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In this edition:

• Market update
• Currency update
• Company in focus: 

◊ Lloyds Banking Group
• Understanding the universe 

◊ Brief Summary
◊ Focus: property sector

(n: sharpness or keenness of thought, vision)
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UNITED KINGDOM

Weighed down by the carnage across 
commodities.

The last quarter of 2015 has certainly been volatile. The 
markets have see-sawed in line with changing expectations 
over US interest rates. On top of that, there has been no 
let-up in the pressure on commodity prices and commodity-
related shares. This is highlighted very clearly in the 
performance of the FTSE100 Index. Oil and mining comprise 
a large portion of the index, and shares in these sectors are 
trading at multi-year lows. There appears to be no respite in 
sight, at least in the short term. Elsewhere, there is evidence 
of a continued, albeit gradual, recovery in the broader UK 
economy, although exports are coming under pressure due 
to currency movements. Now that the US has finally taken 
the plunge and raised their interest rates, the focus will shift 
to the timing of such a move in the UK. We believe that the 
Bank of England is quite happy to be patient until inflation 
accelerates – which is not evident yet. No change should be 
supportive of the UK economy and equities. 

Treading water until the Federal Reserve shows 
its hand.

The US market has been treading water for much of this year 
– the S&P 500 Index is largely unchanged from its levels in 
January. Like so much of the world’s financial markets, the 
market has been waiting for the Federal Reserve to show 
its hand. However, the strong dollar and the weak oil price 
have also taken their toll on market performance. The 
US has a heavy weighting towards the oil industry – given 
both upstream and downstream listings. But given the 
predominance of large multi-national companies, the strong 
dollar has depressed earnings and forced valuations to rise. 
Stronger local growth has yet to offset these trends so we 
expect the US market to remain rangebound for a few months 
more. Interest rates have finally been raised. For 2016, the 
Federal Reserve is hinting at a further 4 increases of 0.25% 
each. That should support the Dollar, at least over the first 
quarter. We think the pace will be more gradual, and believe 
the Dollar may weaken as the year progresses.

UNITED STATES
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EUROPE

The ECB disappoints the market.

European equities have had an eventful quarter, having had to 
deal with the fallout from the VW scandal, the influx of Syrian 
refugees, terrorist attacks in Paris, and most importantly, 
disappointment from the ECB with regard to further measures 
of QE. The market was widely expecting the ECB to extend the 
duration and also raise the quantum of their QE program. In 
the event, the duration was extended, but the monthly level 
of €10 billion was left unchanged. This sent a sharp negative 
reaction through European bourses. Standing back from the 
noise, the reaction was rather confusing. Various data points 
across the European economy continue to point to a gradual 
recovery in both manufacturing and services. So maybe the 
ECB thought that additional QE was not warranted.  The real 
concern is inflation, or rather the lack of it. True, inflation is 
now positive again after having dipped into negative territory. 
But with commodity prices (especially oil) under renewed 
pressure, this is likely to be short-lived. 

Suffering from Chinese and emerging market 
contagion.

There is little to cheer across Asian stock markets at present. 
The slowdown in China is reverberating across the region, 
with falling tourism numbers, slowing regional trade, and 
weak exports. On top of that, Asian economies are very 
firmly classified as emerging markets. Emerging markets, as 
an asset class, remain firmly out of favour – a fact that we 
know only too well in SA. There is no hint yet that the mood 
towards EM is about to change, given weak growth, rising 
interest rates and slowing consumption expenditure. Asian 
economies are quite geared towards technology exports – 
and there was hope that exports and manufacturing might 
revive as new models of iPhones and other gadgets are 
launched. But demand appears to have been muted and the 
anticipated boost has not materialized. So near term trends 
will be determined by China. There are early signs of an 
improvement in Chinese consumption, but it will take a few 
months of better data before investors will be convinced. 

CHINA AND ASIA
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GBP VS EUR
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It seems that the only talk in town for the 
entire year has been the actions of the US 
Federal Reserve and their interest rate policy. 
Now that rates have finally started to rise, the 
focus will shift to the pace and outlook for 
2016. We expect the pace to be more gradual 
than what is currently being suggested by the 
Federal Reserve. This may well cause the US 
Dollar to weaken slightly over the course of 
the year, although it should remain firm for a 
few months yet. At present, the Dollar is near 
18-month highs vs the Pound. 

GBP VS USD

The Pound has been in a broad uptrend 
relative to the Euro for the past 2 years, but 
the exchange rate has stabilized for much 
of 2015 – albeit in a rather volatile trading 
range. The strong Pound is having an impact 
on UK exporters, and will be key factor in 
any decision to raise UK interest rates by the 
Bank of England. The Euro has strengthened 
recently given no further QE, but this looks 
set to be a temporary trend. We expect the 
Pound to get stronger as the year progresses. 

