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INVESTOR AND TRADING UPDATE
INVESTEC PROPERTY FUND
HIGHLIGHTS
• FY19 guidance remains unchanged – 5.0% to 5.5%
core dps growth
• South African portfolio set to deliver c. 1.2% like-for-like
NPI growth with majority of distribution growth driven by
the investment into the Pan European Logistics platform
(“PEL”)
• South African macro-economic environment remains
challenging and has continued to deteriorate   expectation of further deterioration in revenue growth
into FY20
• South African vacancy rates expected to remain flat at
3.0%, despite challenging operating environment
• PEL performance ahead of deal plan driven by strong
leasing activity, quality on the ground team and well
positioned asset base
• Continual assessment of capital allocation to manage
gearing and ensure capital deployment into assets or
platforms that generate the most attractive risk adjusted
return
• R0.5bn of South African property sold during the year
and a further c. R0.7bn earmarked to be recycled to
reduce leverage or support European expansion activity
• Conservative balance sheet management remains
a key focus – LTV of c. 36%; R3.7bn refinancing
completed in H2
• Offshore exposure increased to c. 15% (Sep 2018:
13%) – €19.1m deployed into PEL during H2
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INVESTEC PROPERTY FUND
SECTOR UPDATE
SOUTH AFRICA
The Fund remains optimistic over the long-term
prospects of South Africa. However in the short term the
growth remains low and the GDP is stagnating leading to
business-consolidation. The difficulties in the majority of
state owned entities and political volatility in the lead up to
elections is delaying tenants’ decision making.
Against this backdrop, the Fund’s diversified portfolio
is set to deliver a satisfactory performance. Portfolio
vacancies in the South African portfolio are expected
to remain at similar levels reported at September 2018
(3.1%) and reflects a c. 0.9% improvement since
March 2018. This excludes planned refurbishment and
development vacancy of c. 7,000m2 at Design Quarter,
Silverlakes and Musina Mall.
The portfolio is expected to deliver c. 1.2% net property
income (“NPI”) growth, reflective of the current South
African operating environment. As anticipated, the office
and industrial portfolios have experienced the lowest
growth, with the retail portfolio again delivering the
highest sectoral growth, demonstrating the strength of
the underlying centres in a constrained retail environment.

In terms of leasing activity, the Fund has concluded
leases on c. 94% of leases expiring in the year and 64%
of opening vacancy.
The weighted average renewal reversion rate for the total
portfolio has remained at similar levels as those reported
in September 2018, while incentive levels are expected
to remain below market averages for the portfolio. The
Fund’s focus has been on retaining and attracting tenants
to reduce void periods and ensure sustainability of cash
flows in a supressed market whilst retaining optionality
through shorter leases to position the Fund for growth
should the market return to normalised levels. In force
escalations remain at similar levels to those reported at
September 2018.
Current market dynamics are expected to continue to put
downward pressure on NPI, however, demand continues
to exist for quality, well located and well managed property.

Across the three sectors, NPI growth and cost to income
ratios have continued to be negatively impacted by:
• negative rental reversions
• longer void periods resulting in lower recovery of fixed
costs and municipal charges
• increased rates expense
• increased security costs
• higher tenant incentive and letting commissions
The cost to income ratio is expected to tick up marginally
to 19.8% (September 2018: 19.3%) due to void periods
and reversions in the office sector and an uptick in bad
debt provisions in both the office and industrial sectors as
a result of the local operating environment.
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OFFICE

INDUSTRIAL

Rental growth remains under pressure with visible or
foreseeable oversupply across all major offices nodes,
in particular Sandton, Bryanston and within the next 18
months Rosebank. No demand led drivers are evident
in the current market with the majority of leasing activity
originating from “musical chairs” as corporate tenants
look to benefit from a favourable tenant market.

The industrial sector has continued to experience a
tough operating environment with a lack of business
confidence leading to little or no real growth in asking
rentals. Rentals at the expiry of long dated leases remain
under pressure resulting in negative rental reversions.
A lack of tenant demand, driven by macro-economic
factors, has resulted in longer void periods.

