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lions of dollars of unlisted assets such
as infrastructure, property and private
equity investments in their portfolios.

The annual process of placing up-
to-date prices on unlisted assets could

result in substantial cuts to carrying

tralianSuper have as much as half
their portfolios held in unlisted invest-
ments, which are typically valued only
once a year. The rest is invested in

values, reflecting tumbling markets

and a weaker economic outlook.
Funds including MTAA, West-

scheme, Cbus, Host-Plus and Aus-
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Australian - and -overseas equities,
bonds, listed property and cash, which
have attributable market values.
Financial planning group Dixon
Advisory told its 2700 clients last
week that most default options or
balanced funds within industry
super funds are probably over-
valued by between 3 and 15 per cent
because of their exposure to unlisted
assets and international shares.

attacks on unlisted valuations

““This gives: individual investors
who make a decision quickly a
chance to leave these funds at the
higher - prices currently being
assessed by the funds,”’ said manag-
ing director Alan Dixon.

However, the $250 billion industry
funds sector, which has regularly
attributed  its outperformance to
unlisted assets, is expected to hit back
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way.

Last week, Mr Stevens cautioned
against undue pessimism during the
slowdown and pointed out the risk
of talking the nation into
‘‘unnecessary economic weakness’’.

‘I do concur with Glenn Stevens’
comments. You can talk yourself
into gloom,”” Mr Grollo said.

*“There is a danger that bad news
spirals itself down arid down and
down. I’m an optimist. Maybe when
you uncover it all and we all settle
down, Bwv&o it’s not quite as bad as
we’re vEEEm itoutto ca.

Daniel Grollo says the development 8:...__.:& has to put better ._=n_=< e_._.o:___.an ne the banks.

Grocon has about 700 workers on
its payroll now and expects to take
on more staff as it ramps up work at
the new $100 million Defence Force

szmﬁ.% funds face

F 3_._ _.umo 1

at. Dixon >nsmoQ,m claims this
week with a joint response as debate
heats up over the methods used to
value those assets. : .

But Dixon Advisory is not alone in
its criticisms. According to Warren
Chant of research firm Chant West,
the value of unlisted assets could fall
by 1up to a fifth, wa&waEo 20 per
cent that median retirement vehicles
have lost in the year to October 31.

Some funds are also expected to
bring forward valuations of assets
they suspect are overpriced.

If assets are not priced properly, it
can create problems: for trustees —
who must ensure that all members are
treated equally — because investors
who sold units early would achieve an
artificially high price, to the detriment
of those who remain in the fund.

The prudential regulator has also
stepped up its monitoring of super
funds, demanding that they justify
year-end revaluations of unlisted
assets in response to the slowing global
economy and falling share prices.

The Australian Prudential Regu-
lation Authority requires trustees
to be able to document how they

reach specific valuations.
ﬂmbcom

One of the difficulties facing
accountants is that the turmoil in
financial markets has resulted in a
dearth of sales of property and other
assets, so they may have no reliable
prices to use as a gauge.

This will force the valuers to rely
more heavily on other valuation
methods, which means making
assumptions about funding -and
maintenance costs and revenue
growth. The latter involves making
Eo&ocobm about occupancy rates
in the case of buildings, or airport
traffic, road and bridge usage rates.

“The old process that super funds
and funds managers and custodians
used won’t necessarily work, mainly
because in the past they would have
gone to a single pricing source to get
information for fair -values,” said
Ernst & Young accounting advisory
partner Vincent Sheehan. ‘‘But now
that may be a stale price, so there is a
lot more work that peopie have to do
to make sure the numbers are right.”’

Making assumptions in the midst
of a financial crisis is far from easy.
The outlook for the global and
Australian economy is changing
rapidly while governments and
central banks try to steer their
economies away from recession.

School of Signalsin Eo_coﬁ.bo and
the 1 Bligh Street office ooBEou in
Sydney.
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lay-offs in the construction sector
could tally in the thousands as the
slowdown worsened, although he
agreed that financing projects
remained a problem.

*“The challenge will be that we’ve
gottoacceptasa ao<o~ovBoE

‘community that we’ve got to put
better quality opportunities to the
banks,’»he/said. *‘Then the banks
‘will have the responsibility of

oo B&nnw sure theyallow credit to go
-in-andare u% c<o~€ pessimistic and

at Eo_mm os :5_58& <m_ ations

““There might be a wide range of
possibilities [about the direction of
the economy]. You need a crystal
ball to work out what the outcomes

are going to be, so companies and .

super funds need to work out what
they think is the best estimate [of
growth and yields] and justify the
process for coming up with the best
estimate,”>.said Mr Sheehan. ,
But one of ‘the largest industry
funds, Cbus, has already criticised
the nomnﬁ.ov by Dixon Advisory. -

Investors who sold units
early would receive an-
artificially high price.

‘I was astonished by the recom-.
mendation,”’
chief ~executive -of Cbus, which
manages $13 billion for construction.
industry workers.
conservative in our valuations and
very confident of the process. The
Australian Prudential Regulation
Authority has been through our
valuations in the past three months.”’

The chief executive of the Aus-
tralian Institute .of Superannuation
Trustees, Fiona Reynolds, said:

3 " calendar 2008 is to begin soon,”

said David Atkin, the ..

“We are very

- when
-you are not going to find that every

“APRA ?.oSaa very clear guidelines

to_super funds on the frequency and

independence of valuations of assets
that are not traded on a regular dum_m.

‘such as unlisted property.

“Unlisted - property and listed
property assets are very different

products. The ‘markdown in listed:

property valuations reflects investor

- concerns over high gearing, poor

governance and excessive fees paid to
management. Given the current mar-

ket volatility, unlisted assets play an-
.-important role in providing members -
_SE_ stable, long-term returns.”*’

The last round of revaluations mow

While . institutions . siich.
Macquarie Group have ~ 3855
argued that the value of infrastructure”
assets such as toll roads and airports.
have: held up well in the downturn,

their real estate investments.

With the listed side of .their.
: von».o:ow having fallen so steeply,
_ there are fears that some funds will
“ be tempted to use overly optimistic

assumptions about revenue growth
when valuing their unquoted assets.

*“You have an expectation that
the revaluations are done

:Eaﬁa asset-has gone Er: APRA
deputy .chairman :Ross Jones told

. The L:&Eana Fi ;a:a& Review

earlier this” year,

~.7“When' you, _oow at’the revalu-

unoum, you ‘are. w&cbm [funds] for
justification. They can’t be random

:-calls on ‘the partiof the trustee.”’

" Accountants*and* asset consult-

: wng “tecommend ‘that super funds

-bring mogma revaluations of assets

+which co vn m&Ew on their books

: 1 onmEm “clients to
nvwnma their | unoommmom > Mr Sheehan

 said. *‘Int the past they might have had

a triennial valuation for a certain
as’. property vonmo:o ‘and now we might

‘be challenging that,” depending on
how big of a-risk itis.”
AustralianSuper chief investment

; officer - Mark .. Delaney said he
they have been forced to write down -

expected’ that infrastructure prices
would hold up because assets sold

_recently achieved reasonable prices.

That said, Mr Delaney predicted
,vnoom of other types of assets, such
‘as property, would:fall owing to
scarce debt financing. However, he
said listed vehicles “would fall
further because the quoted market

... tended to-overreact on the upside

and downside.




