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EXECUTIVE SUMMARY

i

PROJECT BRIEF

DEMACON Market Studies were commissioned by the Molemole Municipalityt to conduct
empirical market research and compile a specialist market study on the proposed Molemole
Mixed Use development, in Mogwadi (formerly known as Dendron) within the Molemole Local
Municipality, Limpopo Province.

This report is structured in terms of the following main chapters:

<LK <LKLKLKLKLKKLK KL
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Development Perspective & Site Evaluation

Economic Profile And Trend Analysis

Socio-Economic Market Profile

Consumer Market Profile

Retail Market Potential Assessment

Residential Market Analysis

Office Market Analysis

Considerations for Retail Development In Second Economy Areas
Development Recommendations.

ECONOMIC OVERVIEW

The economic indicators of an area form the basis for current demand for retail product offering
and also serve as drivers for future growth in demand. The local economy where the
development is located is called Molemole. Subsequent paragraphs highlight the main
indicators for the market area under investigation. It should be noted that the local economy of
Molemole was analysed relative to the Capricorn District Municipality.

Table 1: Key Economic Indicators of the Market Area

Variable Mark et Characteristics

Size of the economy (2009)

V'  Molemole local municipal Economy contributed
6.8% towards the Capricorn district economy

V  Molemole Local municipality i Average Annual
Growth is 3.9%

Economic Growth Performance (1995-2009) V gig/ricorn District Municipality - Average growth is
o 0
Mol emol e Local Municipality

contributors are:

V' Business and Financial Services i 30.1%
V' Agriculture, forestry and fishing i 16.4%
Dominant Economic Contributors within local V'  Tradei 15.9%
economy (2009) V  Transport and Communication i 14.7%.
V' Community and social service i 10.4%
V  Manufacturing i 4.6%
V  Constructioni 4.0%
DEMACON
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The leading economic indicator rose 5.5% year on year (y/y) in January from an 8.9% vyly
increase in December. The country's seasonally adjusted leading economic indicator provides
a guideline for economic growth for at least six months ahead. The latest increase takes the
indicator to an index level of 134.2.

O PO e e e a o)
Description Sep, 2010 Oct, 2010 Nov, 2010 Dec, 2010 Jan, 2011 Feb, 2011
Leading indicator (2000=100) 3) 129.5 129.7 129.9 132.6 134.2

Coincident indicator
(2000=100) (3)
Lagging indicator (2000=100) | 996 | 99.9 | 99.2 | 97.9
Source: SARB 2011

143.5 145.4 147.8 148.8

The indicator increased by 1.2% cent in January 2011 compared with the preceding month.
Eight of the eleven component time series that were available for January 2011 increased,
while three decreased. The largest positive contribution to the leading indicator came from
residential building plans passed, followed by the export commodity price index. The major
negative contributors in January were the twelve-month percentage change in the number of
new passenger vehicles sold, as well as the twelve-month percentage change in job
advertisement space.

The leading indicator had been over 120 and nearer to 130 for the whole of 2007. It slowed,
however, and then dissipated when the first recession in 17 years was entered into in late 2008.

The coincident indicator - which moves in line with the economy - for December came in at
148.8 from 147.8 a month before. The lagging indicator, however, was reported at 97.9 from
99.2. The coincident indicator is an economic factor that varies directly and simultaneously with
the business cycle, thus indicating the current state of the economy. The lagging indicator
changes after the economy has already begun to follow a particular trend.

Using these indicators, the leading, coincident and lagging composite business cycle indices
are produced, indicating the direction of the change in economic activity rather than the level of
economic activity.

DEMOGRAPHIC SUMMARY

The primary trade area for the proposed retail centre development was informed by a
number of factors, of which some are:

V The general SACSC criteria for convenience centres.

V Consumer market behaviour and expenditure trends

V Regional and sub-regional levels of accessibility

V Geographic barriers

V General consumer mobility patterns and drive times

V Presence of competitive centres within an on the outskirts of the trade area.

