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Background

* Client wanting advice between BTL or investing in markets
 Amortisation loan and cashflows for BTL over 20 years

* Formula to compare between BTL and LP returns

* Article published in Finweek magazine in January 2017

* JSE Power Hour in April 2017

VISTA

WEALTH MANAGEMENT



LP vs. BTL Power Hour Agenda

 Comparing listed property to buy-to-let property
— The BTL model
— The Listed Property index
— Outcomes from the comparison

* General
— How to gear your listed portfolio
— Listed property instruments: Stock picking, Unit Trusts, ETFs
— The downgrade
— Articles
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The BTL Model

BTL definition:

— Residential property which an investor buys with a small deposit and
mortgage from the bank

— The investor then gets a tenant to rent it and receive monthly payments from
the tenant
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The BTL Model - Continue

* Following variables taken into account

BTL variables description

Used in model

Initial BTL investment value R1 million
Mortgage loan period 20 Years
Deposit on mortgage loan 10%
Average Interest rate for mortgage loan 10%
First year rental income as percentage of investment value 10%
Annual rental escalation percentage 6%
Annual property value increase percentage 10%
Annual property maintenance as a % of property value 0.2%
Levies, rates/taxes and other expenses (e.g. domestic 2%
effluent, garbage removal, etc.) as a % of property value

Buying transaction cost (Conveyance, Bond registration, etc.) 5.8%
Selling transaction cost (Estate agent fees, etc.) 5.3%
Individual income tax rate 41%
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The BTL Model - Continue

* Following risks were excluded from BTL model:
— Non-paying tenants
— Tennant Profile Network (TPN) - 15% of BTL rental income not received
— Legal cost for evicting non-paying tenant

— External factors
— Rising interest rates
— Degrading area
— Non-diversification
— Rent escalations at an all-time low

* Technical benefits not included in BTL model
— Working in the industry
— Tax efficiency
— Undisciplined savers

— Running the BTL as a business ViSTA
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The Listed Property Index

* Listed Property Index definition
— The FTSE / JSE Listed Property Total Return Index
— Comprises the top 20 liguid companies by full market cap

— Real Estate Investment & Services Sector and Real Estate Investment Trusts
Sector

— Primary listing on the JSE
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The Listed Property Index - Constituents

Dividend Yield

Return

Alpha Instrument Weight Dividend Yield Weighted Yield |Last Y Return |Weighted Return Tier

GRT Growthpoint Prop Ltd 19.2% 7.37% 1.41% 2.5% 0.48% 1
RDF Redefine Properties 14.8% 7.74% 1.15% -10% -1.48% 1
NEP New Europe Property Investment Plc 9.1% 4.13% 0.38% -23% -2.11% 2
RES Resilient REIT Ltd 8.8% 4.54% 0.40% -16% -1.38% 2
HYP Hyprop Investments Ltd 8.5% 5.36% 0.46% 0% 0.00% 2
FFB Fortress Income Fund Ltd. (B) 6.9% 4.53% 0.31% -7% -0.50% 4
FFA Fortress Income Fund Ltd. (A) 5.3% 7.77% 0.41% 5% 0.24% 2
SAC SA Corporate Real Estate Fund 3.7% 7.79% 0.29% 9% 0.32% 3
ROC Rockcastle Global Real Estate Co Ltd 3.5% 4.23% 0.15% -12% -0.43% 3
VKE Vukile Property Fund 3.4% 7.94% 0.27% 11% 0.39% 3
ATT Attacq Limited 2.8% 0.00% 0.00% -18% -0.51% 3
AWA Arrowhead Properties 2.3% 9.48% 0.22% 4% 0.10% 3
IPF Investec Property Fund Itd 2.1% 6.05% 0.13% 9% 0.20% 4
REB Rebosis Property Fund 1.6% 9.12% 0.15% 7% 0.11% 3
EMI Emira Property Fund 1.5% 10.39% 0.15% -11% -0.16% 3
DLT Delta Property Fund 1.3% 10.66% 0.14% 40% 0.52% 4
MSP MAS Real Estate Inc 1.3% 0.00% 0.00% 1% 0.01% 4
APF Accelerate Property Fund 1.2% 8.22% 0.10% 4% 0.05% 4
OCT Octodec Investments 1.1% 8.48% 0.09% 1% 0.01% 4
EPP Echo Polska Properties NV 1.0% 0.00% 0.00% -15% -0.16% 4
L2D Liberty Two Degrees 0.5% 0.51% 0.00% -9.5% -0.05% 4

