
Notes to the Financial Statements

Accounting Policies
1. Basis of presentation of financial 

statements
1.1 Basis of preparation

The consolidated and separate financial 
statements have been prepared in accordance 
with International Financial Reporting Standards 
(“IFRS”) as issued by the International Accounting 
Standards Board (“IASB”), the Financial Reporting 
Guides as issued by the South African Institute 
of Chartered Accountants (“SAICA”) Accounting 
Practices Committee, Financial Pronouncements 
as issued by the Financial Reporting Standards 
Council, the JSE Listings Requirements and the 
requirements of the Companies Act, 71 of 2008 
(as amended).

The financial statements have been prepared on 
the historical cost basis, except where otherwise 
noted, and incorporate the principal accounting 
policies set out below. They are presented in 
South African Rands. 

It is company policy to report net asset value per 
share in the annual financial statements.

1.2 Use of judgements and estimates

The preparation of the financial statements in 
accordance with IFRS requires management to 
exercise its judgement in the process of applying 
the group’s accounting policies and make 
estimates and assumptions concerning the future. 
The most significant judgements, estimates and 
assumptions that may have a material impact on 
the financial statements are as follows:

1.2.1 Areas of estimation uncertainty

Valuation of investment property

The board has used the best available evidence to 
determine the fair value of investment properties 
as set out in note 31 to the financial statements. 
This includes current market prices for properties 
with similar characteristics and leases and cash 
flow projections. As the available information is 
not directly comparable to the properties within 
the group, the amounts are determined within a 
reasonable range of fair value.

The principal assumptions underlying the board’s 
estimation of fair value are disclosed in note 31 
and include the receipt of contracted rentals, 
lease renewals, maintenance requirements, 
operational costs and appropriate discount and 
capitalisation rates.

1.2.2 Areas of significant judgement

Acquisition of subsidiaries that hold properties

Where the group obtains control of entities that 
own investment properties, or when the group 
acquires properties or a group of properties 
collectively, an evaluation is performed as to 
whether such acquisitions should be accounted for 
as business combinations or acquisitions in terms 
of IAS 40 Investment Properties. An acquisition is 
not considered to be a business combination if the 
definition of a business combination is not met.

Management concluded that all acquisitions 
of properties in the current financial year were 
not business combinations. Therefore these 
were accounted in terms of IAS 40 Investment 
Properties.

Other areas of significant judgement and 
estimations

• Computation of equity-settled share-based 
payment (refer to note 32).

1.3 Consolidation

Subsidiaries

Subsidiaries are entities (including structured 
entities) over which the group has control. 
Control exists when the group is exposed to, or 
has rights to, variable returns from its involvement 
with the entity and has the ability to affect those 
returns through its power to govern the financial 
and operating policies thereof. Subsidiaries are 
consolidated from the date on which control 
passes to the group and are deconsolidated from 
the date that control ceases.

The acquisition method is used to account for 
business combinations.

Company financial statements

The company’s investments in subsidiary 
companies are carried at cost (including 
transaction costs) less impairment losses.
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1.4 Segment reporting

Operating segments are reported in a manner 
consistent with the internal reporting provided 
to the executive directors on the board, which 
comprises the three executive directors. The 
executive committee allocates resources and 
assesses the performance of the operating 
segments of the group.

1.5 Financial instruments

The group’s financial instruments consist of 
financial assets (note 10), loans to and from related 
parties (note 11), trade and other receivables 
(note 12), financial liabilities (note 15) and trade and 
other payables (note 16). All financial assets are 
classified as loans and receivables and all financial 
liabilities are classified as held at amortised cost.

All financial instruments are initially recognised 
at fair value (including transaction costs) and 
subsequently at amortised cost using the effective 
interest rate method.

Loans and receivables

Loans and receivables are non-derivative financial 
assets with fixed or determinable payments that 
are not quoted in an active market. Loans and 
receivables are measured at amortised cost.

Financial liabilities at amortised cost

These are subsequently measured at amortised 
cost using the effective interest rate method.

Impairment of financial assets

The group assesses each significant financial 
asset for objective evidence of impairment at the 
end of each reporting period. A financial asset is 
considered impaired if there is objective evidence 
of impairment as a result of one or more events 
that have occurred since initial recognition of the 
asset. 

Where objective evidence of impairment exists, 
the impairment loss is calculated as the difference 
between the financial asset’s carrying amount 
and the present value of estimated future cash 
flows discounted at the financial asset’s original 
effective interest rate.

Trade and other receivables

Trade and other receivables are classified as loans 
and receivables. Trade receivables are amounts 
due from tenants for contractual lease charges 
and recoveries and are classified as current assets.

Cash and cash equivalents

Cash and cash equivalents are classified as loans 
and receivables. Cash equivalents are short-
term highly liquid investments that are readily 
convertible to known amounts of cash and are not 
subject to a significant risk of a change in value. 
Cash comprises cash on hand, bank balances and 
cash held in an investment trading account.

Borrowings

Borrowings are generally long-term in nature and 
are classified as non-current liabilities, except 
to the extent that amounts are contractually 
unavoidable in the 12 months from the reporting 
date.

Derivative financial instruments

Derivatives at fair value through profit and loss 
comprise an interest rate swap and are either 
assets or liabilities and are classified as non-
current due to the maturity of the carrying amount. 
Purchases and settlements of derivative financial 
instruments are initially recognised on the trade 
date at fair value and are subsequently carried at 
fair value. Unrealised gains and losses arising from 
changes in the fair value of derivative financial 
instruments are included in fair value adjustments 
in profit and loss.

The group does not apply hedge accounting and 
does not enter into derivative contracts for trading 
or speculative purposes.

1.6 Impairment of non-financial assets

The carrying amounts of the group’s non-financial 
assets are reviewed for indicators of impairment 
at each reporting date. Where such indicators 
exist, the asset recoverable amount is estimated. 
In addition, goodwill is tested for impairment at 
every reporting date.

Where the carrying value of an asset exceeds its 
estimated recoverable amount, the carrying value 
is impaired and the asset is written down to its 
recoverable amount. 
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Notes to the Financial Statements (continued)

1. Basis of presentation of financial 
statements (continued)

1.7 Investment property

Investment property consists of property held 
by the group to earn rental income and capital 
appreciation and which is not occupied by the 
group.

Investment property includes property under 
construction/development. Investment property 
under construction is measured at fair value. 
Where the fair value of the property under 
construction is not reliably measurable, the 
property is measured at cost until the earlier of 
the date of construction is completed or the date 
the fair value becomes reliably measurable.

Investment property is initially measured at 
cost, which includes any directly attributable 
transaction costs.

Certain costs that relate to the asset are 
capitalised after the investment property has been 
recognised. Investment property is subsequently 
measured at fair value and all movements in fair 
value are recognised in profit or loss. The directors 
determine the fair value of investment property 
at each reporting period. In addition, external 
valuations are obtained as deemed appropriate 
and each property is externally valued at least 
once every three years.

Subsequent expenditure is capitalised to the 
asset’s carrying amount only when it is probable 
that future economic benefits associated with the 
expenditure will flow to the group and the cost of 
the item can be measured reliably. All other costs, 
including repairs and maintenance, are expensed 
as incurred.

1.8 Investment property held for sale

The following conditions must be met for an asset 
or disposal group to be classified as held for sale:

• Management is committed to a plan to sell

• The asset is available for immediate sale

• An active programme to locate a buyer is 
initiated

• The sale is highly probable, within 12 months 
of classification as held for sale (subject to 
limited exceptions)

• The asset is being actively marketed for sale 
at a sales price reasonable in relation to its fair 
value

• Actions required to complete the plan indicate 
that it is unlikely that plan will be significantly 
changed or withdrawn.

Once a plan to dispose is initiated, the property 
is classified as held for sale in terms of IFRS 5. 
A property can be available for immediate sale 
even though it still has a tenant occupying it. The 
lease will then be transferred to the new owners. 
Sales are initiated either directly with us or through 
a broker.

Immediately before the initial classification of 
the asset as held for sale, the carrying amount 
of the asset will be measured in accordance with 
applicable IFRSs. Resulting adjustments are also 
recognised in accordance with applicable IFRSs. 
Investment property will continue to be measured 
in accordance with IAS 40 Measurement Principles.

1.9 Operating leases

Leases in which a significant portion of the risks 
and rewards of ownership are retained by the 
lessor, are classified as operating leases.

Where a company in the group is the lessor

Rental income is the group’s primary source of 
revenue (refer note 1.13).

Where a company in the group is the lessee

Lease payments, including prepayments, are 
charged to profit or loss on a straight-line basis 
over the period of the lease.

1.10 Property, plant and equipment

Property, plant and equipment is initially 
recognised at cost which includes all expenditure 
that is directly attributable to the acquisition of 
the asset.

Subsequently, all property, plant and equipment 
are stated at historical cost less accumulated 
depreciation and accumulated impairment. The 
depreciable amount of assets is depreciated on 
a straight-line basis, from the date they are ready 
for use in the manner that management intended. 
The depreciation rates take into account the 
estimated useful life and residual values of the 
individual items, as follows:
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• Computer equipment: 3 years

• Furniture and fixtures: 6 years

The estimated useful lives, residual values and 
depreciation methods are reviewed at each 
reporting date. If appropriate, adjustments are 
made and accounted for prospectively as a 
change in estimate.

1.11 Stated capital

Ordinary shares are classified as equity. 
Incremental costs directly attributable to the issue 
of ordinary shares are recognised as a reduction 
in the stated capital.

Treasury shares are acquired in the open market 
and the cost of such shares are recognised within 
equity.

1.12 Revenue

Revenue comprises contractual rental income 
and tenant recoveries. It excludes value-added 
tax (“VAT”).

Contractual rental income is recognised on a 
straight-line basis over the term of the lease 
taking into account fixed escalation clauses. The 
recognition of straight-lining impact does not 
affect distributable earnings. Tenant recoveries 
are recognised as they are earned in line with the 
contractual rights in the leases.

