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AUSTRALIAN REAL ESTATE SECURITIES

Fund Investment Performance

The Resolution Capital Core Plus Property Securities Fund underperformed the S&P/ASX 300
AREIT Accumulation Index by 25 basis points for the quarter ending 31 December 2011.

Period Ending 31 December 2011*

Quarter 1Year 3Years  Since Inception”

% % % p.a. % p.a.

Fund 3.56 -2.69 3.62 -7.15

Benchmark 3.81 -1.56 2.32 -9.80

Difference -0.25 -1.13 1.30 2.65
*Returns are expressed after deducting investment management costs.

#30 September 2008

Resolution Capital Core Plus Property Securities Fund Unit Price

Entry Exit
30 December 2011 $0.6357 $0.6319
30 September 2011 $0.6138 $0.6102
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Market Performance
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Market Overview

31 Dec 30 Sep Quarterly

2011 2011 Total Return

S&P/ASX 300 (GICS) AREIT Accumulation Index 18,875 18,182 3.81%

S&P/ASX 300 Index 30,767 30,147 2.06%

UBS Global Investors Index AUD (Unhedged) 910 886 2.71%

UBS Global Real Estate Investors Index AUD (Hedged) 1,209 1,116 8.33%
10 Year Bonds 3.71% 4.25%
90 Day Bills 4.51% 4.86%

AUD/USD $1.021 $0.97 5.26%

Commentary

The ASX/S&P 300 Property Accumulation Index produced a total return of +3.8% for the quarter ended
31 December 2011.

A-REITs finished 2011 with a calendar year total return of -1.6%. As a consequence the price index saw
its 4™ year of capital losses over the past five years (2009 recorded a paltry 1.3% price return). On the
bright side A-REITs outperformed the broader equities market for the first calendar year since 2006.
Indeed as we will discuss, there is growing cause for optimism about the prospects for A-REITs.

2006 2007 2008 2009 2010 2011
A-REITS ASX300 A-REITS ASX300 A-REITS ASX300 A-REITS ASX300 A-REITS ASX300 A-REITS ASX300
ASX300 (Equities) ASX300 (Equities) ASX300 (Equities) ASX300 (Equities) ASX300 (Equities) ASX300 (Equities)
Price return (%) 25.8 19.3 -13.2 12 -58.7 -41.7 13 314 -6.7 -2.2 -7.5 -14.9
Distribution
return (%) 8.3 5.2 4.9 4.2 3.3 2.8 8.3 6.2 6 4.1 5.9 3.9
Total Return (%) 34.1 24.5 -8.4 16.2 -55.3 -38.9 9.6 37.6 -0.7 1.9 -1.6 -11

Source: IRESS

During the December 2011 quarter the RBA cut official interest rates by a total of 50bps which, together
with firming bond prices and softening economic growth, created a supportive environment for A-REITs
to outperform the broader ASX listed equities market.

A-REITs recent competitive performance relative to equities suggests that the market is recognising the
improved financial resilience and investment discipline of the sector. Cynics could perhaps argue that the
new found discipline has been imposed by the capital market, as A-REITs continue to trade below
unlisted peers and have limited access to competitive capital in order to expand.

December 2011 Quarterly Report 3




Figure 8: S&P/ASX 200 REIT direct property acquisitions

9,000

0_J,I, | | | | | | em wm W O

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
B Retail mCommercial BIndustrial mOther

Source: J.P. Morgan; company announcements; AFR.

Other problems in the sector appear deeper rooted. For example, absolute levels of executive
remuneration remain, in our opinion, excessive in light of the limited evidence of short/medium term
value being preserved, let alone created. It would appear most investors do not share our dissatisfaction,
only Dexus suffered the indignity of recording a strike against its remuneration report during the recent
AGM season. For the record, Resolution Capital recommended against 45% of the REM reports voted on
during the December quarter.

That said, we were heartened by the increased level of shareholder engagement by independent board
members as a consequence of the 2 strikes legislation. Up until now one could be forgiven for thinking
that, based on their lack of communication, some independent directors were independent of every
stakeholder.

Credit where credit is due,the i mpr ovements in the sectords
income distributions should be acknowledged:

1 A-REIT management have continued a program of accessing the best means of capital by
selling non-core assets, allowing them to reduce debt levels (see chart below), enhance the
quality of the core portfolio and buy back equity. Many of the asset disposals have been at or
above book value. Prominent among buyers of A-REIT cast-offs are unlisted wholesale,
superannuation funds and foreign buyers.