GBP VS EUR

Emerging market and commodity currencies 
have been under enormous pressure for 
some time. It is too early to tell whether the 
action in the US will be positive or negative 
for emerging markets and commodities. That 
notwithstanding, the Aussie Dollar has staged 
a small comeback over the past few months, 
but we view this as nothing more than a period 
of consolidation within a broader downward 
trend. We need to see commodities stabilize 
before getting bullish on the underlying 
currencies. 
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Lloyds Banking Group (LLOY) was founded in 1765 when the 
Industrial Revolution was in its infancy. The origins of Lloyds’ 
iconic Black Horse dates back to a time when society was 
largely illiterate and there were also no street numbers thus 
signs/symbols were used by businesses to attract customers. 
Over the centuries, through many mergers and acquisitions, 
Lloyds grew to become one of the top 4 UK banks, listed 
in London and New York. At the height of the 2008 market 
crash, the UK government, under mounting pressure, waived 
competition rules in order to allow a merger between then 
Lloyds TSB and struggling HBOS (who at that stage accounted 
for 20% of the UK mortgage market) to avoid a housing market 
crash. Within a month, the UK government ‘bailed-out’ the 
banking sector to the tune of £37 billion by taking a 43.4% 
stake in the newly formed Lloyds Banking Group (LLOY) & 
60% in Royal Bank of Scotland. As one can imagine, there was 
little attraction to owning shares in LLOY thereafter due to 
the tough regulatory environment imposed by governments, 
high interest rate charges and obviously no dividend on offer 
for the foreseeable future. 

Today Lloyds is back to being a leading UK based financial 
services group, focused on both Retail (UK’s largest with 30m 
customers) and Commercial Banking incl. Insurance. It has 
sold off under-performing, non-core assets and has focused 
on its core operations to generate long term, sustainable 
profits. Most importantly, the UK government’s stake has 
fallen to 9% (sold at a profit to UK taxpayers) and plans are 
in place to sell down its remaining shares to retail customers 
in 2016 at a 5% discount to its market price & a promise of 
1 free share for every 10 if held for more than a year. This is 
hugely positive as it a) shows Government’s confidence in the 
bank’s future and 2) allows management increased flexibility 
to work on its differentiated strategy without the headwinds 
of high interest payments from the Asset Protection Scheme 
which the Government charged in return for guaranteeing 
HBOS’s mortgage book. 

Part of the new strategy has been to reduce its mortgage 
market share and focus on higher margin smaller companies 
(up 5% Q3), consumer finance businesses (up 17% Q3) whilst 
supporting first-time buyers. This has resulted in better 
Net Interest Margin (NIM) performance when compared 
to peers. The extraordinary low interest rate environment 
that has prevailed in the wake of the financial crisis has put 
downward pressure on the NIMs of all banks, especially the 

larger ones. In its recent results, NIM increased to 2.63%, 
24bps higher than the previous period thus allowing Lloyds 
to deliver sustainable growth by supporting the UK economy 
through selective loan growth.

The strength of all global bank’s balance sheets have been 
under the spotlight recently, especially the Common Equity 
Tier 1 (CET1) ratio which is the key measurement of a 
bank’s financial strength. It measures whether a bank is 
adequately capitalised and must stand up to various stress 
tests determined by the regulators to avoid another 2008 
scenario. Lloyds is already above its revised CET1 target 
(13%) and there is potential for a special dividend. Another 
key measurement, the cost-income ratio has been the lowest 
of the UK major banks for some time and is core to increasing 
their competitive advantage.

António Horta-Osório , CEO – “The Group continues to support 
the UK economy by delivering on its key commitments to 
households and businesses within the Helping Britain Prosper 
Plan, providing approximately one in four first-time buyer 
mortgages and supporting one in five new business start-
ups in the nine months to the end of September 2015. As a 
simple, low risk, customer focused, UK retail and commercial 
bank, we are well placed to respond to the evolving regulatory 
environment as well as the short-term challenges of low 
interest rates.”

Importantly, the dividend has been re-instated at around 
2.4% (Historical) but this is likely to rise to over 5% in 2016. 
There is talk of a pay-out ratio goal of 65% which could in 
turn see the dividend prospects rise further. Expectations are 
that the dividend could rise to 6% in 2016 and 7.5% in 2017. 
The P/E ratio is also attractive at 8.1. The future is looking 
far rosier than in the past few years for Lloyds.  It is also 
benefitting from an improving UK economy supported by low 
unemployment, increased house prices, reduced household 
debt and increased consumer spending. Although interest 
rate rises have the potential to moderate economic growth, 
we don’t believe such increases are imminent. We thus feel 
comfortable buying Lloyds at the current levels. With QE in 
Europe being pushed out to at least March 2017, Lloyds are 
well positioned to take advantage.

LLOYDS BANKING GROUP
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Name Country Sector Description

Associated 
British Foods

UK Food & 
Retail

One of the UK's leading food manufacturers, with operations across agriculture, ingredients, food 
and sugar. It also owns the very successful Primark retail chain, a value clothing retailer with stores 
across the UK and Europe. Sugar is weak, but the rest of the operations are performing well.

