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Performance review

After two lacklustre quarters, South Africa’s listed property sector found its legs and refurned an
impressive 12.2% in the third quarter. Sector heavyweight, Growthpoint (“GRT"), has been a
major drag on performance this year. GRT established a high base at the end of last year when
it was included in the FTSE/JSE Top 40 Index and tracker fund buying pushed the share price 15%
higher in November and December. Although GRT underperformed the broader listed property
market again in the third quarter, the extent of the underperformance was muted and the share
price now appears to have shed the effects of Top 40 inclusion.

Corporate activity in the sector played its part in driving returns, with ApexHi, Madison and
Redefine (“RDF") all registering impressive refurns in July in the lead-up to a merger of the three
companies. The merged RDF has subsequently underperformed the market, registering negative
total returns in both August and September.

Vukile (*VKE") delivered the highest total return over the quarter (+27.8%), while SA Corporate
(“SAC") was once again the worst performer (+1.7%).

The Property Loan Stock (“PLS"”) companies outperformed the Property Unit Trusts (“PUT”) in the
third quarter, although year-to-date, PUTs have delivered superior performance (11.9% versus
10.3%).

Chart1: Quarterly performance of South Africa’s listed property sector
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Table 1: Monthly performance of South African listed property stocks — 2009

January February March April May June July August September October November December Y-T-D
Acucap 1.42% -4.95% 4.11% 2.36% 0.00% -2.03% 9.26% 3.81% 0.00% 14.14%
Ambit * -2.50% -4.36% 5.90% 3.80% -1.59% -4.16% D EL S TE
ApexHiA2 -0.36% -2.67% 3.46% 8.92% -6.24% -1.64% 16.00% DE L S TE
ApexHiB2 0.61% 1.34% 2.00% 8.76% -5.62% 0.00% 14.35% D EL S T H
ApexHiC" 0.73% 0.44% 2.96% 7.91% -4.21% -5.14% 19.06% D EL S T H
Growthpoint -3.27% -7.31% 5.30% 3.98% -4.32% -3.70% 4.85% 1.25% 2.20% -1.87%
Hospitality A -5.49% 3.57% 6.47% -4.84% 2.68% -4.26% 10.26% 0.49% 3.61% 11.93%
Hospitality B -0.78% 2.89% 6.85% -4.52% 5.26% -30.55% 5.11% 3.08% -0.01% -17.51%
Hyprop -3.31% -3.23% 3.14% 7.66% -8.93% 0.78% 5.29% 8.40% -0.31% 8.52%
Madison? 2.97% 2.43% 0.61% 5.18% -7.46% -3.23% 18.53% D E L ST
Octodec 0.00% -3.99% 3.77% -5.45% 0.94% -2.40% 0.00% 5.74% 8.53% 6.50%
Pangbourne -3.86% -1.34% 5.64% -0.57% -2.57% 1.10% 6.88% 4.07% 9.41% 19.43%
Premium 5.26% -3.18% 3.29% 3.64% 2.57% 0.89% 0.00% 2.21% 8.74% 25.48%
Redefine 8.80% 1.49% -3.55% 9.49% -5.59% -1.67% 16.96% -1.62% -1.23% 23.02%
Resilient -4.17% 8.41% -4.13% 0.00% -1.30% 0.88% 4.10% 4.09% 4.60% 12.41%
Vukile -1.09% -8.84% 11.39% 1.20% 3.23% -6.22% 8.47% 11.71% 5.44% 25.70%

January February March April May June July August September October November December Y-T-D
Capital -3.03% -1.21% 0.88% 6.09% -0.98% -1.82% 7.93% -0.78% 5.35% 12.44%
Emira -0.47% -0.47% -0.52% 4.50% -4.31% 1.50% 7.39% 4.40% 0.94% 13.20%
Fountainhead -0.53% -3.35% 2.91% 3.54% -5.98% 0.18% 6.53% 4.77% 1.30% 9.11%
SA Corp 3.08% -7.46% 2.75% 4.17% 2.00% -0.78% 3.56% -1.53% -0.24% 5.11%
Sycom -1.96% -3.78% -3.93% 0.00% 1.17% -0.02% 9.09% 0.00% 5.56% 5.55%

1. Ambit was acquired by ApexHi for a purchase consideration of 1 ApexHi A, B and C unit for every 9.55 Ambit unitgsearRBbiunit. Ambit was delisted on

13/07/2009.

