As one would expect, there has been continuing con-
solidation, with many smaller funds broken up, sold off or subsumed 
into larger entities. As at 2011 there are only three or four large active 
unlisted fund managers that have survived and are still serious con-
tendors in the market.

However, the changes have gone beyond consolidation. Realising 
that in the absence of once-in-a-lifetime boom conditions, manage-
ment of large scale, syndicated property assets is a specialised field, 
the better funds have become the province of appropriately qualified 
and experienced property investment experts.

The features that characterised the more dubious operators: ex-
cessive gearing, inflated valuations, hazy governance and the con-
sequent fast and loose fee structures and other questionable dispo-
sitions of investor funds are also on their way out – albeit not fast 
enough.

But certainly it is happening – and as a consequence, investors 
can begin to approach the unlisted property landscape with a higher 
level of confidence than ever before. Credit providers will not sup-
port over-geared acquisitions, nor will they entertain allocation of 
scarce credit allocations for dubious managers.

In today’s better funds, all the elements that have traditionally 
stood unlisted property in good stead: strong returns, low volatility, 
strong counter-cyclical characteristics – still remain.

Further, we would suggest that these characteristics, coupled with 
those of the current broader market, clearly warrant strong consid-
eration by advisers and investors looking to gain genuine diversifica-
tion in their portfolios.

The hard facts
Performance and volatility: listed versus unlisted property 
10-year returns
Syndicated property investment options provide the investor with 
access to high value, high quality properties with strong capital 
growth potential and the ability to attract and retain quality, long 
term tenants. It’s well recognised that, broadly, such options offer in-
vestors better security and returns than investing directly in smaller 

properties – especially as the management side, which can be time 
consuming and problematic, is taken care of.

The two favoured vehicles for investors looking to spread risk by 
investing in syndicated property have typically been either listed 
property funds or trusts – also known as LPTs or AREITs – or their 
unlisted counterparts.

When it comes to listed vehicles, however, some issues have be-
come apparent, both from a portfolio construction perspective and 
when considering returns. 

On the portfolio construction side, over the years it has become 
apparent that, as an asset class, listed property in fact behaves like 
equities – to the point where many commentators now class LPTs 
as such. In tracking the market and the index alongside the equities 
in the portfolio they thus provide no real diversification should the 
share market begin to slide, as recent performance figures show.

The second issue is volatility of returns, which in the case of listed 
property is far higher than unlisted. As an example, the listed prop-
erty index fell 76% through the worst of the GFC. High volatility 
means that total returns can be greatly diminished by poor timing 
of purchases and sales by investors who make decisions driven by 
strong sentiment – as we have seen in the current market.

So, while in the case of listed property an investor might have the 
perceived benefit of lower liquidity risk, other risks such as correla-
tion with a volatile sentiment driven index, with a poorly performing 
index may well countervail it.

The performance of unlisted property, on the other hand, while 
to an extent is reliant on the broader property market, it is also de-
pendent on two more rational and controllable factors: the quality 
of the underlying core assets and, just as critical, the quality of its 
management. It is thus far less volatile and, historically, has offered 
much steadier returns than its unlisted counterpart, as the chart on 
the following page 30 shows. See graph 1.

Unaligned to an index, the right unlisted vehicle can offer investors 
the benefit of genuine diversification throughout the investment cycle.

what about the portfolio?
Unlisted property in the portfolio: growth and protection 
Having looked at the performance of unlisted against listed property 
funds, it’s now necessary to look at its performance against other 
asset classes.

According to the Atchison Consultants ‘ADPIA Investment Re-
port – 10 Year Analysis to June 2009’, which examined the perfor-
mance and other characteristics of direct (syndicated unlisted un-
geared) property, direct property has provided the highest levels of 
income and among the lowest volatility of income returns when com-
pared against Australian shares, overseas shares, residential prop-
erty, listed property, Australian fixed interest, Australian cash and 
managed funds.

Clearly, the level of gearing concerned will have significant bear-
ing on overall risk and performance. We have already mentioned the 
new, more conservative approach to gearing in the quality end of 
the sector. 