British Land UK Property The company is one of the UK's leading property companies, with a gross portfolio worth over 
£10 billion. Properties vary from office blocks to shopping centres. A solid yield and attractive 
development pipeline offer stable, long term growth.

CapitaMall 
Trust

Singa-
pore

Property CapitaMall Trust was the first property company to be listed on the Singapore Stock Exchnage. It 
has a dominant portfolio of strong retail properties across Singapore, as well as a strategic stake in 
CapitaRetail China Trust - an investor into Chinese retail properties.

Carrefour France Food 
Retail

Carrefour is one of the largest supermarket chains globally, with operations across Eastern & 
Western Europe and Brazil. Sales are firm and valuations are undemanding relative to the broader 
market and its own peer group. With oil prices providing a boost to disposable incomes, we believe 
that sales growth will accelerate.

CIsco USA Technol-
ogy

Cisco designs and manufactures IT equipment that forms the backbone of modern networks, the 
internet and how we connect to them. The growth in cloud computing is a huge opportunity as 
more functionality moves into cyberspace.

Deutsche 
Post DHL

Germany Industri-
als

Deutsche Post is the privatised German mail service, but it has expanded into logistics, express 
parcel delivery and much more. Cheap valuations, the first hints of better economic growth 
and the ongoing trend to online shopping bode well. The weaker opil price has also lowered its 
transport costs.

Diageo plc UK Consum-
er Staples

Diageo is one of the world's leading liquor companies. It has superb brands across wines, beer 
and spirits, and is active across the globe. Some of its better known brands include Guiness beer, 
Baileys Irish Cream, Smirnoff, J&B and Tanqueray. 

First Real 
Estate Trust

Singa-
pore

Property A Singapore based property company with a specific focus on healthcare properties such as 
hospitals and clinics, across Indonesia, Singapore and South Korea.

General 
Electric

USA Industri-
als

GE is active is so many industries it is impossible to name them all. It is presently undertaking a 
reorganisation of its operations by separately listing its finance division and it has sold its consumer 
electronics division. That leaves it exposed to the specialised medical equipment market and the 
rail, energy and power markets. It offers exposure to a recovering US and global economy. It has 
one of the highest dividend yields for large cap US stocks

General Mills USA Consum-
er Staples

GM is one of the largest food companies in the US, with brands such as Cheerio's, Old El Paso, 
Pillsbury and Haagen Dazs. It is expanding into Asia and has an uninterrupted 113 year history of 
increasing its dividend.

The table below contains a short description of various shares that we consider to be quality global companies and worthy 
of inclusion in clients’ portfolios. Whilst many of the companies are household names, some are less familiar. The aim of this 
table is to introduce clients to these companies to broaden your knowledge and understanding of how your foreign portfolio is 
positioned. This list is constantly updated and amended to reflect our broadening coverage and changes to our basket due to 
changes in the economic cycle. This quarter we are pleased to expand on the enhancements made in the prior edition. We have 
created a one-page “factsheet” for various companies. The aim of this factsheet is to provide more detail on each company, 
the earnings and dividend history and the share price performance in both the base currency and an alternative currency. 
In so doing, we trust that clients will gain more familiarity with some of the companies in their portfolio and understand the 
dynamics of currencies on the daily movement in share prices. This quarter we delve into the offshore listed property sector.  
Companies featured in this edition of Acuity are in bold blue.

UNDERSTANDING THE UNIVERSE
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Name Country Sector Description

Growthpoint 
Australia

Australia Property GOZ is the Australian subsidiary of locally listed Growthpoint Properties. It has a growing portfolio 
of commercial and industrial property across Australia, and offers a yield in excess of 6%.

Hammerson 
plc

UK Real 
Estate

Hammerson is one of the UK's leading property companies, with a portfolio in excess of £10 billion. 
It has a retail bias and a management team considered one of the finest in the industry. The 
portfolio is split between the UK and France.

Heineken Nether-
lands

Brewing One of the top 5 global brewers. Its "Heineken" brand is one of the true global beer brands. 
Importanttly, the company has the best growth profile due to its operations in Africa and Latin 
America. With consolidation underway, Heineken stands out as an attractive alternative.

Honeywell USA Industri-
als

Honeywell is similar to GE - a huge company but with surprising focus. It operates in aviation, 
automation and controls, transportation equipment and the manufacture of precision materials. 
For example, Honeywell makes many of the turbos found in modern passenger cars. A strong 
foundation has led to superb earnings and dividend growth. 

Imperial 
Tobacco

UK Tobacco Imperial Tobacco is a global producer of tobacco products. Whilst not as big as British American 
Tobacco, Imperial has a strong franchise and good core brands. Recent expansion in the US and 
further cost cutting bode well for eps growth. The company has a commitment to increase its 
dividend by 10%p.a

Johnson & 
Johnson

USA Health 
Care

Johnson & Johnson is a familiar name to most investors, given that many use its products every 
day. The company has operations across the healthcare industry, from specialised hospital equip-
ment to baby care products. A growing population and penetration into new markets offers years 
of strong growth.

