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VALUATION

▲

GRIT

Our consensus valuation for Grit Real Estate Income Group Ltd (GRIT), computed as a linear combination of all methods, stands
at $1.54 which represents a 6.0% upside on its market price on 20-Mar-18 and therefore introduce an ACCUMULATE rating.

PER+1

9.6x

DY+1

9.4%

We have valued GRIT using its existing portfolio and pipeline of already acquired assets that may not already be accounted for in its

LCP

$1.45

PBV+1

0.89x

financial statements. We forecasted its portfolio's gross yield which escalates over time in-line with inflation and historical weighted-

Δ to FV

6.0%

FP

29%

average-lease-escalation rates to derive net income; and applied conservative annual revaluations driving NAV. We applied an 11.5%
premium to Risk-Free rates and used GRIT's 2017 cost of borrowing as given in its Annual Report to derive a WACC of 10.7% for

FAIR VALUE

the Cash Flow method. Peer ratios used were derived using both an international comp-set obtained from Bloomberg and SEM
Listed GBL1 and non-GBL1 peers; and applied a 20% discount to assets for duress under the NAV method.

1.54

PERFORMANCE REVIEW & PROSPECTS

RATING

GRIT generates rental-type income from its properties. Its financials are not comparable YoY as a result of rapid portfolio growth,
timing differences between agreeing on an acquisition and it becoming effective from a regulatory/legal stand point, and timing of rent-

ACCUMULATE

type income becoming recognisable in financial statements. Also, for a better appreciation of GRIT’s re-current profits we suggest
using “Attributable Headline Earnings” rather than PAT which includes non-cash/unrealised FV gains/losses on property revaluations,
bargain purchases/goodwill impairments, as well as unrealised FX translation gains/losses. On an ann. basis since FY15, total income

SELL

has grown 32% to $29M, EBITDA by 56% to $18M, and Adj. PAT from losses of $8M to profits of $10M; driven by its portfolio’s

Reduce

HOLD

Acc.

BUY

55% ann. growth over the same period. Gross Yield as a percentage of average assets; however, slipped from 10% in FY16 to 8% in
FY17 reflecting timing differences between ‘acquisition’ and ‘accrual’ discussed earlier. In H1-FY18, Adj. PAT jumped 5x to $11.4M
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DEL.N0000

purchases – having targeted to achieve a portfolio size of $1bn within 2Yrs – and steady rental escalations. Management targets a
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MU0473N00010

return of 11%-12% for shareholders with ~8% in the form of dividends and the rest through NAV growth.

Bloomberg Code:

DEL MP

OVERVIEW

Reuters Code:
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reflecting portfolio growth. Going forward, we expect GRIT to continue growing both income and profits through additional

GRIT until recently known as ‘Mara Delta Property Holdings Ltd’ is a company which invests in yielding properties deemed to be
together with a handful of anchor investors began to transform GRIT, its property portfolio has grown from 2 assets worth $150M
to 19 assets valued at $544M at FY-17 end; by which time it had expanded its presence into 5 countries with an additional 5
countries (out of which 2 have been expanded into since) identified for future expansion. When analysed sectorially, GRIT’s foray
into hotels, warehouses, and gated residential compounds could initially appear to be haphazard, but on the contrary, this reflects
GRIT’s investment philosophy. GRIT’s focus is on tenant quality with the ‘sectorial classification’ being irrelevant. On the other hand,
GRIT has a self-imposed target to limit single-country concentration to <25%, and targets properties in jurisdictions deemed to be
safe and where it is able to repatriate hard FX through optimised structuring and where the properties are backed by strong tenants.
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‘safe’ on the basis of its core tenants and jurisdiction across all of Africa except South Africa. Since 2014, when present management
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ABOUT GRIT
Overview
Grit Real Estate Income Group Ltd (GRIT) is a company which
invests in yielding properties deemed to be ‘low risk’ on the basis
of its core tenants and jurisdiction across all of Africa except South
Africa. Following its humble beginnings with an initial acquisition of
a mall in Morocco and office buildings in Mozambique worth $150M
and a NAV of $86M in 2014; as at end FY17, GRIT has diversified
its presence into five countries with properties spanning the Retail,
Office, Light Industrial (Warehouse) and Hospitality (Hotel) &
Residential (Corporate) segment - as depicted below - thereby
growing its property portfolio to 19 distinct properties fair valued
at a combined $544M [$561 (+3.1%) at end H1-FY18] with a NAV
of $315M [$331 (+5.2%) at end H1-FY18]. In addition to the
existing five jurisdictions, the board has authorised an additional five
countries where GRIT may explore opportunities as depicted by
the lighter shaded areas in the map below. Since, GRIT has acquired
a 6.25% stake in Letlole La Rona1 (LLR) – a Botswanan property
company – and announced on 15-Mar-2018 its maiden acquisition
in Ghana. Both Portfolio value and NAV are expected to continue
to grow at an accelerated pace given GRIT’s self-imposed target
growing its portfolio’s size to the $1bn-mark within two years.

was then known), announced a merger with the Pivotal Fund Ltd
which brought in the Navaisha property and the Mara Group’s
involvement which led to the subsequent rebranding to ‘Mara Delta
Property Holdings Ltd’ (MDEL). Following its rapid expansion –
acquiring additional office buildings in Maputo and Ebène; buying
malls in Mozambique, Zambia and Kenya; Resort hotels in Mauritius;
and even a Corporate Residential complex in Mozambique – the
group rebranded to its present name in July 2017 to reflect its
DNA.