A-REIT Gearing: Loan to Value
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1 As a consequence of the downsizing, A-REIT equity issuance has all but evaporated. Indeed
the sector now is shrinking its equity base thanks to security buy-backs and takeovers, and in
addition the majority of A-REITs no longer have active DRPs. The last time A-REITs
experienced such a |l ow |l evel of capita
of 1991-92.

A-REIT Capital Raisings & Buybacks
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91 The level of Distributions Per Security appear to have stabilised with many pointing to real
growth in the short to medium term. A-REIT distributions per security increased by 4.6% in
2011 and we expect circa 2.5%-3% growth in 2012.

Hence, rather than investors focusing on REIT capital (mis) management, the focus is now directed more
closely at underlying real estate operating conditions, ie leasing and rents. Clearly, the economic
environment dictates that overall tenant leasing demand is at best lukewarm. Howeve r , f r om
perspective, lease negotiations are improved by the low vacancy and development activity prevalent in
most areas of the commercial property market. Furthermore, A-REITs earnings remain underpinned by
long term contracted leases (the sectors weighted average lease term is over 5 years which provides a
level of income certainty during the challenging economic conditions).

Below we discuss the outlook for the major property sectors.

Retail

The performance of shopping centres is critical to the prospects of A-REITSs as it represents over 60% of
the underlying property investment assets of the sector.

Shopping centres continue to experience challenging trading conditions. Stagnant consumer spending and
price deflation in a number of products has resulted in several high profile tenants reporting profit
downgrades including JB Hi-Fi, Kathmandu, Billabong and David Jones. Yet despite this and the high
profile bankruptcies earlier in the year (including Colorado and Borders/Angus & Robertson) Australian
shopping centres remain close to full occupancy. The low provision of space per capita and foreign
retailers increasing interest in establishing an Australian retail footprint suggests sitting tenants are
reluctant to give up access to the relatively limited space during what appears to be a temporarily soft
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period of consumer spending, rather than the end of bricks and mortar retailing as has been suggested in
some quarters.

Furthermore the weak consumer spending appears to be primarily a function of a higher savings rate,
suggesting Australians are well positioned to increase spending when confidence returns. Bottom line,
Australian shopping centres continue to enjoy high retail sales compared with global averages.

Figure 6: Australian household savings rate
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However, it is fair to say that short to medium term shopping centre real rent growth will, in all
likelihood, be limited. Indeed we expect to see second tier, less productive, centres struggle to maintain
income levels. Listed A-REITs do not have significant exposure to this lower quality category.

CFS Retail (CFX) underperformed its retail peers for the December quarter, producing a total return of
-0.1%.

Those focused on non-discretionary retail and with secure long term income streams faired best during
the quarter. The best performers included:
1 Charter Hall Retail (CQR), +6.4% total return, focused on Woolworths and Coles anchored
neighbourhood and sub regional shopping centres;
1 ALE Property Group (LEP), +2.3% total return, a non-index A-REIT which owns pubs leased to
an entity majority owned by Woolworths; and
1 BWP Trust (BWP), +5% total return, focused on Bunnings Warehouses.

BWP wins the award for the most puzzling property acquisition during the quarter. The vehicle had been,
until recently, focused on Bunnings warehouses secured with long term leases. Hinting earlier in the year
that it would broaden its mandate, in October 2011 the vehicle announced it would acquire a 50% interest
in a multi-tenanted Townsville bulky goods/homemaker centre for $61.5 million. To us, this is a sign the
vehicle is moving too far nAoff the reservati
dilutive equity raising earlier in the year, we divested our remaining exposure in BWP on pricing and
corporate governance concerns.

CQRO6s decision to effectively increase fee
manager to unitholders also ranks up there in terms of corporate governance deficiencies. Whilst the
premise seems reasonable - unitholders should in theory pay for independent directors T in practice the
outcome is wanting. Unitholders do not choose or have any effective vote on independent directors (there
isanon-bi ndi ng vote on .tutlermoreathe® gas no@snmenshraiei reduetipn in
management fees to offset the additional payment to the independents by unitholders. This once again
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highlights the means by which externally advised vehicles will find ways of effectively increasing
management fees.