Land 
Securities

UK Real 
Estate

Land is the largest property REIT in the UK. Its portfolio consists of prime retail proeprty as well 
as a focussed London portfolio. In total, it has over 25 million square feet of property. It trades at 
a discount to NAV, despite its strong pipeline and good rental growth. 

Las Vegas 
Sands

USA Gaming 
& Leisure

LVS is one of the worlds largest casino perators, with properties in Las Vegas, Singapore and 
Macau. Its Macau operations dominate the group, generating over 80% of profits. The downturn 
in China has impacted on short term profitability, but its cash returns to shareholders are rising 
steadily.

Lloyds 
Banking 
Group

UK Financials Lloyds has recovered well from the GFC. It has sold off its TSB operations, refocused its domestic 
business and compensated clients for prior indiscretions (pension and insurance mis-selling.) The 
government has seen fit to reduce their stake. We expect the dividend profile to rise strongly over 
the next three years, which should be a precursor to a rerating.

Mead 
Johnson

USA Infant 
Nutrition

Mead Johnson is one of the largest companies in the global baby milk business, its key competitor 
being Nestle. Mead's largest markets are China and the US, but it is expanding throughout Asia 
and Latan America. Given the importance of infant nutrition to long term human development, we 
believe this is an attractive long term industry.

Michael Kors USA Luxury 
Goods

Despite only having been listed for 3 years, the name of Michael Kors has been around for many 
years. This US-based luxury group appeals to the well-heeled younger generation, and their 
products are highly sought-after but more affordable than some of its European peers. The share 
has derated and is now cheaper than the peer group, yet it retains sector-beating growth prospects. 

Nestlé Switzer-
land

Consum-
er Staples

Nestle is a truly global company with operations spanning 197 countries. It's focus is on nutrition, 
wellness and health, and a constant flow of innovation. Its products are in food, confectionary, ice 
cream and diary, and pet food. Last year it reduced its stake in L'Oreal to focus its attention on skin 
care.

Newell
Rubbermaid

USA Consum-
er Staples

Renowned for their yellow dish-washing gloves, Newell has been around for many years, but its 
portfolio extends far beyond the kitchen sink. It has a wide footprint in stationery, baby goods, 
tools and household care products - items we all ujse every day. A refocusewd management 
tgeam is driving efficiencies and improving cash flows, hence the strong growth in cash returns to 
shareholders.
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Name Country Sector Description

Prologis Inc USA Real 
Estate

Prologis is based in the USA and focusses primarily on logistics and warehousing property in 
America, Europe and Asia. It has a portfolio of 2,900 properties across 21 countries. It has shown 
good growth in distributions recently and offers a compelling yield relative to US-based alternatives.

Reckitt 
Benckiser

UK Consum-
er Staples

Reckitt Benckiser is a global consumer company producing many of the items that stock our 
grocery and kitchen cupboards. In addition, it also produces some over-the-counter medicines. 
Like Unilever, it has strong brands and good growth into new emerging markets.

Royal Dutch 
Shell B

UK Energy Royal Dutch Shell is an old fashioned oil company. It produces, refines and sells oil / petrol across 
the world. The "B" shares trade at a slightly higher price, but are exempt from Dividends Tax, which 
makes them attractive. 

Rio Tinto plc UK Mining Rio Tinto, along with Anglo, BHP Billiton and Glencore, make up the world's largest mining 
companies. Rio has a strong presence in coal, iron ore and copper. Commodities are under pressure, 
but it has a strong balance sheet and cash flow. The yield is over 6%, even with depressed prices.

Sanofi France Pharma-
ceutical

Sanofi in another of the world's leading pharmaceutical companies. It manufactures medicines and 
vaccines and is active in animal health too. It operates in over 100 countries and has 20 research 
and development sites that ensure the company has a strong pipeline of new products. 

Schroders 
Asset 
Managment

UK Financials Schroders, another leading UK asset management firm, manages assets of £310 billion. Unlike 
Aberdeen, it has a more balanced portfolio across developed markets with a good spread of both 
retail and institutional clients. That makes it more resilient to market fluctuations.

Siemens Germany Industri-
als

Siemens is a leading German industrial company with operations spanning transport, energy, 
medical devices and industrial automation. It has a leading research team that drives innovation 
and new products, which in turn drives revenue growth in future years. Valuations are undemanding 
and the company stands to benefit from Euro weakness for its exports.

Simon 
Property 
Group

USA Property Simon is the largest global property company, with a market capitalisation of $60 billion. It is a 
pure retail fund, with the bulk of its assets (92%) in the USA. It has a small, but growing, presence 
in Europe and Asia.

Singapore 
Telecomms

Singa-
pore

Telecoms Singapore Telecomms dominates the fixed line market in Singapore (Singapore's Telkom), but 
also has a strong cellular presence across Asia (Singapore, Indonesia, Malaysia), and through its 
investment in Bharti, a presence in growth markets of India and Africa. 