The report’s conclusion in relation to its findings on direct prop-
erty’s returns said: “High and sustainable income has considerable 
attraction for investors who seek consistent absolute returns. The 
prospect of sustainable pension payments received by investors in 
retirement is significantly enhanced.”
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Graph 2 direct property within a balanced (60% growth asset) portfolio

In terms of downside, the report reinforced 
what many already know: that property repre-
sents relatively low downside risk exposure due 
to its inherent bias toward enhanced preserva-
tion of capital. Because it does not lend itself to 
quick disposition during short term negative 
movement in markets, it is to an extent insulated 
against poor short term decision making by in-
vestors.  

According to the Atchison Consultants re-
port: “Over the past 10 years, stability of prop-
erty returns is highlighted when the measure of 
maximum drawdown is used. This reflects the 
measure from the peak of markets to the trough 
on a quarterly basis and shows that property loss 
has been relatively low.”

Further, and importantly from a portfolio 
perspective, the Report found that: “Evidence 
is clear that the inclusion of direct property in 
diversified investment portfolios can greatly en-
hance the prospect of avoiding negative annual 
returns in the portfolio.”

When applied to the portfolio, the operation 
of unlisted property clearly demonstrates these 
qualities, as graph 2 shows.

Overall, the Atchison Consultants report con-
cluded not only that direct property can reduce 
negative annual returns in diversified portfolios, 
but that investors may be better served by in-
creasing their allocations:

“The study shows that investors should be 
increasing property allocations from 5%/10% 
to 20% in balanced, growth and high growth 
portfolios. When negative returns are reduced 
it is less likely the investors will take inappropri-
ate defensive investment decisions as a response 
and will focus on longer term objectives.”

The current market 
Buying in on the cycle
Even if we do accept that there is a role for un-
listed property in the portfolio, there may still 
be some uncertainty among investors about cur-
rent market conditions and whether now is the 
time to move into, or increase an allocation in, 
unlisted property.

For a number of reasons, we think the answer 
to this question is “yes”. This is due to a com-
bination of macro factors, the characteristics of 
the Australian property market in general and, 
more particularly, the existence of pockets of 
clear opportunity. 

As far as Australian and global economic fac-
tors are concerned, despite the bumps in the 
road these are overall positive. Growth in many 
regions is continuing strongly, with demand for 
Australian resources and related export com-

Source: ADPIA Investment Report 10 Year Analysis to June 2009 Part A – 
Property, by Atchison Consultants.

Graph 1 
comparison of 10 yr returns from listed and unlisted property funds

Australian Managed Funds (A-REITS) Australian Managed Funds (Unlisted and Direct Property)

Year

 Proportion direct  Probability negative 
 property (%) annual return (%)*

 5.0 24.8

 10.0 21.3

 15.0 17.5

 20.0 13.6

 25.0 9.6

 30.0 6.0

 35.0 3.0

 40.0 1.1

 45.0 0.3

 50.0 0.0

* When included in a 
balanced (60% growth 
asset) portfolio, direct 
property would have 
greatly reduced the 
prospect of a negative 
annual return.
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Graph 4 National Office vacancy

modities strong. The outlook is likely to remain posi-
tive while growth and demand stay on foot.

The Australian equities market has developed 
into a ‘two-tier’ market with, on the one hand, a sig-
nificant reliance on resource stocks to drive profit 
growth and industrial stocks which are struggling 
from profit downgrades driven by a strong currency, 
rising interest rates and weak consumer spending.  
The resources sector is enjoying high commodity 
prices while being impacted by concerns that global 
growth is slowing and, potentially, a new carbon tax 
regime, and the overall market worried about signifi-
cant global credit concerns. It is unsurprising that 
the ASX300 is constrained within a sub 5000 band 
– equity investors are wary.

As for the property market, valuations are low – in 
our view close to the bottom of the cycle with prices 
at levels we’ve not seen in 15 years. The recent pe-
riod of over-valuation and increasing vacancies has 
been reversed, especially in certain critical pockets, 
where demand for quality office space is growing. 
This demand is fuelled in part by local conditions, 
for example in certain areas the resources boom and 
its knock on effect of demand for support services – 
Brisbane being a case in point.

