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Proposal for collective property investment
Who we are

We are a group of individuals who have collectively worked in the construction, development and management sectors of the property industry. We also currently own an existing portfolio of properties.  Through this experience we have identified a portion of the market to which we can add the most value and also ‘sweat the assets’ for the best returns.

Given that the current property market provides great investment opportunities, we want to accelerate the portfolio growth into larger ventures and are looking for investment partners to achieve this with.  We believe that there are opportunities in small to medium projects, which are not of interest to those responsible for larger capital developments.

Summary 

Two prime locations have been identified, and negotiated for, which can kick-start the company into a stable beginning.  
The collaboration proposed is to use our experience and current capital and combine it with the capital of investor’s that do not have access to property returns and can leverage on our ability to find and manage these properties and grow the collective investment 

Overview of rationale
In the current economic climate equities in South Africa have become a high risk investment owing to an erratic work force and the teetering power grid.  With the ongoing trade deficit the Rand is likely to weaken further driving inflation.

In this market assets are an appealing financial vehicle. Cash assets, however, are vulnerable in the context of a weakening Rand and high inflation rates, whereas fixed property appreciates at or above the cost of living, making it an ideal investment in a high inflation market. Premium properties with large growth potential nonetheless have low liquidity owing to rental rates and slow market turnover.
The growing demand for rental accommodation among the up-and-coming middle class is not matched by supply. In this context, the purchase and rental of apartments provides a steady stable return. 
When operating in established areas you can get a 7-8% cash return on a property but, if leveraged through banks, the investment can take up to 3-5 years to break even. When an investor wishes to access the growth portion of the property, it is necessary to liquidate or refinance which puts the investor back in a negative cash flow scenario. 
A market segment which has all the benefits of fixed property investment and provides larger cash return is the inner city of JHB, which undergoing a revival. An example of this is the Maboneng precinct, Braamfontein and Newtown.  Such areas are showing market-related growth. In these and surrounding areas it is possible to acquire large areas of floor space at a reasonable price and, after renovation, can realize a much higher return relative to purchase value.  However, the perceived asset risk of such investments by banks is a major barrier as banks value property on current asset value alone and not on future value and cash flow potential.   This means that it can be difficult to secure finance, creating a bottleneck between supply and demand.  
If cash is available to make a purchase, sellers are willing to accept less to fast track the sale of the asset. The barriers to investing in these areas mean that the property market is dominated by individuals or collectives who already have money and the necessary skills to develop the area. Having both capital and expertise is essential to a profitable and successful investment in these areas. 

Another lucrative sector is providing accommodation for funded/bursary students and young professionals entering the working world.   They constitute a large proportion of the demand for accommodation and are attracted to areas such as those discussed above. This is one of the sectors in which Colec Properties is intent on targeting. The ability to identify investment potential and manage these types of properties is what makes these ventures successful. 
A thriving sector is providing accommodation for funded/bursary students and young professionals entering the working world.   There is a large demand from these individuals with available finances but fall short of being able to enter the owners market.  This is another section of the market which Colec Properties will target
We as individuals have the experience of managing properties of this type with specific exposure to the Johannesburg inner city market.  What is needed are investment partners to assist in securing a large enough portfolio to break into the market.
Once established the cash from existing assets as well as business financing can be used to continually grow the portfolio without requiring additional capital injections unless to secure a lucrative new fixed property.. (Consider leaving out or incorporating into paragraphs above) 
The offering
An initial release of 220 shares will be issued at R10 000 each.  50 shares have been issued to the originators for their contribution of R 500 000.00 in capital and surety.  The remaining 170 shares issued to investors to raise the targeted R 2 200 000 to purchase the first identified properties for the portfolio which have already been negotiates pending the raising of capital for the purchase at a cash sale price. 