Sky plc UK Media Sky (formerly BSkyB) is the largest provider of satelite TV services across the UK. It has recently 
completed the acquisition of its minority interests in germany and Italy. Better scale will help to 
secure content (especially sporting rights) and reduce costs. It remains a defensive, attractive 
industry and the share offers a secure dividend yield. 

Standard Life UK Financials Standard Life is a UK based life insurer, with a strong global asset management presence. It has 
been very successful in growing its investment business, and has exciting options for growth in 
Asia, specifically India.

Tencent 
Holdings

Hong 
Kong

Social 
Media

tencent is the listed subsidiart of locally listed Naspers. It dominates online gaming and social 
chat (wechat) and has successfully demonstarted its ability to monetize products. It is constantly 
innovating and investing in new technologies - the latest being banking - to further dominate the 
onlione presence in China and Asia.

Unibail 
Rodamco

France Property Unibail Rodamco is Europe's largest property company, with a focus mainly on retail properties 
across continental Europe. It has superb assets and a well regarded management team that 
continues to extract value and deliver growth, despite the weak environment. The high yield adds 
to the appeal.

Unilever plc UK Consum-
er Staples

Unilever is a global consumer company producing many of the items that stock our grocery and 
kitchen cupboards. It has strong brands which are being extended into new categories (Dove soap 
to deodorant for example). The push into new emerging markets offers plenty of growth.
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British Land

Ticker: BLND LN Share in issue (m):  1,020 
Domicile: UK Market Cap (m)  £7,935 
Price: 778 Year end: March
Currency: GBP Sector: REAL ESTATE

Year NAV DPS
2011 587.0 26.0
2012 595.0 26.1
2013 596.0 26.4
2014 688.0 27.0
2015 829.0 27.7

Forecasts
Year NAV DPS
2016 964 28.5
2017 1046 29.9
2018 1102 31.3

Valuation
Ratio Prem/NAV Yield
Current -6% 3.6%
1yr fwd -19% 3.7%

Salient points:
1. As the name suggests, British Land’s property portfolio is all situated in the UK. 

The portfolio is weighted towards the South and South-East of England, where the 
majority of UK growth is concentrated.

2. Their retail assets are comprised of shopping parks and shopping centres,. Together 
they comprise  51% of their total portfolio. Their office and residential portfolio is 
concentrated in the West End of London.

3. UK-centric property companies have taken time to recover from the Financial Crisis 
and the weak economy thereafter. Finally, those days are fading into the rear view 
mirror as rents grow, balance sheets are healthy, and a lack of development has 
spurred demand for quality office and retail space. 

4. This is evidenced by the strong occupancy levels being achieved by the sector, and 
British Land is no exception.  Their occupancy rate has reached 98.5%, near record 
highs for the company. 

5. Together with development spend that is now delivering new assets, net income 
is growing. This in turn is fuelling a resumption of distribution growth and strong 
growth in NAV - the driver of share price growth in the UK market. 

6. The UK sector is trading at a discount to NAV, unlike property in most other markets. 
The discount is widening at present, which we feel is unsustainable. We expect 
share prices to rise as NAV growth continues.

SHARE PRICE IN USD
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CapitaMall Trust

Ticker: CT SP Share in issue (m):  3,463 
Domicile: Singapore Market Cap (m)  SGD 6,683 
Price: 193 Year end: December
Currency: SGD Sector: REAL ESTATE

Year NAV DPS
2010 155.0 9.2
2011 158.0 9.4
2012 165.0 9.5
2013 174.0 10.3
2014 181.0 10.8

Forecasts
Year NAV DPS
2015 187 12.2
2016 190 13.0
2017 193 13.1

Valuation
Ratio Prem/NAV Yield
Current 7% 5.6%
1yr fwd 3% 6.3%

Salient points:

1. CapitaMall Trust was the first property company to be listed on the Singapore Stock 
Exchange. It was listed in 2002, and still retains the title of being the country’s 
largest REIT.

2. CapitaMall is primarily a retail-focused property company, with 16 malls across 
Singapore.  At the last reporting date, it achieved an occupancy level of 98.8%. It 
also has a strategic stake of 15% in CapitaRetail China Trust - a REIT focussed on 
retail properties across Mainland China. 

3. Disttributable income has grown at a compound annual growth rate of 5% since 
2010, far outstripping the local inflation rate of 2.1%.  That rate of growth is expected 
to rise over the next 18 months.

4. Given the size of Singapore, most of their malls are located at or near large 
transportation hubs, thus enabling them to attract almost 330 million shoppers to 
their premises every year. In order to keep shopping malls relevant in a country 
with good braodband and internet penetration, they have rolled out free wi-fi to all 
their properties. They also have a loyalty program which rewards shoppers over and 
above store loyalty schemes. 

