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Now you too can see everything with
PayProp vision.

i

PayProp’s direct bank integration means you and your team have full visibility of your
rental portfolio — know exactly who has paid, when, and where the money went. Get PayPrOp
the clear view you and your landlords deserve.

To get started visit www.payprop.co.za or email us at support@payprop.co.za.



Q2 2015

Now in its fourth year, the PayProp Rental Index continues to grow in influence
with unmatched insights into the residential letting market in South Africa. This
quarter (Q2 2015) we track rental data harvested from financial transactions
relating to 70 000+ active rental properties, making PayProp the largest
processor of residential letting transactions in South Africa and the PayProp
Rental Index the most comprehensive study on residential letting trends.

We hope you enjoy this issue.
Louw Liebenberg
CEO: PayProp

CONTINUED SIGNS OF GROWTH
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CONTINUED SIGNS OF GROWTH

As at the end of June 2015, the national average monthly rental
in South Africa stood at R6 441", marking 15 months above
the R6 000 mark. At the current growth rate, the average rental
should exceed R6 500 by the end of 2015.

Another headline statistic is year-on-year (y/y) growth — that is,
the rate at which rentals grow based on a 12-year comparison
of average rental values (i.e. March 2013 vs March 2014 vs
March 2015, etc.). In our Q1 index we reported a glimmer of
hope for landlords in the form of an upturn in this trend line
— from six months’ continuously slowing growth to the first lift

since July 2014. The good news continues this quarter.

A steady decline in the numbers has been in evidence since
September 2014 before they hit a cyclical low of 5% in January
2015. Since then, y/y growth has steadily strengthened to
7.26% — where it ended this quarter.

While the upturn is good news, the slowing performance of the
South African economy does not give us much confidence that
this trend will gain dramatic momentum or even sustain itself for
an extended period of time. =
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"Figures only include PayProp-administered tenants in the formal rental market (excluding shacks, hostels, back-rooms etc.), and tenants who use an estate agency —

the assumption can be made that such tenants are financially better off.
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PROVINCIAL FIGURES

Gauteng still tops | Gauteng R ot
For the second quarter in a row, Gauteng was the most
expensive province to rent in. This comes after four years of Northern Cape R6 840
undisputed rule for Limpopo and Mpumalanga. Over the past
year, the fortunes of both these regions have steadily reversed Western Cape R6 696
as a result of two things: First, the industrial expansion that drove
up prices in the first place appears to be waning, and moreover, Mpumalanga R6 613
additional housing capacity has been added to reduce supply
shortages. KwaZulu-Natal R6 505
Another interesting development is the toppling of the Free Limpopo A6 269
State by North West as the cheapest province to rent in. Eastern Cape
From the graph it is clear that there are two clear pricing groups Free State
among the provinces — the R6 000 group (Gauteng, Northern
Cape, Western Cape, Mpumalanga, KZN and Limpopo) and the North West R4 423
sub-R5 000 group (Eastern Cape, Free State and North West). :
When comparing average growth rates in the bottom group, the R- R2 000 R4 000 R6 000 R8 000
Free State stands out as the only province showing a semblance
of growth, which may offer it the prospect of promotion out of Provincial average rentals Q2 2015
this grouping over time. Source: PayProp
Limpopo and Mpumalanga — how the mighty have fallen!
These one-time high flyers with their high average rentals and double-digit growth rates
have suffered the impact of slowing economies. At the end of Q2, both continued to
show negative growth rates. That is to say, average rental values are actually declining!
20,0%
15,0%
10,0%
0]00/0 .-I l- L
-5,0%
0% T North North West
astern . o orthern estern
Cape Free State Gauteng KZN Limpopo Mpumalanga West Cape Cape
m Q32014 7,2% 5,7% 8,1% 6,0% -3,3% 3,6% 41% 11,6% 11,5%
m Q42014 5,6% 2,5% 5,5% 7,4% 1,6% 1,2% 2,7% 14,4% 12,4%
m Q12015 2,5% 4,3% 7,9% 6,8% -5,1% -0,8% 0,4% 15,3% 10,0%
02 2015 3,4% 71% 8,2% 8,0% -2,7% -0,4% -0,4% 11,7% 10,9%
£ | Provincial growth rates
Source: PayProp
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Stable growth wins the race

Investors agree that, over time, steady growth trumps brilliant short-term returns. We see this clearly in the even growth in rental values
in the Western Cape, Gauteng and KZN over the past year. As with the fable of the tortoise and the hare, unspectacular growth in
these provinces eventually triumphed over the short-term excessive growth of shooting stars Limpopo and Mpumalanga.