See Graph 3.
See Graph 4.
Overarching these positives is the prospect of 

strong inflows as investors are nervous in a lacklus-
tre share market, and seek better returns and lower 
volatility elsewhere. Already, we are seeing significant 
inflows which are likely to stimulate the market and 
enable funds to provide very appealing offers as credit 
pressures ease.

what to buy
The advisers’ view:  
“It’s all about the management”
Having established the importance of unlisted prop-
erty and that now is a good time to buy, investors then 
need to make a decision about which funds to invest in. 

And, according to advisers we consulted in the 
course of putting together this paper, all things being 
equal, the difference between the success and failure of 
a fund is down to the skill and experience of the man-
ager – a view with which we agree.

This applies both to the physical selection of the 
assets and their ongoing management of the assets 
– how well they are maintained, developed and/or 
marketed, along with the negotiation of tenancy 
agreements and so on; and to the way the fund is 
actually structured and run – which we cover in the 
next section. 

John Slater, Managing Director of Riviera Capi-
tal, says:
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Graph 3. Performance across core property sectors
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“Fundamentally, in our view there are only two classes of growth assets – shares 
and property. For those, i.e. most people, who are unable to buy a commercial 
property on their own, in essence there are two ways to obtain commercial prop-
erty exposure, Listed Property Trusts (LPTs or AREITS as they are increasingly 
known) whose units trade on the ASX – and unlisted property, which is mostly 
where a group of investors pool their capital to form a syndicate to purchase prop-
erty.

“These investment vehicles have different return characteristics. With unlisted 
property you actually receive the returns from the underlying asset, not whatever 
returns are determined by the market sentiment on the day, as is the case with 
LPTs.

“The other thing we recognise when looking for the right vehicle is that investors 
or advisers are unlikely to have the level of expertise of a specialist property invest-
ment manager. So to a large extent, in identifying an appropriate unlisted property 
vehicle the experience, bona fides and abilities of the manager are as important as 
the selection of the property.
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“If we learned anything in the GFC it is that the integrity of the 
manager and its ability to deal with challenges and adversity that 
counts. Anyone can manage and do well in the good times – it is how 
they manage under pressure that is the test.”

Peter Williams, Senior Adviser from Prescott Securities, says:
“In our view, unlisted property syndicates tend to offer an investor 

access to larger properties with better quality tenants than they could 
afford by purchasing direct property, and there could be more reli-
able returns than investing in listed property shares.

“Certainly there is a trade off in terms of liquidity – or lack of 
liquidity with unlisted property – however there are real compensa-
tions for this because in the unlisted space you tend to get a more 
reliable income and better tax treatment. Couple this with potential 
for real capital growth over time and this can be a very appealing 
investment.

“For us, the choice of investment vehicle will then come down 
to the experience of the manager and an alignment of principles – 
things like avoiding excessive gearing, having strong governance, a 
robust structure that takes advantage of the tax treatments available 
– all the other features that go with a serious, professional manager. 
In a complex field why would we engage anyone who wasn’t an ex-
pert?”

Hallmarks of quality
Ten questions to ask your fund manager - Safeguarding 
investor rights
At the outset of this paper we mentioned the pressing need for solu-
tions to some of the fundamental flaws in the management of unlist-
ed property investments in this country. When it is clear that quality 
of management is a key differentiator between funds, this need be-
comes even more urgent.

These are issues such as excessive and unfair fees, lack of investor 
control over the management of the fund to the point that even bla-
tantly incompetent (and in some cases worse) managers are almost 
impossible to unseat, ‘poison-pill‘ provisions, lack of manager trans-
parency, to name a few.

Already in our own funds we have made some considerable chang-
es to address these problems. It is our belief that doing so is the next 
step in the major shake-out the sector is now experiencing. Once 
practices have been changed to ensure that investor rights are at the 
centre of the management model, we believe that the sector will be 
able to deliver investors the full degree of its considerable potential.