5. The yield is attractive - well above that for Singapore government debt. Growth 
should be steady for the next few years, with upside should the Asian region recover.  
CapitaMall offers good diversification away from Europe and the UK.
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First Real Estate Trust

Ticker: FIRT SP Share in issue (m):  741 
Domicile: Singapore Market Cap (m)  SGD 871 

Price: 117.5 Year end: December
Currency: SGD Sector: REAL ESTATE

Year NAV DPS
2010 78.0 5.1
2011 81.0 7.0
2012 83.0 7.3
2013 97.0 7.5
2014 102.0 8.1

Forecasts
Year NAV DPS
2015 104 9.4
2016 104 9.7
2017 107 9.9

Valuation
Ratio Prem/NAV Yield
Current 15% 6.9%
1yr fwd 13% 8.0%

Salient points:

1. First Real Estate Trust is rather unique in that it only owns heathcare -related 
properties. Its portfolio is comprised of hospital and nursing home properties across 
Asia. It was listed in Singapore in 2006 and has since developed a strong track record 
of consistent distribution growth.

2. The portfolio  is dominated by hospitals and healthcare facilities in Indonesia.  It has 
a strategic relationship with Lippo Karawaci, Indonesia’s largest property group, and 
Siloam, the largest hospital group in that country. Together these companies have a 
pipeline of new properites, to which First REIT has the right of first refusal.

3. In Singapore, the properties are all nursing homes within large catchment areas. The 
property in South Korea is the largest rehabilitative and nursing facility in Yeosu city.

4. Given the volatility of currency movements, all rentals for Singapore and Indonesian 
properties are denominated in Singapore Dollars. This reduces currency risk.  Rental 
from South Korea is based in US Dollars. 

5. Distributions have grown steadily, but have slowed recently due to a weaker 
macro environment across Asia. Nonetheless, the properties and portfolio remain 
extremely defensive. Given a 7% yield, this makes First REIT an interesting option for 
diversified income portfolios.
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Growthpoint Australia

Ticker: GOZ AU Share in issue (m):  569 
Domicile: Australia Market Cap (m)  AUD 1,733 

Price: 305 Year end: June
Currency: AUD Sector: REAL ESTATE

Year NAV DPS
2011 198.0 16.9
2012 191.0 17.4
2013 198.0 18.2
2014 216.0 19.0
2015 248.0 19.7

Forecasts
Year NAV DPS
2016 261 22.9
2017 275 23.2
2018 289 24.0

Valuation
Ratio Prem/NAV Yield
Current 23% 6.5%
1yr fwd 17% 7.5%

Salient points:

1. Growthpoint Australia is controlled by South African-based Growthpoint Properties. 
It was acquired  in 2009 at the nadir of the Financial Crisis. Since being  part of 
the Growthpoint stable, the company has  more than trebled in size, and is now a 
member of the Australian ASX 200 Index. 

2. Unlike most offshore REITS that we have focused on, Growthpoint has no retail 
exposure. Its portfolio  is split evenly between office and industrial premises 
(warehousing and logistics.) It is diversified across Australia. The bulk of its portfolio 
is located in Victoria, Queensland and New South Wales.

3. Growth has been impressive under Growthpoint’s leadership. Distributions have 
grown at an annual compound growth rate of 7% over the past five years, with 
growth set to accelerate in the next eighteen months. NAV growth has been equally 
solid, which has supported the rise in the share price.

4. The Australian economy is suffering similar pressures to other commodity exporters 
- weak growth and a weak currency. This has affected demand for property. However, 
we are enouraged that only 6% of its leases are due to expire in the next two years. 

5. Weakness in the Australian currency has impacted on returns for UK-based 
shareholders. The underlying fundamentals remain sound,  and the Aussie Dollar 
has stabilised in the near term.  The income yield remains attractive for patient 
investors.
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Hammerson plc

Ticker: HMSO LN Share in issue (m):  784 
Domicile: UK Market Cap (m)  £4,694 

Price: 598.5 Year end: December
Currency: GBP Sector: REAL ESTATE

Year NAV DPS
2010 495 16.0
2011 530 16.6
2012 542 17.7
2013 573 19.1
2014 638 20.4

Forecasts
Year NAV DPS
2015 700 22.1
2016 761 23.7
2017 814 25.2

Valuation
Ratio Prem/NAV Yield

Current -6% 3.4%
1yr fwd -15% 3.7%

Salient points:

1. Hammerson is a UK-listed property REIT with a vision and mission to be the best 
owner/manager of retail property within Europe.  

2. Their portfolio is focused exlcusively on retail property, varying between shopping 
centres, retail parks and selected premium outlets - individual stores in prime 
locations. Their portfolio is biased towards the UK but they do have a growing 
presence in French shopping centres as well.

3. Hammerson is widely regarded as having one of the best management teams in 
the industry. Consequently, they have been able to plan and develop new space 
very effectively, whilst also ensuring a good tenant profile and  flow through their 
centres. All of this contributes to rising footfall and growing sales and rentals. The 
quality of their management has attracted SA-based Resilient Property Fund to buy 
a stake in the company. 