2. ApexHi and Madison were acquired by Redefine for a purchase consideration of 202 Redefine units for every 100 Apex2H@8iRiedefine units for every 100 ApexHi B units, 104 Redefine units for every 100 ApexHi C uniRedefr#Ounits
for every 100 Madison units. ApexHi and Madison were delisted on 07/08/2009.

Source:-Net Bridge & Grindrod Asset Management
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Quarterly highlights

The third quarter is traditionally a busy one for the South African listed property sector, with a
number of funds reporting annual and interim results. The table below presents a summary of
the third quarter reporting period.

Table 2: Third quarter reporting summary

Company Result Commentary
Growthpoint Final Distribution growth of 7.6% was at the low end of company
(GRT) guidance, but came as no surprise after GRT struggled to

sign leases on completed developments. As a result,
vacancies rose to 5.4% from 2.9% a year ago. The problem is
likely to persist into FY10 and together with higher funding
costs, will constrain distribution growth. According to I-Net's
consensus forecast, GRT will grow distributions by 4.8% in FY10
and 7.2% in FY11, which should be below the sector average
in both instances.

Emira (EMI) Final Distribution growth of 10% was in line with expectations, a
good result despite low gearing and rising vacancies. EMI
bought back 5 million units in March this year and the fund
has indicated that further buybacks will be considered,
depending on the price of the units and the cost of funding
the purchase. This forms part of management’s efforts fo
create a more appropriate capital structure for the fund (i.e.
increase gearing over time). According to I-Net's consensus
forecast, EMI will grow distributions by 6.8% in FY10 and 8.4%
in FY11, which should come in slightly below the sector

average.
SA Corporate Interim Another disappointing set of results from SAC and things are
(SAC) unlikely fo improve anytime soon. The distribution was cut to

14.45¢c from 15.25c in December 2008 and 14.50c in June
2008. The lower quality retail portfolio has seen a substantial
rise in vacancies and 2 major tenants will not renew leases at
Musgrave Centre at the start of 2010. According to I-Net’s
consensus forecast, SAC’s distribution will decline by 2.9% in
FY09. before rising 3.5% in FY10, significantly lower than the
sector average and ample justification for SAC's high yield.

Hyprop (HYP) Interim Distribution growth of 7.3% was in line with expectations,
although lower than what the market has come to expect
from HYP's quality retail portfolio. Vacancies increased by
1.1% as letting activity at the recently completed Stoneridge
Shopping Centre remained subdued. When the property
and asset management agreements with Madison expire at
the end of the year, HYP wil internalise the property
management function and Redefine (which acquired
Madison) will provide consultancy services to Hyprop for an
inifial period of 1 year at a fee of R18 million. This should result
in a saving to HYP of approximately R20 million per annum.
According to [-Net's consensus forecast, HYP will grow
distributions by 7.0% in FY0? and 9.9% in FY10, above the
sector average and supporting HYP's lower yield.
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Pangbourne
(PAP)

Final

Distribution growth of 10.5% was a marked improvement for
PAP and welcome relief for unitholders. It clearly vindicates
the decision to abandon the "“octopus” strategy after
Resilient took control of the company in 2007 and
restructured the board. Gearing has been reduced to 40%
and a number of non-core properties disposed of. Although
FYO? contained R22.3 million of non-recurring income, this
was 72% lower than last year’'s Ré68 million. No non-recurring
income will be recognised in FY10 and PAP’s numbers will be
clean and comparable fo their peers. Although
management have provided guidance suggesting double-
digit growth in distributions for next year, according to I-Net's
consensus forecast, PAP will grow distributions by 9.8% in
FY10 and 9.3% in FY11, above the sector average.