Figure 2. Business structure

Business Model
GRIT has grown its portfolio at a high pace, to which the Mauritian
bourse is unaccustomed. The fact that the group has published over
125 Communiques, Cautionary Announcements, Additional Listing
Particulars for multiple capital raised and the likes in the short 2Year span since listing in 2015 is a testament to its rapid rise. It is
consequently non-trivial to comprehend GRIT at any given point in
time given that is would have evolved substantially between two
‘observations’ and further adding to the confusion is the fact that
GRIT has changed its name at least three (3) times in as many years
and some announced ‘acquisitions’ did not materialise3.

Figure 1. Existing and Targeted jurisdictions

Brief History
GRIT was originally incorporated in May-2012 in Bermuda as a UK
focused property company by a different set of shareholders. GRIT
in its current form came to be in 2014 when management together
with anchor institutional investors bought the Bermudan vehicle
which was transitioned over to Mauritius 2 with the intent of
creating a high-quality pan-African (excluding South Africa) real
estate income generating company. GRIT sought primary listings on
both the JSE’s Main Board and the SEM’s Official List which it joined
in 2015. In late 2015, Delta Africa Property Holdings Ltd (as GRIT
Listed on the Botswana Stock Exchange with a Market Cap of ~$60M on 19-Mar-18
Mauritius was a natural and appropriate fit for GRIT given its jurisdiction and that the
Stock Exchange of Mauritius (SEM) has recently developed into a platform for the listing
1
2

Figure 3. Yields and Portfolio Value by segment at FY end
of Real Estate focused Global Business License Category I (GBL1) companies to list
and trade & settle in Multi-Currencies (USD, EUR, GBP, ZAR and/or MUR)
3 The “Wings” acquisition in Nigeria is a example of changing macro-economic
conditions leading GRIT to back out of a deal it no longer deemed appropriate
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At first sight, GRIT’s diversification away from Office and Retail
segments into new segments such as Warehousing, Residential
compounds, and beachfront Resorts might appear to be haphazard.
This foray into new segments reflects GRIT’s investment philosophy
which is to look at opportunities and acquire assets so long as the
counterparty renting the property is of good reputation, and
carrying a low risk of default. Rather than focusing on economic
segment, GRIT targets ‘secure’ tenants in pre-determined ‘safe’
jurisdictions. In our local context, we would all agree that Mauritius
is a safe jurisdiction and GRIT’s local tenants, namely Barclays, LUX
and NMHL, are very unlikely to miss a rental payment. Thus, while
some names might be unfamiliar to us, GRIT’s tenants in other
countries are similar in terms of perceived strength. Future growth
will come from further acquisitions in new jurisdictions given that
their portfolio is overweight in Mozambique and Mauritius, and
therefore has to first grow in other countries before the latter two.

income from rent. An investor would normally bring in some
savings and borrow the remaining amount to purchase the
property. Once set, the investor can seek tenants and generate
income from the monthly rent. Deducted from the top-line rental
would be ‘direct expenses’ such as Syndic fees, followed by other
expenses, interest and capital repayments with regards to loans
taken, and after paying the tax-man, one can pocket the net
earnings.

Figure 6. Generating net income from a property

Figure 4. Yields and Portfolio value by geography at FY end

GRIT’s Income Model

While the above description captures the essence of GRIT’s
business model, GRIT distinguishes itself by being more effective at
raising equity and negotiating terms of borrowing during the
acquisition process after having vetted the tenant(s). In addition,
GRIT is equipped to effectively manage the properties, typically only
pays interest of loans, has the ability to roll-over loans as maturity
nears, and is most astute at using the effective structures and
jurisdictions to maximise net earnings, and most importantly be able
to repatriate these net earnings so as to be able to re-distribute the
profits back to shareholders.

