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Executive summary

We maintain our buy recommendation on Redefine Properties Limited (RDF) with an intrinsic value of R4.61 and an
upside of 22%. RDF recently released its 1H24 results that were mixed but we have not changed our view on the
company.

RDF'’s interest cover has decreased from 2.4x in FY23 to 2.2x in 1H24 but is still above its covenant of 2x. The loan-to-
value (LTV) for the group increased from 41.1% in FY23 to 42.6% in 1H24 which is above the medium-term target range
of 38% to 41%. The main drivers of the increase were the recent Mall of the South acquisition, but the group intends to
lower the LTV to the medium-target range.

Revenue was up by 8% with distributable income up by 6% from 23.91 cents per share (cps) to 25.34cps. Dividends per
share decreased marginally from 20.32cps compared to 20.27cps. The payout ratio for the period is at 80%, on the lower
end of the FY24 guided range of 80% to 90%. Over the FY24 period the group anticipates that interest rate relief should
only flow in FY25 due to the expected timing of the rate cuts but also the lagged effects of elevated interest rates that are
still to play out.

Our intrinsic value has remained relatively unchanged from R4.60 to R4.61. The upside since our last report has expanded
due to rising economic uncertainty influencing bond yield levels along with the performance of RDF and the property
sector. Our view is that current bond yield levels (12.12%) are not the new normal but reflect market uncertainty. We
anticipate yield levels to correct to similar or below 2 standard deviation (11.70%) levels above the long-term mean. The
correction provides a base for upside potential in RDF and the property sector, positioning them as undervalued.

Valuation

We use a Price-to-Funds-From-Operations (P/FFO) multiple valuation to value RDF and have an intrinsic value with an
upside of 22%. RDF is trading at a P/FFO that is at a 5% discount to its 5-year average. We view the current level of the
multiple as subdued by the current yield levels, the uncertainty associated with the sector as well as the specific risk in
office that RDF is exposed to.

What would change our minds?

e  Adeterioration in property fundamentals
o Office occupancies falling below 80%, reversions below -17% (worst level in last five years)
o Retail occupancies falling below 90%, reversions below -13% (worst level in last five years)
o Industrial occupancies falling below 90%, reversions below -7% (worst level in last five years)

®  An outlook change to government bonds increasing from current levels (above 2 standard deviations over the
long-term average) to above 3 standard deviations (12.83% and above)
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Table 2: Qualitative summary

Factor review

Rating

Description

We expect revenue growth of 5% for the FY24 period driven by the improving

and governance

Growth reversions across its assets. We also forecast a contraction in distribution of 3%,
close to the midpoint of management’s guidance as a factor of finance costs.
Valuation We have an intrinsic value of R4.61 with an upside of 22%. The current P/FFO
multiple trades at a 5% discount to its 5-year average.
Dividend yield ﬁ RDF trades with an 12% dividend yield, one of the highest amongst its peers.
Issuance ﬁ Share dilution due to incentive schemes over the period has been negligible.
Catalyst Bond yield levels correcting from the current 12.12% to levels at/below 2 standard deviation (11.70%)
4 from long term average.
. We rank RDF'’s quality of earnings as medium. When using the average 3-year
Quality of . . . . R ; L
. quality of earnings ratio (cash flows from operations/net income), RDF’s ratio is in
earnings . .
the middle when compared to its peer group.
Management The average tenure for management in the company is six years with no changes in

its management team over the last year.

Balance sheet

RDF has an interest cover ratio of 2.2x with an LTV of 42.6%. The group has
approximately 14% of debt due in CY24. Refinancing impacts on distributions

332

have been guided by management to range from -7% to +1%.

RDF has material exposure to Office which is a risk as a result of a structural change in demand for
office space driven by changes involving work from home policies. Demand indicated by rental

faie reversions has remained negative for SA Office and SA Retail with SA Industrial being the only
segment in the positive.

Regulation ﬁ RDF complies with REIT regulations and raises no immediate regulatory concerns.

ESG ﬁ RDF has a FactSet ESG score of 78/100.

Momentum ﬁ RDF has negative price momentum.

price

Momentum ﬁ RDF has negative earnings momentum.

earnings

Source: PSG Wealth
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1H24 results

RDF’s 1H24 results showed mixed performance. Revenue was up along with distributable income per share but dividends
per share decreased marginally with the payout ratio at the lower end of the 80% to 90% target range. The interest cover
ratio did deteriorate from 2.5x in 1H23 to 2.2x but remains above the 2x covenant. The LTV rose from 40.5% to 42.5%
primarily driven by the acquisition of Mall of the South.

