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TRADING UPDATE
INVESTEC PROPERTY FUND
STRATEGIC OBJECTIVES
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Sustainability of income growth can only be secured
through pro-active de-risking of future contractual
revenue. This is achieved through early, continual and
pro-active client engagement well in advance of lease
expiry to understand clients’ needs.

The Fund’s continual client engagement strategy and
formal client feedback programme aims to ensure clients’
needs are timeously addressed and service delivery
remains relevant, enabling us to continue to differentiate
ourselves in an otherwise commoditised market. Our
feedback programme and scoring mechanisms provide
measurable, actionable objectives and ensure ongoing
improvement and delivery of an out of the ordinary
service offering.

Revenue security and growth

The Fund has contracted income of c. 90% for the next
12 months (FY18H1 93%) and, whilst vacancies have
increased off a historically low base, they remain below
sector averages.

Client service excellence
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Value add asset management
and capital allocation
The Fund’s strategy continues to focus on providing a
relevant and efficient core offering, a differentiated level of
service and ensuring efficient capital allocation to maximise
asset returns on a long-term risk adjusted return basis.
Subsequent to the significant acquisition activity
undertaken in 2015, the Fund’s focus with respect to its
South African portfolio over the last two years has primarily
been that of consolidation. This has been successfully
achieved and we are therefore in a position to consider
further quality and value enhancing acquisitions in
South Africa.
The Fund continues to target an allocation of 10% of
its balance sheet into “broken core” opportunities, as

communicated at our interim results. We believe the risk
adjusted returns on these assets remain attractive. Whilst
a number of opportunities have been explored the Fund
has not yet made any investments into this strategy.
The Fund’s objective to grow its offshore balance sheet
exposure to comprise up to 20% of total asset value
(currently 7.8%) remains a key driver, and makes even
more sense considering the recent strength of the
South African Rand. We remain supportive of the growth
trajectories of our existing offshore investments and
continue to explore opportunities in other geographies,
where investment decisions are driven first and foremost
by property fundamentals.
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Cost efficiency and system
optimisation
Controllable costs continue to be tightly managed. In
isolated instances, certain controllable costs have increased
to above the current rate of inflation. This additional spend
has been focused on improving client retention and is in the
best interests of clients, for example enhanced security.

Investec Property’s (The Manager) investment in IT
infrastructure, with a focus on automation and efficiency
is enabling managers to increasingly focus on value
added asset management.

INVESTEC PROPERTY FUND
SOUTH AFRICA
SECTOR UPDATE
The changes in political leadership post December 2017
has brought a much-needed boost to sentiment. While this
improvement has yet to translate into positive economic
metrics and investor anxiety over key policy decisions
persists, the current medium to long-term outlook is
positive. However, having experienced a prolonged period
of low economic growth, the short-term outlook remains
challenging with many headwinds.
This challenging period has resulted in a continued
demand-supply imbalance in a market characterised
by pressure on reversions, vacancy increases and
increased costs to retain and acquire tenants in the form
of incentives.

South African Portfolio
Portfolio vacancies are expected to increase off a sector
low base to c. 4.6% at 31 March 2018 (FY18H1 2.6%).
Office and retail vacancy levels remain well below industry
averages and industrial increases to slightly above the
industry average due to a c. 22 000 m2 vacancy arising
in February 2018 and a tenant occupying c. 10 000 m2
going into liquidation. The total arrears increased marginally
across all sectors and is indicative of the pressure clients
are under to pay their rentals and manage their working
capital and cash flow in a constrained environment.

The base property portfolio is expected to deliver net
property income (NPI) growth for FY18 in the range of
of 5-6% which is slightly below that reported at interim
(FY18H1 6.1%).
The decrease in NPI across all sectors is mainly
attributable to:
• an increase in bad debts;
• an increase in letting commissions and tenant
incentives due to larger volumes of letting activity
and competition; and
• leasing renewals that did not materialise.
This will result in a marginal deterioration of the cost to
income ratio from those levels reported at the interim
reporting date (FY18H1 16.6%).
The weighted average renewal reversion rate for the total
portfolio remained largely in line with FY18H1.
The renewal lease periods achieved on new and renewed
leases, enhance the existing weighted average lease
expiry. Future annual escalations have been maintained
at c 7.5%.
The Fund’s operating expenses increased primarily due
to the ratcheted increase on the asset management fees
relating to the Zenprop transaction.
Current market dynamics are expected to continue
in FY19. Whilst this remains a challenging operating
environment, demand continues to exist for quality, well
located and well managed property. The Fund’s portfolio
of quality property, a diversified investment base and
robust balance sheet ensures the ability of the business
to weather short-term volatility.

OFFICE
Rental growth remains under pressure, with lacklustre
employment growth and an oversupply across most
nodes, particularly Sandton. The trend in national
vacancies reveals no directional change in the supply /
demand imbalance. P grade office space remains the
best performing category with the lowest vacancies and
strongest rental performance.

30 Jellicoe

Downward pressure on rentals, with associated
increased incentive costs to retain or acquire tenants,
has decreased FY18 NPI growth which will be slightly
below that achieved for the interim period. Vacancies
are expected to increase to c. 5.5% at 31 March 2018
(FY18H1 3.5%), however they remain well below national
averages. The increase in vacancies is mainly attributable
to the vacancy of the property located at Grand Central
Airport and an increased vacancy at the Braes in
Bryanston. The Fund is in discussions with prospective
tenants for the Braes and intends to dispose of the Grand
Central property.