FINANCIAL PERFORMANCE
Revenue

Figure 5. Acquisition funding

Understanding the Real Estate Income model is analogous to a
person looking to acquire a property with the intent of generating

Figure 7. Income & Yield
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GRIT derives its income from “rental/leases” on its properties. In a
nutshell, GRIT is a landlord generating rental 4 income in hard
currency such as USD and EUR. With just three (3) full financial
years under its current form, rental-type total income growth albeit
spectacular (+32% annualized since FY15) is not fully comparable
given its fast-paced portfolio growth (+55% ann. since FY15) and
timing differences between income accrual and acquisition. Q1FY18 total income stood at $10.6M (+30% QoQ) and Q2-FY18 at
$10.7M – adding up for a combined 63% YoY Jump in H1-FY18 to
$21.3M – reflecting its property related investments surging to
$592M from $328M at end Q2-FY17. In terms of Gross Income
Yield as a percentage of average assets, the dip to 8% in FY17 from
10% in FY16 reflects the timing differences and step-wise property
assets growth. With regards to H1-FY18, Gross Yield has remained
stable between 8.6%-8.7% as expected.

to broaden further given that additional assets including a Kenyan
warehouse and Beachcomber’s hotel trio joined during H1-FY18,
as well as subsequent purchase of a 6.25% stake in LLR a property
company in Botswana & the purchase of an office building in Ghana.
Gross Yield by Country
The rental yield GRIT generates from its portfolio is expected to
be dependent on the country in which the property is located. The
gross effective income yield below is computed on average assets
at FY-end and stands at 9% in Morocco and Mozambique reflecting
GRIT’s ability to generate high yields from its assets but at 5% in
Zambia and Mauritius reflecting the fact that assets were brought
in during the year and therefore income did not span a full twelve
months (12Mths).

By Country
GRIT has a self-imposed target of maintaining single-country
exposure to under 25% of its portfolio by assets value. Although
this has not yet fully been achieved, management is striving to create
a more diversified base. This has translated into a broadened
income distribution as illustrated below.

Figure 9. Effective Yield by Country in FY17

By Type of Property

Figure 8. Income by Country

In 2015, almost 70% of GRIT’s income was generated by Anfa Place
mall in Casa Blanca, Morocco, and the majority of the remainder by
the Commodity House office building in Maputo, Mozambique. In-line
with its acquisition of additional office buildings, shopping centers,
hotels, gated residential estates and warehouses (in Mozambique,
Mauritius, Zambia and most recently Kenya), Mozambique share of
income grew to 47%, Zambia stood at 12%, Mauritius at 8% and
Morocco dropped to 33% in part also due to increased vacancies at
Anfa Place mall which is being uplifted. We expect the income mix

Figure 10. Income by Property Type

Strictly speaking, “rental” might not be the adequate term, as GRIT expertly
structures its investment vehicles in a manner so as to most effectively repatriate net
income, but is the most descriptive term.
4
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Earnings

Figure 11. EBITDA & Re-current PAT

As is the case with its income, GRIT’s EBITDA and re-current PAT
have both grown at an accelerated pace over the past few years and
are not entirely comparable due to the timing differences with
respect to acquisitions leading to partial rental accruing over a
period against a full recognition of the asset upon on-boarding. This
on-boarding is often met with delays – typically regulatory in nature
– as Sub-Saharan countries in which GRIT invests are ranked 80 and
below – except Mauritius ranked 25th – in the World Bank’s Doing
Business rankings. Further, for a better appreciation of GRIT’s recurrent net earnings we use “Attributable Headline Earnings”
instead of Profit after Tax which also includes non-cash/unrealized
items such as Fair Value (FV) gains or losses on Investment Property
revaluations, Bargain purchases/Goodwill Impairments, and Foreign
Currency (FX) translation differences.

Figure 12. Adjusted PAT by Country

Given GRIT’s rapid expansion, a more than 2-Fold growth in
EBITDA to $18M from $8M in FY15 should not come as a surprise,
instead the improved EBITDA margins from 46% in FY15 to ~65%
in recent years was welcome. Likewise, PAT Adjusted for nonrecurrent or non-cash items including FV gains and FX translation
has grown to $10M in FY17. This nonetheless remains to some
extent incomplete as net profit recognition is partial for properties
onboarded during the year which explains the high growth rate
forecasted in FY18. GRIT could be able to further boost its net
profits by lowering its borrowing cost through the issuance of
bonds rather and using bank facilities. In terms of recurrent PAT
during H1-FY18, we have witnessed a 5-fold jump to $11.4M

By Country
GRIT’s net recurrent profits has improved from a loss-making
position of $8M to profits of $9.5M in two (2) short years. Although
its Moroccan property is no longer loss making, it breaks even thus
not contributing much to PAT. In contrast, profits from
Mozambican properties has surged almost 5x to $14M driven by
expansion in the country. Zambian malls are performing well with
a maiden Full-Year recurrent PAT coming in at $3M. GRIT being
head-quartered in Mauritius, where some 30 out of its 50
employees are based, we subtracted corporate costs as given in the
industrial segments from the “Mauritius” segment to estimate the
performance of its Mauritian assets. Following these adjustments,
Mauritian PAT stood at $1M driven by Tamassa in 2017. We expect
this figure to increase going forward boosted by the full recognition
of BHI and Tamassa over a 12M period.
By Type of Property
Following its rapid expansion, Commercial (Retail) segment losses
to the tune of $6M in FY15 stemming from Anfa Place, now stand
at profits of $6M in FY17 driven by acquisitions made in
Mozambique and Zambia. Office PAT initially at $3M has
experienced a 2½-Fold increase to $8M in FY17 on the back of
additions in Mozambique and Mauritius. Its foray into corporate
residential gated communities has proven to be especially lucrative
with net PAT of $3M in its maiden full-year recognition. Corporate
Office level losses have been quite volatile which we attribute
partially to travelling costs associated with the prospecting
exercises as well as a growing workforce in-line with the portfolio.