In this context, and in consultation with advisers, we offer the follow-
ing list of questions that advisers or investors can ask to help determine 
exactly what a quality unlisted property fund manager looks like.

1  Are you a hands-on manager? 
 Managers with direct contact and control over all aspects of the 

asset will do the best job. This includes the nuts and bolts of ten-
ancy management, oversight of maintenance and development, 
control of supplier arrangements and so on. Managers that out-
source core functions are likely to be costing you more, and do 
not have the level of oversight that their fees warrant. 

2  If I am unhappy with its performance, how easy is to 
remove the manager?

 In most funds, under the Corporations Act, the support of 50% 
of all units held is required to remove the Responsible Entity. 
This is an onerously high bar in reality and can lead to situations 
where an incumbent remains. For example in a situation where 
80% or more unit holders who do vote, want to vote the manager 
out – if this does not reach a 50% hurdle of the total register the 
vote to replace the manager is unsuccessful. We suggest that a 
35% hurdle is much fairer.

3  If unseated, will the manager be ‘rewarded’ with payment 
despite no longer managing the fund – a.k.a. via ‘poison 
pill’ provisions? 

 Many funds have ‘poison pill’ provisions which require the rel-
evant fund to pay the Responsible Entity, even if the Responsible 
Entity is removed by a vote of investors prior to the end of a fund.

 The poison pill provision remains a feature of the unlisted prop-
erty landscape despite its patent inequality. It is our view that no 
reputable fund should have poison pill provisions.

4  If you charge performance fees, are there clear guidelines 
about when the fee will be charged and do they entail a 
meaningful level of performance?

 Performance fees are generally paid to managers as an incentive 
to maximise the sales proceeds of a property.

 This is a historically grey area in which funds have been able to 
charge fees even with very low performance. Look for a fund 
with a very clearly defined benchmark before the performance 
fee will be triggered, after various other costs have been taken 
out. 

5  If I invest my funds with you, can I count on recovering my 
funds at a certain date? what guarantees and certainty 
do I have should I want to liquidate my asset?

 This is a significant unlisted bugbear. All investors should be 
aware that there are limited opportunities to liquidate the invest-
ment inside the stated terms. That said, the terms need to be 
clear so an investor knows the potential maximum duration of 
the investment and, beyond a nominated term, a unanimous de-
cision of investors should be required to extend it. 

6  will your fund communicate regularly with investors to 
keep them informed about happenings at the fund and its 
assets?

 While there are certainly minimum investor communication 
requirements relating to managed investment property schemes 
(and other) investments, a good manager will report above and 
beyond those requirements to ensure investors are constantly in 
the loop. The best kind of communication there is, is knowing 
you can pick up the phone and touch base with the manager in 
person. Look for a fund that offers a variety of communication 
channels. As well as the regular newsletters or mail updates, look 
for open line call-in days, teleconferencing opportunities and 
open online communication.
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7   what is your performance track record? 
 We all know that past performance doesn’t guarantee future per-

formance but it is certainly a help in assessing a manager’s ability 
to deal with not only the good times, but the hard times, such as 
the GFC.

8   can you explain the selection process you use for your 
assets?

 Look for a clear strong underlying logic and discipline of execu-
tion in the asset selection process that demonstrates a fund man-
ager is working to a defined investment philosophy. Leaping on a 
selection of random ‘bargains’ is unlikely to yield good long-term 
results. 

9   does your fund have a clear exit strategy?
 If I stay in the fund for its term, can I be sure of when and how 

I,or my clients, will exit the fund? Are there any situations in 
which this will not happen and, if so, what are they? 

10   does your management team have a personal stake in 
the fund?

 There is nothing like ‘skin in the game’ to let you know how 
committed a manager is and how much of their time and effort 
is going into making good decisions on behalf of investors. Feel 
free to ask this question – the answers may surprise you. fs

Co-authored by Jason Huljich, chief executive of Centuria Property Funds,  (formerly Century Funds Management) 
and an executive director of the Centuria Capital Board. Huljich currently sits on the National Executive Committee of 
the Australian Direct Property Investment Association (ADPIA). 
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