Occupancies on the SA portfolio are mixed with an overall detraction in occupancies with the exception of Office which
saw an increase. Rental reversions for Industrial remain positive and improved further. Reversions for Retail and Office
remained negative in the period at -0.5% (1H23: -3.7%) and -13.6% (1H23: -12.4%) respectively. Guidance for FY 24 has
remained unchanged with a payout ratio range of between 80% to 90% and distributable income per share between
48cps and 52cps.

Table 3: Results summary

Property revenue (R'm) 4817 5214 Sectoral spiit by vahie Value by sector (%)
SA REIT FFO (R'm) 1668 1777 K
Distributable income per share 23.91 25.34
Dividends per share 20.32 20.27 :;’n:
Payout ratio 85% 80% ® Logistics
. ® Self-ziorage
Interest cover ratio 2.5x 2.2x
Loan-to-value 40.5% 42.6% Source: Company presentation
SA portfoﬁo: Source: Company presentation
Occupancies:
Portfolio 92.5% | 92.1% | Graph 3: SA retail vacancy split
Retail 95.6% 94.5%
Office 85.7% 87.7% ORI 10 V“"W Sy e Vacancy by type
Industrial

® Retail vacancy 4.0%
@ Office vacancy 28.0%

Rental reversions:

Portfolio -7.5% -6.0% @ Motor related vacancy 38.6%
Retail -3.7% -0.5%
Office -124% | -13.6%
Industrial
Polish portfolio Source: Company presentation
Occupancies . .
Core EPP 97 1% 98.4% Graph 4: SA office vacancy split
. 0 B 0
ELI Contribution to vacancy by grade Vacancy by grade
Rental reversions
@ Premium Grade 6.3%
Core EPP -6.7% 2.7% @ A Grade 14.8%
ELI - 3.9% @ Secondary Grade 22.6%

Source: Company AFS

Source: Company presentation

Graph 5: SA office vacancy split Graph 6: LTV waterfall
Contribution to vacancy by type Vacancy by type

18%
® Warehousing 7.8%

y 16
@ Modern logistics 17.3% (L A2 02%
FY23 Operating Valuation SA Intemational Forex SA MoTS Disfribution
casfiow impacts disposels capex capex acquisition

Source: Company presentation
Source: Company presentation
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Outlook

Bond yields have gone up by 83 basis points (bps) from the end of January 2024 (last company update report) to end of
May 2024.The hike has been driven by growing economic uncertainty and despite being within the SARB'’s target range of
between 3% to 6%, inflation is yet to reach the 4.50% midpoint. The economic uncertainty has seen yield levels rise while
property performance slows when compared to the run it had in the last quarter of 2023. The rise in yields and slow down
in property performance satisfies the directional relationship the sector has with bond yields. As such, we still anticipate
RDF should benefit as yield levels correct with the catalyst being rate cuts as inflation moves closer to the midpoint of the
target. However, as the MPC expects inflation to reach the midpoint in the second quarter of 2025, we can expect cuts to
be later rather than sooner which positions the sector to be undervalued for longer.

Graph 7: SA 10-year Bond Yield
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Graph 9: RDF, SAPY and ALSI indexed 1-year total returns

140

~ (INDEX) RedefinePropertiesLtd. - TotalReturn == (INDEX) FTSE JSE /SA Listed Property(SAPY) - TotalReturn == (INDEX) FTSE JSE All-Share - Total Return
130
120

110

AN A ..‘.M. A A . M\ A\ 100
TN WW" NV A SN S N et g
.

90

80

I Company Update Report
4



@

Valuation

Table 4: Valuation summary

Bear Base Bull Weighted
FFO 3 661 3 696 3 731 3 696
FFO/share 0.5 0.5 0.6 0.5
Price/FFO multiple 9.0x 10.0x 11.0x 10.0x
Intrinsic value 4.11 4.61 5.12 4.61
Upside/(Downside) 9% 22% 36% 22%
Scenario 25% 50% 25% -

We value RDF using a product of the forecasted FFO per share and P/FFO discounted to compute our intrinsic value.
Post RDF’s 1H24 results, our view on the company remains unchanged and thus our assumptions remain unchanged as

well. We anticipate topline performance to continue its 1H24 momentum into the second half driven by RDF’s quality of

assets held along with some improvement in demand showcased by improved rental reversions.

Given the directional relationship between bond yield levels along with RDF’s valuation multiple, indicated by the graph
below- we see RDF as undervalued with upside potential of 22% on a scenario weighted basis. The risk from a valuation
perspective is skewed to the upside which drives us to maintain our buy recommendation.

