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INVESTOR AND TRADING UPDATE
INVESTEC PROPERTY FUND
HIGHLIGHTS
• South Africa’s economic challenges continue to mount,
placing further pressure on local portfolio.
• South African property portfolio likely to deliver likefor-like net property income (“NPI”) growth for 1H20 at
similar levels to FY19.
• Leasing concluded by 30 September 2019 – c. 86%
of space expiring during the period is expected to have
been let.
• Anticipate a marginal increase in vacancy from 2.4% at
March 2019 to c. 3.7%, mostly driven by two pockets
of space in the industrial sector.
• Pan-European logistics platform (“PEL”) continues to
deliver ahead of investment case. Further €21m equity
invested during 1H20.
• Initial investment of c. €10m into Pan-European Light
Industrial (“PELI”) platform in 1H20.
• Increased stake in the UK Fund from 10% to 33% via a
£25m investment in August 2019.
• Decreased stake in Investec Australia Property Fund
(“IAPF”) from 20.9% to 9.9% in order to support ASX
listing. 21% increase in IAPF share price since ASX
listing in May 2019.
• Offshore exposure increased to 18% (March 2019:
15%). In addition to high quality South African asset
base, IPF is well positioned to deliver on its objective
to optimise capital and income returns over time for
shareholders.
• Half of the R600m property held-for-sale at year-end
sold during the period.
• Expected LTV of c.37% (March 2019: 35.9%) and 93%
of the debt book hedged (March 2019: 84.0%).
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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 conditions
remain challenging.
This is reflected in the performance of the local portfolio.
The Fund expects to deliver like-for-like NPI growth for
the interim period in line with FY19 levels with cost to
income ratios increasing slightly. Vacancies are expected
to increase marginally to c. 3.7% (March 2019: 2.4%),
and the weighted average lease expiry (“WALE”) is likely
to remain stable at 2.9 years.
Across the three sectors, NPI growth and cost to income
ratios have continued to be adversely impacted by:
•  negative rental reversions,
•  longer void periods resulting in lower recovery of fixed
    costs, operating costs and municipal charges,
•  higher leasing related costs, and
•  an increase in bad debts due to tenant liquidations and
   business failures.

The increase in tenant failures and business rescues is
one of the most significant risks facing the Fund. To date
there have been a number of business failures that have
resulted in litigation against clients and ultimately loss to
the Fund.
Despite the challenging market, the Fund has been
successful in concluding leases on c. 86% of leases
expiring during the period and c. 80% of space expiring
during the full year. The weighted average reversion rate
for the total portfolio is likely to be c. negative 14% for
the period due to current market conditions. It is also a
result of new lets concluded in properties which were
purchased at above market rentals (for which top slice
price adjustments were made on acquisition). This is in
line with the Fund’s strategy to fill space at realistic rental
levels rather than have void periods. Incentive levels are
expected to increase marginally but remain below market
averages for the portfolio. In-force escalations remain at
similar levels to those reported at March 2019.
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The Fund expects to report marginally lower NPI growth
in this sector compared to FY19. The trend of declining
rentals and increased incentives has continued, resulting
in negative reversions of c. 14% and an increase in the
cost to income ratio. The increase in costs include those
related to leasing and bad debts resulting from business
failures, while void periods are resulting in lower recoveries
of operating costs and rates. Fixed costs remain well
controlled at increases below inflation.

The industrial sector concluded new lets and renewals
on large pockets of space towards the end of FY19 and
during the first half of FY20, resulting in an expected
improvement in base NPI growth since March 2019.
Rentals at the expiry of long dated leases remain under
pressure resulting in rental reversions of negative c. 5%.
Economic challenges experienced by the tenant base
are also resulting in an upward trend in arrears and
bad debts, which is driving up the cost to income ratio
of the sector. Net rates and electricity expenses have
contributed to the increase in the cost base (due to void
periods), while fixed cost growth has been kept below
inflation.   WALE of the sector is expected to decrease
marginally from 2.9 years to 2.7 years.

