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03 April 2020 

 

 

Dear Trevor 

 

 

IIG 401 Collins Trust – Fund Update 
 
We hope that you and your family are well and safe.  

 

We are writing with an update on how IIG currently views the effects of the COVID-19 pandemic upon the IIG 

401 Collins Trust (the “Trust”).  We understand investors have been eager to hear from us and we appreciate 

your patience as we have worked to balance our desire to be transparent and timely with the need to prioritise 

actively managing the risks posed to our investments by the current crisis.  We trust you will agree our focus has 

been rightly targeted on protecting your investments with us. 

 

We also wanted to take this opportunity to outline how IIG has responded to recent events so that we can 

provide the necessary continuity in managing your impact investments. Our teams are now working remotely, 

and have the tools and resources to do so efficiently and sustainably. We have set up temporary teams to focus 

on monitoring and managing COVID-19 related risks to the investments while ensuring IIG’s operational 

capability continues unabated. Without downplaying the fact that COVID-19 is a very serious matter for our 

community of investors, for our teams, and for our wider community, we are well-positioned to provide you 

with the level of active management you have come to expect from us.  

 

One of the temporary teams is also considering how we may support our communities during the hardest phase 

of this outbreak and how we may help the wider economy and society during the recovery phase that will 

follow. 

 

Summary of COVID-19 related impacts on the Trust 

In summary, we believe the property owned by the Trust is a fundamentally strong asset in a prime location in 

the Melbourne CBD, having recently undertaken substantial refurbishment works and achieving a 5 star NABERS 

Energy rating.  While COVID-19 poses some clear headwinds for commercial property in general and the Trust in 

particular, we believe the Trust is relatively well placed to weather the current uncertainty notwithstanding 

some short term challenges.  The majority tenant, WeWork (responsible for 89% of the building’s area) has had 

strong performance to date but is likely to feel the impact of the economic slowdown in the months ahead.  Like 

other hospitality retailers, the Natural History tenant on the ground floor has closed its doors amidst the current 

crisis.  The current economic environment has also impacted our intended campaign to market the property for 

sale this quarter, but we will continue to monitor the broader market conditions to ascertain the best time to 

seek a liquidity event for investors.   

 

Tenant Update – WeWork 

WeWork has a lease in place for 6,367 sqm (or 89% of the building’s net lettable area), which expires in February 

2033. For a substantial period prior to the COVID-19 outbreak, WeWork’s corporate issues were widely reported 
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in the media.  Notwithstanding the media coverage, we understand from the company that their Australian 

business has been strong in general, and that 401 Collins St is one of their best-performing sites in Australia.  

 

Prior to COVID-19, WeWork had achieved occupancy levels as high as 90% at 401 Collins Street.  They recently 

reported occupancy of ~60%, however approximately half of their members are on short-term arrangements.  

As a result, we expect that the coming weeks and months will be particularly challenging for them, and WeWork 

has indicated they may seek some form of rent relief in the near term.    

 

While there is clearly heightened key tenant risk with WeWork as the primary source of income for the Trust, we 

believe the risk to the Trust is at least partially mitigated due to the following: 

• Premier site at favourable rents – 401 Collins St is, we understand, one of the better properties for 
WeWork. Having signed their lease some years ago, they enjoy a favourable rental rate in comparison to 
current Melbourne CBD market rates. We understand that Melbourne is part of WeWork’s core strategy 
and therefore believe it is reasonable to expect that WeWork would prioritise operating at 401 Collins St 
ahead of other Australian sites.  

• Security deposits – The Trust holds two security deposits in the form of bank guarantees from WeWork.   
• Market rent reversion opportunity – in a worst case scenario, should WeWork not be able to continue 

as a tenant (which we believe is unlikely to eventuate), there may be an opportunity for rent reversion.  
While we cannot accurately predict the impact of COVID-19 on rental rates,  WeWork’s current rent 
levels were well below market rates pre-COVID-19, and this may provide the opportunity for market 
rent reversion, whereby a new tenant might pay a higher rent than currently paid by WeWork.  We 
acknowledge that a new leasing campaign would take time and may require incentives to be funded, 
and this scenario would likely entail a hold on distribution payments.  This is certainly not a likely or 
preferred scenario, but we believe it is a strong worst case proposition. 

 

Tenant Update – Natural History Public Bar 

Performance of the Natural History restaurant has been below expectations for the last 1-2 years and as a result 

of COVID-19 measures is now closed indefinitely.  Having already renegotiated a reduced rent on their space, as 

communicated to investors last year, the Trust is now granting Natural History two months’ rent relief to assist 

them during the forced closure period.  

 

In a worst-case scenario, Natural History may not re-open for business, in which case a new tenant will need to 

be found, which will likely take some time given the expected state of the hospitality market. The Trust could 

also look to repurpose the ground-floor space, however this would require considerable capital expenditure.   

 

Property Sale Process Update 

The last update we sent you, in mid-January, discussed our intention to commence a sales campaign during the 

first half of 2020. We have now placed that process on hold. Our previous discussions with agents regarding a 

campaign highlighted that overseas buyers, particularly those from south-east Asia, would be crucial interested 

parties. Prior to COVID-19, we received submissions from a number of these agents which supported strong 

guidance on pricing and a relatively deep pool of potential buyers. 

 

Given the current economic environment and lower liquidity in the property sector, we don’t believe that a 

near-term sales process would be in the best interest of investors.  We will reconsider this position as general 

market sentiment improves.  
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Finance Risk 

The debt facility expires in December 2020 and will need to be refinanced at or before this time.  The Trust’s 

ability to successfully refinance the property may be impacted by the effects of COVID-19 on the property’s 

tenants and general market conditions.  Nevertheless, we are in regular contact with the senior lender, who 

have indicated they remain supportive. 

 
The impact of COVID-19 on the Trust’s ability to meet its debt covenants will vary based on tenants’ abilities to 

make rental payments. If Natural History is unable to make further rental payments, the Trust has more 

concentrated risk with WeWork. In the event WeWork were to default on rental payments, the Trust will not 

have the ability to maintain sufficient income to cover its interest obligations after 30 June 2020.  In the event of 

this occurrence, we would work closely with the bank to implement an alternative plan to reposition the 

property and continue to seek clarity from government on their support of those tenants directly impacted by 

COVID-19.  We expect any dislocation as a result of COVID-19 will result in a genuine effort on the part of banks 

to support borrowers as we all navigate these unchartered waters together.    

 

Trust Distributions 

Given the heightened uncertainty caused by the COVID-19 pandemic and the potential risk to Trust income, the 

Trustee is unlikely to pay a distribution in respect of Q3 FY20.  The Trustee expects to make a final determination 

closer to the scheduled distribution payment date in mid-April, and investors will be informed at that time.  

Whether or not the Trust pays future distributions will be regularly assessed by the Trustee board. 

 

We will continue to monitor and manage the risks the Trust faces and we will inform you of any material 

changes to our outlook. 

 

If you have any questions about the information covered here, or would like us to address other questions 

relating to your investment, please email us in reply. 

 

 

Kind Regards, 

 

 

Darren Brusnahan 

 

Head of Funds Management – Real Estate 

Impact Investment Group 
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