The star of the Northern Cape still burns brightly

In defiance of our concerns last quarter that the Northern Cape may soon follow the same path as Limpopo and Mpumalanga, this
province continued to grow at double-digit rates for yet another quarter. Quarterly average growth has dropped from a 12-month high of
15.3% in Q1 to a Q2 average of 11.7%, but this still outstrips the national average of 7.26% by far. m

UNDERSTANDING THE UNDERLYING PRICING DYNAMIC

R30 000 Linked to average growth rates is the
distribution of rental contracts within
R25 000 the various price categories. The

accompanying graph shows a decline
R20 000 in the R2 500 — R 5 000 category as

R15 000 a result of more rentals currently being
signed in the categories above R5 000.

R10 000
Further examination shows that 75.4%
R5 000 . of rentals are priced below the R7 500
bracket, but most of the growth is

R- occurring in the R10 000+ brackets —
<1000 1000 - 2500 - 5000 - 7500 - 10000 > 15000 with the fastest growth happening in the
2500 5000 7500 10000 -15000 R15 000+ band.
m Q32014 H Q42014 m (12015 Q2 2015

Rentals by price category

Source: PayProp
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A free lunch for your entire office says
you can’t beat this story.

Tell us your tenant horror stories — it beats therapy and you could win a free lunch for

yourself and your office! And next time, trust PayProp Capital protection. Our products E PayProp CAPITAL
are designed to help you manage tenant risk and shield your landlords from the sort of TRUSTED PROTECTION
tenant that leaves with the geyser.

PayProp Capital (Pty) Ltd is an authorised financial services provider — FSP 43441,
support@paypropcapital.com | www.paypropcapital.com

RMB Underwritten by RMB Structured Insurance Limited, an authorised financial services provider
STRUCTURED INSURANCE —_ FSP 1027




70%

Growth in the top bracket has slowed down marginally over the

50% /_/_/

last two quarters, and investigation into the underlying dynamics
corroborates our findings concerning the decline in growth in

40% Limpopo and Mpumalanga.
30%
0,
200/0 The decline in high-priced rentals in the Northern Cape may just
18; be the sign we have been looking for in trying to determine the
0 N oo e T T g oo o0 o long-term growth prospects for this province. In our experience,
S 2 5283285828 39 5 < high-value rentals in small ‘anomaly’ towns are typically driven
A WL <S5 g0 AL <S5 g0 AL << S

by corporate leases for industrial expansion, such as mining
or manufacturing. A dip in this category in the Northern Cape

National growth in number of rentals >R15 000

Source: PayProp
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could therefore point to a future decline in average rental values.

-

-50%
0% o North North West
astern ; orthern estern
Cape Free State Gauteng KZN Limpopo Mpumalanga West Cape Cape
‘ m Q32014 67% 37% 55% 52% -53% 20% 51% 223% 40%
‘ Q42014 75% 21% 31% 49% -45% 12% 52% 121% 37%
‘ H (12015 48% 39% 33% 43% -54% 25% 67% 100% 39%
‘ 022015 50% 41% 39% 45% -42% 28% 66% 38% 47%
Provincial growth in number of rentals >R15 000
’ Source: PayProp
12% Western Cape Another way to look at underlying rental
10% ’ pricing dynamics is to compare average
KZN ‘Gauteng tenant income in different provinces.
8% ‘ Free State Here we see that rentals grow fastest
6% in provinces where prospective tenants’
o Eastern Cape declared income is the highest (Western
’ — Cape, Gauteng and KwaZulu Natal). The
2% North West " | converse is also true: In lower-income
0% ’ pumaﬁga areas (Eastern Cape, Free State and
o0, North West) rentals grow at a slower
Il pace. m
R20 000 R24 000 R28 000 R32 000 R36 000

Growth rates vs income
Source: PayProp, PayProp Capital

Our Tenant Assessment Report data pool is only a few months old. Although we already have 10 000 records to analyse, we do not have
adequate data in some of the smaller provinces to make statistically valid deductions and have therefore omitted them where required.
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Western Cape R33 772
Gauteng R33 425
KZN R32 849
Mpumalanga R32 617
North West R26 054
Eastern Cape R25 495
Free State
R- R5 000 R10 000 R15 000 R20 000 R25 000 R30 000 R35 000 R40 000
m Q22015

Average income by province
. Source: PayProp, PayProp Capital

TURNING POINT FOR DAMAGE DEPOSITS

This is the first quarter since the inception
of the PayProp Rental Index in which
we have seen a decline in the damage
deposit ratio. The damage deposit
ratio expresses the value of the deposit
relative to the value of the rental — if the
ratio is 1.5, the average damage deposit
is 1.5 times the value of the rental.