Figure 13. Adjusted PAT by Segment

Forward Strategy
The three golden criteria in Real Estate are said to be ‘Location,
Location & Location’; however for GRIT, the mantra is Counterparty
Strength or in simpler terms, Tenant Quality. Consequently, GRIT’s
strategy in acquiring properties might appear to be a hodgepodge
when viewed sectorially, given its foray into Hotels, Warehouses,
and Gated Residential compounds after originally investing in Office
Buildings and Malls; yet the strategy was relatively simple: acquire
yielding properties in jurisdictions deemed to be safe and
repatriation of hard currency possible under appropriate conditions
whose tenants are deemed to be “Grade A”. Having a self-imposed
target of <25% of single-country exposure, GRIT is expected to

A: AXYS Stockbroking Ltd, 6th Floor, Dias Pier Building, Le Caudan Waterfront, Caudan, Port-Louis, 11307
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pursue its expansion into new jurisdictions with Ghana and
Botswana added during FY-18; and Rwanda, Senegal and Seychelles
expected in coming years whilst also pursuing opportunities in
existing countries. Concretely, GRIT is expected to double its
portfolio to over $1bn in 3-5Yrs which it will continue to finance
through a combination of both debt (up to 50%) and equity5.

Risk Assessment
Debt
GRIT targets a Net Loan-to-Value (NLTV) ratio of under 50% with
the debt principally made-up of rolling interest-only loans as well as
bridging loans to accommodate for the time-lag between purchase,
payment and capital raising exercises. GRIT has financed acquisition
from a variety of sources with varying maturities. Should GRIT
properties continue to perform in-line with expectations, i.e. steady
rental escalations with low vacancies, we do not expect GRIT to
face difficulties in rolling over any maturing facilities. That said, any
capital repayment required should GRIT be unable to roll-over the
amount, could require under a worse case scenario that an asset be
disposed of. In the event that some facilities are re-financed at
higher cost which is increasing in likelihood going forwards in-line
with the US Federal Reserve planning on raising rates over the
coming months, net yields could therefore rise at a slower than
anticipated rate.

Occupancy
After a fall in overall occupancy rate in FY16 to 91% due to
increasing vacancies at Anfa Place Mall which is also undergoing
upgrades, GRIT’s occupancy rate improved to 97% by FY17-end
largely boosted by the acquisitions of mono-tenanted resorts and
industrial units. This improved tenancy rate thus comes at the
expense of diversification skewing risk towards a handful of tenants,
unlike in Retail or Office properties who have a few anchor tenants
and a plethora of small lessors. Our assessment is thus somewhat
paradoxical in the sense that broader classes of property types
helps lower risk, but also concentrates it towards fewer and
potentially harder to replace lessors. As GRIT’s primary objective
is to acquire top quality tenants, the counterparty risk is deemed to
be low, except in the Office segment where newer-buildings can
lure away existing tenants. We therefore foresee little risk on
occupancy over the medium-term.

Figure 15. Number of Properties & Occupancy rate

Lease Agreements

Figure 14. Debt Ratios

Debt per share expectedly more than doubled to $1.13 per share
at FY17-End in-line with its portfolio growth which is to be in part
funded through short-term bridge finance and long-term interest
only loans. Similarly, its Debt-Equity Ratio (DER) came close to the
100%-mark in FY16 and has since dropped to 75% following its most
recent rights issue amounting to $121M, but has since increased to
94% and expected hover at under 90% in the long-term. Reflecting
this approach, Gross Loan-to-Value6 (LTV) has hovered at ~55%
and is expected over time to gradually slide as a natural
consequence of stable borrowings against an increasing property
portfolio valuation.