Table 2: Key socio-economic variables of the market area population, 2011

Variable Market Characteristics

Population size (2011) V 25 341 people
V 8924 households
Household Size (2011) V 2.8 people per household
Age V  32.1% - between 0 and 14 years
9 V 11.3% - between 15 and 20 years
DEMACON
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Market Characteristics

34.5% - between 21 and 40 years

15.9% - between 40 and 60 years

5.6% - older than 60 years

5.8% - Higher education

10.7% - Grade 12

27.6% - Some secondary education

30.9% - No schooling

67.5% - Economically active

Of which 83.2% is employed

16.8% is unemployed

33.7% - Occupied Rent Free

28.4% - Owned And Fully Paid

25.4% - Owned But Not Yet Fully Paid

12.6% - Rented

56.1% - Informal dwelling/shack NOT in back yard
but on shared property

38.1% - House or brick structure on a separate stand
or yard

2.7% - Informal dwelling/shack in back yard
1.3% - Traditional dwelling / hut / structure made of
traditional materials

1.0% - House / flat / room in back yard

37.3% - Elementary occupations

33.0% - Skilled agriculture and fishery workers
7.2% - Plant and machine operators and assemblers
5.8% - Craft and related Trades workers

Income earning households: LSM 1-10

R26 593/annum

R2 216/month

Highest level of education

Level of employment

Tenure Status

< < <<K<K<LK <K<K <K<K LKLK<LKKLKKL

Dwelling Types

Occupation profile

Average household income (2011)

LSM 4 to 10+:

R154 463/annum
R12 122/month

. 88.4%-LSM1to 3
Predominant LSM 11.6% - LSM 4 to 10+

Market Characteristics

<<<K<K<K<<K <K<K<K<K<LK<K<LK<LK<K <K<

Population size (2011) 46 002 people

14 499 households
3.4 people per household

37.3% - between 0 and 14 years

12.5% - between 15 and 20 years

28.6% - between 21 and 40 years

14.1% - between 40 and 60 years

6.8% - older than 60 years

4.6% - Higher education

9.4% - Grade 12

27.4% - Some secondary education

35.2% - No schooling

53.5% - Economically active

Of which 75.7% is employed

24.3% is unemployed

62.5% - Owned and Fully Paid

33.2% -Occupied Rent Free

2.3 Rented

2.0% - Owned And Fully Paid

76.4% - House or brick structure on a separate stand
or yard

10.4% - Informal dwelling/shack NOT in back yard
but on shared property

38.8% - Elementary occupations

29.9% - Skilled agricultural and fishery workers
7.5% - Plant and machine operators and assemblers

Household Size (2011)

Age

Highest level of education

Level of employment

Tenure Status

< <<<K<K<K<K<LK<LK<LK<LK<LKLK KKK KK <KL

Dwelling Types

Occupation profile
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Market Characteristics

Income earning households: LSM 1-10
R24 172/annum

Average household income (2011) <2 Qladaeiiy
LSM 4 to 10+:
R130 800/annum
R10 900/month
90.1% -LSM 1to 3

Predominant LSM 9.9% - LSM 4 to 10+

<< <K<K <<

The primary consumer market profile reveals the following pertinent characteristics:

v It is estimated that approximately 25 341 people / 8 924 households reside in the primary
market area (2011)

v The weighted average monthly household income for the target market (LSM 4 to 10+)
amounts to R12 122 for the primary market (2011)

Vv Moderate living standards 1 11.6% (LSM 4 to 10+) characterises the Hebron Shopping
Centreds core t ar gS8itl- 1oraonktivite the effdctivd nearket h e

v The market profile will support predominantly lower to middle-end retail goods and
services.
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Map 1: Trade Area Map
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Map 1.2: Drive times from Site
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SUMMARY OF SURVEY FINDINGS

The table below show the various socio-economic variables of the market area

Table 3a: Key findings of the household survey 2011, Retail

Mogwadi i 71.88%

Kalkbank 1 9.38%

Senwabarwana i 6.25%

Five i 34.38%

More than Five i 25%

Two i 15.63%

Mogwadi i 56.25%

Senwabarwana i 21.88%

Polokwane i 12.5%

Own vehicle i 68.8%

Minibus/taxi i 28.1%

No i 66.0%

Yes i 40.0%

12pm -2pm i 53.1% for weekdays

08:00 and 12:00pm i 95.65% for weekends
Yes i 100%

Yes i 100%

| will visit the centre for shopping purposes i 65.6%
I will never have to shop anywhere else - 21.9%
I will shop less frequently from outside my area i
T 9.4%

Number of people in Household

Place of work

Main form of transport for shopping
Retail centres catered adequately for needs

Preferred Time of the Day:

Shopping

Do you feel there is need for a new shopping centre
Would you shop at the new centre if it is built

