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Dear Investor
On behalf of APN Funds Management, I am writing to inform you about recent developments for the
APN Euro Property Fund (Fund).
The Euro Property Fund is a diversified property fund with three underlying investments in the APN
Poland Retail Fund, APN Vienna Retail Fund and the APN Champion Retail Fund.
Fund Update
The vast majority of European commercial property investments continued to generate below average
performance over the course of the 2010 financial year. Markets continued to experience a shortage
of capital and further deterioration in Europe’s economies negatively impacted underlying operating
performance, with vacancy rates and income levels continuing to decline and property valuations
reflecting weak investor appetite and the difficult trading environment.
The investments held within the Fund reflect this backdrop and the current challenges European
property investors are facing.
The Fund’s 30 June 2010 financial statements have now been finalised. As a result in a change in
value of the Fund’s three main investments (detailed further below), the Fund’s revised unit price is
A$0.1616.
APN Poland Retail Fund
The Manhattan Shopping Centre (the Fund’s main asset) was independently valued at 30 June 2010,
at €31,300,000 (2009: €47,160,000). The significant decline in value was due to a sharp decrease in
market rental levels, the valuer’s assumptions for the leasing up period for vacant space and
softening capitalisation rates movement for secondary real estate.
Due to the decline in the value of the property, as at 30 June 2010, the Fund’s financial statements
record that the Fund is in a net liability position and therefore the revised unit price for the Poland
Fund at 30 June 2010 is nil.
The Poland Fund remains in breach of its covenants with its lender, Deutsche Pfandbriefbank AG,
which continues to reserve its rights. After exhausting all possible debt restructuring options, an
arrangement has been entered which involves applying all free cash flow to reduce debt and quarterly
reviews until the scheduled expiry date of the loan in October 2011.

The Fund is not expected to be in a position to reinstate distributions to investors as all available cash
flow is to be re-directed to paying down debt.
The APN Management team is continuing to explore all options for a potential refinancing or sale of
the property, with the objective of maximising the recovery of investor value from this property by
securing as much time as possible to benefit from recent improvement in the centre’s operating
performance (occupancy level has increased 3% since December and tenant sales have increased
significantly over this period).
The extent of value recovery will depend on the performance of the property until the date it is sold
between now and October 2011, and the price which can be achieved on a sale of the asset.
APN Vienna Retail Fund
As of 30 June 2010, the underlying investment in the APN Vienna Retail Fund represents an 87%
holding of the APN Euro Property Fund.
The Shopping Centre Nord (the asset) was independently valued at 30 June 2010, at €101.2 million
compared with a valuation of €103.9 million previously at 30 June 2009 representing a 2.6%
decrease. The Vienna Fund’s 30 June 2010 unit price is A$0.6474.
The Fund has very limited headroom with the loan to valuation ratio banking covenant, but the Fund is
not in breach at present. Therefore all cash is being retained to assist in paying down debt to comply
with the covenant if required.
As of 30 June 2010 the Fund’s relevant loan covenant ratios are set out below:

Loan to valuation ratio

Required limit
75.75%

Interest cover ratio

1.4x

Current ratio
74.9%
73.1% (pro-forma applying available cash)
1.59x

APN Champion Retail Fund
As of 30 June 2010 the APN Euro Property Fund has a 13% investment holding in the underlying
APN Champion Retail Fund.
The Carrefour Portfolio has been independently valued at 30 June 2010 at €68.1 million which
represents a decline of 4.1% on the previous valuation (€71.0 million at 30 June 2009). The
Champion Fund’s 30 June 2010 unit price is A$0.5982.
The Fund has limited headroom with the Loan to Valuation Ratio, however it is within its banking
covenant requirements and does not expect to have its Loan to Valuation Ratio tested for at least a
further two years. Despite the challenging environment the Fund is expected to be able to continue to
pay distributions, with a final distribution of 2.0294 cents per unit paid in August 2010.
As of 30 June 2010 the Fund’s relevant loan covenant ratios are set out below:

Loan to valuation ratio
Interest cover ratio

Required limit
60.00%
2.0x

Current ratio
59.4%
3.47x
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What has caused the decline in valuations in the underlying investments?
There have been several contributing factors to the decline in the valuations:


Weak global economic fundamentals – Sovereign debt concerns, high unemployment and low
GDP growth, which translates into lower sustainable rents due to lower retail sales.



Vacancies – this is primarily the APN Poland Retail Fund with occupancy at 88.9%.



Lack of transactions in the relevant period – Investor appetite for European real estate is
limited due to the scarcity of debt finance in the market and risk tolerance.

Fund Outlook
The APN Champion Retail Fund continues to perform robustly however the market outlook in
Greece is challenging. Austerity measures an obstacle for retail spending and property investor
sentiment. The current weighted average lease expiry (WALE) of the Champion portfolio is 7.4 years
with occupancy at 100%. The Fund is expected to be able to continue to pay distributions (subject to
market conditions).
The APN Vienna Retail Fund is stable, with improvements being undertaken at the asset level with a
particular focus on the tenancy mix and new leases being signed in the second half of the year. The
reported footfall in the centre as of June 2010 had increased 24% on the previous year, and with the
asset current WALE at 3.8 yrs and occupancy 92.5% (by income), the Fund is expected to continue to
generate stable performance.
The Fund’s investment in the APN Poland Retail Fund is clearly disappointing. Potential future value
recovery from this investment will be determined by the final price and timing of the sale of the
Manhattan Shopping Centre (likely to be between now and October 2011), and operating
performance improvements over that period.
APN is acutely aware that this is a disappointing outcome for all unitholders in the APN Euro Property
Fund. You can be assured that the management team is working extremely hard to optimise the
income potential and recovery in value of the APN Champion, APN Poland and APN Vienna Retail
Funds.
The 2010 Annual Report for the APN European Property Funds is available for download from our
website at www.apngroup.com.au
If you have any further queries, please contact APN Investor Services on 1800 996 456 or email
apnpg@apngroup.com.au.

Yours sincerely

Paul Anderson
Chief Executive Officer – Europe
APN Funds Management Limited
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