Resilient (RES)

Interim

Once again, RES surprised markets, growing distributions by
15.1% despite the extremely difficult trading conditions and
the very high base the company has established. The
group's focus on dominant retail centres in non-metropolitan
areas confinues to be a winning strategy. While there are
some concerns about the portfolio’s exposure to retail
centres in mining towns, increased social grants continue to
lead to increased spending in the majority of the areas in
which the poritfolio’s assets are located. R1.1 billion of non-
core properties are in the process of being disposed of to
Capital and Fortress (associates of Resilient). According to I-
Net's consensus forecast, RES will grow distributions by 14.5%
in FYO? and 10.3% in FY10, significantly above the sector
average and justification for RES's low yield.

Capital (CPL)

Interim

The turnaround at CPL has now been confirmed after the
fund reported a 14.7% increase in distributions. Upward
reversions on expiring leases, increased gearing and a strong
focus on arrears and defaults all contfributed to the solid
performance. While vacancies did increase, at 3.6%, they
remain below the sector average and provide further
evidence of the turnaround at CPL. According to I-Net's
consensus forecast, CPL will grow distributions by 14.6% in
FY0? (in line with management’s guidance) and 11.0% in
FY10, significantly above the sector average.

Hospitality (HPA &
HPB)

Final

The less predictable nature of Hospitality's income was
clearly evident in FYO9. After rising 10% in 1HO9, income
declined by 16% in 2H0? on the back of declining
occupancies across SA's hotel industry (25% of Hospitality's
income is directly linked to the operating performance of
the hotels in its portfolio). Compounding the problem for HPB
unitholders is the fact that HPA unitholders receive a
guaranteed income which grows at a rate of 5% per annum.
The end result for HPB unitholders was a one-third reduction
in their distributions when compared with the previous six
months. It is therefore not surprising that HPB is the worst
performing listed property security year-to-date, having
generated a -17.5% return for investors. There is no [-Net
consensus forecast for Hospitality, but distribution growth is
expected to resume in FY10 on the back of the 2010 FIFA
World Cup. There is limited liquidity in both HPA and HPB.
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Redefine not likely to be included in FTSE/JSE Top 40 index

ApexHi and Madison were delisted during July after the successful implementation of the
Redefine merger. At the time the merger was proposed, there was some speculation that
Redefine might be included in the FTSE/JSE Top 40 index. The merged entity currently has a
market capitalisation of R19.5bn (12/10/2009), which is not sufficient for inclusion in the
FTSE/JSE Top 40 index, despite being larger than Liberty Holdings — to be included, a
company must be in the top 35 by market capitalisation at the time the committee meets.
At the same time, Murray & Roberts and Truworths, which are currently not in the index, have
larger market capitalisation’s.

Consortium makes offer for 10% of Premium

A consortium comprising Wapnick family members and Octodec have made an offer to
acquire 10% of Premium from unitholders other than the consorfium. The offer became
unconditional and opened on 02/10/2009. The end result will be less liquidity in Premium units
and not much else.

Growthpoint raise s R1.8bn in new equity

Growthpoint issued approximately R1.8 billion in new equity during the quarter. R540 million
was raised after linked unitholders qualifying to receive the final distribution elected to
receive the linked unit alternative. A further R1.265 billion was raised to fund the acquisition of
a conftrolling interest in Orchard Industrial Property Fund, now known as Growthpoint
Properties Australia. The vendor placing resulted in the issue of 96 637 572 new linked units at
a weighted average issue price of 1309c.