5

expect fewer but larger capital raises expected to remain yield accretive

Figure 16. WALE [yrs] by Country in 2017

When negotiating leases on mono-tenanted properties GRIT
strives to achieve long-term rental contracts, obtain guarantees
from the parent company, and carries break-away clauses
indemnifying GRIT in the event of an early termination of the
agreement; whereas the terms for mall tenants might not be as
strong due to their relatively small size and nature of business. This
explains why the Weighted Average Lease Expiry (WALE)
measured in Years is higher in Mauritius where properties are

Distinguished from NLTV which uses Net Debt, i.e. total borrowings less cash, as
opposed to total borrowings as a percentage of its portfolio.
6
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mainly single-tenanted, and much shorter in Zambia & Morocco
where GRIT has malls. The short-term risk from early lease
termination is thus deemed to be low.
Country
GRIT’s property portfolio has been fair valued at $544M and spread
among Mozambique [$186M], Morocco [$102M], Zambia [$87M],
Mauritius [$142M] and Kenya [$27M] at FY17 end. The inherent
risks associated with its return on assets is highly linked to the
health of the industries within the countries. In the end, GRIT’s
main risk is “Africa”, a continent which has seen events capable of
radically changing a situation overnight. A key risk is thus GRIT’s
properties’ ability to retain value under such circumstances, its
ability to turnaround the situation and – under a worst case
scenario – dispose of such assets. We shall therefore offer out take
on the risks associated with the jurisdictions where GRIT is already
present.

Given its economy’s high dependence on commodities, offshore gas
fields coming on-line – albeit in ~5Yrs – are expected to provide
fresh impetus. The country is thus poised to continue experiencing
difficult times in the short-run. Given that GRIT has recently
renegotiated and re-signed long-term agreements with Vodacom
and Anadarko who has been granted government approval for the
1st onshore LNG project in Mozambique, we do not foresee any
major vacancies appearing in the short to medium-term. That said,
downwards pressures on rentals exists and the risk of higher
vacancies amongst smaller tenants is deemed to be moderate.
Zambia
GRIT owns a 50% stake in three (3) Malls in Zambia worth $82M.
Following the slump in copper prices and the resulting plunge in
income, the Zambian economy is recovering in-line with improved
copper prices coupled with improved rainfall boosting agriculture.
In spite of being located within the copper belt, GRIT’s malls in
Ndola and Kitwe enjoy near zero vacancies which suggests demand
for shopping centres remains high both from a shopper’s (demand)
and retailer’s (supply) perspetive. Consequently we deem the risk
associated with its Zambian properties to be low.
Kenya
GRIT holds a 50% stake in a mall located in Naivasha and a 100%
stake in an industrial warehouse in Nairobi. 2017 was a soft year
for the Kenyan economy due to the wait-and-see stance adopted
ahead of Presidential elections coupled with a drought hurting
agriculture. Although prospects are deemed to be brighter ahead
growth rates are poised to remain sub-optimal in the short run. In
spite of these, the fact that GRIT’s investment in Buffalo Mall, the
only modern mall in its area, and that the warehouse was custom
built for Imperial Health Sciences, we believe the risk on Kenyan
properties to be low.

Figure 17. Portfolio Value by Country

Morocco
Anfa Place Shopping Center – GRIT’s only property in Morocco –
is among the modern retail malls in Casa Blanca and opened in 2013.
Morocco’s medium-term economic prospects are favourable in-line
with rebounding tourism, however, the geo-political risks remain
elevated. Anfa’s vacancy – partially as a result of planned renovation
works – peaked as high as 27.5% in 2016 dropping to 19% in 2017,
but continues to experience stiff competition from Askal Group’s
Morocco Mall. Risks of higher vacancies is thus deemed to be
moderate but poised to decrease over-time.

Mauritius
GRIT owns one office building in Ebène anchored by Barclays and
four 4-Star resorts in Mauritius. Although the overall Mauritian
economy has been growing at lukewarm sub-4% rates, no major
shocks are anticipated. Although the financial services industry is
having to wean itself away from dependence on specific DoubleTaxation Avoidance agreements (DTA), we do not believe the local
banking sector will face adversity in the medium-term. In addition,
the hospitality sector is rebounding strongly after years of
stagnation. Consequently, we deem the risk of default on GRIT’s
Mauritian properties to be low.

Mozambique
GRIT owns Offices, Malls, Warehouses & Residential Compounds
in Mozambique. Mozambique is thus GRIT’s largest and most
diversified – by segment – in-country portfolio. This is a good thing
given the recent economic downturn in the wake of ‘hidden’
sovereign debt issue and subsequent depreciation of the MZN.
A: AXYS Stockbroking Ltd, 6th Floor, Dias Pier Building, Le Caudan Waterfront, Caudan, Port-Louis, 11307
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CORPORATE STRUCTURE
Corporate Governance