Rental income received in advance is recognised 
as a current liability as part of trade and other 
payables in the statement of financial position.

Other income comprises development fee income, 
rental loss insurance claims and distribution 
refunds and is exclusive of VAT. Development fee 
income is recognised as services are delivered 
on a monthly basis. Rental loss insurance claims 
are recognised as revenue to match the discount 
provided to each affected tenant. Distribution 
refunds consist of distributions received by a seller 
of a property for which they received part equity 
as settlement consideration and they shared in 
distributions relating to the period before the date 
of transfer of the property to the group and it was 
contractually agreed that the distribution will be 
refunded for that period before transfer.

1.13 Employee benefits

Short-term employee benefits

Wages, salaries, paid leave and other costs of 
short-term employee benefits are recognised as 
employee benefit expenses in profit or loss in the 
period in which the services are rendered.

Short-term incentives

An expense is recognised in profit or loss and 
an accrual is raised in the statement of financial 
position relating to short-term bonuses where 
such payments can be contractually determined 
or an obligation has arisen from past events.

Employee share scheme

Share incentive trust

At the date of listing the founding shareholders 
of the REIT sold shares in the REIT to certain 
employees. This was effected via the property 
trust that sold the core properties to the group 
in exchange for REIT shares (note 6). The shares 
were not issued by the group to the employees.

The trust then sold shares on loan account 
to these employees. These transactions have 
been accounted for as equity-settled share-
based payments in terms of IFRS 2 Share-based 
Payment.

The property trust has not been consolidated 
because the group does not control it.

Conditional Share Plan

The group implemented and had a Conditional 
Share Plan approved by shareholders. The plan 
is classified as an equity-settled share-based 
payment plan under which it receives services 
from employees as consideration for equity 
instruments of the company.

Beneficiaries of the plan will be executives and 
management and employees recommended by 
the remuneration committee. The fair value of the 
employee services received in exchange for the 
grant of the shares is recognised as an expense on 
a straight-line basis over the vesting period, with 
a corresponding recognition in the share-based 
payment reserve.
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Notes to the Financial Statements (continued)

1. Basis of presentation of financial 
statements (continued)

1.13 Employee benefits (continued)

The total amount expensed to profit or loss is 
determined by reference to the fair value rights 
to equity instruments granted, including any 
market performance conditions and excluding the 
impact of any non-market performance vesting 
conditions. Non-market performance vesting 
conditions are included in assumptions regarding 
the number of shares granted that are expected 
to vest. At the end of each reporting period, the 
group revises its estimates of the number of 
shares granted that are expected to vest and 
recognises the impact of any changes in profit or 
loss with a corresponding adjustment to equity.

The effect of all conditional shares granted is taken 
into account when calculating diluted earnings 
and diluted headline earnings per share.

Refer to note 32 for a description of the terms, the 
estimates used in the valuation and the accounting 
measurement and disclosure requirements.

1.14 Income tax

The income tax expense for the period comprises 
current and deferred income tax and is recognised 
in profit or loss except to the extent that it relates 
to items recognised in other comprehensive 
income or directly in equity, in which case it 
will also be recognised in other comprehensive 
income or directly in equity as applicable. The 
company is a Real Estate Investment Trust (“REIT”) 
and all subsidiaries in the group are “controlled 
companies” (as defined in the Income Tax Act). 
After deducting “qualifying distributions” from 
taxable income, no income tax is payable in the 
current year.

Deferred income tax is recognised, using 
the liability method, based on the temporary 
differences arising between the tax bases of 
assets and liabilities and their carrying values for 
financial reporting purposes. Deferred income 
tax is not recognised if it arises from the initial 
recognition of an asset or liability in a transaction 
other than a business combination that, at the 
time of the transaction, affects neither accounting 
nor taxable profit nor loss.

Deferred income tax assets are recognised only 
to the extent that it is probable that future taxable 
profit will be available against which temporary 
differences can be utilised.

1.15 Finance income and finance costs

Finance income

Finance income comprises interest earned 
on positive bank balances and short-term 
investments in an annex bond facility (notes 13 
and 15).

Interest is recognised in profit or loss using the 
effective interest rate method.

Finance costs

Finance costs comprise interest accrued on 
financial liabilities and finance leases.

1.16 Borrowing costs

General and specific borrowing costs directly 
attributable to the acquisition, construction or 
development of qualifying assets, are capitalised 
as part of the cost of these assets, until they 
are substantially ready for their intended use. 
Qualifying assets are those which necessarily take 
a substantial period of time to get ready for their 
intended use.

Capitalisation of borrowing costs commences 
when the activities to prepare the asset are 
in progress and expenditures and borrowing 
costs are being incurred. The capitalisation rate 
is arrived at with reference to the actual rate for 
borrowings incurred for the specific asset or the 
weighted average cost of borrowings where the 
development is financed out of general funds.

All finance costs which are not capitalised are 
recognised in profit or loss.

1.17 Dividend distribution

Distributable earnings are a measure of 
sustainable income and is determined in line with 
best practice guidelines as issued by the SA REIT 
Association. Dividend distributions are recognised 
as a liability in the statement of financial position 
in the period in which the dividends are declared. 
This is not in the reporting period to which the 
dividend relates. 
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2. New Standards and interpretations
At the date of approval of these consolidated and separate financial statements, certain new accounting 
standards, amendments and interpretations to existing standards have been published but are not yet effective, 
and have not been adopted early by the entity.

Management anticipates that all the pronouncements will be adopted in the entity’s accounting policies for 
the first period beginning after the effective date of the pronouncement. Certain other new standards and 
interpretations have been issued but are not expected to have a material impact on the entity’s consolidated 
and separate financial statements.

2.1 Standards and interpretations effective and adopted in the current period

None of the standards, amendments and interpretations that became effective during the period have had an 
impact on the group. 

2.2 Standards and interpretations issued but not yet effective at 28 February 2018

The company has chosen not to early adopt standards and interpretations which have been published, but that 
are not yet effective in the current financial year. The new standards are not expected to have a material impact.

3. Earnings per share
This note provides the obligatory information in terms of IAS 33 Earnings Per Share and SAICA Circular 2/2015 
for the group and should be read in conjunction with note 4, where earnings are reconciled to distributable 
earnings. Distributable earnings determine the dividend declared to shareholders, which is a meaningful metric 
for a stakeholder in a REIT.

3.1 Basic earnings per share
2018 2017

Shares in issue
Number 

of shares
Number 

of shares

Number of shares in issue at the end of the period net of treasury shares 163 766 550 97 762 361
Weighted average number of shares in issue 141 084 847 25 636 517
Diluted weighted average number of shares in issues 141 084 847 25 636 517

Basic earnings per share Cents Cents

Earnings (profit attributable to owners of the parent) 383 186 65 331
Basic earnings per share 271.60 254.83
Diluted earnings per share 271.60 254.83

3.2 Headline earnings per share
Reconciliation between basic earnings and headline earnings R’000 R’000

Earnings (profit attributable to owners of the parent) 383 186 65 331

Adjusted for:
Gross
R’000

Gross
R’000

Fair value adjustments to investment properties (252 535) (40 553)
Taxation – –

(252 535) (40 553)
Headline earnings 130 651 24 778

Headline earnings per share Cents Cents

Headline earnings per share 92.60 96.65
Diluted headline earnings per share 92.60 96.65
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Notes to the Financial Statements (continued)

4. Segment information
4.1 Reconciliation between earnings and distributable earnings

12 months
 ended 

28 February
 2018

4 months
 ended 

28 February
 2017

R’000 R’000

Earnings (profit attributable to owners of the parent) 383 186 65 331
Adjusted for:

Fair value adjustments to investment properties (252 535) (40 553)
Straight-lining of leases adjustment (16 980) 2 647
Depreciation – 4
Formation and listing costs – 1 873
Equity-settled share-based payment reserve 455 3 939
Deferred tax realisation 695 (6 846)
Less: Profit not distributed (2 483) (5 970)
Antecedent dividend* 16 348 2 562
Distributable profit 128 686 22 987
Number of shares issued at year-end 165 190 689 98 226 952
Less: Treasury shares (1 424 139) (464 591)
Number of shares participating in distribution 163 766 550 97 762 361
*  In the determination of distributable earnings, the group elects to make an adjustment for the antecedent distribution arising as a result of the 

capital raise on 12 June 2017 and 7 July 2017, respectively, as well as the private placement in the acquisition of Mega Park and MWEB Head 
office during the period for which the company did not have full access to the cash flow from such issues.

Distribution per share is calculated using total number of shares issued at year-end.

4.2 Distribution declared and distribution per share

Total distributions for the period – 2018
Cents 

per share R’000

Interim distribution declared 18 October 2017 (distribution number 2) 36.95 59 954
Final distribution declared on 17 May 2018 (distribution number 3) 41.55 68 637
Total distributions for the period ended 28 February 2018 78.50 128 591
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4. Segment information (continued)

4.3 Property segment information

Segments are reported in a manner that is consistent with the internal reporting provided to the executive 
committee which comprises the three executive directors. The executive committee regularly reviews the 
operating results of the group’s six operating segments:

• Industrial

• Commercial

• Retail

• Hospitality

• Residential

• Non-property.

The segments derive their revenue primarily from rental income from leases.

All treasury functions, corporate costs and other expenses that are not specifically attributable to individual 
properties are included in the “Non-property” segment.

The measurement of results reviewed by the executive committee is consistent with those presented in the 
consolidated and separate financial statements and the only reconciling item with the results and total assets 
and liabilities of the group is the effect of the straight-lining of leases.