In this quarter the national damage
deposit ratio ended at 1.39 — down from
a four-year high of 1.42 in December
2014.

The role of the damage deposit is to
provide protection to the landlord in
case of damage to the property — and
therefore one would expect its quantity
to be closely linked to the underlying risk
of non-payment exhibited by the tenant.
However, when we compare the damage
deposit ratio to tenant income and tenant
risk, the graphs show that the market is
more likely to use income as a factor for
increasing deposits than an assessment
of the tenant’s underlying risk.
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Damage deposit ratio
Source: PayProp
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Income
Income vs deposit ratio

Source: PayProp
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Provincially, Limpopo towers above the rest with the highest deposits in the country.

While the correlation between income
and damage deposit ratios has
weakened between the two quarters,
the counter-intuitive relationship
between damage deposits and high-risk
tenants persisted. The higher the risk,
the lower the deposit ratio! The jury is
still out on the underlying reason for this.
One contention is that areas in which
tenants exhibit high risk are areas where
they are under pressure financially.
Consequently, they simply cannot afford
to pay more (and, in turn, landlords
cannot extract higher sums). In more
affluent areas, on the other hand, where
tenants have lower risk ratings, they are
relatively better off and can afford to pay
higher deposits.

2,50
2,00
1,50 |
1,00 |
- i ]
0.00 East | C Noth North Western
astern : 0 orthern estern
Cape Free State Gauteng KZN Limpopo Mpumalanga West Cape Cape
H (32014 1,31 1,03 1,19 1,24 2,28 1,03 1,10 0,76 1,67
m Q42014 1,32 1,10 1,23 1,28 2,37 1,06 1,15 0,91 1,74
m Q12015 1,34 1,10 1,23 1,27 2,18 1,11 112 1,03 1,75
Q2 2015 1,33 1,12 1,23 1,24 2,22 1,10 1,07 1,10 1,73
Provincial damage deposit ratios
Source: PayProp
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Mpumalanga
Gauteng
North West
Eastern Cape
KZN

Western Cape

0% 10% 20% 30% 40%

50%

Percentage high-risk tenants
Source: Compuscan, PayProp Capital

46%

44%

42%

When looking at the percentage of tenants categorised as high-
and very high risk*, the Western Cape scores the lowest. Based
on this evidence and the state of affairs in Mpumalanga, the
theory above may hold water. The latter province has one of the
lowest damage deposit ratings, and yet it features one of the
highest risk percentages.

At the national level, the percentage of tenants who fall in the
high- and very high risk categories has remained fairly stable over
the last two quarters, with Q2 posting a minor climb over Q1.

*Tenants’ risk profiles are an aggregation of individual ratings
by the PayProp Capital Tenant Assessment Report, based on
a range of custom-developed variables. m
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30%
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National percentage high- & very high risk tenants

Source: Compuscan, PayProp Capital
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IN SOUTH AFRICA

.
From the analysis on pages 9-11 it is clear that the financial state of the tenant has a clear
influence on underlying growth rates and damage deposit ratios in the different provinces. The

question that begs answering is what the average tenant in South Africa looks like. Combining
these credit variables gives us some insight into that.

®

J i
. MONTHLY DEBT REPAYMENTS AVERAGE INCOME AVERAGE RENTAL
R9 735 R32944° R6388 |
3 ®
NUMBER OF MONTHS SINCE MAXIMUM NUMBER OF ACCOUNTS IN
LAST 90 DAYS IN ARREARS MONTHS IN ARREARS ARREARS 2014

10.65 3.68 2

RAGE DEPOSIT PAID NLR ACCOUNTS CPA ACCOUNTS

330 4 3

% OF AVAILABLE CREDIT USED

69%

ed tenants in the formal rental marke
ency — the assumption can be made

luding shacks, hostels, back-rooms
uch tenants are financially better off.



Income

R9 755
R6 388
R6 589
R10212
Debt Rent Tax Remaining
repayments

What is sobering about this analysis is the R35 000 R30 944
extent to which debt repayment commitments
affect the cash flow of the average prospective R30 000
tenant. At the end of this quarter, he or she R25 000
had less than a third of their income left to pay
for things like medical aid, electricity, school R20 000
fees, insurance and groceries.