How will the new centre change your shopping pattern

<K<K <LK LKL <L LI LKL LI LK LKL LK LKL KL

Table 3b: Key findings of the household survey 2011, Residential
Is there demand for residential development Yesi 72.0%
No i 28.0%
Yes, definitely i 40.6%
Yes, probably i 15.6%
Definitely not 1 21.9%
Primary residence i 87.5%
Buy to leti 12.5%
Full title free standing house i 94.1%
Sectional title: Duplex unit i 5.9%
Sectional title: Stack unit i 0%
Sectional title: Simplex unit i 0%

Would you consider buying in the development

Primary reason to buy

Preferred dwelling type

House features Bedrooms 3 bedrooms i 55.6%
4 bedrooms i 27.8%
bathrooms 1 bathroom i 56.3%
2 bathrooms i 43.8%
Living areas 1 living area i 47.8%
2 living areas 1 39.1%
Garages 1 garage i 40.7%

2 garages i 59.3%

Proximity to schools i 68.8%
Security T 66.7%

Proximity to workplace i 62.5%
Proximity to retail facilities i 60.0%
Affordability i 60.0%

Peaceful environment i 60.0%

Important locational considerations

< <K<K LKL <LK <KL <L <KL L LKL LKI LKL L LKL
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Consumer Household Survey Findings

\Y,

The findings indicated that the primary market is currently underserved, with households
travelling to distant shopping centres such as Senwabarwana Plaza and Polokwane retail
centres or simply resorting to buying from local sources such as spazas.

The general sentiment from the market is that there is need for a new shopping centre in
Mogwadi. A critical success factor will be to incorporate a formal taxi rank as part of the
precinct since a large portion of the households in the trade area use public transport to
reach shopping destinations.

The proposed market should target middle order brands as highly branded products are out
of reach for the majority of households within the target primary market. The market clearly
reflects a strong preference towards the more affordable medium brands across all retalil
categories.

Ba n k AT Mobadso aowe pullers and should be included in the precinct. The
incorporation of other government or municipal administrative functions has been
successfully used to attract the critical mass need for the success of the retail precinct, for
example, the inclusion of a post office or social grants payout point.

Survey results show that current facilities are inadequate and a perceived demand exist for
a new centre at the proposed locality; this is furthermore supported by the fact that
indicated support towards the proposed centres is very high. Consumer elasticity also
supports the development of a new centre reflecting an increased tendency to shop locally
and refrain from shopping at previous preferred retail destinations. These trends bode well
towards the successful development of the proposed retail centre.

LOCATIONAL ASSESSMENT

The development poses unique investment benefits and challenges. Findings of the location
assessments can be summarised as follows:

DEMIACON
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Table 4: Summary of Site Evaluation Results:

Retail 72%
Residential 69.8%
Offices 61.4%

* Note: 80%-+ indicates an exceptional site rating; a site rating of 70 i 80% is high and indicates that most important
fundamentals for a successful mixed use development are in place; a rating of 60 T 70% indicates some critical
factors may be lacking but could possibly be addressed; projects with a sub 60% rating are not recommended for
consideration.

The above assessment, contextualised by the regional economic overview discussed in
Chapter 2, should enable stakeholders to make informed decisions regarding future
development prospects and investment options in the market area.

The site should be evaluated in the context of the economic and consumer market recovery
forecast, as well as the anticipated consolidation phase which macroeconomists and real estate
analysts predict will follow in the post 2010 to 2015 / 2016).

The highest and best use principle should be applied to the Molemole mixed use, which

suggests that this precinct should focus more on retail and residential activity and limited office
development.

RETAIL MARKET GAP ANALYSIS

Development Type Effective Market Gap Development Prospects
Convenience Retail _
Centre Yes Medium

U SIZE AND CRITICAL MASS

Demaconébés Retail Demand Modelling results illust
convenience retail facility based on the following market demand

Table 5: Retail Centre Potential as given by Size that can be supported by Market Area
Project summary

Average and actual share values 35 - 40%
Total annual growth in market demand (sqm/a) 545
Centre share of growth (sqm/a) 218
Point of market entry -
Additional growth in demand for centre (sgm) 1,308.04
Retail GLA at OPME 3,641
Services GLA at OPME 910
Cinemas -
On-site job creation 152 jobs
Retail Sales potential (R 2011 value) 95,783,993
Total capital investment - buildings (R 2011 value) 34,587,249
Parking bays required 273 bays
Parking infrastructure & landscaping cost 7,240,386

Source: Demacon 2011

DEMACON
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V  Market potential modelling indicates that the retail centre potential is approximately 4 551m?
GLA

V  Tenant mix in various retail categories e.g. the entertainment component, additional food
and clothing stores T the list of shops, services, restaurants and entertainment provides the
shopper with more choice and may increase the dwell times.