Shareholding

Figure 18. Gender & Age of Board Members

GRIT, like most listed companies, aims to adhere to best practice
standards. Its board is made up of a diversified group of individuals
with substantial level of expertise in the domains required for its
business namely real estate, real estate risk, tax, and structuring to
name but a few. GRIT stands out by having a much smaller gendergap – with 4 out of 9 members being women – as compared to
listed peers and a youthful board – with a median age of 44 – which
offers an appropriate balance between dynamism and wisdom.
GRIT’s leadership team consists of Mr Sandile Nomvete, Chairman
of the Board; Ms Bronwyn Corbett, CEO; Mr Leon van der
Moortele, CFO; Mr Greg Pearson, Group Director; Ms Heidi Rix,
Group General Manager; and Ms Moira Van Der Westhuizen, Chief
Integration Officer. Mr Nomvete co-founded Motseng Investment
Holdings which listed as a REIT on the JSE in 2012 as Delta Property
Fund (DPF) which has grown in size from ZAR 2bn in 2012 to just
under ZAR 12bn in 2017. Ms Corbett was a key player in growing
and listing DPF and in 2014 co-founded Delta International Property
Holdings which has now been rebranded to GRIT. Mr van der
Moortele spent 11Yrs in the aviation industry, where he oversaw
the expansion of Solenta Aviation from a fleet of 12 to 48 aircraft
as Group Finance Director, prior to joining GRIT. Mr Pearson was
an executive with AECOM, a provider of Engineering/Construction
services where he was responsible for expanding its footprint in
Africa (excl. SA) as from 2006. Ms Rix has 19Yrs commercial and
real estate experience in various companies and was Group and
Managing Director of the Broll Property Group’s Investor Services
Division prior to joining GRIT in May-16. Ms Van Der Westhuizen
has over 20Yrs of experience in finance, business and auditing and
was most recently the CCI Group’s Financial Controller prior to
joining GRIT also in May-16.

Figure 19. Shareholding Evolution

GRIT’s shareholding has evolved considerably over time in-tandem
with its acquisitions which have been in part funded through share
issuances/capital raising exercises. Anchor shareholders include
South African Government Employees fund (PIC) at just under 32%,
Delta Property Fund, a JSE listed REIT, with a little over 11% as well
as management at 7%. Other shareholders include, the Pivotal Fund
– which was bought by Redefine Properties – with a 6% stake
obtained as part of the Buffalo Mall acquisition; and following the
most recent exercise, new large shareholders include Eskom 7
Pension Fund [5%], and Drive In Trading Proprietary8 [11%], while
Transformers Investment [5%] obtained a stake as part of the VDE
Compound transaction.
As a consequence of the acquisitions and subsequent capital raises,
GRIT’s share capital and in turn, number of shares has grown
significantly which we could not portray in a single graphic. The
chart below depicts the rapid evolution in number of shares
standing at 209M on Jun 30th 2017.

Figure 20. Total Number of GRIT Shares

The South African equivalent of the Central Electricity Board (CEB), i.e. electricity
producer and grid provider
7

8
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MARKET PERFORMANCE
Trading Stats, Performance & Liquidity
GRIT is primary dual listed on both the JSE and SEM, and although
we will focus on Mauritian trading, it is also meaningful to compare
it to the JSE performance. Since listing on the SEM on Mar 30th 2015,
GRIT has lost 13% on a price basis but gained 3.1% on a total return
basis which compares unfavourably – albeit being in USD v/s MUR
terms – with local index performance as the SEMDEX gained 11%,
ALEX 20 climbed 16%, and SEMTRI jumped 22%. From a 2017
perspective, GRIT has lost 15% (JSE: -13%) on a price basis – 2nd
worst performance on SEM – and 8% (JSE: -5%) on a total return
basis which again is in stark contrast to the JSE Top 40 improving
20%, SEMDEX gaining 22%, ALEX 20 increasing by 23%, and
SEMTRI surging 25%. This appears to be in part driven by the typical
– on the SEM – stock price convergence towards Rights Issue price
which in GRIT’s case was at $1.40, i.e. at a 16% discount to its 2016
closing price. When compared to its GBL1 Property-focused peers
who recorded 3 Drops (including GRIT) against a Single-Gain
among movers, GRIT made up 68% of the Rs1.6bn traded
throughout 2017 within this sub-group of companies. GRIT’s 2017
turnover stood at Rs1.07bn with a Foreign Participation of 39%
resulting in net sales of Rs290M which is mainly driven by South
African structures selling to Mauritius-domiciled which differs
substantially in nature from traditional foreign participation which
involves US/EU/SA based fund managers investing/divesting from
the local bourse.

7th who all recorded exceptional off-the-board trades in wake of
take-overs and to strategic stake increases. Excluding all exceptional
exchanges included a cross worth Rs693M on GRIT, GRIT ranks 6th
beaten narrowly by CIM in 5th and slightly ahead of ALTEO in 7th.

Figure 22. Evolving Trade Frequency

In-line with the philosophy of our liquid index family, we chose to
investigate GRIT’s trade frequency which a had shot up in H2-CY17
to exceed 50% following its most recent rights exercise and
explains its entry into the SEM-10. On the JSE, however, GRIT
trades >70% of the time enjoying higher liquidity levels. Another
way we estimated liquidity is by asking the question “How long would
it take to dispose of Rs10M worth of shares?” The results are plotted
below with Abscissa measuring the time in increasing number of
sessions and the Ordinate measuring the average value traded per
session in millions of MUR. The best position is this being closest
to the x-axis vertically and furthest from the y-axis as indicated by
MCB’s position and the worst as indicated by MFD and SWANL.
GRIT in all of this is located in the best quadrant and lies
somewhere between MCB and SBM suggesting that in MUR-terms
it is fairly liquid especially in recent months.