6.20% -4.35%
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Comparing BTL and LP Returns - Annualised returns

* Let’s imagine you have invested in the stock market for 5Y, and your
returns each year were 90%, 10%, 20%, 30% and -90%

* Arithmetic average = 12% [(90+10+20+30-90)/5]
* Geometric average annual return =-20.08% [(1.9x1.1x1.2x1.3x0.1)~1/5]-1

* Annual investment returns are not independent of each other

* If you lose money in one year, you have less capital to generate returns the
following year, and vice versa

* Geometric average annual return formula corrects this problem
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The Listed Property Index - The comparison model

- Financial and retirement planning

o - Unit trust investing
= Stackbroking and derivative trading
- Personal and business insurance
= Money management

WEALTH MANAGEMENT

= Tax, trusts and estates planning

Buy-to-let {BTL) vs. Listed property (LP) investments

20 April 2017

Contact details:

www.vistawealth.co.za

magnus@vistawealth.co.za

Representative under supervision of Accredinet Financial Solutions an suthodised financial services provider FSP 8933 WyTl ol ReTo |
BTL LP
Varible Description Actual Percentage |Percentage Variable Notes
- An investement is made into a buy-to-let property OR Listed property worth R?m on 1 Jan 19%6 1,000,000 |N/A Initial LP investment is deposit of the BTL
- Loan Period or investment period in years 20 [N/&
- A deposit was placed with the bank for the property 10.0% |N/A
- Prime interest on the home loan was on average a % per annum 10.0% |N/A See 54 Prime Interest Rate tab
- Property maintenance is a % of property value per annum 0.20% |N/A
- It is assumed tennant pays electricity but investor pays levies, rates/taxes, dom eff, garbage 2.0% |N/&
LTE: See SA House Property Index tab

- Property value increases a % per annum 10.0% 21% [LP: See SA Listed Property Index tab
- Initial rent per month from tenant is a % of BTLvalue 10.0% 0.00% |LP: Total Return Index used so div is zero
|- Annual Inflation rate used as annual increase in rent 6.0%
- Income tax rate of individual 41 0% 41 0%
- Transaction cost {incl. VAT) consisted of the following items upon buying: 58,000 5.8%

Execution or trade cost 0.0% 1.00%

Conveyancing/Transfer fees: 20,000 2.0% |N/&

Transfer Duties: 3% on value above R750k 7,500 0.75% |N/A

Bond Registration Fees: 20,000 2.0% |N/&

Bank initiation fee: 7,500 0.75% |N/A

st, petties, FICA and other fees: 3,000 0.30% |N/A

- Transaction cost (incl. VAT) consisted of the following items upon selling: 5.3%

Execution or trade cost 0.0% 1.00%

Beetle, Electrical and Gas Conformity Certificates 500 0.05% |NJA

Estate Azent Commission 50,000 5% |NJA

Bond Cancellation Costs 2,000 0.20% |NJA
- Capital gains tax on selling at an inclusion rate of 40% for individuals. NB! 1st R40k gain is tax free! 16.40% 16.40% MB! This is for now ignored for both the LTB an
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How to gear your listed property investment?

e Derivatives like CFDs and SSFs

— Tier 1 and 2 instruments definitively. Tier 3 maybe
— Remember margin calls

* Share based loans
— Not as aggressive as derivatives
— Pledge shares which will provide you with loan to buy more shares

— Well diversified portfolio will provide you with a loan-to-value of us high as
60%

— Interest rate on share based loans are the Prime Interest rate
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Listed property investment ideas?

e JSE listed shares

— Resilient REIT Ltd — Well diversified offshore. It owns a portfolio of dominant
regional malls and shopping centres tenanted predominantly by national
retailers. Good dividend growth

— Greenbay Properties Ltd — Global real estate assets and listed companies,
predominantly in the retail sector. High dividend yield growth. Still small and
not overly geared

* Unit trusts
— PRUDENTIAL Enhanced SA Property tracker fund
— ABSA/Nedgroup Global Property feeder funds
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Listed property investment ideas?

e Exchange Traded Funds (ETFs)

— STANLIB SA Property Exchange Traded Fund tracks the FTSE/JSE SA Listed
Property Total Return Index

— CORESHARES Proptrax Ten tracks the FTSE/JSE SA Listed Property Top 10 —
custom index that consists of the Top 10 equally weighted most liquid JSE
primary listed property companies

— CORESHARES Global Property ETF tracks the S&P Global Property 40 index —
40 largest global property companies in developed markets that have
earnings and dividend stability
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How does the downgrade affect BTL property?