The resultant downward pressure on rentals with
associated increased incentive costs and longer void
periods will lead to negative like-for-like NPI growth of c.
3%. Vacancies are expected to tick up marginally to c.
7.2% (September 2018: 6.5%), driven by a large vacancy
(6,000m2) in Sandton that became available at the end
February 2019. These are expected to reduce to c. 5.8%
shortly after year end due to imminent leasing activity and
asset sales. Rental reversions are expected to remain at
similar levels to those reported at September 2018.

Full year like-for-like NPI growth for the sector is expected
to be marginally negative as a result of longer void periods.
Vacancies will improve to c. 1.2% (September 2018:
3.4%) resulting from the leasing of opening vacancy and
rental reversions are expected to be at similar levels to
those reported at September 2018.  The sector cost to
income ratio is expected to tick up marginally to 17.5%
(September 2018: 17.0%) due to bad debt provisions.

The office portfolio’s cost to income ratio is expected to
increase marginally from the levels reported at September
2018 to 22.0% as a result of the longer void periods and
increased leasing costs.
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RETAIL
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The retail portfolio has displayed defensive characteristics
with shopping centre turnover growth reporting c. 3.6%
at the end of January 2019. This has reflected an upward
trend since a low of 1.9% in January 2018. Excluding
Design Quarter (planned refurbishment) and Balfour Mall
(severely impacted by the Rea Vaya road works), yearon-year turnover growth reflected 5.1% in January 2019.

The Fund will be participating in the Edcon restructure and
has opted to receive reduced rental income over the next
two years, commencing on 1 May 2019. On a portfolio
basis, exposure to the Edcon Group represents less
than 2% of the Fund’s revenue. It is anticipated that the
reduction in rental income will be c. R9.8m per annum,
with no impact for the year ended 31 March 2019.

Retail continues to be the strongest performer in the South
African portfolio with the resultant like-for-like NPI growth
for the sector expected to be c. 5.5% and the sector’s
cost to income ratio is expected to remain at 19.1%
(September 2018: 19.1%). Vacancies are expected to
close at c. 1.0% (September 2018: 0.8%), excluding
7,000m2 of planned refurbishment and development
vacancy at Design Quarter, Silverlakes and Musina Mall.
Leasing activity during the period has been positive, with
almost 90% of space expiring during the full year already
let or renewed and remainder of the leases sitting with the
various boards for approval. Reversions are expected to
be c. 2%, largely impacted by two renewal with nationals
(Builders Warehouse Bloemfontein and Woolworths in
Zevenwacht Mall), where new 7 and 5 year leases were
concluded respectively. Excluding these renewals the
balance of letting activity would reflect positive reversions
of 5.3%.
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OFFSHORE
The Fund has three offshore platforms into which it can deploy capital, namely Australia, the United Kingdom and
Europe. This provides optionality to the Fund and provides access to property where the Fund has people and
partners on the ground with local market knowledge.

PAN EUROPEAN LOGISTICS PLATFORM (UNLISTED)
The Fund has invested a total of €90m into this platform
during the year, following a deployment of €17m in
February 2019 to support the acquisition of three logistics
properties. A further 5 properties are currently in the final
stages of due diligence and are expected to complete
during the first quarter of the following financial year. This
will require an additional investment of c. €8m.
The logistics platform has delivered ahead of business
plan in the year due to positive letting performance, with
better rentals, leasing up of vacant space (from 10.3%
to 3.1%), shorter voids and lower incentives being
achieved, further underpinning the investment rationale.
The positive performance will contribute significantly to
the Fund’s overall performance.

The Fund remains positive about the prospects of this
investment into an asset class that is showing positive
signs of rental growth and cap rate compression because
of strong demand driven factors (namely increasing
e-commerce penetration rates across Europe) and the
weight of global money chasing assets in the sector.
In terms of capital allocation across both the local
and international portfolio, the Fund believes that this
investment platform offers our shareholders the best
risk adjusted return based on the current universe of
opportunities and will continue to actively deploy into this
strategy.