The segment information for the group for the period ended 28 February 2018 is set out below:

Industrial Commercial Retail Hospitality Residential
Non-

property

Straight-
lining of 

leases Total
R’000 R’000 R’000 R’000 R’000 R’000 R’000 R’000

Segment 
revenue 70 326 111 986 67 868 36 935 7 205 5 295 16 980 316 595
Profit from 
operations 108 277 196 226 109 764 33 514 9 163 (10 956) 16 980 462 968
Fair value 
adjustments 58 355 117 352 68 866 5 772 2 192 (2) – 252 535
Net 
operating 
profit 49 959 78 996 41 105 27 741 6 971 (10 109) 16 980 211 643
Finance 
income 30 71 470 527 7 5 148 – 6 253
Finance 
costs (11 236) (17 113) (15 678) (9 812) (3 241) (25 217) – (82 297)
Investment 
property 726 813 986 906 500 904 601 590 81 834 – 14 370 2 912 417
Investment 
property held 
for sale – 148 522 72 970 – – – – 221 492
Total assets 798 265 1 075 407 571 548 643 537 82 373 41 838 14 370 3 227 338
Total liabilities (240 696) (352 241) (188 761) (104 624) (226) (369 317) – (1 255 865)

No tenants contributed 10% or more of revenue and recoveries.
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Notes to the Financial Statements (continued)

5. Financial risk management and fair value measurement
5.1 Capital risk management

The group’s objectives when managing capital is to safeguard the group’s ability to continue as a going concern 
in order to provide returns for the shareholders and benefits for other stakeholders and to maintain an optimal 
capital structure to reduce the cost of capital.

The capital structure of the group consists of debt, which includes the borrowings disclosed in note 15, cash 
and cash equivalents disclosed in note 13, and stated capital as disclosed in note 14.

In order to maintain or adjust the capital structure, the group may adjust the amount of distributions paid to the 
shareholders, return capital to the shareholders, issue new shares or sell assets to reduce debt.

As a Real Estate Investment Trust (“REIT”), the company is required to declare 75% of its distributable profit as a 
distribution. The board has elected (subject to the availability of cash resources and legislative requirements) 
to declare 100% of the distributable profit of the group as a distribution on a bi-annual basis.

As a result of the group’s distribution policy, capital expansion is funded through a combination of bank debt 
and equity funding.

The group is subject to a loan covenant which limits the loan to value (“LTV”) to 55% and targets a LTV of not 
more than 45% over time. The group’s interest rate cover must remain above 1.5 for each financial period.

The gearing ratio is calculated as total debt divided by total assets. Total debt is the sum of all interest-bearing 
debt of the group excluding tenant deposits, tax payable and trade creditors.

Total assets equate to the group’s direct investment in property-holdings.

Financial risk arises from the group’s exposure to financial instruments and comprises market risk (interest 
rate risk), liquidity risk and credit risk. The board of directors has overall responsibility for the establishment 
and oversight of the group’s risk management framework. The board has delegated this responsibility to the 
audit committee, which considers the adequacy of the group’s risk management framework and monitors 
management’s implementation of risk management policies and procedures.

The group’s policies are designed to ensure that appropriate risk limits have been set for financial risks and that 
adherence to these limits are monitored continuously.

The gearing ratio as at 28 February 2018 was as follows:

Total borrowings Notes R’000

Total debt 15 1 205 970
Total investment property 6 3 133 909
Gearing ratio (%) 38.48
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5. Financial risk management and fair value measurement (continued)

5.2 Risk management

Market risk

Market risk is the risk that changes in market prices, such as interest rates that will affect the group’s profitability 
or the value of its holdings of financial instruments. The group is exposed to interest rate risk, credit risk and 
liquidity risk. The objective of market risk management is to manage and control market risk exposures within 
acceptable parameters, while optimising the return.

Interest rate risk

The company’s interest rate risk arises from financial liabilities, cash and cash equivalents and other financial 
assets. Borrowings at variable rates expose the company to cash flow interest rate risk, which is partially offset 
by cash held at variable rates. During 2018, the company’s borrowings were denominated in South African Rand.

The interest rate exposure of the group to interest-bearing financial instruments is as follows:

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Fair value interest rate risk

– Fixed rate borrowing

Nedbank Limited – Loan 30138754 – 33 696 – –
Nedbank Limited – Loan 30148005* 100 000 100 000 – –
Nedbank Limited – Loan 30163199 225 000 – – –
Standard Bank – Loan 000422512 216 866 – – –
Investec Limited 152 537 150 799 – –

Total 694 403 284 495 – –

Cash flow interest rate risk

– Variable-rate instrument

Nedbank Limited – Loan 30161109* 193 745 193 957 – –
Nedbank Limited – Loan 30161547* 16 000 – – –
Nedbank Limited – Loan 30162610* 23 000 – – –
Nedbank Limited – Loan 30163094* 12 000 – – –
Nedbank Limited – Loan 30162991* 175 000 – – –
Standard Bank – Loan 000437903 26 572 – 26 572 –
Standard Bank – Loan 000447173 65 250 – – –
Loan to related parties – – –

Total 511 567 193 957 26 572 –

No interest rate risk

Cash and cash equivalents 10 220 12 632 176 8
Trade and other receivables 13 132 8 092 5 –
Loan from related party (8 411) (3 881) – 8
Total 14 941 16 843 181 16
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Notes to the Financial Statements (continued)

5. Financial risk management and fair value measurement (continued)

5.2 Risk management (continued)

Fair value interest rate risk

At period end there was no change in the fair value of interest rate risk due to the unchanged interest rates.

Therefore the carrying amount of financial instruments approximates fair value.

The group’s sensitivity to interest rate fluctuations as at 28 February 2018 is illustrated below:

Group Company
Sensitivity analysis to interest rates – 2018 R’000 R’000

Increase in earnings if interest rates had been 1% lower during the year 5 116 266
Decrease in earnings if interest rates had been 1% higher during the year (5 116) (266)

– –

The sensitivity analysis assumes all other items remain unchanged and is based on the borrowings at the end 
of the reporting period.

The only significant interest rate risk arises on financial liabilities. The company manages its cash flow interest rate 
risk by securing fixed-interest rate bonds on a targeted 50% of borrowings from banks. Fixed-interest rate loans 
have the economic effect of protecting the company from interest rate increases due to the weak economical 
environment and political uncertainty.

Generally, the company raises long-term borrowings at floating rates below the prime lending rate, but at the 
time of each new borrowing the fixed rate available is reviewed together with the risk of an interest rate increase 
and current fixed-to-floating-rate borrowing ratio to ensure the ratio remains in the target as set by management.

R’000

Variable borrowing 511 567
Fixed borrowings 694 403
Total borrowings 1 205 970
Percentage fixed (%) 57.58

Refer to note 15 for details of the facilities the group has with Nedbank, Investec and Standard bank.

Management seeks to minimise its exposure to liquidity risk by reducing its exposure to interest rate risk through 
its fixing of long-term loans. Management also reduced refinancing risk through regularly reviewing the maturity 
profile of its financial liabilities and utilising facilities with differing maturities to reduce maturity concentration.

Credit risk

The group is principally exposed to credit risk as a result of its receivable balance from tenants, loans to related 
parties and cash balances with financial institutions. The carrying values as at 28 February 2018 in the statement 
of financial position represent the maximum exposure to credit risk.

Trade and other receivables

The group has credit vetting procedures in place before entering into lease agreements with new tenants.

If customers are independently rated, such as blue-chip companies, these ratings are used. However, if there is 
no independent rating, credit control assesses the credit quality of the customer, taking into account its financial 
position, past experience and other factors.

Individual risk limits are set based on internal or external ratings. The utilisation of credit limits is regularly 
monitored.
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5. Financial risk management and fair value measurement (continued)

5.2 Risk management (continued)

Cash and cash equivalents

All short-term funds are invested with reputable financial institutions. Cash balances are only retained for working 
capital requirements. Refer to note 13 for detail of cash balances as at 28 February 2018.

The table below shows the balances with banking counterparties and their external ratings at the statement of 
financial position date.

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Financial institution 

Nedbank (rating – Baa3) 8 591 1 472 176 8
Investec (rating – Baa3) 606 10 479 – –
Cash in trading account 1 023 681 – –

10 220 12 632 176 8

The ratings were obtained from Moody’s and are based on long-term investment horizons. The ratings indicate 
that expectations of default risk have increased from the prior period when the rating was Baa2 with a negative 
outlook. The capacity for payment of financial commitments is considered adequate but adverse business or 
economic conditions are more likely to impair this capacity.

Management does not expect any losses from non-performance by this counterparty.

A credit downgrade was experienced by all financial institutions during the 2018 financial period.

The group will continue to transact with these entities given the fact that the rating downgrade was experienced 
industry-wide and due to the current rating not placing the current institutions utilised in any disadvantaged 
position against other institutions in South Africa.

Financial assets exposed to credit risk at the end of the period were as follows:

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Financial instrument

Cash and cash equivalents 10 220 12 632 176 8
Trade and other receivables 13 132 8 092 5 –
Financial asset 62 276 1 714 – –
Loan to related parties – – 4 834 –

85 628 22 438 5 015 8
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5. Financial risk management and fair value measurement (continued)

5.2 Risk management (continued)

Liquidity risk

Liquidity risk is defined as the risk that the group would not be able to settle or meet its obligations on time.

Management monitors the group’s net liquidity position on a continuous basis on the basis of expected cash 
flows.

The group is exposed to liquidity risk in respect of financial liabilities, loans from related parties and trade and 
other payables and is a result of the funds not available to cover future commitments. The group manages 
liquidity risk through an ongoing review of future commitments and credit facilities.

Prudent liquidity risk management implies maintaining sufficient cash and the availability of funding through an 
adequate amount of committed credit facilities.

The table below analyses the company’s financial liabilities into relevant maturity groupings based on the 
remaining period in the statement of financial position to the contractual maturity date.

Group Company

Less than 
1 year

Between 
2 and 

3 years

Between 
3 and 

4 years

 
4 years 

and longer
Less than 

1 year

Between 
2 and 

5 years
R’000 R’000 R’000 R’000 R’000 R’000

At 28 February 2018

Financial liabilities  
(bank borrowings) 152 536 1 053 434 – – – 91 822
Trade and other payables 40 840 – – – – –
Loan from related party 8 411 – – – – –

201 787 1 053 434 – – – 91 822

The above represents the face value of the loan repayable and does not include the interest payable up to date 
of expiry, due to the fact that interest is settled on a monthly basis.