R15 000
To beter understand the structure of those R10 000
debt repayments, we look at the number
of accounts an average tenants holds by R5 000
age group. This amounts to eight traditional
credit-based accounts (CPA  accounts R-
typically include credit cards, contracts,
short-term insurance and asset finance) and
four accounts on the National Loan Register
(NLR), such as microloans and personal
loans.

From the graph below it would seem that consumers become wiser and
better managers of their credit facilities as they grow older.

Provincially, there is a fairly dramatic variance in the value of debt
repayments as a percentage of income. The Eastern Cape is the worst
off, with tenants spending on average 33.9% of their gross income on
repaying debt — while the Western Cape is cruising at 27.6%. Adding
to the concern about debt levels is the fact that, for this quarter, the
average tenant has already used up 69.16% of the total annual credit

10

(e}

o~

]

whilkl

20-29 30-39 40 - 49 50 -59

B CPA accounts Q2 2015 B NLR accounts Q2 2015

Tenant financial analysis
Source: Compuscan, PayProp Capital

granted to them, according to PayProp Capital’s Tenant Assessment
Report findings.

This means that tenants have very little ‘breathing space’ to absorb
life’s unexpected financial knocks. In our analysis of the significant
tenancy application data available to us, the percentage utilisation of
available credit is an important indicator in assessing tenant payment
risk. Accordingly we have noticed an increasing downward trend in the
proportion of tenants who qualify for the DepositGuarantee. m

North West 35,9%
Eastern Cape 33,9%
Gauteng 33,8%
Grand Total 31,9%
Mpumalanga 31,1%
KZN 30,8%
Western Cape 27,6%

0,0% 10,0% 20,0% 30,0% 40,0%

NLR and CPA accounts by age bracket

Source: Compuscan, PayProp Capital

Percentage high-risk tenants
Source: Compuscan, PayProp Capital
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Feb15 Mar15

Apr15 May15 Jun1s

DepositGuarantee eligibility

Source: Compuscan, PayProp Capital
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RETURN ON INVESTMENT

Finally, and perhaps most imporantly, what does all this mean
for investors?

This quarter we expected to finally see an increase in the net
returns earned by owners. We based it on strengthening growth
in average rental values (just over 7%) combined with a gradual
decline in the average house price growth (from 9% in Q1 2014
to just under 4% at the end of Q2 2015). However, a third factor
has changed matters: At the same time, the cost of owning and
maintaining a property has also increased. This has resulted
in a situation where gross vyields (rental/cost of property) have
grown over the past 12 months, from 7.08% to 7.24% — while

net yields barely increased from 5.11% to 5.13% over the same
period. That said, net yields had increased substantially in the
previous quarter, from 5.03% at the end of 2014.

Provincial yields

Provincially, the picture has remained fairly stable over the past
four quarters, with Limpopo still offering excellent returns despite
the dip in rentals, and the Northern Cape and Mpumalanga
continuing to shine. Interestingly, net yields in the Western Cape
and Gauteng remain fairly low — largely as a result of higher
house prices in these areas, relative to rental values. m

8,00%
7,00%
6,00%
5,00%
4,00%
3,00%
2,00%
1,00%
0,00%
Q2 2014 Q3 2014 Q4 2014 Q1 2015 Q2 2015
‘ o= (ross yield 7,08% 7,09% 7,03% 7,21% 7,24%
‘ = Net yield 511% 5,08% 5,03% 5,08% 5,13%
National gross and net yields
Source: Compuscan
12,00%
10,00%
8,00%
6,00%
4,00%
2,00%
0,00% £ W
g:tpeg n Free State Gauteng KZN Limpopo | Mpumalanga ,\\ll\(l)ensrt] N%r;rg%rn S:Leén
H Q22014 4,72% 4,00% 4,54% 5,48% 9,53% 6,30% 5,01% 6,40% 4,30%
m Q32014 4,83% 4,29% 4,47% 5,52% 9,33% 6,51% 477% 6,35% 4,18%
Q42014 5,28% 4,43% 4,47% 5,14% 8,58% 6,47% 4,90% 6,97% 4,21%
Q12015 4,95% 4,24% 4,51% 5,51% 9,24% 6,59% 5,02% 7,13% 4,16%
| (2 2015 5,01% 4,31% 4,55% 5,67% 9,43% 6,65% 5,21% 7,64% 411%
Provincial net yields
Source: Compuscan
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IN SUMMARY

This quarter’s results have shown that the declines in Limpopo
and Mpumalanga are not just ‘blips on the screen’, but part of a
longer-term trend of decline in rental values. The Northern Cape
remains the rising star, although the decline in high-value rentals
does raise some concern that this province may be destined for
the same path.