Figure 21. GRIT's Market Performance

On a YTD basis, GRIT has gained 3.6% which is in-line with the
SEMDEX’s 4.4% and ALEX 20’s 4.3%; while on the JSE, GRIT shed
3.1% in ZAR-terms also in-line with the JSE Top 40’s 1.8% decline
thus far in 2018. In terms of value traded, bolstered by recent offthe-board crosses at a discount to market, GRIT ranks 2nd behind
MCB with trades totaling Rs461M of which foreign participation
stood at 5% resulting in a slight net outflow to the tune of Rs10M.

Figure 23. Measuring Liquidity of SEM constituents

Liquidity
Liquidity is a controversial topic when it comes to SEM companies
as there exist several ways to measure this quantity and each
indicator that is used comes with its set of flaws. On a value traded
basis in 2017, GRIT ranks 5th with Rs1.07bn traded coming behind
LUX in 3rd and COVI in 4th and ahead of NMHL in 6th and CTL in
A: AXYS Stockbroking Ltd, 6th Floor, Dias Pier Building, Le Caudan Waterfront, Caudan, Port-Louis, 11307
T: (230) 405 4000 E: trading@axys-group.com W: axysstockbroking,com BRN: C07007948
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VALUATION
We value GRIT based on its existing portfolio and known pipeline
of acquired assets to which we apply a gross rental yield which
escalates over time in-line with inflation and historical Weighted
Average Lease Escalation rates. Annual property revaluations –
conservative in our models – leads to assets increments.
Using the prevailing ratios of its Mauritian property income
generating peers and a set of peers using Bloomberg data and
applied a PER of 14x, PDR of 23x and PBV of 1.0x in our market
ratios method; a 20% discount on properties reflecting duress for
the Net Assets method; we ignored the cost of debt in the Dividend
method and applied a 11.5% premium 9 to the US 10Yr; and
computed the WACC to stand at 10.7% by applying a 11.5%
premium the US 10Y and using 5.8% as the costs of debt for the
Cash Flow method.

Method

per Share
[$]

Value
[$M]

Market Ratio

2.10

439

Net Assets

1.09

227

Cash Flow

1.55

324

Dividend

1.52

317

Consensus

1.54

320

Our consensus valuation for GRIT is thus computed to stand at
$1.54 which represents a 6.0% upside on its current market price
excluding
dividends
and
therefore
introduce
an
ACCUMULATE rating for the company.

Computed as an asset-based weighted average of equity risk premiums of countries
in where GRIT is present
9

A: AXYS Stockbroking Ltd, 6th Floor, Dias Pier Building, Le Caudan Waterfront, Caudan, Port-Louis, 11307
T: (230) 405 4000 E: trading@axys-group.com W: axysstockbroking,com BRN: C07007948

10

GRIT REAL ESTATE INCOME GROUP LTD
Mar-2018
APPENDIX A
Key Financials & Ratios

Key Ratios

Balance Sheet Data & Ratios

Income Stmt Data & Ratios

GRIT

2015

2016

2017

2018F

2019F

2020F

2021F

∑ Revenue

[$M]

17

25

29

50

51

54

56

NOI

[$M]

13

19

22

41

44

47

47

[%]

79

77

75

83

85

86

84

[$M]

8

16

18

37

40

42

39

[%]

46

66

64

75

77

77

71

PAT

[$M]

0

2

18

25

29

29

28

Adj PAT

[$M]

-8

4

10

25

29

29

28

NOI Margin
EBITDA
EBITDA Margin

EPS*

[$]

-0.04

0.02

0.05

0.12

0.14

0.14

0.14

PER

[x]

–

87.1

31.2

11.3

9.6

9.8

9.9

PEG

[x]

–

0.24

0.07

0.54

–

–

∑ Inv Prop

[$M]

208

290

435

517

525

526

539

∑ Equity

[$M]

124

163

315

315

316

318

319

NAVPS*

[$]

0.60

0.78

1.51

1.51

1.52

1.52

1.53

PBV

[x]

2.77

2.22

0.95

0.89

0.89

0.89

0.88

[$M]

102

162

235

282

273

280

283

Debt per Share*

[$]

0.49

0.78

1.13

1.35

1.31

1.34

1.36

Debt-Equity Ratio

[%]

82

99

75

90

86

88

89

Loan-Value Ratio

[%]

49

56

54

55

52

53

52

Net Loan-Value Ratio

[%]

46

50

48

51

47

43

46

Gross Rental Yield

[%]

10.0

8.0

10.5

9.9

10.3

10.4

Vacancies

[%]

4.0

9.0

3.0

3.0

2.0

2.0

2.0

Interest Cover

[x]