4. Distributions have grown at a compound annual rate of 6.5% over the past five 
years, well ahead of UK inflation. Strong distribution growth has been supported by 
strong NAV growth of 7.2% p.a. 

5. The share price has trended sideways  for the past year, due mainly to rising 
uncertainty about the timing of  increases in US and UK interest rates. We feel this is 
unjustified given strong rental growth and well-located assets.  Given the widening 
discount to NAV, we see good potential for gains in 2016.
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Land Securities

Ticker: LAND LN Share in issue (m):  791 
Domicile: UK Market Cap (m)  £9,170 

Price: 1160 Year end: March
Currency: GBP Sector: REAL ESTATE

Year NAV DPS
2011 878 28.0
2012 914 28.2
2013 946 29.0
2014 1069 29.8
2015 1343 30.7

Forecasts
Year NAV DPS
2016 1458 33.1
2017 1557 35.0
2018 1625 36.7

Valuation
Ratio Prem/NAV Yield
Current -14% 2.6%
1yr fwd -20% 2.9%

Salient points:
1. Land Securities is the largest, and oldest, listed property company in the UK. It is a 

member of the FTSE 100 Index. Like British Land, its portfolio is  based entirely in the 
UK, with no European exposure.

2. There are two core elements to their portfolio - the retail portion and the London 
portfolio. The London portfolio consists of offices and central london shops. Offices 
are spread across the City, west end and smaller boroughs.

3. The retail portfolio is dominated by shopping centres, but unlike other groups, 
it also has exposure to retail warehouses and food stores - such as stand-alone 
supermarket premises - and leisure centres and hotels. This differentiates Land 
Securities from some of its immediate peers.

4. The final leg to their portfolio is 3,500 acres of  development land in London that will 
gradually be developed. Given the buoyant state of the London market, this has the 
potential to unlock significant value.

5. While distribution growth has been relatively pedestrian at an annual compound 
growth rate of 2.7%, there has been strong growth in NAV of almost 11%. Together 
with good growth in net operating income and good debt management, the 
comapny’s gearing has fallen to  26.5%, very conservative relative to the rest of the 
industry and historical standards.

6. Land has the strongest NAVgrowth profile of any UK company, and we expect the 
share price to move up as this is crystallised.
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Prologis Inc

Ticker: PLD US Share in issue (m):  509 
Domicile: United 

States
Market Cap (m)  $21,175 

Price: 4156 Year end: December
Currency: USD Sector: REAL ESTATE

Year NAV DPS
2010 2812 112.0

2011 2852 112.0
2012 2704 112.0
2013 2729 117.0
2014 2728 135.0

Forecasts
Year NAV DPS
2015 4032 169.4
2016 4355 186.1
2017 4642 197.4

Valuation
Ratio Prem/NAV Yield
Current 52% 3.2%
1yr fwd 3% 4.1%

Salient points:
1. Prologis is the global leader in industrial logistics property across the Americas, 

Europe and Asia. It has operations on 4 continents and specialises in warehousing 
and distribution facilities.

2. The portfolio is valued at $34 billion, spread across 3,214 properties and 21 different 
countries. The company has  1,500 employees around the world, serving 5,000 
different customers in its premises.

3. Distributions to shareholders stagnated  after the Financial Crisis as global trade 
slumped. However, the tide has started to turn more positive, and distributions are 
once again growing steadily. 

4. Growth has been driven by a recovery in their US portfolio. At the end of 2014, 
US occupancies reached 96.7%, well ahead of the broader US market for similar 
property. This, combined with  double-digit rent rollovers saw operating income rise 
5.3%, well ahead of US GDP growth. This level has not been attained since before 
the Financial Crisis.

5. In Europe, occupancies stand at 95%, again ahead of the broader market.  Rents are 
not growing yet, but supply is constrained which bodes well for both occupancies 
and future rentals. 

6. The share offers an attractive yield of 4.5% to December 2016, providing strong 
income growth.  The yield is also attractive relative to US bonds, which mitigates the 
risk of higher interest rates.
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Simon Property Group

Ticker: SPG US Share in issue (m):  314 
Domicile: US Market Cap (m)  $59,642 

Price: 18970 Year end: December
Currency: USD Sector: REAL ESTATE

Year NAV DPS
2010 1635 260.0
2011 1569 350.0
2012 1894 410.0
2013 1870 465.0
2014 1626 515.0

Forecasts
Year NAV DPS
2015 1791 605.8
2016 1889 667.6
2017 2004 721.1

Valuation
Ratio Prem/NAV Yield
Current 1067% 2.7%
1yr fwd 959% 3.2%

Salient points:

1. The Simon Group is the largest listed property company in the world, with a market 
capitalisation of $58 billion. It is now an S&P 100 company - ie, one of the 100-largest 
companies in the USA. 