Graph 10: P/FFO (Inversed) and SA 10-year Bond Yield

14
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Graph 11: Retail vacancies
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Graph 13: Industrial vacancies
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Graph 15: Office vacancies
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Graph 17: Loan-to-value
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Graph 12: Retail rental reversion
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Graph 14: Industrial rental reversion
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Graph 16: Office rental reversion
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Graph 18: Interest cover ratio
5x
4x
3x
2x
1x

0x
RDF-ZA

2019 2020 12021 m2022 m2023

Source: Company AFS



@®

Table 5: Company data

Graph 19: Price to earnings

52-week high R4.24 9
52-week low R3.13
Market value (bn) R26.2 8 e ———
Price momentum Negative E7
3m earnings revision -5.8%
6
Fiscal year end 2024/08/31
Beta (3Y, daily) 0.59 5 - o oo TT T T
Oct 2021 May 2022 Dec2022 Jul 2023 Feb 2024
Source: FactSet
RDF-ZA
Table 6: Valuation multiples Source: FactSet
Latest: Last note: Graph 20: Share price history vs benchmark
Multiple Jun-
2024 Jan-2024 6
P/E 7.2x 5.1x I~
P/S 5.1x sox| 8°
s
EV/EBITDA - - )
& 4
EV/EBIT 8.8x 9.9x 5
EV/SALES 13.6x 13.9x 3
Dividend yield 11.7% 10.5% Jul 2021 Feb 2022 Sep 2022 Apr 2023 Nov 2023
——RDF-ZA ——SAPY (rebased)
FCF yield 11.3% 10.1%
Source: FactSet Source: FactSet
Table 7: Performance versus benchmark
Period YTD MTD 3M 6M 1Y 2Y 3Y 5Y 10Y
Redefine Properties Ltd. -3.6% 3.3% -7.0% 5.7% 14.9% -7.9% -11.9% -59.9% -60.7%
SAPY 2.7% 1.5% -1.7% 10.9% 11.7% 5.8% 9.9% -30.8% -33.2%
Source: FactSet
Table 8: Key competitors
Net
. Market Sales : o .
Code Price Cap FYO EBIT FYO Income EV/EBIT P/E Price % Price %
(local) (Rbn) FYO (3mo) (1YR)
(Rbn) (Rbn)
(Rbn)
RDF-ZA 3.7 26 6333 4.9 3 13.2x 7.2x -7.0% 14.9%
GRT-ZA 11.4 39 8302 8.8 5 14.4x 8.0x -3.1% -5.0%
BTN-ZA 7.2 6 1863 0.9 1 19.7x 7.4x -6.4% -4.6%
SAC-ZA 25 6 1284 1.2 1 11.4x 9.1x -0.4% 35.9%

Source: FactSet
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Table 9: Key financials and ratios

Income Statement (ZARbn) 2018 2019 2020 2021 2022 2023 20 2024E | 2025€
Revenue 9.2 9.2 8.5 7.2 8.2 9.9 1.53% 4.9 5.1
Y/Y growth (%) 0.6 -8.0 -15.7 15.1 20.2 -50.1 3.8
Gross Income 6.5 6.1 5.3 4.1 4.9 5.9 -1.85% 5.0 5.2
Y/Y growth (%) -5.1 -12.8 -22.6 17.4 21.1 -14.7 3.6
EBITDA 5.9 5.3 4.3 4.6 4.5 5.0 -3.24% 5.9 6.1
Y/Y growth (%) - -10.9 -18.5 8.2 -3.0 11.2 17.7 4.1
EBIT 5.5 4.6 1.7 57 6.5 4.9 -2.03% 5.9 6.1
Y/Y growth (%) -15.7 -63.0 234.5 14.3 -24.5 19.6 4.1
Net Income 6.6 3.3 -16.2 2.9 8.7 1.4 -26.13% 3.3 3.3
Y/Y growth (%) - -49.2 -586.1 -118.0 198.4 -83.4 124.7 0.6
EPS 1.2 0.6 -3.1 0.5 14 0.2 -29.51% 0.5 0.5
Y/Y growth (%) -49.8 -595.6 -116.4 181.4 -84.9 134.4 2.6
Balance sheet and cash flow 5Yr
(ZAR bn) 2018 2019 2020 2021 2022 2023 CAGR 2024E | 2025E
Capex 0.0137 | 0.0093 | 0.0146 | 0.0286 | 0.0103 | 0.0061 | 14.95% 0.6 0.6
Cash from Operations 5.0 4.6 2.7 2.3 2.6 2.6 | 12.29% 3.1 3.4
Cash and ST Investments 04 04 04 1.5 1.8 0.8 | 12.51% 0.2 0.2
Total Assets 98.7 102.7 82.2 75.6 92.4 99.4 0.15% 101.5 103.3
ST Debt 2.5 4.5 1.9 2.3 4.3 5.8 | 18.48% 54 5.0
LT Debt 33.7 36.7 34.9 28.5 33.5 34.9 0.70% 36.9 37.7
Ratios (ZAR bn) 2018 2019 2020 2021 2022 2023 ngR 2024E 2025E
Gross Margin (%) 70.4 66.4 62.9 57.8 58.9 59.4 61.1 101.5 101.2
EBIT Margin (%) 59.4 49.8 20.0 79.5 79.0 49.7 55.6 119.0 119.4
Net Income Margin (%) 71.6 362 | -191.2 40.8 105.8 14.6 1.2 65.7 63.7
Total Debt to Equity 62.6 73.6 96.1 78.7 77.6 78.2 80.8 - -
Total Debt to Assets 36.6 40.1 44.8 40.8 40.9 40.8 41.5 - -
ROA (%) 6.9 3.3 -17.6 3.7 104 1.5 0.3 - -
ROE (%) 11.8 5.9 -34.5 7.5 19.9 2.9 0.3 - -
Source: FactSet
Graph 21: Annual sales Graph 22: Annual net income
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Graph 23: Gross, EBIT, net margins Graph 24: Capital structure & net debt / EBITDA
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Graph 25: Short-term and long-term debt