At the maturity date of various debt with financial institutions the debt will either be settled with available 
resources or refinancing will commence usually three to six months prior to maturity of the debt.

Nedbank debt was under renegotiation with a new letter of grant signed between the group and Nedbank dated 
28 February 2018. Interest rates and terms effective from March 2018 are:

Bond Property Old rate New rate Expiry

Nedbank Limited – Loan 30161109* Main Bond Prime less 1.25% Prime less 1.3% 28 Feb 2021

Nedbank Limited – Loan 30161547* 78 on Edward Prime less 1.25% Prime less 1.3% 28 Feb 2021

Nedbank Limited – Loan 30162610* 142 Edward Street Prime less 1.25% Prime less 1.3% 28 Feb 2021

Nedbank Limited – Loan 30163094* Virgin Active, George Prime less 1.27% Prime less 1.3% 28 Feb 2021

Nedbank Limited – Loan 30162991* 15 on Orange Hotel Prime less 1.27% Prime less 1.3% 28 Feb 2021

Nedbank Limited – Loan 30162991* UES Hotel Fixed at 9.81% Prime less 1.5% 28 Feb 2019
* Bonds to be consolidated into one bond effective March 2018 with the interest rate and expiry as noted above.
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6. Investment properties (including straight-line accrual)
Group

2018 2017

Valuation

Accumulated
fair value 

adjustments
Carrying

value Valuation

Accumulated
fair value 

adjustments
Carrying

value
R’000 R’000 R’000 R’000 R’000 R’000

Investment property 2 619 329 293 088 2 912 417 1 405 162 40 553 1 445 715
Total 2 619 329 293 088 2 912 417 1 405 162 40 553 1 445 715

Reconciliation of investment properties: 2018

Opening
balance Additions

Straight-line 
asset

Fair value 
adjustment

Cost 
capitalised

Transfer to 
non-current 

asset held
 for sale

Closing 
balance

R’000 R’000 R’000 R’000 R’000 R’000 R’000

Investment 
property 1 445 715 1 333 150 17 017 252 535 85 492 (221 492) 2 912 417
Total 1 445 715 1 333 150 17 017 252 535 85 492 (221 492) 2 912 417

Reconciliation of investment properties: 2017

Opening 
balance Additions

Straight-line 
asset

Fair value 
adjustment

Cost 
capitalised

Closing 
balance

R’000 R’000 R’000 R’000 R’000 R’000

Investment property – 1 365 920 30 807 40 553 8 435 1 445 715
Total – 1 365 920 30 807 40 553 8 435 1 445 715

Company

2018 2017

Valuation

Accumulated
fair value 

adjustments
Carrying

value Valuation

Accumulated
fair value 

adjustments
Carrying

value
R’000 R’000 R’000 R’000 R’000 R’000

Investment property 139 237 13 739 152 976 – – –
Total 139 237 13 739 152 976 – – –

Reconciliation of investment properties: 2018

Opening
balance Additions

Straight-line 
asset

Fair value 
adjustment

Cost 
capitalised

Transfer to 
non-current 

asset held
 for sale

Closing 
balance

R’000 R’000 R’000 R’000 R’000 R’000 R’000

Investment 
property – 209 309 2 584 13 739 314 (72 970) 152 976
Total – 209 309 2 584 13 739 314 (72 970) 152 976

A register containing the information required by Regulation 25(3) of the Companies Regulations, 2011, is kept 
by the company.
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6. Investment properties (including straight-line accrual) (continued)

Details of investment property

Group Company

2018
R’000

2017 
R’000

2018
R’000

2017
R’000

Purchase price 2 699 070 1 365 920 209 309 –
Straight-line lease asset at acquisition 33 454 33 454 – –
Fair value adjustment 293 088 40 553 13 739 –
Capitalised expenditure 93 927 8 435 314 –
Operating lease asset accrual 14 370 (2 647) 2 584 –
Transfer to held for sale (221 492) – (72 970) –

2 912 417 1 445 715 152 976 –

Refer to note 17 for the reconciliation of the straight-line lease asset accrual.

Borrowing cost to the value R147 025 was capitalised to investment property during the financial year.

Securities

Investment properties are encumbered as security against the group’s loan facilities (note 15).

Details of valuation

Investment properties with a fair value of R821 million were acquired from the Spear Property Trust (entity under 
common control) on 1 November 2016.

All these properties were independently valued at acquisition by MRB Gibbons of Mills Fitchet Magnus Penny 
Proprietary Limited, a registered valuer in terms of section 19 of the Property Valuers Professional Act, No 47 of 
2000, to verify the acquisition date fair value.

Investment properties with a fair value of R572 million were acquired as part of the acquisition of subsidiaries 
(note 9) on 1 November 2016.

The acquisitions were accounted for as investment property acquisitions and not business combinations.

All these properties were independently valued at acquisition by MRB Gibbons of Mills Fitchet Magnus Penny 
Proprietary Limited, a registered valuer in terms of section 19 of the Property Valuers Professional Act, No 47 of 
2000, to verify the acquisition date fair value.

Refer to note 31 for details on the fair values of investment properties.

All revenue and operating expenditure are derived from investment properties.
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7. Non-current assets held for sale
Group Company

Notes
2018

R’000
2017 

R’000
2018

R’000
2017

R’000

Investment properties

Fair value 221 492 – 72 970 –
Carrying value 221 492 – 72 970 –
Movement in investment properties held 
for sale

Carrying value at beginning of period – – – –
Transfer from investment property 6 221 492 – 72 970 –
Disposals – – – –
Carrying value at the end of the period 221 492 – 72 970 –

Investment property held for sale consists of two buildings, being 142 Bree Street and Tyger Manor, which are 
expected to transfer before August 2018.

The fair value of the properties was determined as the market value arrived at between buyer and willing seller 
and not based on valuation techniques as disclosed in note 31.

8. Property, plant and equipment
2018 2017

Useful 
lives

Cost
Accumulated 
depreciation

Carrying
value Cost

Accumulated
depreciation

Carrying 
value

R’000 R’000 R’000 R’000 R’000 R’000

Computer 
equipment 3 202 (52) 150 35 (3) 32
Furniture and 
fixtures 6 1 460 (25) 1 435 97 (1) 96
Motor vehicles 5 200 – 200 – – –
Total 1 862 (77) 1 785 132 (4) 128

Reconciliation of property, plant and equipment: Group – 2018

Opening
balance Additions Disposals Depreciation

Closing 
balance

R’000 R’000 R’000 R’000 R’000

Computer equipment 32 170 – (52) 150
Furniture and fixtures 96 1 364 – (25) 1 435
Motor vehicles – 200 – – 200

128 1 734 – (77) 1 785
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8. Property, plant and equipment (continued)

Reconciliation of property, plant and equipment: Group – 2017

Opening
balance Additions Disposals Depreciation

Closing 
balance

R’000 R’000 R’000 R’000 R’000

Computer equipment – 35 – (3) 32
Furniture and fixtures – 97 – (1) 96

– 132 – (4) 128

A register containing the information required by Regulation 25(3) of the Companies Regulations, 2011 is kept 
by the company.

9. Investment in subsidiaries
Group Company

2018 2017 2018 2017

Acquisition
date Holding % %

Carrying
amount

R’000

Carrying
amount

R’000

Spear Holdco 
Proprietary Limited 1 Nov 2016 Direct 100 100 1 397 987 926 871
Upper Eastside 
Proprietary Limited 1 Nov 2016 Indirect 100 100 – –
Fundamental 
Holdings Proprietary 
Limited 1 Nov 2016 Indirect 100 100 – –
Pacivista Proprietary 
Limited 1 Nov 2016 Indirect 100 100 – –
Arrow Investments 1 
Proprietary Limited 1 Nov 2016 Indirect 100 100 – –
Spear One 
Proprietary Limited 2 Feb 2017 Indirect 70 100 – –
Blend Property 15 
Proprietary Limited 12 Jun 2017 Indirect 100 – – –

1 397 987 926 871

All subsidiaries are incorporated in South Africa and are held directly or indirectly by the company through 
ordinary shares.

All subsidiaries were acquired on 1 November 2016 through the issue of shares.

Spear One Proprietary Limited was acquired for R100 on loan.

Blend Property 15 Proprietary Limited was acquired for R298 million, being the fair value of the property at the 
acquisition date.

Spear Holdco sold 30% of Spear One on 22 June 2017 to 2 Long Street Investments Proprietary Limited on loan. 
The sale value was equal to 30% of the net asset value at the acquisition date.

Refer to note 11 for details of amounts owing by subsidiaries.
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10. Financial assets
Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Multi Rooms Management Proprietary Limited 6 466 1 714 – –
2 Long Street Investments Proprietary Limited 55 810 – – –
Current assets 6 466 1 714 – –
Non-current assets 55 810 – – –

62 276 1 714 – –

The group advanced funds to the hotel operator, Multi Rooms Management Proprietary Limited, for use in 
operations and general refurbishment of the DoubleTree by Hilton Hotel Cape Town.

The balance earns interest at prime less 1.25% and is repayable on demand, which is in line with the interest the 
group pays on their floating debt.

The 2 Long Street Investments Proprietary Limited loan accrues interest at prime plus 2% and is repayable four 
years from date of sale.

Credit quality of financial asset

Management reviewed the credit risk and determined that the balance is fully recoverable and is not impaired 
at period end.

11. Loans to/(from) related parties
Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Subsidiary

Spear Holdco Proprietary Limited – – 4 834 –
Common controlled entity

VAXR Trust (controlled by directors) (8 411) (3 881) – (8)
All related party loans are unsecured, interest-
free and repayable on demand.