Despite the backdrop of the challenging environment,
vacancies are expected to reduce slightly to 6.3% (March
2019: 7.3%). The WALE for the sector has extended and
is expected to be c. 3.2 years (March 2019: 2.8 years).
The sector is expected to have let c. 76% of space
expiring during the period, as well as c. 15% of opening
vacancy.

The sector is expected to have let c. 89% of space
expiring during the period.
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The retail portfolio is set to deliver similar NPI growth to
FY19. An increase in bad debts as a result of several
business failures has slightly stunted this growth, as did
the Edcon rental rebate which reduced NPI growth by 200
basis points during the period.  The cost to income ratio
of the sector has increased marginally due to the slight
uptick in vacancy since year end, negative reversions on
motor dealerships and the aforementioned bad debts,
offset by the benefits of the solar rollout programme at
several shopping centres.

INGENUITY (LISTED)

The vacancy of the portfolio is likely to close at below
2% (March 2019: 1.0%) which is testament to the quality
and defensiveness of the portfolio and effective asset
management.
Shopping centre turnover growth is currently at
approximately 3.3%. Excluding Design Quarter (planned
refurbishment) and Balfour Mall (severely impacted by the
Rea Vaya roadworks), year-on-year turnover growth is closer
to 4.7%. Trading density growth is currently c. 4% and the
average cost of occupation for clients is below 7%.
The sector is expected to have let c. 76% of space
expiring during the period, albeit at rental reversions of
negative c. 13%. This reversion was driven down by two
motor dealership leases for c. 14 000m2 which reverted
at negative 37%.

On 17th April 2019 the Fund announced that Ingenuity
(“ING”) would repurchase all the Ingenuity shares held by
IPF at R1.08 per share. On 23 August ING announced
that 76.2% of ING shareholders, including IPF, had
provided irrevocable commitment to vote in favour of
the scheme and the delisting of ING.
The selling price is a 29% premium to the purchase price.
The shareholder vote is scheduled for 27 September
2019 the Fund expects a positive outcome.
The disposal is part of IPF’s focused strategy to recycle
capital into assets where the net proceeds can be used
to generate superior total returns.

IZANDLA (UNLISTED)
There has been no further investment by the Fund into
the empowerment vehicle during the current period.

OFFSHORE
The Fund enjoys geographical diversity through its investments in Australia, the United Kingdom and Europe. The
investments are underpinned by quality real estate, sound property fundamentals and hands-on property practitioners
with market knowledge and skills in the geographies in which they operate.
There has been noteworthy activity in each of the geographies in the current period, following which, the Fund’s
total offshore exposure increased to c. 18% (March 2019: 15%) further enhancing balance sheet diversification and
strengthening the optionality of the portfolio in line with the intent to grow offshore contributions.

U.K. FUND (UNLISTED)
On 16 August the Fund acquired an additional 23%
interest in the UK Fund for £25 million (on an ex-dividend
basis), increasing its shareholding to 33% and the total
cost of the investment in the UK Fund to c. £37 million.

The UK Fund has delivered an IRR of 15.8% since
inception to July 2019 and is expected to generate a
post-tax yield of c. 5.5%. The further investment therefore
presents an attractive enhancement to the initial investment.

Underpinned by sound property fundamentals and a
quality tenant base, the UK Fund’s property portfolio
has a WALE of 11 years.  In addition to the core income
properties, the portfolio includes core-plus properties in
the industrial sector that provide potential future upside
through rental growth and active asset management
initiatives.

The UK Fund will continue to build its portfolio on a similar
basis, targeting annualised total returns of approximately
10% (in GBP) through the acquisition and management
of both core and core-plus properties.
63% of the value of the investment is hedged by way of
either GBP loans and / or cross-currency swaps (“CCS”).
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PAN-EUROPEAN LOGISTICS (“PEL”) PLATFORM (UNLISTED)
The Fund invested a further c. €21m into the PEL platform
during 1H20 to part fund its 42.9% interest in €150m of
acquisitions. Of the €150m committed to the platform,
€106m has been deployed to date.  Deployment during
the first half of the year has been slightly slower than
expected, however, there is an attractive pipeline which
the Fund expects to deploy into during the second half
of FY20 .
The portfolio comprises assets to the value of c. €670m.
Strong letting has been concluded at positive average
reversions across the portfolio, which currently reflects a
low vacancy of approximately 5.2%.