Hospitality to internalise manageme  nt and issues cautionary

Hospitality has reached agreement with the shareholders of the management company,
being Grapnel Property Asset Managers and Hotel Tourism and Leisure Asset Management,
to acquire all of the issued shares and shareholders’ claims against the management
company for a minimum purchase consideration of R123 million, which may be topped up fo
R180 million in 2012, subject to a formula and based on the financial results of the
management company for the 12 months ending 30 June 2012. Table 3 highlights the current
management arrangements in the Property Loan Stock sector and highlights where changes
are proposed. Property Unit Trusts are collective investment schemes and as such are
required to have an external management company. At the same time, the company
cautioned investors to exercise caution when dealing in their units as the company is in talks
to acquire a 4-star hotel in Durban.
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Table 3: Management arrangements (PLS companies)

Acucap Internal
Growthpoint Internal
Hospitality External (in negotiations to internalise)
Hyprop External (will start the process of internalising when the
Madison contract expires at the end of this year)
Octodec External (shareholders of the managers have substantial
economic interest in Octodec)
Pangbourne Internal
Premium External (shareholders of the managers have substantial
economic interest in Premium)
Redefine Internal, post the merger with Madison
Resilient Internal
Vukile External (in negotiations to internalise)
Outlook
Yield

The current one year forward yield is forecast at 8.9% (Grindrod Asset Management
distribution estimates and a clean price for the FISE/JSE South African Listed Property index
(“SAPY")). That is approximately 50 basis points above the yield on government's R157 bond
yield (7 years to maturity) and significantly higher than what investors are able to achieve by
sitting in cash. The yield pick-up over cash is likely to contribute to strong demand for listed
property securities, as income-dependant investors start chasing higher yields (as they have
done in the past).

Growth

Over the next two years, distribution growth is likely fo outstrip inflation, despite the obvious
deterioration in property fundamentals as a result of the economic contraction in South
Africa. The contractual nature of lease agreements, with inflation-related escalations shelters
landlords from the immediate impact of a recession. Tenant failures, along with leasing up
new developments pose the greatest short-term risk to distribution growth forecasts. Cost
savings as a result of internalising property and asset management functions is also likely to
boost distribution growth at a number of companies.
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Balance sheet strength

Unlike their overseas counterparts, South Africa’s listed property companies have extremely
stfrong balance sheets with very little refinancing risk in the short-term. Growthpoint recently
raised R1.265 billion by way of a vendor placing, clearly demonstrating that accessing
capital to fund growth and opportunities is unlikely to prove difficult, even in this market.

Corporate activity

The recent spate of corporate activity in the sector has created a number of larger, more
liguid companies which should increase the appeal of the sector for institutional and foreign
investors. Growthpoint is already in the FISE/JSE Top 40 index and the recent
ApexHi/Madison/Redefine merger has created a company with a market capitalisation of
just under R20 billion (the size of the entire sector just 6 years ago).

lan Anderson, CFA
Chief Investment Officer

Telephone:  +27(0) 31 333 6677
+27(0) 82 464 4139
Email: iana@grindrodbank.co.za

Grindrod Asset Management

Disclaimer

The information in this publication has been compiled by Grindrod Asset Management (‘GAM’), a division of Grindrod Bank Limited, which is a
wholly owned subsidiary of Grindrod Financial Holdings Limited. It is confidential and presented as a general information service fo the
addressee only and therefore should not be considered fo be investment advice. Accordingly, it contains no recommendation (whether
express or implied), guidance, or proposal that any particular security is appropriate to the investment objectives, financial situation or
particular needs of the addressee. Past performance is not indicative of future returns. Conflicts of interest may exist with any one or more of
the securities recommended in this publication, which include situations where the author/s of the publication or a member of his/her family
owns a direct interest in securities issued by a company mentioned, an employee of GAM acts as a director of a company mentioned in the
publication, GAM owns securities in a company mentioned in the publication, or GAM receives compensation for providing financial services
to a company mentioned in the publication. This publication shall not be reproduced in whole or in part, without GAM’s permission. The
information contained herein has been obtained from sources which, and persons whom, we believe fo be reliable but is not guaranteed for
accuracy, completeness or otherwise. Any opinions expressed are subject to change without notice. While care has been taken in the
preparation of the information contained in this publication, GAM will not be liable for any loss or damage of any nature arising from this
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Chart 4: Historic yield
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Chart 5: Historic yield less yield on long-dated government bond
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Chart 6: Monthly value of units traded on JSE Limited
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Chart 7: Sector market capitalisation
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