__ 50
2
o 40
5 30
B
o 20
o)
© 10
2

0

2018 2019 2020 2021 2022 2023
m Short-Term Debt (incl. Current Portion of LTD) H Long-Term Debt

Source: FactSet

Graph 26: Price momentum

5.0

\ / S~ 426

g 4.0 A //\ // Owc[:};ﬁv\gﬁ-ﬂ_“\ Al \3123
Al e / W /

3.0 /\ 2 D el

;v'f‘ﬂ%
%

25 —— 24-day MA — 55-day MA —— Redefine Properties Ltd. - Price
0.5
°
Yo}
w0
kel
<
N
-0.5
Jun/2023 Aug/2023 Oct/2023 Dec/2023 Feb/2024 Apr/2024

Source: FactSet

I Company Update Report
9



%0

Contact details

Fisokuhle Mbutho

Junior Equity Analyst
+27(11) 996 5200
Fisokuhle.Mbutho@psg.co.za

Vaughan Henkel

Head of Equity Research
+27 (11) 996 5200
Vaughan.Henkel@psg.co.za

The purpose of this document is to provide information and is not available for external distribution.

About PSG Wealth recommendations

PSG Wealth provides medium- to long-term recommendations based on the premium or discount that a company trades at, relative to our
estimation of intrinsic value. We expect companies to rerate towards their intrinsic value over a one- to three-year period. The long-term
valuation is a quantitative-based valuation based on the fundamental performance of each company in the past, as well as their future
forecasts. The fundamental features used are based on profitability and includes EPS growth and return on equity (ROE).

House view guidance: House view guidance is indicative only. Each client’s circumstances are different, and it remains critical that
indicative guidance is discussed with your portfolio manager or financial adviser.

Date and share price: The date the report was reviewed and approved by the portfolio committee is likely to precede the release date
and price on the report.

*Share price as at closing.

Disclaimer

PSG Wealth has issued this publication. It is confidential and released for the information of clients only. It shall not be reproduced in
whole or in part without our permission. Any unauthorised use, duplication, redistribution or disclosure is prohibited by law. This
publication is not to be construed as providing investment services in any jurisdiction where the provision of such services is not permitted.
It is provided for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security, and we
have no responsibility whatsoever arising here from or in consequence thereof. The user assumes the entire risk of any use made of this
publication. Any decision to purchase securities mentioned in this publication must consider existing public information on such security
or any registered prospectus. The information contained herein has been obtained from sources which and persons whom we believe to
be reliable but is not guaranteed for accuracy, completeness or otherwise. Opinions and estimates constitute our judgement as of the
date of this material and are subject to change without notice. This publication does not attempt to identify the nature of the specific
market or other risks associated with an investment. Leveraged /Geared positions in securities can accentuate the profit/loss made on
investments. Geared /Leveraged positions are not recommended based on the information contained in this publication. Securities,
financial instruments or strategies mentioned herein may not be suitable for all investors and investors must make their investment
decisions using their own objective advisers as they believe necessary and based upon their specific financial situations and investment
objectives. Certain investments/recommendations may have tax implications for private customers. Investors should seek advice from a
tax adviser before acting on information contained in this publication. The securities described herein are subject to fluctuation in price
and/or value and investors may get back less than originally invested. Past performance is not indicative of future results. The employees
responsible for producing this report may from time-to-time own securities mentioned herein.

Analyst certification

The research analyst who prepared this report certifies that the view expressed herein accurately reflects the research analyst’s personal
views about the subject, security and issuer and that no part of their compensation was, is or will be directly or indirectly related to
specific recommendations or opinions contained in this report.

FSP
PSG Investment Management (Pty) Ltd is an authorised financial services provider. FSP: 44306

PSG Securities Limited is an authorised member of the JSE and authorised financial services provider. FPS: 42996
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