The investment returns continue to be in excess of the
investment case of 10.5%. The outperformance is due to
renewals being concluded above expected rental value
assumptions, lower incentives and shorter void periods.
The positive performance has contributed significantly
to the Fund’s performance for the year to date which
supports the belief that this investment platform offers
shareholders very strong risk-adjusted returns based on
current opportunities and market conditions.
c. 60% of the value of the investment is hedged by way
of either Euro denominated debt and / or Euro CCSs.

Sochaczew, Poland

PAN-EUROPEAN LIGHT INDUSTRIAL (“PELI”) PLATFORM (UNLISTED)
The initial 25% interest in an unlisted portfolio of 26 light
industrial properties located across France, Germany and
Netherlands has been acquired at a cost of c. €10m.
The proceeds were deployed during August and there
is an identified further pipeline of c. €60m of assets.

The PELI investment is expected to generate a Eurodenominated return of 9.5%.
c. 60% of the value of the investment is hedged through
Euro CCSs and / or Euro denominated debt.

INVESTEC AUSTRALIA PROPERTY FUND (“IAPF”) (LISTED)
IAPF listed on the ASX on 28 May 2019 raising
approximately A$100m of new equity. The offer was
oversubscribed such that IPF disposed of 45 million
IAPF units to institutional investors at a price of A$1.32
per unit. The proceeds were redeployed into the abovementioned PEL, PELI and UK platforms.

Following the sell down of 45m units, IPF now holds
9.9% in IAPF (from 20.9%). The IAPF share price at the
time of writing was R15.30 (A$1.60) which reflects a 21%
uplift on the listing price.

VALUE ADD ASSET MANAGEMENT AND
CAPITAL ALLOCATION
The Fund has a disciplined approach to capital allocation
and asset recycling across platforms and individual
assets. R0.3bn of the R0.6bn assets held for sale at year

end have been sold. These proceeds have and will be
recycled into the offshore platforms as well as ensuring
that the Fund’s gearing remains conservative.

BALANCE SHEET AND RISK MANAGEMENT
Balance sheet and risk management remains a core
focus. Current gearing is c. 37% (March 2019: 35.9%)
with a targeted gearing percentage of c. 35%. This will
be achieved through active capital recycling, where
necessary.
The weighted average cost of funding has reduced due
to deployment into Europe and the UK and the Fund
expects to report a cost of funding of c. 7.2% at the
interim reporting period (March 2019: 7.9%). The SA
cost of funding is 9.1% (March 2019: 9.1%)

from existing ZAR facilities. The Fund has rolled its R452m
commercial paper for a further 3 months at a margin of
c. 50 basis points above 3-month JIBAR, demonstrating
appetite for IPF paper in the market.
The Fund has limited refinance risk, with only R400m
bonds expiring in the next 12 months. In addition, R1.4bn
of committed facilities (R0.6bn undrawn), covers any
potential refinance risk. Additional uncommitted facilities
(R0.7bn) provides flexibility to respond quickly as and
when opportunities arise.

The Fund has an active treasury management function
and has taken advantage of a flatter swap curve in
the current year. R2.4bn of swaps were restructured
to either marginally reduce or to retain its fixed rate.
R0.4bn new swaps were entered into, increasing the
hedged percentage to 93% (March 2019: 84%). The
weighted average cost of the ZAR swap book has
reduced to 7.5% (March 2019: 7.6%) with the weighted
average swap expiry increasing to 3.5 years (March
2019: 3.4 years).
The Fund raised R500m of new debt during the period
at an average margin of 1.78% and an average tenor of
5.5 years. 50% of the new debt is secured. The Fund
also drew down €15m from its Euro debt facility to fund
European acquisitions. The balance required was raised

GUIDANCE
The dividend guidance for the financial year ending
31 March 2020, provided in the financial results 2019
announcement published on SENS on 14 May 2019,
remains unchanged.

no material tenant failures take place.
The information on which this Investor and Trading
update is based has not been reviewed or reported on
by the Fund’s auditors.

In providing this guidance, the Fund has assumed no
material change to the operating environment and that
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