Meanwhile, four years after the empire began to quickly crumble, the restructure and recapitalisation of
Centro Retail Fund (CRF) was sanctioned by debt and equity stakeholders during the quarter. CRF poses
an interesting opportunity for investors. While on some metrics the quality of CRFs assets screen poorly,
the relative scarcity of Australian retail assets and the unstable share register (over 70% of CRF is owned
by hedge funds that will look to exit) means that CRF will be under review by parties wishing to establish
a presence in Australian retail or bolster an existing platform. However, looming litigation from class
actions (any settlement will be disproportionately shared by new CRF shareholders) adds to the
uncertainty along with the significant stock overhang and how the newly appointed CEO Steve Sewell
(announced on 3 January 2012) intends to drive the company. We have been cautiously increasing the
funds exposure to CRF. Regardless of potential corporate activity, the vehicle has the ability to reduce
costs (corporate and interest) as well as improve asset returns through judicious capital expenditure in
what has been a capital starved platform since 2007.

Finally, Westfield Group performance (0.8% total return) continued to labour under the elevated A$
exchange rate (63% of its assets are held in the US, UK and NZ), closing out the year with the second
weakest performance in the Index over 2011 (-12.7%). While it is disappointing they have not made
more progress selling their weaker assets in the US, the completion and initial trading success of
Westfield Stratford in London highlights the capability of the organisation to create immense long term
value.

Office

Most major Australian office markets are experiencing vacancy rates below historic averages. The
national vacancy average has now been stable at approximately 7% for over 12 months, a level which
suggests the leasing market is at or close to equilibrium. With benign tenant demand, rents are stable
albeit there are signs that incentives are declining from elevated levels.

New office supply remains minimal. For example there are no major office buildings due for completion
in Sydneyds CBD during 2012, a situation n
term spoiler. Perth and Brisbane office markets have some supply but are seeing evidence of an increase
in tenant demand largely driven by the ongoing roll out of long term resource projects.

Vacancy Rates in Major Australian Office Markets
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Hence, demand is the swing factor for short/medium term prospects. A-REIT office exposure is heavily
weighted to Sydney and, to a lesser extent, Melbourne. In these financial services dominated markets,
tenants continue to struggle. In what is likely to be a protracted period of contemplation and
rationalisation, the finance industry is in need of serious innovation to generate services which create
lasting value rather than slick marketing.

During the quarter, A-REIT investors continued to focus on the Charter Hall Office REIT (CQO, +7.4%
total return) where independent directors agreed to an improved take private offer at close to the vehicles
stated NTA. Kudos to the hedge funds in CQO which were able to help fashion an outcome that
successfully realised value. The takeover of CQO at close to NTA highlights the demand for unlisted
investments which further underpins the value of the listed sector which continues to trade at a discount
to NTA. The ability to buy scale in this space is likely to prove tantalising for a range of local and
offshore parties.

Meanwhile Commonwealth Property Office Fund& (CPA +9.9%) decision to immediately undertake an
on-market share buy-back following only limited success of its off-market buy-back suggests
management is once again over complicating the message and adding costs to its shareholders. We chose
not to participate in the off-market opportunity, the decision seemed to be vindicated with the stock
trading at or above the buy-back price of 97c immediately after the pricing terms were disclosed to those
that chose to participate.

Our preference for internally advised vehicles, namely Dexus (DXS) and non-index Cromwell (CMW),
failed to capture the marketdés favour over
which, despite being priced at slightly above recent market trading levels, was conducted at a price below
the previous rights issue in November 2010.

That said, CMW appears to have pulled off the deal of 2011. Just prior to year end CMW announced that
it had re-acquired Bundall Corporate Centre, a 20,000sgm office complex located on the Gold Coast, for
$63 million. CMW had sold the property in 2007 for $106 million having originally purchased it in 2005
for $53m. Since selling the property in 2007, a new 8,000 sq m 5 star Green-Star rated building has been
added on the extensive land parcel which we estimate would have cost the former owner in excess of $35
million.

Industrial

Meanwhile industrial space owners report stable if not positive leasing conditions, no doubt underpinned
by the emerging internet retail sector and their need for efficient distribution, typically provided by
leading third part logistics (3PLs) operators.

Goodman Group (+2.2% total return), the last remaining vehicle focused on this sector, did not help our
performance during the quarter. Despite ongoing leasing progress, the market seems phased by its
exposure to Europe. Yet even there GMG is having leasing success on the back of e-tail and 3PL
expansion, including four logistics developments underway in Germany all pre-committed to Amazon.
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Residential

REITs exposed to residential trading were clear winners from the RBAs decision to cut interest rates
during the quarter. Stockland Trust Group (SGP +13.8% total return), Australand (ALZ +9.2%) and
Mirvac (MGR +4.4%) all performed relatively strongly.