INVESTEC AUSTRALIA PROPERTY FUND (LISTED)
In September 2018, IAPF received unitholder approval
to pursue an ASX listing and equity raising of up to 180
million units (subject to a minimum raising price of the
greater of NAV or a 3% discount to the 30-day volume
weighted average price (“VWAP”) on the JSE).

In order to maximize the liquidity of IAPF, IPF has undertaken
not to take up additional equity as part of the listing.
As a result of the potential change in IAPF’s distribution
methodology to an FFO basis (to support an ASX listing), a
c.10% dilution to the AUD distribution in FY20 is expected.

INVESTEC ARGO UK PROPERTY FUND (UNLISTED)
The Fund currently holds 10% of the unlisted UK Fund,
equating to an investment of c. R200m and the Fund
retains optionality into this UK platform through the current
Brexit environment.
The UK Fund has the capacity to achieve value
enhancement through active asset management and

has a skilled management team that has unlocked value
despite the weak market conditions.
The UK Fund is expected to deliver strong growth over
the short to medium term resulting from proactive asset
management of the portfolio.

VALUE ADD ASSET MANAGEMENT AND
CAPITAL ALLOCATION
The Fund has a disciplined approach to capital allocation
and asset recycling across platforms and individual
assets. During the year R0.5bn properties were sold at
an average yield of 7.5%. A further c. R0.7bn of South
African property assets have been earmarked for disposal
and are currently in varying stages of transactional activity.

European Logistics platform that generates a c. 11%
investment return as well as ensuring that the Fund’s
gearing remains conservative.

These proceeds have and will be recycled into the Pan-

As part of the disciplined approach to capital allocation
and asset recycling, the Fund is undertaking a similar
review of the investment portfolio to ensure shareholder
value is sustained through the medium and long term.

BALANCE SHEET AND
RISK MANAGEMENT

Change
in Leadership

Balance sheet and risk management remains a
fundamental focus area for the Fund.

Nick Riley stood down as CEO on 1 December 2018,
taking up a group role within Investec to lead the
investment banking and principle investments. Darryl
Mayers and Andrew Wooler took over as joint-CEO’s
effective 1 December 2018, with Jenna Sprenger taking
up the role of CFO on the same date. The executive team
remains strongly aligned on the strategic direction of the
Fund, each providing complementary skills through their
individual responsibilities.

The Fund’s balance sheet is expected to report gearing
of c. 36% (September 2018: 36.3%) with a targeted
gearing percentage of below 35% that will be achieved
through active capital recycling, where necessary.
The Fund’s weighted average cost of funding is expected
to remain at similar levels reported at September 2018.
Including cross currency interest rate swaps, the Fund’s
interest rate exposure is c. 86% hedged (September
2018: 83%) with a weighted average term of 2.9 years
(September 2018: 3.3 years).
The Fund completed a R3.7bn bank refinancing,
significantly reducing refinance risk by refinancing all
bank debt that was maturing within the next 2 years, and
opportunistically refinancing some longer term debt on
more attractive terms in the capital markets. The combined
refinancing has extended the Fund’s weighted average
debt expiry to c. 3.5 years from 2.7 years at March 2018,
reduced the Fund’s encumbrance ratio to below 30%, and
maintained the Fund’s all-in cost of funding.

Despite changes at an executive leadership level, the
non-executive board has remained unchanged, with the
exception of Nick Riley who became a non-executive
director on 1 December 2018. The continuity in strategy
of the Fund is maintained through a stable and highly
skilled, property focused Board of Directors.

GUIDANCE
The Fund maintains its previous guidance and expects
to deliver core dps growth of between 5%-5.5% for the
year ended 31 March 2019. In providing this guidance,
the Fund has assumed no material change to the
operating environment for the remainder of the period.

The information on which this Investor and Trading update
is based has not been reviewed or reported on by the
Fund’s auditors.
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