resolutio

real estate securities solutions

RESOLUTION CAPITAL CORE PLUS PROPERTY
SECURITIES FUND

DECEMBER 2009
QUARTERLY INVESTMENT REPORT



resolutionCAPITAL

AUSTRALIAN REAL ESTA TE SECURITIES

Fund Performance

The Resolution Capital Core Plus PropertySecurities Fund outperformed the S&P/ASX
300 AREIT Accumulation Index by 121 basis points for quarter endedDecember2009

Period Ending 31 December200%

Since

Quarter % 6 Month¥ 1 Year % Inceptiorf %

Fund -3.78 22.95 13.30 -16.33
Benchmark -4.99 24.26 9.56 -22.10
Difference 1.21 -1.31 3.74 5.77

*Returns are expressed after deducting investment management costs.
#30 September 2008

Resolution Capital Core Plus Property Securities Fund Unit Price

Entry Exit
30 September 2009 $0.7927  $0.7879
31 December 2009 $0.7585  $0.7539
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Market Performance

Market Overview

Quarterly
31 December 30 September Accumulation
2009 2009 Return
S&P/ASX 300AREIT Accumulation Index
Property 19,306 20,320 -5.0%
S&P/ASX 300 Index 33,916 32,810 3.4%
UBS Global Investors Index AUD 857 838 2.3%
UBS Global Investors Index AUD (Hedged) 973 926 5.1%
10 Year Bonds 5.72% 5.44%
90 Day Bills 4.15% 3.39%
AUD/USD $0.8973 $0.8826 1.7%
Commentary

The S&P/ASX 300A-REIT Accumulation hdexproduced a total return e6.0%for the quarter

ended 31 December 2009. The Global listed securitised real estate investment benchmark, th
UBS Investors Accumulation (Hedged) Index, generated a total return of 5.1%. Given the
negative performancend prevailing mood in the Maraduarter, astonishingly calendar 2009
produced a positive total return 27.4% for the global benchmark. In comparison the S&P/ASX
300A-REIT Accumulation index produced a calendar year total return lgf®6% highlighting

the damage done by poor capital management combinedisiith Australian interest rates and

the impact of the appreciation of the A$ which places pressure on the value of its offshore
i nvest ment s, not abl WWestiiedldse of the sector s

The underlying mood of global REIT markets in the December quarter was less cautious if not
one of growing confidence. Nevertheless, while global REITs have very little direct exposure to
Dubai, the nervous reaction during the quarter todub Wor | dés debt refin
that markets remain sensitive to the thought of more negativeutafiom the financial crisis and

the longer term ramifications of government stimulus packages.

The shadow cast over the real estate investmearket by the sizableommercialmortgage
backed scurities CMBS) maturities in 2012012 remains but is slowly dissipating thanks to the
stabilisation of asset values, government initiatives (for example the US Troubled Asset Relief
Program or TARP) andecognition that REITs will serve as a takeout solution as evidenced by
their ability to raise equity throughout 2009. Furthermore, we believe banks are growing more
confident in dealing with some problem loans that have not been yet been widely paiblicise

Real Estate Operating Conditions

Whilst real estate operating conditions are not uniform across global markets, it is fair to say that
as a consequence of the economic upheaval created by the Anglo Saxon Financial Crisis overa
current operating conditions and the short term earningspeots remain challenging for the
REIT industry. Largely thanks to tenant contraction, vacancy rates are above 7% in many
commercial property markets which is generally considered to be an equilibrium level in most
western real estate markets. Hence rentsnany markets remain under pressure, a point
acknowledged by most REIT managers.
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Vacancy rates across property markets are generally elelbatedmairbelow previous peaks in

the cycle. Economies appear to be stabilising, if not recovering, potatimgproved prospects

for tenant demand. On the flipside, as we have repeatedly stressed throughout previous quarterl
reports, development construction supply is generally low. As the chart below highlights this is
particularly the case in the US.

US Commercial Property Construction Activity

Annualized Aggregate Construction Starts, July 1996 to November 2009
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Source: U.S. Census Bureau, Economy.com, and Citi Investment Research and Analysis

As a consequence of the weak operating conditions, tougher credit conditions and sticky
construction costs, it is unlikely that the supply picture will change materially in the current year.
To justify developrent, values need to rise considerably (through a combination of increasing
rents and/or firming cap rates). This bodes well for rent growth in the medium term.