2. Last year, the Group separately listed its small mall and convenience centre portfolio 
- through Washington Prime Group. This has left Simon with a focussed portfolio of 
large scale shopping malls from which they can extract economies of scale. Simon is 
a pure retail fund. with no exposure to offices or industrial property.

3. By geography, the Group is heavily exposed to North America, but it also has 
investments in Europe and Asia.  In Europe, they have a 20% shareholding in 
Klepierre - one of the continent’s biggest property owners. Klepierre itself merged 
with European peer, Corio, in 2014.

4. In 2014, Simon delivered outstanding results, growing rentals, reducing vacancies, 
and tightly managing costs. Net operating income has grown at 4.3% p.a over the 
past five years, double that of the growth of the broader US economy.

5. Their balance sheet remains very strong, with debt/equity at 29% and interest cover 
at 3.8 times. They have flexibility to pursue their ongoing redevlopment program. 
Furthermore, they have actively refinanced debt and lowered their interest rate 
charge. Higher US interest rates should not have a signifciantly negative impact.

SHARE PRICE IN GBP

10500	

11000	

11500	

12000	

12500	

13000	

13500	

14000	

Dec-14	 Feb-15	 Apr-15	 Jun-15	 Aug-15	 Oct-15	 Dec-15	

GROSS LETTABLE AREA BY GEOGRAPHY

92%	

4%	
4%	

USA	 Europe	 Asia	

SHARE PRICE IN USD

17000	

17500	

18000	

18500	

19000	

19500	

20000	

20500	

21000	

Dec-14	 Feb-15	 Apr-15	 Jun-15	 Aug-15	 Oct-15	 Dec-15	

GROSS LETTABLE AREA BY SECTOR

100%	

Retail	



We understand Your Need for Financial Integrity

A C U I T Y
Offshore knowledge from the Harvard House Group

Unibail-Rodamco

Ticker: UL NA Share in issue (m):  98 
Domicile: NED Market Cap (m)  € 22,597 

Price: 23035 Year end: December
Currency: EUR Sector: REAL ESTATE

Year NAV DPS
2010 12345 800.0
2011 13105 800.0
2012 14718 840.0
2013 15470 890.0
2014 16630 960.0

Forecasts
Year NAV DPS
2015 17397 1077.3
2016 19021 1107.0
2017 22196 1171.2

Valuation
Ratio Prem/NAV Yield
Current 39% 4.2%
1yr fwd 32% 4.7%

Salient points:

1.  Unibail-Rodamco is the largest property fund in Europe, and the third-largest 
worldwide.  Unibail’s focus is on prime shopping centres  in major European cities, 
along with prime office space and major convention venues in Paris.

2. Thanks to active management and good tenant retention, the Group has been able 
to deliver returns in excess of 15% over the past five and ten years. 

3. Size does count in the property industry. Owing to its strong balance sheet, Unibail 
has been able to raise debt at extremely cheap levels to secure low interest for years 
to come. This has driven earnings growth, but has also provided them with flexibility 
to pursue their organic growth pipeline.

4. The company has committed €8.2 billion to growth over the next five years, spread 
across all three pillars of its portfolio.  Unibail believes its portfolio of shopping 
centres  makes them the obvious partner for retailers looking for continental 
expansion. 

5.  The Group prides itself on innovation across its portfolio, whether in the food 
offering or through technology such as click and collect, smartphone apps and more. 
All these have driven shopper numbers and sales, which in turn drive rentals higher.

6. Until 2014, Unibail paid only one annual dividend a year. It has now moved to 
paying an interim and final dividend, making it more attractive to income-orientated 
shareholders.
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Disclaimer:
The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty) Ltd , Harvard 
House Financial Services Trust, and Harvard House, Chartered Accountants (collectively known as the Harvard House Group), do not warrant its completeness 
or accuracy.  Opinions, estimates and assumptions constitute our judgment as of the date hereof and are subject to change without notice.  Past performance 
is not indicative of future results.  This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who 
wishes to invest with the Company should seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever 
for any loss or damages whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter 
does not constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.
 

 
Harvard House Investment Management (Pty) Ltd*, Licence no: 675  
Harvard House Financial Services Trust*, Licence no: 7758
Harvard House Insurance Brokers*, License no.  44138
Harvard House, Chartered Accountants
* Authorised financial service providers in terms of FAIS (2002)

For more information on the range of products and services offered by Harvard House Investment Management 
and its associated companies (including Harvard House, Chartered Accountants), or for any financial advice, 
please contact the Company at:

Harvard House      (  +27 (0) 33 330 2164
G     3 Harvard Street, Howick, 3290, South Africa  7  +27 (0) 33 330 2617   
+ P.O. Box 235, Howick, 3290, South Africa  @  admin@hhgroup.co.za
        www  www.hhgroup.co.za  

CONTACT DETAILS

THE FINAL WORD

“No, you haven’t made buckets of money 
yet. Your initial investment was used to 

purchase buckets”