Current assets – – 4 834 –
Current liabilities (8 411) (3 881) – (8)

(8 411) (3 881) 4 834 (8)
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12. Trade and other receivables
Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Trade receivables (tenants) 9 409 7 312 5 –
Rental guarantees receivable* 879 – – –
Property utility receivables 26 648 – –
Staff loans 20 – – –
Municipal deposits – – – –
Performance rental receivable** 2 798 – – –
VAT receivable – – – –
Other receivables – 132 – –

13 132 8 092 5 –

* Mega Park Investments provided the group with a 24-month gross rental income guarantee from date of transfer, calculated monthly and 
payable six-monthly. Performance exceeding the gross rental guarantee is payable to Mega Park Investments. The balance as at year-end 
represents the difference between the gross income guarantee and the actual rental billed and received. No interest is charged as the balance 
due or owing is settled six-monthly.

** Performance rental relates to rental receivable annually on 15 August for 15 on Orange’s performance that exceeds the base gross hurdle 
revenue as stipulated in the lease and calculated based on the hotel’s performance for the period running from 1 July to 30 June each year.

Credit quality of trade receivables

The credit quality of trade receivables is high due to them being evaluated with reference to available financial 
information and history with the company as per note 5 and can be categorised into the following groups:

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Large nationals, large listed and government 2 447 9 – –
Smaller international and national tenants 14 114 – –
Other local tenants and sole proprietors 6 948 7 189 5 –

9 409 7 312 5 –

The maximum exposure to credit risk for trade and other receivables are the carrying values.

Ageing of trade receivables

The ageing of trade receivables at year-end was as follows:

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Current – up to 30 days 6 418 7 173 5 –
Past due – between 31 and 90 days 1 156 68 – –
Past due – 91 days and longer 1 835 71 – –

9 409 7 312 5 –

None of the past due amounts are impaired and no allowance for impairment of trade receivables at the year-
end has been recognised.
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13. Cash and cash equivalents
Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Composition of cash and cash equivalents

Current accounts 4 116 1 287 176 8
Cash in investment account 1 023 681 – –
Cash on call 5 079 10 664 – –
Petty cash 2 – – –

10 220 12 632 176 8

Credit exposure of cash and cash equivalents

Amounts in current and call accounts are invested with reputable institutions.

14. Share capital
Group

2018
R’000

2017
R’000

Authorised
1 000 000 000 ordinary shares of the same class and no par value – –
Issued
163 766 550 ordinary shares of the same class and no par value 163 766 550 1 547 407

Company
2018

R’000
2017

R’000

Authorised
1 000 000 000 ordinary shares of the same class and no par value – –
Issued
165 190 689 ordinary shares of the same class and no par value 165 190 689 1 511 250

The unissued shares are under the control of the directors (subject to limitations set by shareholders’ resolutions) 
until the next annual general meeting.
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14. Share capital (continued)
Group
2018

Number 
of shares

Value 
of shares

R’000
Reconciliation of number of shares issued

Opening balance 97 762 361 917 538
Add back: Treasury shares prior period 464 591 4 350
Capital raise – 12 June 2017 29 392 976 279 233
Capital raise – 7 July 2017 19 220 191 182 592
Mega Park Investments vendor placement 15 675 740 156 757
MWEB Head Office vendor placement 2 674 830 27 551
Share issue costs – (7 207)
Treasury shares at cost (1 424 139) (13 407)
Closing balance 163 766 550 1 547 407

Group
2017

Number 
of shares

Value 
of shares

R’000

Shares repurchased from founders 100 0,1
Shares issued in capital raise – 11 November 2016 (100) (0,1)
Shares issued for property acquisitions 28 608 442 235 196
Shares issued for acquisition of subsidiaries 34 636 396 340 782
Founders’ contribution to equity 22 169 903 217 982
Share issue costs – 13 757
Share for cash issue – (3 494)
Share issue cost – Share for cash 12 812 211 119 154
Treasury shares at cost – (1 489)
Closing balance (464 591) (4 350)

97 762 361 917 538

Spear REIT Limited   |   Integrated Report 2018 78



14. Share capital (continued)

Company
2018

Number 
of shares

Value 
of shares

R’000

Reconciliation of number of shares issued

Opening balance 98 226 952 926 872
Capital raise – 12 June 2017 29 392 976 279 233
Capital raise – 7 July 2017 19 220 191 182 592
Mega Park Investments vendor placement 15 675 740 156 757
MWEB Head Office vendor placement 2 674 830 27 551
Contribution to equity reduction – (61 544)
Share issue costs – (211)
Closing balance 165 190 689 1 511 250

A total of 1.7 million ordinary shares were repurchased at an average price of R9.71 and held as treasury shares 
in a subsidiary company.

A total of 0.8 million ordinary shares were sold at an average price of R10.06 from treasury shares held.

Company
2017

Number 
of shares

Value 
of shares

R’000

Reconciliation of number of shares issued 

Opening balance 100 0.1
Shares repurchased from founders (100) (0.1)
Shares issued in capital raise – 11 November 2016 28 608 442 235 197
Shares issued for acquisition of subsidiary 56 806 299 572 521
Share for cash issue 12 812 211 119 154
Closing balance 98 226 952 926 872
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15. Financial liabilities
Group Company

Held at amortised cost Rate Expiry
2018

R’000
2017

R’000
2018

R’000
2017

R’000

Loan

Nedbank Limited  
– Loan 30161109* Prime less 1.25% 18 Nov 2019 193 745 193 958 – –
Nedbank Limited  
– Loan 30138754 Prime less 1.15% 16 Jan 2021 – 33 696 – –
Nedbank Limited  
– Loan 30148005* Fixed 9.81% 15 Aug 2019 100 000 100 000 – –
Nedbank Limited  
– Loan 30161547* Prime less 1.25% 14 Mar 2019 16 000 – – –
Nedbank Limited  
– Loan 30162610* Prime less 1.25% 18 Jun 2019 23 000 – – –
Nedbank Limited  
– Loan 30163199 Fixed 8.98% 17 Jun 2020 225 000 – – –
Nedbank Limited  
– Loan 30163094* Prime less 1.27% 15 Aug 2019 12 000 – – –
Nedbank Limited  
– Loan 30162991* Prime less 1.27% 18 Jun 2019 175 000 – – –
Standard Bank  
– Loan 000422512 Fixed 9.24% 31 Jul 2020 216 866 – – –
Standard Bank  
– Loan 000437903 Prime less 1.32% 6 Nov 2020 26 572 – 26 572 –
Standard Bank  
– Loan 000447173 Prime less 1.32% 1 Jan 2021 65 250 – 65 250 –
Investec Limited 152 537 150 799 – –

1 205 970 478 453 91 822 –

* Refer to note 5 for the refinance of the bonds effective March 2018.
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15. Financial liabilities (continued)

Security – Nedbank Limited

Security

Nedbank requires the following existing security to remain in place as security for the borrower’s obligations to 
Nedbank under this loan and to remain of full force and effect for the full term of the loan:

• Existing first covering mortgage bond by Pacivista (Pty) Ltd for R42 000 000 over Erf 161 Melrose North 
Extension 3

• Existing first sectional covering mortgage bond by Upper Eastside Hotel (Pty) Ltd for R40 000 000 over the 
sectional title units consisting of sections 27, 41 to 44, 46, 47, 62, 63, 121 to 129 and 1602 and EUA parking bays 
and storerooms in the sectional title scheme known as “Upper Eastside” together with an undivided share 
in common property of such sectional title scheme and includes the right to exclusive-use of the exclusive-
use areas pertaining thereto

• Existing first covering mortgage bond by Spear REIT Limited for R3 320 000 over Erf 12855 Strand

• Existing first sectional covering mortgage bond by Upper Eastside Hotel (Pty) Ltd for R20 000 000 over the 
sectional title unit(s) consisting of section number(s) 8 in the sectional title scheme known as “Upper Eastside” 
together with an undivided share in the common property of such sectional title scheme and includes, where 
applicable, any right of exclusive-use

• Existing first sectional covering mortgage bond by Spear Holdco (Pty) Ltd for R30 000 000 over the sectional 
title units 16, 17, 19, 20, 21, 28, 232, 233, 234 and 235 in the sectional title scheme known as “Bella Rosa One” 
and basement parking bay numbers 1 to 21, 237 to 247, 254 to 257, 354 and open parking bay numbers 718 
to 737 and 825 to 835

• Existing first covering mortgage bond by Spear Holdco (Pty) Ltd for R78 000 000 over Erf 23392 Parow

• Existing first covering mortgage bond by Spear Holdco (Pty) Ltd for R55 000 000 over Erf 160685

• Existing first covering mortgage bond by Spear Holdco (Pty) Ltd for R22 000 000 over Erf 14838 Cape Town

• Existing first covering mortgage bond by Spear Holdco (Pty) Ltd for R82 000 000 over Erven 879, 880, 881, 
and 930 Blackheath

• Existing first covering mortgage bond by Spear Holdco (Pty) Ltd for R23 000 000 over Portion 81 and 82 of 
the Farm Mellish 205 Atlas Gardens

• Existing first covering mortgage bond by Spear Holdco (Pty) Ltd for R42 000 000 over Erf 38063 Bellville

• Existing first covering mortgage bond by Spear Holdco (Pty) Ltd for R20 000 000 over Erf 19890 George

• Existing first sectional covering mortgage bond by Blend Property 15 (Pty) Ltd for R300 000 000 over the 
sectional title unit(s) consisting of section number(s) 3, 100, 201 to 342, 1000 and 2000 in the sectional title 
scheme known as “15 on Orange” together with an undivided share in the common property of such sectional 
title scheme and includes the right to exclusive-use of the exclusive-use areas pertaining thereto being 
parking bay number(s) P1, P2, P5, P10 and P11, storeroom number(s) S3, S4, S5, S7, S10, S11, S13, S14, S15, 
S16 and S17 to S23

• Existing first sectional covering mortgage bond by Spear Holdco (Pty) Ltd for R380 000 000 over Erf 40247 
(Portion of Erf 24034) Bellville
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15. Financial liabilities (continued)

Security – Nedbank Limited (continued)