2.1

1.7

2.1

3.0

3.9

3.2

3.7

[$M]

439

507

509

547

526

510

528

EV/EBITDA

[x]

57.6

30.8

27.6

14.6

13.3

12.2

13.5

ROE

[%]

-6.3

2.5

3.0

7.9

9.3

9.0

8.9

ROA

[%]

-3.3

1.2

1.6

3.9

4.6

4.4

4.4

DPS*

[x]

0.02

0.05

0.07

0.11

0.13

0.13

0.13

Div Yield*

[%]

0.9

2.9

5.1

8.4

9.4

9.2

9.0

∑ Debt

EV

* Fully Diluted, i.e using current number of shares in issue
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APPENDIX B
Calculations Methods

APPENDIX C
Valuation Forecasts

Bottom-line profit figures, e.g. Profits after Tax, Attributable
Earnings, and EPS among others, have all been adjusted for nonrecurrent exceptional items.

All the raw forecasted metrics tabulated below are on a per share
basis. The discount factor uses a 7% risk premium over risk-free
rate and CPI index computed using our long-term inflation
forecasts.

All ‘per Share’ metrics or calculations requiring the ‘No. of Shares’
have been computed using a single constant. AXYS has used the
total number of issued shares thus implying full dilution.

EPS

Our valuation reached from a consensus derived using four (Ratios,
Net Assets, Cash Flow and Dividends) different valuation methods
whose forecasting algorithms incorporate Monte Carlo methods.

GRIT’s Income
Income ≡ 𝑅𝑒𝑛𝑡𝑎𝑙 + (𝑅𝑒𝑠𝑢𝑙𝑡𝑠 𝑓𝑟𝑜𝑚 𝐴𝑠𝑠𝑜𝑐𝑖𝑎𝑡𝑒𝑠 −
𝐹𝑉 @𝐴𝑠𝑠𝑜𝑐𝑖𝑎𝑡𝑒𝑠)

Price to Earnings Growth (PEG) Ratio
PEG Ratio =

𝑃𝑟𝑖𝑐𝑒/𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠
< 𝐸𝑃𝑆 𝐺𝑟𝑜𝑤𝑡ℎ >
PEG Ratio

0 ≤ PEG < 1

DPS

NAVPS

2017

0.05

0.08

1.51

2018F

0.12

0.11

1.51

2019F

0.14

0.13

1.52

2020F

0.14

0.13

1.52

2021F

0.14

0.13

1.53

2022F

0.13

0.12

1.54

2023F

0.15

0.14

1.54

2024F

0.17

0.16

1.55

2025F

0.14

0.13

1.56

2026F

0.15

0.15

1.57

2027F

0.17

0.16

1.58

Under-valued

PEG = 1

Fair-Valued

About our Methodology

PEG > 1

Over-valued

At AXYS we believe that no single method is best to determine the
Fair Value (FV) of company and that steady monotonic growth rates
used in most models are unrealistic. This is why we derive the FV
of a company by using a linear combination of up to four valuation
methods which include: Market Ratios, Cash Flow, Net Assets and
Dividends. In addition, our algorithms include Monte Carlo
methods to help simulate bumper/difficult years which over the long
run offer added realism when compared to stable monotonic
growth rates. For best results, we have to forecast over longer
periods and should a major spike or fall in earnings in say year seven
occur, this shouldn’t be interpreted literally, but as part of our
valuation algorithms running over a decade to provide an adequate
valuation of the company. We nevertheless strive to have the most
accurate forecasts over a two-year horizon.

Enterprise Value
EV = ( ∑ 𝑆ℎ𝑎𝑟𝑒𝑠 × 𝐿𝐶𝑃) + 𝐶𝑎𝑠ℎ − ∑ 𝐷𝑒𝑏𝑡

AXYS Ratings
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DISCLAIMER
AXYS Stockbroking Ltd has issued this document without
consideration of the investment objectives, financial situation or
particular needs of any individual recipient. Recipients should not
act or rely on any recommendation in this document without
consulting their financial adviser to determine whether the
recommendation is appropriate to their investment of this
document.
This document is not, and should not be construed as, an offer to
sell or the solicitation of an offer to purchase or subscribe for any
investment. This document has been based on information obtained
from sources believed to be reliable but which have not been
independently verified.
AXYS Stockbroking Ltd has entered into a sponsoring broker
agreement with Grit Real Estate Income Group Ltd for the
provision of services relating to trade execution, advisory services
and capital raising.
AXYS Stockbroking Ltd makes no guarantee, representation or
warranty and accepts no responsibility or liability as to its accuracy
or completeness. AXYS Stockbroking Ltd and its officers, directors
and representatives may have positions in securities mentioned in
this document, or in related investments, and may from time to
time add to or dispose of such securities or investments. AXYS
Stockbroking Ltd is a member of the Stock Exchange of Mauritius
and is licensed by the Financial Services Commission.
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