* Physiological impact — Potential new home owners will rather rent as
oppose to buy. Demand for BTL will increase as supply decreases

* Interest rate uncertainty — Again rent rather than buy, increase demand
for BTL. Supply decreases allowing BTL owners to increase rent

e Semigration to Western Cape — Workforce move family and commute for
work in Gauteng

e Opportunity if you can stomach it — Focus high income dense areas where
investment is still happening: Melrose Arch, Rosebank, Gautrain Stations,

etc. VISTA

WEALTH MANAGEMENT



How does the downgrade affect Listed Property?

* Rising yields — More expensive for listed property companies to
finance their projects/investments

* Less disposable income for consumers — Shopping centre and malls
will be hit first causing less occupancy and demand

* Physiological impact — Investors are going to be very cautious to
invest in property in South Africa

* Weaker currency — While some will benefit others will be affected.
Share/company specific _
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Articles

marketplace investment

mt
Why your investment portfolio
needs exposure to listed property

Those with a long investrent horizon should consider this asset class, which is characterised by strong yields
and historical capital appraciation.

Tlwvas to ask you what you thought the

bost-parforming asset dassin Sauth

Afri ca wes ower the past 10 years, what

would yourinitial fioughs be? fm
prettysure you woul dnot guess thatitis
listad property

Bnd if | was then to ask you what you
Hought the snmuaisad total retum on
Hhis mesat dess wes, comy 1o the total
ratun of e J5E All Share Indes Ak,

Frn sura you weouldn't havae guessad that it
= 14.07% for Isted property and 1063%
for thae Mlsi Listed property has dso
significantly cutpsrfommiad bonds which
showad an anrusisad reum of B14% over
#ha pest 10 years.

Histodcally, Bsted property perfomancs
hes slso had & rdadvely low com dation wi$h
e equitymarket, making it & good way of
diversifying sninvesimant portfolio.

But what exactly is E=ted proparty?
Tha JEE 5S4 Listed Property ndac

compris es the“tep 20 li guid conpanies,
bry fullm arket capitaizstion, in tha Ros

Estate Imvestman t& Sanvices Secta and
Rodl Estats bvastment Trusts Scctor, with
a primary isting on the J5E7 (Sae table o
pega 23)

Onaof e bpgest eesons to hawve
axposureto fia asset dassis the atractive
yisld (incoms derived from the remtd of
the properties) offered to irvestors. Far
samp g, if ona was to compana the total
return {price plus wald) of tha in dexcto only
i pri ca ratur ower thelast decads, one
weould s #1 ot on an anru dised besis, tha
total return is almest B porcen taga points

fundsmakeu p mly 4% of tha total sesats
invested in the South Afican callecive
investment schames (CE) industry Ewan
if you go badk 10 yoars, o pocentage was
3%, indicating that it hesn "t nocesed over
+a lest decads despitetha good returms.
daltvemd by this assot dass.

Listad propertyis also a smdl part of
+ha owarallm ark et cap of companiesin
e M= and 5t R3bn it makes u p only
E.7% oftha natmaket cap as at 7 March
2017, socording to JSE data This could
o woplain wity listed propertyis such 2

mare. (Ses greph balow.) smal parcantaga of the averdl hd dings of
Ta put thenumbsrs in parspa ctiva, sama of this bigger mult-ssset calecive

without taking capital i estman t schamsas

appraciatd on into scoount, Listad poparty s slso semall  that haveto comply with

one would h v srcady partof tha cwarall market eop  poquleiion 28 of the Pansian

outperformedinfizionwithan  CenEiE el ol mngs an

imvastmant in listad proparty. 70t & makas i enly Thesa funds arsrasticted

According to statistics from
theAscdation of Sadngs
and vestnants Scuth Africa

{Asisa), the percentaga of
Bssos investad in rodl estats

e I I I

IE FiLH ki L]

e IT

W FEERSE I Liskd Piopirty i Prc b (38 29 (08 s

W FEERSE I Liskd Pioperty i T B (G CH U7 sl

BE s IO March 20T

afthe sef market cap aa
ot Tharch 2077,

with regard to how much of
aach amsot dass they cmn
hicld ovarall {ourran ty 255
of the total portfol o forlistad
Freparty), but dso how mudh
they can hold of spadfic
wndalying shares. With fa
listed proparty sector bsing so small, it can
ba difficult for these b gger funds to heve 2
e substan tial helding.