• Existing covering mortgage bond for R177 000 000 as a first ranking by Upper Eastside Hotel (Pty) Ltd over 
the property described as the sectional title units consisting of the section numbers 29, 31 and 32 in the 
sectional scheme known as Upper Eastside together with an undivided share in the common property of 
such sectional title scheme and includes the right to exclusive-use of the exclusive-use areas pertaining 
thereto – and as a first ranking by Upper Eastside Hotel (Pty) Ltd over the sectional title unit consisting of 
section number 30, and exclusive-use of areas being B1, RD1, RD2 and RD3 in the sectional scheme known 
as Upper Eastside together with an undivided share in the common property of such sectional title scheme 
and includes the right to exclusive-use of the exclusive-use areas pertaining thereto

• Existing covering mortgage bond for R497 000 000 as a first ranking by Spear Holdco (Pty) Ltd over the 
property described as Erf 35741 Bellville:

 - and as a first ranking by Spear Holdco (Pty) Ltd over Remainder Erf 158602 Cape Town

 - and as a first ranking by Spear Holdco (Pty) Ltd over Erf 21665 Bellville

 - and as a first ranking by Spear Holdco (Pty) Ltd over Erf 38766 Bellville

 - and as a first ranking by Spear Holdco (Pty) Ltd over Erf 31651 Bellville

 - and as a first ranking by Spear Holdco (Pty) Ltd over Erf 153935 Cape Town

 - and as a first ranking by Spear Holdco (Pty) Ltd over Remainder Erf 17583 Cape Town

 - and as a first ranking by Spear Holdco (Pty) Ltd over Erven 16912, 16913, 16914, 16915, 16916, 16917, 16918 
and 16919 Cape Town

 - and as a first ranking by Spear Holdco (Pty) Ltd over Remainder Erf 17971 Cape Town

 - and as a first ranking by Spear Holdco (Pty) Ltd over Remainder Erf 103257

 - and as a first ranking by Spear Holdco (Pty) Ltd over Erf 142181 Cape Town

• The following existing deed/s of suretyship currently in Nedbank’s possession:

Name of surety Amount Date signed

Pacivista (Pty) Ltd R35 000 000 10 Nov 2016

Upper Eastside Hotel (Pty) Ltd R100 000 000 19 Oct 2016

Blend Property 15 (Pty) Ltd R300 000 000 2 Jun 2017

New mortgage bond/s:

• Registration by Spear Holdco (Pty) Ltd of a first covering mortgage bond for R130 000 000, plus an additional 
25% to cover Nedbank’s costs, expenses and disbursements, over Erven 25290 and 25289 Bellville (to be 
consolidated)

• Registration by Spear REIT Limited of a first covering mortgage bond for R110 000 000, plus an additional 
25% to cover Nedbank’s costs, expenses and disbursements, over Erf 928 Blackheath.

New suretyship/s:

• A limited deed of suretyship in favour of Nedbank whereby Spear REIT Limited (Registration number 
2015/407237/06) binds itself jointly and severally and as co-principal debtor with the borrower limited to 
R691 000 000 of the borrower’s indeptedness to Nedbank. The limitation of this deed of suretyship applies 
to the extent of the borrower’s liability only, not to the cause of debt.
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15. Financial liabilities (continued)

Security – Investec Limited

The loan is secured by way of a first covering mortgage bond for an amount of R300 000 000 over Erf 168730, 
168972, 168973 and 168974, Cape Town.

In addition, Investec Limited holds a cession of the proceeds of the company’s Building Insurance Policy and 
SASRIA extension for the full asset value of any property mortgaged and a cession of all present and future 
rights, title, benefit and interest in the above properties, including any and all rentals received or receivable.

A joint and several guarantee by Spear Holdco Proprietary Limited for R150 000 000 plus interest and costs, and 
further limited to the obligations of the borrower under this agreement.

The loan is secured by way of a first covering mortgage bond for an amount of R3 000 000 over Erf 168730, 
168731, 168971, 168972, 168973 and 168974, Cape Town. 

In addition, Investec Limited holds a cession of the proceeds of the company’s Building Insurance Policy and 
SASRIA extension for the full asset value of any property mortgaged and a cession of all present and future 
rights, title, benefit and interest in the above properties, including any and all rentals received or receivable.

Security – Standard Bank

• Existing first covering mortgage bond for R500 000 000 as a first ranking by Spear One (Pty) Ltd over the 
property described as Erf 9363 Cape Town, joint guarantee provided for R230 000 000 by Spear REIT Limited 
and Spear Holdco (Pty) Ltd and cession of all moneys due by Spear One (Pty) Ltd

• Existing first covering mortgage bond for R55 000 000 as a first ranking by Spear REIT Limited over 
the property described as Erf 34109 Bellville and cession of all moneys due by Spear REIT Limited

• Existing first covering mortgage bond for R140 000 000 as a first ranking by Spear REIT Limited over 
the property described as Erf 23427 Parow, Cape Town and cession of all moneys due by Spear REIT Limited.

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Non-current liabilities

At amortised cost 1 053 434 478 453 91 822 –
Current liabilities

At amortised cost 152 536 – – –

Terms and conditions of loans

Interest is calculated daily at the rates listed above and is payable monthly. The full outstanding capital is 
repayable on the maturity dates listed in the note above.

All loans are subject to a loan-to-value covenant of 55%.

The interest cover ratio must remain above 1.5 for each financial period.
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16. Trade and other payables
Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Tenant deposits 17 738 8 078 612 –
Trade payables 6 456 7 967 399 –
Other accruals 4 440 29 2 030 –
Trade receivables with credit balances 6 370 2 710 1 645 –
Accrual for audit fees 175 702 – –
Municipal deposit payable – – 1 028 –
VAT payable 2 194 1 789 29 –
Performance rental * 3 427 – –
Adjustment account liability – Properties sold 40 – – –
Directors’ fee accrual – 279 – –

40 840 21 554 5 743 –

*  Performance rental payable relates to performance rental for the period 1 July 2016 to 30 June 2017 paid to Blend Property 15 Proprietary 
Limited. Performance rental received up to date of acquisition of Blend Property 15, 12 June 2017, is repayable to Blend Property Management 
upon conclusion of the first 12 months of ownership and calculation and settlement of the net operating income (“NOI”) guarantee is completed 
in August 2018. NOI guarantee was provided over the first 12 months of ownership. At acquisition of the company it was agreed that the new 
owner would keep the performance rental received to cover distributions payable and the NOI guarantee provided by the previous shareholders 
of Blend Property 15 Proprietary Limited.

17. Straight-line lease accrual
Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Contractual future lease receivables  
are as follows:

Within 1 year 242 395 128 196 23 909 –
Within 1 and 5 years 522 214 281 891 44 700 –
More than 5 years 253 924 47 659 34 627 –

1 018 533 457 746 103 236 –
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18. Insurance claim receivable
The Sable Square property experienced fire damage during July 2016. This resulted in the property being 
devalued by the estimated cost to reinstate the building to its original operational condition. The reinstatement 
cost and loss of rental are covered by way of an insurance claim. The damage occurred before formation of 
the group.

The insurance proceeds receivable includes both estimated cost to reinstate and the estimated loss of rental 
for the duration of the reinstatement period.

The property was devalued by the estimated reinstatement cost of R23 million as determined by the professional 
quantity surveyors. The estimated rental loss expected from the date the damage was incurred to completion 
of reinstatement was calculated as R5 million and recognised as deferred revenue at the date of damage to 
the property.

Monthly rental credits are provided to tenants affected by the damaged areas at Sable Square shopping centre 
and the rental loss insurance money received is utilised to offset the monthly rental loss arising from the credit 
provided to the tenant.

Reinstatement costs incurred to reinstate the building to the original condition are capitalised as costs incurred.

The building was fully restored to the original value at the completion of the reinstatement period in February 
2018.

When the funds received have been depleted, Fundamental Holdings will be eligible to receive additional 
insurance funds to cover the rental loss and reinstatement cost until such time all reinstatement work has been 
completed.

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Opening balance 18 687 – – –
Insurance claim receivable – 28 687 – –
Insurance claims received (18 509) (10 000) – –

178 18 687 – –
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19. Deferred taxation
With effect from 1 November 2016, the company and controlled property subsidiaries converted to REITs. As a 
result, section 25BB of the Income Tax Act will apply to qualifying REIT income and expenses. The legislation 
provides that capital gains on sale of investment properties are disregarded and previous building allowances 
claimed will be recouped at 28%. All rental income and dividends from property subsidiaries will be taxed at 28% 
and any dividends paid from these taxable profits will be deductible at 28%. Any amount in respect of a financial 
instrument will be taxed at 28%. As the group has not currently decided to pay out capital profits as dividends, 
income tax could arise on recoupment when investment properties are sold. This income tax is shielded by an 
accumulated loss.

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Opening balance 6 533 – – –
– Assessed losses (695) 6 533 – –
Net deferred tax asset 5 838 6 533 – –

A deferred tax asset has been recognised for all assessed losses to the extent that it is probable that taxable 
profit will be available against which the deductible temporary differences can be utilised. The total assessed 
losses for the group amount to R20 million and will be utilised through profits not distributed.

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Movement in deferred tax balances – – – –
Temporary differences

– Assessed tax losses (695) 6 533 – –
(695) 6 533 – –

20. Revenue
Revenue comprises gross contractual rentals as well as contractual recoveries of utility costs, property taxes 
and operating costs as applicable, adjusted for the accounting straight-lining of lease income.

For the company, revenue also includes dividends received from subsidiary companies.

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Contractual rental income 232 896 51 916 4 439 –
Straight-line rental accrual 16 980 (2 647) 2 064 –
Dividends received from subsidiaries – – 87 558 –
Recoveries 54 179 9 905 762 –

304 055 59 174 94 823 –
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21. Other income
Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Fee recoveries 4 299 490 – –
Lease fees 78 8 4 –
Bad debts recovered 48 – – –
Rental loss credits 2 332 1 101 – –
Other income* 4 554 222 – –
Operating expenditure income 1 229 267 444 –

12 540 2 088 448 –

*  15.6 million shares were placed as vendor consideration to acquire Mega Park from Mega Park Investments Proprietary Limited, which earned 
R4.4 million in distributions for the period before transfer of the property as part of the interim distribution for the period ended 31 August 2017. 
It was contractually agreed at acquisition that any distribution relating to the period before transfer would have to be repaid to the company.

