ILAM Fahari I-REIT

ILAM
Questions Raised at the Fourth ILAM
th
Fahari AGM held on 20 August 2020

The following questions were raised by unitholders during the last AGM
1. Why is the name changing from STANLIB to ILAM I-REIT? ILAM stands for
which name?
2. What are the COVID-19 effects on our operations?
3. How is ILAM mitigating COVID-19 pandemic effects on revenue growth
considering rental?
4. The anchor tenant at Greenspan Mall is Tuskys. We are all aware that Tuskys
is undergoing major financial challenges. How are we (Fahari I-REIT) going to
handle this risk?
5. Please share a picture of the overall occupancy & debt position to July 2020.
6. Another major tenant at Greenspan Mall is the cinema company. The demand
for movie theatre services has been on a decline for the past years. The other
day, 20th Century located in Nairobi's CBD closed shop. I see a risk to our
rental income with regard to the movie theatre tenant. Now, how will we
(Fahari I-REIT) handle this risk and reality?
7. What are plans to access leverage and use funds to participate in affordable
housing?
8. What are plans to partner with pensions as per amended section 38 of RBA
Act; Retirement Benefits (Mortgage Loan) Regulations 2020?
The REIT manager provides responses as follows:

Change of name from STANLIB Fahari I-REIT to ILAM Fahari I-REIT
The Sale of Business Agreement between STANLIB Kenya Limited (SKL) and
ICEA LION Asset Management Limited (ILAM) mandated ILAM to drop the
name STANLIB from the Fund. The change of name was also in line with the
change of the REIT Manager and REIT Promoter from SKL to ILAM.

Impact of COVID-19 on the REIT & mitigating actions taken by the
REIT Manager
The impact of the pandemic cuts across the property market in Kenya, which
the REIT is invested in. In particular, the isolation and movement restrictions
measures put in place by governments has led to supply chain disruptions
in retail sectors across the region. These caused delays on processes, loss of
efficiencies and cost implications including delays in remitting rentals. To
counter the negative effects of COVID-19, the REIT has engaged and continues
to engage its tenants to ensure business continuity. To this end the REIT has
offered CONDITIONAL TEMPORARY RENTAL rebates to qualifying tenants
to enable them operate as normally as possible. The discussions are being
held in conjunction with lawyers to avoid opening any loopholes to the leases
and the conditional rebate letters have been drafted by respective landlord
advocates for execution by the landlord’s authorized representatives. Looking
at the Presidential Address of 6 th July 2020 and global experiences, it is clear
that emerging from COVID-19 is not going to be a light switch event. There is
no stage in the foreseeable future at which COVID-19 will just disappear and
life returns to pre-C19 levels. For example, the laid down protocols such as
return to office, social distancing, sanitization, curfews, and continued closures
of certain businesses will continue for the foreseeable future. It is against this
backdrop that the REIT Manager continues to review the situation on a monthly
basis to ensure optimal performance. The key focus of all of the mitigating
actions undertaken by the REIT Manager are the interests of Unitholders, as
the core mandate of the REIT is to provide long term, sustainable returns to its
Unitholders.
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Risk management strategy for Tuskys at Greenspan Mall
The REIT manager has been in discussions with Tuskys to warrant its continued
operations at the mall. To reduce the risk, the REIT is relying on the Lease
agreement between Greenspan Mall Limited (GML) and Tusker Mattresses
Limited (Tuskys) to ensure all obligations as captured by the Lease agreement
are adhered to. The lease agreement is a legally binding document that conveys
rights and obligations onto the landlord and tenant alike. In return for being
granted the right of use to the landlord’s asset – namely the premises, the tenant
has an obligation to pay rental and all operating costs associated therewith to the
landlord. This obligation is enforceable for the duration of the lease agreement.
Further, the REIT Manager has put in place a robust debt management policy. In
this regard, GML and Tuskys have entered into a payment plan which is intended
to ensure that all obligations are met timeously. The REIT Manager reviews all
tenant arrears monthly and assesses whether there is any objective evidence
that these are impaired and takes necessary action to cushion the investors as
per the provisions of the lease, relevant laws and debt management policy.

A picture of the overall occupancy & debt position to July 2020
The REIT publishes its results bi-annually, with the latest published half-year
report dated 30th June 2020. The portfolio has a strong and well diversified
tenant base to cushion it at times of sectoral weaknesses. The REIT Manager
continues to strategize on further diversification considering the Covid-19
pandemic to ensure the portfolio remains stable in spite of the challenging
economic environment. The latest portfolio vacancy statistics as at 30 th June
2020 are laid in the table below:
Figure 1: Portfolio Vacancy as at 30th June 2020
Property

GLA

Vacancy GLA

Vacancy %

Greenspan Mall

155,477

18,196

11.7

67 Gitanga Place

41,312

-

-

Bay Holdings

33,265

-

-

Highway House

7,638

7,638

100.0

Total / weighted average

237,692

25,834

10.9

Figure 2: Debtors Aging Analysis as at 30 th June 2020
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Tenant debtors for the portfolio stood at KShs 64.8 million as at 30 th June
2020, before taking into account the provision for doubtful debts of KShs 5.7
million. The significant amount outstanding is attributable to the pandemic
where most tenants, especially in the retail sector, are experiencing financial
difficulties. The REIT Manager continues (through the Property Manager) to
intensify arrears management processes with the aim of reducing tenant arrears
to acceptable levels.
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Risk and Reality related to the Cinema Tenant on the backdrop of
potential decline in demand for movie Theatres
The Covid-19 Pandemic has brought about extraordinary circumstances never
experienced before across all businesses. Cinemas in Kenya have been shut
since Mid-March 2020 as directed by the President, and remain closed until
further directive. On a positive note, a lot of businesses have started to open
even on restrictive conditions, though cinemas are yet to receive a greenlight.
The Kenya Film Distributors and exhibitors (Cinemas) collectively continue to
lobby through the KFCB to get an opening by Q4 2020 when release of new
films will commence the world over.

Plans to access leverage & use funds to participate in affordable housing
ILAM Fahari I-REIT is currently ungeared, though the Capital Markets (Real
Estate Investment Trusts) (Collective Investment Schemes) Regulations, 2013
allows for a maximum gearing of 35%. The fund can also fund acquisitions or
developments through several mechanisms including leverage. An analysis of
the impact of such combination of funding strategies will be carried out by the
REIT Manager and optimal proportions that must be reviewed prior to every
transaction as long as it will be value accretive.

Plans to partner with pensions as per amended section 38 of RBA Act;
Retirement Benefits (Mortgage Loan) Regulations 2020
The introduction of Section 38 of the Retirement Benefits Act (1997) is a welcome
move as it enables members to access their retirement benefits for purposes
of purchasing houses with the intention of increasing home ownership in the
country as well as incentivizing workers to save. At this point, it is not yet clear
how listed REITs are able to participate since the development capability of an
Income REITs is highly restricted. The REIT will continue to monitor that space
and may make necessary calls if and when necessary.
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