Despite the interest rate environment improving the picture, we remain cautious for the outlook for these
stocks. We believe the national undersupply of residential is distorted by the low supply in the biggest
city, Sydney. Other markets appear to have more than enough supply, indeed Melbourne is showing signs
of too much supply in recent years.
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A-REIT Management Changes

The quarter was marked by several changes to senior management:

9 Darren Steinberg is to replace the retiring Victor Hoog Antink as CEO of Dexus.

1 Angus McNaughton replaces Darren Steinberg as Managing Director of CFS Global Asset
Management Property.

1 Toby Phelps named as the new Fund Manager of Investa Office, replacing Tino Tanfara who
had held the role for over 10 years.

9 Steven Sewell leaves Charter Hall Retail (CQR) to become CEO of Centro (CRF). A new head
of CQR has yet to be named.

In general we view these changes positively, most of the appointees are seasoned operators who should
be well equipped to implement a more disciplined, sensible strategy than that undertaken over the past
decade.
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Performance

Whilst we are pleased that the A-REITs delivered solid absolute returns, naturally we are disappointed

we werenot able to deliver a short t e rednby a b c

under-benchmark positions to vehicles with residential trading and office REITS.

Our decision to maintain a low offshore exposure was vindicated but the exposure whilst less than 2%,
detracted from short term performance. We remain invested in Hong Kong vehicles T strong balance
sheets, relatively strong economic growth and low construction supply and trading at discounts to
appraised valuation keeps us content with the exposure we have.

Outlook

We believe the focus now has returned to A-REITs underlying real estate operating fundamentals. Whilst
tenant demand remains subdued, rent growth appears to be at least matching inflation thanks to relatively
low levels of vacancy in commercial real estate markets. Reduced interest rates should provide an
environment supportive to the sector.

Given continuing pricing discrepancies between the direct, unlisted and listed real estate markets, we
believe there is further potential for M&A in the A-REIT sector. Demand for direct property assets has
been robust (though still well below 2006-2007 levels), with demand coming from unlisted wholesale
funds, superannuation funds and offshore investors, while pricing has similarly been solid. Compare this
to the A-REIT sector, which is skewed towards higher quality assets and is trading at a discount to the
assessed value of its real estate assets. Furthermore in a number of cases, you may get an asset and/or
funds management platform thrown in for free. The past two years has seen 10 such M&A deals, with all
but two at discounts to NTA (the weighted average of all the deals amounts to an 8% discount to NTA).
Given where A-REITs are trading today, we believe this pricing arbitrage remains open and may lead to
further M&A.

Figure 20: The M&A waves in the REIT sector
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Additionally, the gap between the A-REIT dividend yield and the 10 year bond vyield is at the highest
point it has been in 15 years, excluding a brief period during the depths of the GFC, and this is despite
A-REITs lowering their payout ratio from 100% to circa 80% in 20009.
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A-REIT Dividend Yield vs 10 Year Bond Yield
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This leads us to conclude that the outlook for A-REITs is the best it has been for a long time. This is

r ef

ected in the Fundo6s positioning by bei

exposure to international REITS.
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Contact Details

Andrew Parsons

Managing Director - Senior Portfolio Manager
Direct Line: 02 8258 9122

Email: andrew.parsons@resolutioncapital.com.au

Marco Colantonio

Portfolio Manager

Direct Line: 02 8258 9155

Email: marco.colantonio@resolutioncapital.com.au

Resolution Capital Limited

Level 38

Australia Square Tower

Sydney NSW 2000

GPO Box 553 Tel: 02 8258 9188
Sydney NSW 2001 Fax: 02 8258 9199

This communication has been prepared for multiple distributions and does not take account of the specific investment objectives of individual recipients and it may not be
appropriate in all circumstances. All investments involve risk and persons relying on this information should do so in light of their specific investment objectives and financial
situations. Any person considering action on the basis of this communication should seek individual advice relevant to their particular circumstances and investment
objectives. Past performance is not a reliable indicator of future performance. Interests in the Fund are issued by WHTM Capital Management Limited, ABN 29 082 494 362,
AFSL 238371. WHTM Capital Management Limited believes the information contained in this communication is reliable, however no warranty is given as to its accuracy and
persons relying on this information do so at their own risk. Please read the Product Disclosure Statement available at www.resolutioncapital.com.au in its entirety before
making an investment decision.
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