As thefollowing pie chars highlight, two sectors dominate real estate and REIT marketts|
and office. Hence we will focus oauomments in this report on these two sectors.
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Sector Splits ASX 300 Underlying Geographic
A-REITs Exposure ASX300
A-REITs
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Considering the impact of the financial crisis particularly on the banking and finance sector,
including the collapse of several maforancialinstitutions,office marketsare not as bad as one
might have expected. This is evidenced by the fact thatnegceates in many major office
markets are likely to peak at levels below the peaks of the previous downturn (in most cases pos
the dot com crash of 2062004) as illustrated in the chart below.
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We attribute this situation to the relative lack of supply in most markets and more disciplined pre
crisis tenant expansion. This is in sharp contrast with the buoyant conditions prior to tH#2003
down turn when optimism in the technology, media anect@hmunications industry witnessed
tenants leasing space in addition to their existing needs in expectation of future growth.

An ongoing issue of growing importance in property, particularly for office buildings, is the
increasing tenant requirements fenergy efficient environmentally friendly accommodation.
This shift is likely to increase the rate of obsolescence for older buildings requiring major refits or
demolition thereby placing pressure on prospective IRRs for older stock.
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Green Rent: The Fimncial Performance of Green
Office Buildings in the USA

Green Buildings Control Buildings

Sample Size 694 7,488
Asking Rent ($/sq ft) 29.84 28.14
Standard Deviation % 12.98 15.60
Occupancy Rate % 89.12 81.53
Effective Rent*($/sq ft) 26.83 23.51
Sale Price ($/sq ft) 289.22 248.89

*Effective rent equals asking rent multiplied by occupancy rate
Source: Royal Institute of Chartered Surveyors
Financial Standard Vol 7, Dec 09

Retail propertyprovides a particularly interesting set of challenges thanks to changing consumer
spending patterns including a more frugal shopper, particularly in North America and the UK. As
we have discussed in previous reports, tenants in US malls and power aesteaperiencing
unprecedented falls in sales. It should be noted that this is from the inflated consumer spending
binge levels recorded between 2003 and 2007. Although retailers selling directly via the internet
places competitive pressure on malls, waam heartened by the fact that physical shop space
remains key to |l eading retailerds strategie
strategy). Highly productive fortress malls are likely to continue to win market share causing
further clesures of second tier centres which in tshtrould further increase their dominance.

This pattern was seen during the last US recession when several lower quality malls were closet
and converted to alternate uses.

Whilst the current environment is a cleaigje, it is nevertheless a particularly exciting time for
US retail property management and leading malls in particular in terms of tehar®nce the
domain of department stores and-agale fashion, leading US malls are evolving to reflect
changing speding patterns and consumer preferences:

- Budget Afdi sposabl eo fashion (perhaps t h
increasingly prominent. Names such as Old Navy, Target, Forever 21, Aeropostale and
H&M areamong the thriving retailers in the mall mix underlining the ability of malls to
adapt.

- Nonfashion related offers are also becoming prominent. For example,
electronics/technology retailers such as Apple have become a major powerhouse of the
mall landscpe, generating enormous sales and strong foot traffic. In some cases they are
performing more strongly than the traditional department store anchors. This has
encouraged others to follow suit such as Best Buy and Microsoft. During the quarter we
visited ore of Mi crosoftds first stores | ocaf
Scottsdale Fashion Square Mall in Scottsdatezona. We found it to be something of a
blend of a Telstra shop and an Apple store.
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Source: RCL

Traditionally these technology and value fashion stores have been the mainstay of power anc
strip shopping centres. Today, despite the headline higher rents, these retailers are being draw
into malls for several reasons including:

- Malls provide higher foot traffic and sales productivity that retailers want so they can
maximise return on capital and engage with the greatest number of consumers; and

- The increasing difficulty of development to facilitate store expansion in densely populated
urban areas means retailers have little choice but to deal with existing mall owners.

It will be interesting to observe the progress made on the inclusion of supermarkets in US malls
which are notable for their absence when compared with malls in Aast&hgapore and
France. Certainly consumer preferences appear to favour this trend and support our earliel
comments. We observed some signs of change with Target including a supermarket section ir
one of its stores located in the recently redevelopedfidesCulver City in Los Angeles. Early

sales figures are said to be encouraging.