22. Expenses by nature
Property operating and management expenditure

Group Company

2018 2017 2018 2017
Notes R’000 R’000 R’000 R’000

Employee benefits 22.1 10 673 2 547 – –
Head office expenditure 22.4 6 857 2 011 161 –
Property operating expenditure 22.4 87 422 16 294 1 528 –
Total 104 952 20 852 1 689 –

All properties of the company are 
income-generating and generated 
income for the full period ended 
28 February 2018.

22.1 Employee benefits

Salaries and wages 4 905 930 – –
Non-executive directors’ fees 22.2 1 225 279 – –
Executive directors’ emoluments 22.3 4 543 1 338 – –

10 673 2 547 – –

22.2 Non-executive directors’ fees

The following fees were paid to non-executive 
directors for their services as directors:

Director

A Varachhia (Non-executive Chairman) 400 100 – –

JE Allie (Lead independent non-executive) 228 57 – –

BL Goldberg (Independent non-executive) 232 62 – –

CS McCarthy (Non-executive) 138 –

N Kjellström-Matseke (Independent  
non-executive)

227 60 – –

1 225 279 – –
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22. Expenses by nature (continued)

22.3 Executive directors’ emoluments

Remuneration paid to executive directors comprised:

12-month period ended 28 February 2018

Director
Salary
R’000

Other 
benefits

R’000

Performance
bonus (STI)

R’000
Total

R’000

MN Flax (Chief Executive Officer) 1 448 – 251 1 699
QM Rossi (Managing Director) 1 475 – 251 1 726
C Barnard (Financial Director) 903 – 215 1 118

3 826 – 717 4 543
Four-month period ended 28 February 2017

Director
Salary
R’000

Other 
benefits

R’000

Performance
bonus
R’000

Total
R’000

MN Flax (Chief Executive Officer) 260 – 145 405
QM Rossi (Managing Director) 425 – 270 695
C Barnard (Financial Director) 188 – 50 238

873 – 465 1 338

22.4 Operating and head office expenditure
Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Property taxes and utility expenses 58 387 10 447 1 024 –
Property operational costs 29 035 5 847 504 –
Depreciation and amortisation 441 4 – –
Auditor’s remuneration 510 517 – –
Auditor’s remuneration – non-audit fees 68 38 4 –
Bad debts written off 695 347 – –
Employee benefits 10 673 2 547 – –
Other operating expenditure 5 143 1 105 157 –

104 952 20 852 1 689 –

23. Formation and listing costs
The total transaction costs of R5 367 145 related to listing on the AltX of the JSE on 11 November 2016. The 
costs were paid by the founders by way of the private placement of 1 612 000 shares with invited investors on 
listing date at R9 per share and the proceeds of the sale of the shares were used to settle transaction costs and 
liabilities. A contribution of R5 367 145 by the founders has been recognised as both equity (being an additional 
contribution made by an equity shareholder) and expense.

• The transaction costs of R3 494 092, directly attributable to the transaction, have been debited to stated 
capital in accordance with IAS 32 Financial Instruments: Presentation (note 14)

• The remainder of the transaction fees, not directly attributable to the listing, of R1 873 053 have been 
recognised as an expense in profit or loss

• The remaining R8 387 455 raised at listing has been recognised as founders’ contribution to equity and used 
to settle company liabilities.

Spear REIT Limited   |   Integrated Report 2018 88



24. Taxation
Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Current tax

Reversal of income tax liability acquired – 313 – –
Deferred tax

Originating and reversing temporary differences (695) 6 533 – –
(695) 6 846 – –

The company has no liability for normal taxation as all cash profits, excluding capital, is paid out as a distribution 
(qualifying distribution)/debenture interest and shareholders/linked unitholders are consequently subject to 
tax according to the individual linked unitholder’s tax status.

The company is a Real Estate Investment Trust (“REIT”) and all subsidiaries in the group are “controlled companies” 
as defined in the Income Tax Act. After deducting the “qualifying distribution” from taxable income, no income 
tax is payable in the current period.

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Reconciliation of tax expense

Reconciliation between accounting  
profit and tax expense

Profit/(Loss) before taxation 386 924 58 485 102 679 (3 940)
Deductible temporary differences (273 308) (28 968) (100 130) 3 940
Taxable earnings 113 616 29 517 2 549 (0.07)
Less: Qualifying distribution (128 686) (22 987) (18 897) –
Add: Antecedent dividend 16 348 2 562 16 348 –
Add: Reserves distributed pre acquisition 
of subsidiary 1 205 – – –
Taxable profit 2 483 9 092 – (0.07)
Utilisation of assessed loss (2 483) (9 092) – –

– – – –
Tax at applicable rate (28%) – – – –
Normal taxation – – – –

No provision has been made for tax in the 2018 financial period as the company has no taxable income. The 
estimated tax loss available for set-off against future taxable income is R20 million after the prior period utilisation 
of the assessed loss.
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25. Cash generated from/(used in) operations
Group Company

2018 2017 2018 2017
Notes R’000 R’000 R’000 R’000

Cash generated from operations

Profit before tax 386 924 58 485 102 679 (3 940)
Adjusted for:

Straight-line rental income accrual 17 (16 980) 2 647 (2 064) –
Depreciation and amortisation 6, 8 441 4 – –
Fair value adjustment – Investment 
property 6 (252 535) (40 553) (10 962) –
Finance income 25.2 (6 253) (3 825) (4) –
Finance cost 25.1 82 297 20 487 1 415 –
Formation and listing cost 23 – 1 873 – –
Rental loss credits 21 (2 059) (1 101) – –
Share-based payment expense 32 454 3 939 454 3 940
Reclassification of trade receivables (4 752) – – –
Working capital movements

Trade and other receivables 12 (5 040) (8 092) (5) –
Trade and other payables 16 19 288 21 554 5 743 –

201 785 55 418 97 256 (0.7)

Notes to the cash flow statement 

Group Company

2018 2017 2018 2017

R’000 R’000 R’000 R’000

25.1 Finance costs

Interest paid on bank loans 82 293 20 435 1 415 –
Interest paid on bank accounts 4 52 – –

82 297 20 487 1 415 –

25.2 Finance income

Interest earned on cash savings (107) (3 560) (4) –
Interest earned on loan accounts (4 651) – – –
Interest earned on call accounts (1 495) (265) – –

(6 253) (3 825) (4) –

25.3 Tax paid

Balance payable/receivable at the beginning  
of the period – – – –
Taxation per the income statement

Taxation overpayment – (11) – –
Balance payable/receivable at the end  
of the period – (11) – –
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Group Company

2018 2017 2018 2017

R’000 R’000 R’000 R’000

25.4 Distribution paid

Dividend of prior period paid (20 483) – (20 483) –
Interim dividend paid (44 465) – (44 465) –
Antecedent dividend paid (18 052) – (18 052) –

(83 000) – (83 000) –

26. Capital commitments
Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Contracted for acquisition of new land 
and buildings 60 775 22 000 – –
Authorised tenant installations 8 400 1 400 – –
Contracted maintenance to existing properties 1 600
Contracted for expansion to existing property – 56 000 – –

70 775 79 400 – –

27. Related parties
Related party relationships exist between the company, its subsidiaries, directors as well as their close family 
members, and key management of the company.

Key management of the company is the executive and non-executive directors as disclosed in note 22 as well 
as in the Directors’ Report.

Investments in and amounts owing by related parties are detailed in notes 9 and 10.

Remuneration paid to directors, executive and non-executive, are set out in note 22.

Details of directors’ interest in the ordinary shares of the company are provided in the Directors’ Report.

Details relating to share-based payments to key management are disclosed in note 32.

Details of expenses being settled by a related party are detailed in note 23.

Details of property acquisition from related parties are detailed in note 6.

2018 2017
R’000 R’000

In the ordinary course of business, the company entered into the following 
other transactions with related parties:

–  Investment property cost capitalised – Kitchen Emporium (close family 
member of executive director) 171 50

–  Rental received – Kitchen Emporium (close family member of executive 
director) 2 386 51

25. Cash generated from/(used in) operations (continued)
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28. Subsequent events
The directors are not aware of any events, other than those listed below, that have occurred since the end of 
the financial period, which have a material impact on the results and disclosures in these financial statements.

The group took transfer of the following properties after period end:

Transfer date

Acquisition 
value
R’000

Debt 
funding

R’000

Equity
 funding

R’000

Island Business Park, Paarden Eiland 8 Mar 2018 24 000 – 24 000
Blackheath Park, Blackheath 12 Apr 2018 110 500 49 725 60 775

Expected 
transfer date

Acquisition 
value
R’000

Debt 
funding

R’000

Equity 
funding

R’000

34 Marine Drive, Paarden Eiland Note (i) 11 Jun 2018 30 000 – 30 000
30 000 – 30 000

Note (i)  Equity funding will consist of an issue of 3.15 million shares through a transaction in terms of Section 42 of the Income Tax Act of 1962.