Investment options
From the abovae we can get a batter
understanding of the benefits of hading
listed proparty in one’s portfolio 2s wdl as
why mestinvestment portfolics parhaps
donthad enough of fissecto Fwe e
lecking to ncareess woposura to the asset
dassin & portfolicinvested in colactive
invesimant schomes spedficaly it can bs
done fircugh alisted proparty C IS Loddng
& bit widas, exposure can also ba gained
by nwvestng in lstad property exchangs-
raded funds (ETFs) orred sstate
invesimant trusts (REMs]Isted proparty
shares on the JSE, of coursa

Bz waa are ol well swero, past
parformnan os isna guarsntes of fuure

v AR oy firowaal.

M

marketplace investment

Listed property vs buy-to-let:
Where should you invest?

There are a number of factars to considar bafore you should try to build your own proparty empire.

ith LE presdant-
dact Donald Trumgp
on awarybody’s i,
our affice has bean
fiooded with propartyivestmant uestions
agan. Athoughit & trua that Trumpmada hs
bilions fom naal estabg our resasech has found
that oneis not ikaly to adiove thesa relums.
through fhe buy-todat (BTL) proparty market,
wich South Adicans ar obsessed vath.
| axpain in iz artica why you would
hawve boan battor off {with much les=z rzk)
imeazting your monay in & portfolio of stad
propartias on tha J5E or through a isted
proparty unit tustimeestmant.

Buy-to-lat and listed proparty definsd
A BTL proparty mvestmantin the arida = a
rasidantial roparty that an imeestor buys with
azmall deposit and martgage from tha bank.
Thaimvastor than gats a tanmnt rantitd
racaves maonthly pemants from tha tanant.

A [zted propartyimeastmiant, on the
othar hand represants a besket of rad estata
imvasimant companis isted on the JBE.
Examgies of isted proparty companiesinduda
Growthpont and Redafina Listed proparty
can also be a unit ustinvestrmant managaed
by a proparty Tvasthiant spacidist.

PARAMETERS USED FOR THE BLW-TOLET
PROPERT Y NVESTMENT

Bopbr ket pernmetes dsscrgtion
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AMNUALISED FETURM OVER
BOYEARS: BUY-TOLETVS

LISTED PROPERTY
By edprpry
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Measurament used for comparing buy-
to-let to listed property
In ordkr to-do & comiparison batwean & BTL
imvestrman t and a istad proparty mvestmant,
wahad tobuid a modd and deddaon a
miatc. [t wes decdad the best comipaismn
massramant would ba the snuaised tot
et formmula { KIRR formula in Excdl) = itisa
wary popdar maticin thenvestmant ndustry.
In short, it caloulates the geomatric
avaraga amount of monay camed by an
imeestmant aach year ovar 3 givan Bma
pasiod Itis caloulated 2s & geomatic avarage
o show what an imvestor would eam ovar
a pasod of tima i tha annual ratum wes.
compoundad. Snother reeson for this formula
is that thacash fiows don‘thave tobe
pasiodic. {See box fora dataled exdanation of
the geomeairic avaraga.)

BTL

For BTL nvestmants tha annualized retum
fumad out to bea bit of a nightmara (2
somany othar factors associabaed with this
typaof nvestmant). Frst, you hava to build
amadal that takes into cosidarafion many
paramaters. Balow is alist of hemaost
Impartant: paramatars involved with this
artidas BTL investmant {alsoses tmhis):
Inifti al invas tmar & — A& Rlminves tmant
proparty wees usadin the modd. Tha proparty

was mortgaged and & 10% dapoeit had

o b pid. Sin e thaimw estor did not hawve
thekouryof inandng tha isted poparty
mvestmant, thels ted proper ty investmant:
was startod with thasame anount 2= the
dapasit placed on tha ETL property,in othar
werds an initial inwestrnant of RI00 D00.
Imtar et ratss - The svarage rima intarst
ratain S ovar tha last 20 yeas & st ovar
135, The Movambar 2016 FNE Mortgage
Barometar redctad tha Resands Bank wil
lasrva I tarast rates unchanged for tha ima
baing, and that tharepa rate is axpaectad
tomova sidoways: through 2077 o 2019

In order tokesp it simple, an avrage mime
imtarast rate of 10% over 20 yeas wis used in
tha BTL madd.