We note these issues are apparent in recent consumer susvbeighlgghted in the following
graph.
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US Consumer Survey

What types of retailers or stores would you
like to see more of in your local mall?

Discounter
Dining
Grocery
Bookstore

Department store

Entertainment/
Movies

Home furnishings/
Decor

Electronics
Drugstore

Recreation/
Sporting goods

Specialty apparel
|
Child services, stores

Beauty/Cosmetics !
Luxury store - !
Spa/Salon R !

No preference “

10% 20% 30% 40% 50%

Source: ICSC

Retail sales durinthe important US holiday season surprised slightly on the upside. In December
ICSC's shopping centre sales index was up 1.5% from the same month last year. Indeed, the
yearoveryear gain in shopping centre sales was the first since September 2008yttioé thte

GFC. Overall the data showed a Novemiiisrcember holidageason performance of +1.8% for

U.S. shopping centre sales.

Retailers with a strong value proposition fared best. Aeropostale, Ross Stores and TJX all postec
doubledigit same store sal@creases. Some department stores, especially the upscale, also did
well, though admittedly against dismal figures from 20@&ortantly, retailers kept inventories

lean during this period in an attempt to protect margins. This is in contrast to lasthee

heavy discounting was used to entice customers to buy, leading to margin erosion. As retail sale:
begin to stabilise it is expected that the stronger retailers will once again look to increasé roll
programs for new stores.

DomesticallyyAustr al i an real estate is relatively
insatiable demand for resources and energy. This has underpinned employment levels anc
consequently:

- Resulted in song retail spending and tenant demand for space inpsigpentres, the
mainstay of the AREIT market. The strong retail environment is believed to be attracting
the attention of northern hemisphere retailers. US chains such as The Gap, Abercrombie
& Fitch and Forever 21 as well as the UKs Harvey Nichols aliey®d to be considering
expanding into Australia. Historically northern hemisphere retailers have been reluctant to
expand in Australia because of the difficulties in managing the seasons and the smaller
population base.

- Underpinnedelatively resilieit demand for office space
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REITs and Real Estate Capital Markets

It is worth highlighting that most listed REIT sectors enjoy occupancy levels above industry
peers, highlighting the quality of the real estate and the superior management platforass. It
poor capital management that has unduly impacted performance of many, but far from all, REITSs.

REIT equity capital issuance activity during the December quarter receded from the flood levels
earlier in calendar 2009. Record levels of capital issuancerred in many markets in calendar
year 2009, US$23 billion of secondary offesng the US (1997 setting the previous record with
US$20 billion), GBP3.7bn in the UK and A$12.6 billion in Australia.

S&P/ASX 200 A-REIT capital raisings as a % of market cap
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Globally, REIT balance sheet recapitalisation is now largely complete. Having largely resolved
their short term debt maturity issues, many REITs give the clear impression of being focused on
taking advantage of buying opportunities.

December 2009 Quarterly Report -5 -



resolutionCAPITAL

Commonwealth Property Offidéund became one of the firstREITs to return to the market for
equity capital for the specific purpose of financing property acquisitions, as opposed to reducing
debt.

The prospect of bargain priced real estate acquisitions and a relatively shallatngptough
has given global investors the confidence to look beyond the current challenging operating
metrics particularly in the US and UK.

Attractive buying opportunities are reflected in peak cycle cap rates and low values per square
foot/metre ofspace.

US National Average Sales Price per sq f
| | | | |
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Australian Prime Office Yields
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Australian Prime Regional Shopping Centre Yields
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Indeed, the market may already be turning with evidence that prime real estate cap rates in the
UK are firming for the first time since tHmancial crisis began in 2007. That said, direct markets
remain relatively illiquid.

Anecdotally, it is also worth mentioning increasing transactions and press reports during the
guarter that some UK real estate funds have introduced measustsgger new investment
applications due to the inability to buy property fastuggh to match the inflowdhis is in stark
contrast to the conditions of 2008 when real estate funds suspended redemptions because of
liquidity problems.

Furthermore, the improvement in equities markets is no doubt helping pension funds passively
reduce proportionate real estate exposure which has averted a potential liquidity crisis.
Nevertheless, redemptions for many unlisted vehicles in Australia arelatber markets remain

frozen and are likely to remain so until there is a substantial pick up in physical property
transactional activity.
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