Furthermore, we are hopeful that the upward trend in rental
growth will continue. However, we temper our excitement in view
of the continued weakening in the financial health of tenants —
especially their growing levels of debt relative to income.

In our experience, growth in average rentals that is not backed
by simultaneous economic growth will most likely result in
worsening tenant payment behaviour in the long term. We would
recommend that property owners and managers pay increasing
attention to the higher risks associated with tenant selection and
lease management.

It is in these circumstances that the true value of letting agents
as professional and well-informed advisors of property owners
becomes crucial. Earning a commission should not just be
about efficient process administration, but most importantly
about advising landlords on how to maximise returns while
minimising risk. Therefore understanding broader economic
trends, knowing when tenants are being stretched beyond their
means and being able to advise on appropriate deposit pricing
and deposit alternatives is increasingly becoming part of the skill
set that any serious letting agent should have.

Therefore make the quarterly PayProp Rental Index part of your
essential knowledge armoury.

Furthermore in these difficult times, trust our tenant risk mitigation
solutions — the PayProp Capital Tenant Assessment Report and
DepositGuarantee — to safeguard your landlord’s business and
your own. m
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PayProp Rental Index

The PayProp Rental Index is a quarterly guide on trends in the South African residential rental market, and is compiled from actual
transactional data collected by PayProp, the largest processor of residential letting transactions in South Africa. This edition details
market conditions for the second quarter of 2015.

Contact details

This publication has been produced by PayProp South Africa. PayProp South Africa is operated under licence from GivenGain
International Limited. PayProp and the PayProp logo are registered trademarks of GivenGain International Limited.

For enquiries, please contact:

Louw Liebenberg

CEO:  Property Payment Solutions (Pty) Ltd
Email:  louw@payprop.co.za

Tel: 087 820 7368

The PayProp Rental Index is available from the PayProp web site at www.payprop.co.za.
Sign up to PayProp

If you would like to know more about using PayProp to manage your rental portfolio, please visit www.payprop.co.za.

Disclaimer

This document is intended as a means for debate and discussion and should not be relied on as legal or professional advice. Whilst
every reasonable effort has been made to ensure the accuracy of the contents, no warranty is made with regard to that content.
PayProp will have no responsibility for any errors or omissions. PayProp recommends you seek professional, legal or technical
advice where necessary. PayProp cannot accept any liability for any loss or damage suffered by any person as a result of the
editorial content, or by any person acting or refraining to act as a result of the material included.
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It’s true — time is money.

How much are you wasting each month with inefficient
and wasteful administration of your rental portfolio?

PayProp is the only fully integrated property management, transaction and trust accounting
platform, allowing the average PayProp client to manage more properties with less paper and
less hassle. Grow your income without growing your frustration.

To find out how PayProp can help you run a safer and
more efficient rental portfolio, visit www.payprop.co.za PayProp

or call 087 820 7368.



Accounting, banking & portfolio management
rolled into one solution.

SAVE TIME °

Complete overview of your
rental business. See who has
been paid, and who needs to

TRUSTED -
ACCOUNTING

Full transparency
of your trust account. Auditors
will love you for it.

EFFICIENT ©

be paid.

Tenant invoices, receipts and

statements issued automatically

every month. Reconciling rent
payments is a breeze. —

Cloud-based

PayProp works on all devices, so you can
approve payments from your mobile device,
wherever you are.

Tenant Assessment Report

PayProp Tenant Assessment Reports combine
tenants’ historic payment behaviour with their future
propensity to pay — delivering deeper insight into
tenant risk.

Free leases

All PayProp clients have access to complimentary
lease agreements, mandates and tenant application
forms — for life.

22

AUTOMATION

PayProp automates all your
outgoing payments. And best of
all, amounts are cleared daily.

> SECURE

Your clients’ money and
tenant deposits are safe in our
audited trust environment.

> GROW

PayProp takes care of the
admin and allows you to focus
on what is important — growing
your business.

Regulatory compliance
Using PayProp ensures that your trust account
complies with EAAB requirements.

Unlimited users
PayProp allows you to customise user permissions for
as many users as you need, at no additional cost.

Training & support

PayProp clients enjoy access to free unlimited
training and webinars. We'll help you get your rental
book on our system in no time, and our dedicated
support team is only a phone call away.

[E] PayProp South Africa

WWW.payprop.co.za | support@payprop.co.za | 087 820 7368