Rentalincoms — Aninitial ran talincomae

of W% paryear of tha value of tha proparty

e B oy ek

B £l e
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Risks excluded
from buy-to-
let mode

The following risk factoes were sxciuded
from e by-in-tek investment meded and
compasson o sted properby:

0 ! - Acoordingbe
HleTur.leiullﬂwk’hﬂPNlrruiu
forgquartes 2 of 209, neardy 68% of mnanis
‘wesein the “paic-on-time” cattegony, while
% paid during the “prace period” and 115
paid |ake ~adding upto acombined E5.05%
in pood standing. This means almost 155 of
the owness of bey-to-let investme s did not
receive mnt at all!

[t iz worth remembering that the laavis on
the benan’s site. Evicting a nos-paging tenant
mextmmely dfficultin 58 Thess tenants
can ko braak ©e fnvestment” down and
stealall Fe fittings inthe house. The risks am
theretore not onlya less of mrtal ncome, bet
asopassible damage to your property and the
legal expenses you may seed o incer in oedar

nhl:dliml}d ran't be passed on io the

hﬂmﬂnﬂemmlﬁmi
During 1398 the prir

rabe went as ighas 75 5% and as moently as.

2008 it rose o 15.5%.

K=, 3z property investon knaw, keation
slkiey b your imvestment. An ama canbecome
sendy ovemight and uniie fisted property,
‘whichygou cam selland malise your rebun
within foer days, it can el monkss o fnd
the right bugerat the right pece. With listed
property the price is very bansparent with Sid
and offer prices mguiady maiable on the siock
exchanps tading screens.

JOIVERS IFGATHOM IS THE ONLY FREE |
LUNGH M IVES TR =T
owming a fewr BTL investments in diffoent
amas prvidees diverification, - realiy ey
allin the same indusiry and asset class.
'With shed pecperty wour porticlio could

be diversified innesidential or commerial
poperty developments or renkal-local or
offshare; high and orlow and.

HENT ESCALATIONS AT AM ALL-TIME LOW |
~Th TP meanitor revesls that the national
rent escaliation average for 2015 was just over
o Iz than 3% for the first tao quarters. B

Qs B 7

T lindi hat the bug-toJet had
an annualised return of almost 18%. The listed property

investment had an annualised return of just over 21%.
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Thee following pobential technical benefis wers
excluded from the BTL investment model and
comparison o listed property:

Working in the industng - Beng involved (a5
adeveloper, real estais agent or renovator) in the
property industry could lead bo investors picking
up BTL properties ot bargain prices. It could
also provide inside information about armas or
properties that might surge in future due to certain
developments. These acwartapes could make ETL
aworthwhile investment.

Tan effivienog - lvesiors with a mortgage
on their own bome can bormow from their BTL
properiy and pay off their ows home loan. By
doing this they e shifting thei interest expense

wes usad. Acoording to fha Tanant Peofile
Netwrrk, 2 credit bureau that spediaizasin
watting tanants fornantal proparties in Afica,
tha rant escalation avaragein 3A for 2015
we just: balow 3% Tha rant ascalation from
200 tn 206 hoveawar indicates an avarage
of approdmataly & 5%. It was dedded o
usa 5% oz the onnual escaation rats, asit
mpresants the highar and of the Rearve
Bank's inflation target rata

deduction, whichin tun reduces the reatal
impome profit samed, thereby reducing their
ftaw burden.
d -The BTL i

fioeoes. undisciplined savers to save. s a fact
that the bank will repossess your property §
weu do not pay every month. With this in mind,
irwesiors will make sure they pay their morigages
aveny month, A debit order on a listed property
imwestment can however bave the same effect.

Rursing the restal progerty as s besiness.
- This comparison did not take inbe account that:
investing in rental properties through a company
liegal structure could offer significant benedits
firom a tax and expense write-off point of view. B

Proparty valus incresss — TheAbsa

Horea Prica Index is basad o #ha totl
purchasa price of dl houses (nduding
mgproam an'ts] in respoct of which loan
apgiications wara approved by Abea Tha data
‘goas badk o far 25 1966 According to this
index thi sverape size house price { = tha
mnaused n our ressarch) has nomased by
approxdmataly10% par annum ovar the past
Z0ymars.
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End — thank you

Contact information:
Magnus de Wet | 082 894 8654 | magnus@vistawealth.co.za
Rupert Giessing CFA | 082 411 8887 | rupert@vistawealth.co.za

www.vistawealth.co.za

Vista Wealth Management is a representative under supervision of Accredinet Financial Solutions, an authorised Financial Services Provider, Licence No. 8933
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