17 Greenhills

INDUSTRIAL
The industrial sector has continued to experience a tough
operating environment and lack of business confidence.
There has been no real growth in asking rentals, resulting
in pressure on achieving positive reversions on the expiry
of long dated leases.
The resultant FY18 NPI growth for the sector is expected
to be similar to the growth achieved for the interim

period. Vacancies will increase to c. 5.5% at 31 March
2018 (FY18H1 2.8%) which is attributable to the two
warehouses mentioned earlier in the South African
portfolio commentary.
As evidenced through the demand and letting of the
Brandhouse facility in FY18H1, we see strong demand
for new high spec logistics and warehouse facilities.

Musina Mall

RETAIL

LOCAL INVESTMENTS

The Fund’s retail portfolio is a “tale of two cities”. Whilst
Design Quarter and Balfour Mall have continued to show
negative turnover growth year-on-year, the balance of the
portfolio has performed well considering the low levels
of confidence and constrained consumer spending.
Portfolio turnover growth, on a rolling 12 months excluding
Balfour and Design Quarter, remains above inflation.

Izandla

Balfour Mall has been severely affected by the road
works associated with the Rea Vaya Route that bypasses
the mall, and to a lesser extent the opening of the
neighbouring Alex Mall. Whilst the Rea Vaya work will be
disruptive in the short term it is expected to benefit the
centre in the long term. There are also a number of asset
management initiatives being undertaken at Balfour, for
example six a side soccer courts on the roof, which are
expected to enhance value and trade. The Fund is in the
process of finalising its feasibility of a refurbishment at
Design Quarter.
Whilst the FY18 NPI growth for the sector is expected
to be slightly below that for the interim period, the retail
portfolio continues to be the best performing sector in the
Fund’s portfolio in terms of absolute growth. Vacancies are
expected to increase slightly to c. 2.6% at 31 March 2018
(FY18H1 1.8%).

All of the properties sold to Izandla, a majority blackowned property company in which the Fund holds 35%,
were transferred in the last two months of the reporting
period. The final value of the Izandla portfolio was R520
million, which reduced from the original R586 million
envisaged.
In the short time since its inception in May 2017,
Izandla has already identified several attractive turnkey
development and sale and leaseback opportunities
with blue chip tenants which significantly supports the
strength of the Izandla business model. The intention
is to strengthen Izandla’s balance sheet through the
acquisition of quality property backed by strong covenant
long dated leases, resulting in the ability to avoid having
to procure loan funding from the Fund. In terms of the
existing loans advanced to Izandla to fund the original
seed portfolio, the fund will only distribute interest income
to the extent it is serviced.
The Izandla transaction will be earnings neutral for the
Fund for the year ending 31 March 2018.
Ingenuity (listed)
The Fund’s average cost of acquisition of R0.81 per
share for our 8% investment in Ingenuity remains at a
significant discount to the last reported NAV of Ingenuity
of R1.24 per share and we continue to believe Ingenuity
offers an attractive investment opportunity.

OFFSHORE
INVESTEC AUSTRALIA PROPERTY FUND
(IAPF) (LISTED)
The IAPF share price has been significantly impacted by the
strength of the South African Rand during FY18H2, resulting
in a negative mark to market on the Fund’s investment and a
resultant negative impact on the Fund’s own NAV (closing share
price at 31 March 2017: R12.96). At current levels the Fund
believes there is a significant disconnect between IAPF’S South
African Rand traded price (R10.69) and fundamental value.
The South African Rand dividend growth for IAPF will also be
marginally impacted for FY18H2 due to the unhedged portion
of 15%.
INVESTEC ARGO UK PROPERTY FUND
(IUKPF) (UNLISTED)
IUKPF has not undertaken any further investment activity during
the period. The Funds investment has therefore remained at
GBP 10 million. A number of asset management initiatives
have been undertaken during the period, most notably being
the re-gear of 3 of the Sainsbury supermarket properties for
an additional 10 years (total 17 year weighted average lease
expiry) at the same face rental. This has increased the weighted
average lease expiry of the portfolio in excess of 9 years.
BALANCE SHEET AND RISK MANAGEMENT
Balance sheet and risk management remains a fundamental
focus area for the Fund.
The Fund raised R211 million of equity in November 2017
through a private placement at R15.75 per share and issued
R650 million of corporate bonds at a weighted average
price and tenor of 3-month JIBAR plus 173bps and 6 years,
respectively. The Fund also rolled R274 million of commercial
paper at a rate of 3 month JIBAR plus 46bps, which is in
line with previous funding rates. The Fund’s balance sheet is
geared at 36% (FY18H1 34%).
CAUTIONARY ANNOUNCEMENT
The Fund is expected to provide updated information in
relation to the cautionary within the next few weeks.
GUIDANCE
Based on the slight deterioration in NPI growth, due to the
aforementioned factors, the dividend per share growth for
the financial year ending 31 March 2018 is expected to be
between 6%-6.5% versus the previously indicated guidance
of 7-8%. The aforementioned forecast has not been reviewed
or reported on by the Fund’s auditors.
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