There is no additional participation requirement so silent investors are welcome but as with any new venture it is always good to involve people with experience and/or skills.  If you have a set of skills that can further increase the brain power in the company and enough money to be a large shareholder then it’s worth opening the lines of communication even further for participation on the board directors. 
Future capital fundraising mid 2016: Within the second property is an expanse of land that has been earmarked for redevelopment and will be used for creating accommodation targeted at young professional.   To accomplish this another release of shares will be used to raise the additional capital required that is not covered by the company cash reserves and secured financing.  The exact number, if any, of shares will be confirmed at the time the development. This will be done in accordance with company structure below and MOI (Memorandum of Incorporation) of the company.  

All shares will be issued at the NAV per share value as calculated at the time of issue.

Company mandated performance measures
To ensure the company remains on target, various criteria are used when evaluating a potential acquisition.  To acquire a property that falls below these criteria would require a special resolution based on the tradeoff returns in other areas. 
- Turnover as a percentage of total capital cost higher than 15%:
Defined as the amount of revenue that a property generates in its first year, as a percentage of capital outlay, before deducting operating or financing expenses. This is a good first indication of the properties potential.  
- Net positive cash flow: 
General assumption that a net rental as a percentage of asset value, after operating expenses (excluding finance costs), of minimum 10.5% is a good indicator of a stable cash flow. This is also viewed in combination with other performance measures such as area, target market, etc.  
This also ensures once leveraging through financial leveraging the cash flow can support the company and still yield cash dividends.  The more aggressive the leveraging the greater the profits but this is not necessarily a direct indicator of cash flow which is a critical factor in sustaining a company.  
- Added value of renovations

In assessing a property, the value required to bring the potential asset on par with the standards of Colec Properties portfolio is not only important from a capital input perspective but a gain in property value of 1.5X or 150% of the cash injection for renovation.  This is either by virtue of the upgrades itself or by negotiation on the correct selling price to make it viable.  
- Occupancy

When assessing the occupancy several factors play a role such as who is occupying these units, the general trend of the area and the demand and quality of the management.  When making an evaluation it is important to include this as a provision where a “probable” is measured at the group’s current performance but a “worst case” is at the market average and the criteria above is still met. 
- Return

The target capital growth over 5 years is 300% on invested cash, split between dividends and share value growth.  The growth year on year has a performance measure starting at 30%.
Company Structure   
The founding members will be the first directors of the company. Management fees will be used to generate salaries for the directors actively managing the properties. 

There is no differentiation of share value between investors and directors to facilitate the fair return of investment.

Incentivized performance bonus, is paid as:

Company growth over 30%; 1% performance bonus

Company growth over 35%; 2% performance bonus

Company growth over 40%; 4.5% performance bonus 

Company growth over 45%; 7.0% performance bonus

Growth is defined as the NAV at the end of the current financial year divided by the NAV, after dividends, in the previous financial year. 

Issuing of new shares:

Any shares issued to raise further capital over and above what is already disclosed in this proposal will require a two thirds majority agreement amongst shareholders.  Any new shares will be issued at the NAV (net asset value) per share price at the time of being issued or as nominated and agreed by two thirds majority by shareholders.

New shares will be opened to current shareholders at proportional basis for the first issuing i.e. a shareholder may buy a portion of new shares equal to their current portion of ownership. This means that if a shareholder holds 10 shares of 220 shares and an additional 110 shares are issued, he may purchase a maximum of 10 shares in this round.
The second round will continue if a remainder of shares have not been purchased by current shareholders and offered to the directors of the company. 
Should there still be remaining shares they will be opened to the shareholders at a first come first serve basis and then to new prospective shareholders. 

Sale of shares

If shareholders wish to sell their shares they must first offer these to the directors of the company.  Should the directors decline or offer a lower price per share than requested the shares will then be offered to the remaining shareholders and only then can these be offered to other individuals.  Shareholders must not accept a lower price than offered by the directors or current shareholders to any party to other party. 
Buyback

Before issuing dividends the company will offer a buyback at NAV per share to current shareholders to promote liquidity for the shareholders.   