V Ample parking should be provided at a ratio of 6 bays per 100m2 retail GLA. This will
translate into 273 bays for optimum parking.

V In terms of employment, the proposed project will create 152 jobs on site.

V The use of a specialist merchandising / tenant mix specialist is advisable

RETAIL SENSITIVITY ANALYSIS

The sensitivity analysis makes use of two variables to determine market potential for the retail
development. These are LSM type and market share

Given a comparative analysis of SA small towns, a market share of between 20% and 30%
for a destination type centre is the market. However, in certain circumstances, a lack of
competitiveness in the urban landscape has enabled selected centres to achieve absolute
dominant market shares of 60 i 70%, thereby effectively closing the door for any potentially
competing scheme.

Given the comparative analysis of small towns, the ideal size for a centre with a destination
type function in this type of market will be between 5000m? i 10000m? GLA, for instance,
smaller than Makhado crossing (13 456m?) and is to be an open plan centre with eithera L i or
U shape and not an enclosed mall. In addition to the retail and selected services, an additional
1000m? i 2000m?* can be added for automotive and fitment centres. A dominant market
share will guide a centre size of up to 6000m?

However, the local market will in all probability continue to be dominated by the
Blouberg/Senwabarwana node

Advantages of the proposed retail centre

The development of the new retail centre will have numerous advantages for the local
community and municipality:

v The centre will contribute to the creation of a well-balanced and attractive retall
environment, catering for the demands of the primary market of Mogwadi and surrounds.

v The retail centre will attract higher volumes of consumers to the area, increase convenience
through shopping convergence (one stop shopping for various goods and services).

v It will expand and diversify the current retail hierarchy

v The community centre will increase and expand the product and service range within the
market and improve the overall quality thereof.

v It will contribute to the expansion of the local municipal tax base.

RESIDENTIAL DEVELOPMENT RECOMMENDATIONS

v Gap Analysis

Development Type Effective Market Gap Development Prospects

Low End and Middle _ _
Priced Bonded Units Yes Medium to High

rrrrrrrrrrrr
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Demaconés Residenti al Demand Modelling resul

sustain a residential project based on the following market demand scenarios assumed
Table 6: Residential Affordability Profile

Income Generic Indicative Distribution
midpoint House Price Unit Sizes (%) Classification
RO RO 50m?

40m? i Freestanding low cost home

R 3,333 R 8,056 40m? i 50m? Freestanding low cost home

R 10,001 R 24,168 40m? i 50m? Freestanding low cost home

R 20,001 R 48,335 40m*7 50m? Freestanding low cost home
___R40002 R96,668 ___40m”i 50m” o3.2%_ __ Freestanding economic
! Gap & Entry level Economic
. R 80,004 R 193,334 50m?i 60m? 3.4% Freestanding / Group 3
. R 160,007 R 386,666 50m*i 60m? 2.3% Low-end bonded 2
: R 320,013 R 773,330 65m?i 75m’ 0.7% Middle income

R1,546,658 2

Middle-hiih income

R 640,026 i 2
R 2,560,101 R 6,186,626 350m? i 550m?

R 3,442,914 R 8,319,991 550m” -750m’+

0.2%

Source: Demacon, 2011

The target market segment of the proposed development is represented by the finance linked
to middle end of the residential market spectrum i households earning on average incomes
between R80 004 and R320 013 per annum that can afford houses priced between R200k and
R800k.

Project Size and Anticipated Take-Up

Table 7 indicates the current market performance and the market share that the bonded
housing component of the proposed project could attract.

Table 7: Summary of Market Recommendations

. TOTAL MARKET
A

Additional HH: base yr + 6yrs 18,776
B Annualised Market growth (full housing spectrum) 3,129
C Bonded & Finance Linked Segment 6.8%
D Bonded & Finance Linked take-up per annum 214
E Annual secondary market contribution (units / annum) Min 9
F Max 12
G Total annual bonded & Credit Linked housing demand Min 223
H Max 225
| PROJECTSPECIFIC [ [ |
I Project Bonded & Finance Linked Units 450
J  Forecast market share of total market sales Min 35%
K Max 45%
L Project forecast total annual take-up rate (units / annum) Min 78
M Max 101
N  Years to 80% take-up (bonded & credit-linked units) Min 4.4
O Max 5.8
el lAg | 51]
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