29. Financial asset by category
The accounting policies for financial instruments have been applied to the line items below:

Notes

Loans and 
receivables

R’000
Total 

R’000

Group – 2018

Trade and other receivables 12 13 132 13 132
Cash and cash equivalents 13 10 220 10 220
Financial assets 10 62 276 6 466

85 628 29 818
Group – 2017

Trade and other receivables 12 8 092 8 092
Cash and cash equivalents 13 12 632 12 632
Financial assets 10 1 714 1 714

22 438 22 438
The accounting policies for financial instruments have been applied 
to the line items below:

Company – 2018

Trade and other receivables 12 5 5
Cash and cash equivalents 13 176 176

181 181
The accounting policies for financial instruments have been applied 
to the line items below:

Company – 2017

Cash and cash equivalents 13 8 8
8 8
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30. Financial liability by category
The accounting policies for financial instruments have been applied to the line items below:

Notes

Financial
liabilities at

amortised
cost

R’000

Fair value
through

profit and
loss

R’000

Non-
financial

instruments
R’000

Total
R’000

Group – 2018

Financial liabilities 15 1 205 970 – – 1 205 970
Loans from related party 11 8 411 – – 8 411
Deferred revenue – – – 644 644
Trade and other payables 16 38 647 – 2 193 40 840

1 253 028 – 2 837 1 255 865

Group – 2017

Financial liabilities 15 478 453 – – 478 453
Loans from related party 11 3 881 – – 3 881
Deferred revenue – – 2 703 2 703
Trade and other payables 16 19 765 – 1 789 21 554

502 099 – 4 492 506 591

Notes

Financial
liabilities at

amortised
cost

R’000

Fair value
through

profit and
loss

R’000

Non-
financial

instruments
R’000

Total
R’000

Company – 2018

Trade and other payables 16 5 743 – – 5 743
5 743 – – 5 743

Company – 2017

Loans from related party 11 8 – – 8
8 – – 8

31. Fair value disclosures
All assets and liabilities measured or disclosed at fair value are classified using a three-tiered fair value hierarchy 
that reflects the significance of the inputs used in determining the measurement as follows:

Level 1 Measurements in whole or in part are done by reference to unadjusted, quoted prices in an active 
market for identical assets and liabilities. Quoted prices are readily available from an exchange, dealer, 
broker, industry group, pricing service or regulatory agency and those prices represent actual and 
regularly occurring market transactions on an arm’s length basis.

Level 2 Measurements are done by reference to inputs other than quoted prices that are included in Level 1. 
These inputs are observable for the financial instrument, either directly (i.e. as prices) or indirectly  
(i.e. from derived prices).

Level 3 Measurements are done by reference to inputs that are not based on observable market data.
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31. Fair value disclosures (continued)

The fair value of financial assets and liabilities that are not traded in an active market is determined by using 
valuation techniques.

Valuation models are used to value investment properties (measurement and disclosure) and financial liabilities 
that have fixed-interest rates (disclosure only).

The output of a model is always an estimate or approximation of a value that cannot be determined with certainty 
and valuation techniques employed may not fully reflect all factors relevant to the positions the company holds. 
Valuations are therefore adjusted, where appropriate, to allow for additional factors.

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Levels of fair value measurements

Assets

Loan to related party (Level 3) – – 4 834 –
Non-current assets held for sale (Level 3) 221 492 – 72 970 –
Investment properties (Level 3) 2 912 417 1 445 715 152 976 –
Total assets at fair value 3 133 909 1 445 715 230 780 –

Liabilities

Bank borrowings (Level 3) 1 205 970 478 453 91 822 –
Loan from related party (Level 3) 8 411 3 881 – 8
Trade and other payables (Level 3) 40 840 21 554 5 743 –
Total liabilities at fair value 1 255 221 503 888 97 565 8

Refer to note 6 for the reconciliation of investment properties from opening to closing balance.

The key input to the valuation of investment property is the capitalisation rate.

Capitalisation rates used to determine the fair value of investment properties were risk-adjusted for all factors 
that influence the sustainability of cash flows from each property such as location, condition of property, market 
conditions and lease covenants. Capitalisation rates varied between 8% and 9.25%.

The table below illustrates the sensitivity of the fair value to changes in the capitalisation rate:

Group Company

2018 2017 2018 2017
R’000 R’000 R’000 R’000

Sensitivity analysis to capitalisation rates 

Increase in fair value if capitalisation rates are 
decreased by 0.5% 164 634 79 531 12 082 –
Decrease in fair value if capitalisation rates are 
increased by 0.5% (172 493) (79 531) (9 273) –

(7 859) – 2 809 –

The sensitivity analysis assumes all other items remain unchanged and is based on the investment property 
value at the end of the reporting period.

The fair value of investment properties is updated at each reporting period either by way of external valuations 
or directors’ valuations.
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31. Fair value disclosures (continued)

Investment property is required to be fair valued with sufficient regularity that the value is representative of the 
fair value. Per JSE requirements a third of investment properties are required to be valued by an independent 
valuer on an annual basis and the remaining two thirds are valued by management. Independent valuations were 
performed on all properties with effective date 28 February 2018 and the remaining properties were valuated 
by management. There were no material changes in the information used and assumptions applied by the 
registered valuer from the prior year.

At period end, management performed internal valuations on all the investment properties and where it was 
noted that the internal valuations differed materially from the previous valuations performed by the independent 
valuer, the necessary fair value adjustments were made.

Valuation techniques

Discounted cash flows

The valuation model considers the present value of net cash flows to be generated from the property, taking 
into account expected rental and expense growth rates, vacant periods, lease incentive costs such as rent-
free periods and other costs not recovered from tenants. The expected net cash flows are discounted using a 
discount rate. The discount rate applied is derived using an appropriate capitalisation rate and adding a growth 
rate based on market-related rentals. This is tested for reasonableness by comparing the resultant Rand rate 
per square metre against comparative sales of similar properties in similar locations.

Among other factors, the capitalisation rate estimation considers the quality of the building, its location, the 
tenants’ credit quality and their lease terms.

As at 28 February 2018, the key assumptions and unobservable inputs used by the company in determining fair 
value were as follows:

Inter-relationship between key unobservable inputs and fair value measurements

The estimated fair value would increase/(decrease) if:

• Expected market rental growth was higher/(lower)

• Expected expense growth was lower/(higher)

• Vacant periods were shorter/(longer)

• The occupancy rate was higher/(lower)

• Rent-free periods were shorter/(longer)

• Discount rate was lower/(higher)

• Reversionary capitalisation rate was lower/(higher).
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31. Fair value disclosures (continued)

List of properties

Fair value of
property

rate
%

Discount
rate

%

Capitalisation
28 February

 2018
R’000

1. 1 Paarden Eiland Rd, Paarden Eiland 15.50 9.25 25 390
2. 28 Marine Drive, Paarden Eiland 15.50 9.00 42 524
3. 30 Marine Drive, Paarden Eiland 15.50 9.25 16 829
4. 142 Bree Street, Cape Town CBD Note (i) 8.75 148 522
5. Bloemhof Building, Tyger Valley 13.75 8.75 57 936
6. Manhattan Plaza, Tyger Valley 13.75 8.75 81 849
7. Nampak Liquids, Epping 13.50 8.50 75 026
8. Omnipark, Tyger Valley 13.75 9.25 24 060
9. Plum Park, Southern Suburbs 13.75 8.50 29 197
10. The Forum, Tyger Valley Note (ii) – –
11. Viking Business Park, Epping 15.00 9.00 77 354
12. Sterling Place, Tyger Valley 13.75 8.75 56 532
13. 12 Pickwick Road, Woodstock 13.50 8.50 25 198
14. Distell DC, Parow 14.75 8.75 87 632
15. 10 Mill Street, Newlands (Care Cross) 14.50 8.50 57 538
16. Blackheath DC, Blackheath 14.25 8.50 86 055
17. Sable Square, Milnerton 14.25 8.75 358 300
18. Tanker Services, Atlas Gardens 14.00 9.00 25 311
19. Biella Building, Rosendal 13.75 8.75 26 389
20. DoubleTree by Hilton, UES Hotel, Woodstock 14.50 8.50 218 163
21. Burger King, Strand 13.25 8.00 4 364
22. Pembury Lodge, Melrose 13.20 8.50 81 246
23. UES Commercial, retail and residential, Woodstock 14.50 8.50 84 135
24. 142 Edward Street, Tyger Valley 13.75 9.00 44 834
25. Selective House, Tyger Valley Note (ii) – 3 930
26. 2 Long Street, Cape Town 15.25 8.75 418 400
27. 15 on Orange, Cape Town 13.50 8.75 305 914
28. Mega Park Industrial Estate, Bellville South 15.50 9.50 426 000
29. Virgin Active George, George 14.75 8.75 23 700
30. Tyger Manor, Tyger Valley Note (i) 8.90 72 970
31. MWEB Head Office, Bellville 14.00 9.20 148 263

3 133 561

Note (i)    The fair value of the properties was determined as the market value arrived at between buyer and willing seller and not based on 
valuation techniques.

Note (ii)  The properties were in process of development and no valuation was performed. Costs relate to cost capitalised as at 28 February 2018.
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32. Share-based payment reserve
Description of executive share plan

The group operates a Conditional Share Plan, which is classified as an equity-settled share-based payment 
plan, under which it receives services from employees as consideration for equity instruments of the company. 
The beneficiaries under the scheme are executive directors as well as the key employees employed at date of 
listing. Shares awarded to non-executive directors have no conditions other than the loan owing to the founders 
for the subscription to the shares to the Trust.

At the date of listing the founding shareholders of the REIT sold shares in the REIT to certain employees. This 
was executed via the property trust that sold the core properties to the REIT in exchange for REIT shares (note 7). 
The shares were not issued by the REIT to the participants. The trust then sold shares on loan account to these 
employees with the shares retained as security for the loans. The exercise price and interest on the loan are 
payable to the founders of the company and therefore no amounts will flow to and from the group.

The loans bear interest at 9% per annum and are repayable from distributions at each distribution declaration 
date. Any distribution that the participants are entitled to will be utilised to settle interest outstanding and capital, 
if in excess. If the distribution does not fully settle the interest outstanding at payment date, the excess interest 
will be capitalised.

As the loan account granted to employees is secured by the shares issued, in substance the shares are regarded 
as not having been issued.

The employees therefore have a European call option against the Trust, whereby they will call on the Trust to 
sell them the shares should the market value of the shares exceed the share strike price. The shares have been 
valued using the Black-Scholes method.

The effect of all conditional shares granted is not taken into account when calculating diluted earnings and 
diluted headline earnings per share as in substance the shares are options, rather than the form.

The total amount expensed to profit or loss is determined by reference to the fair value of the equity instruments 
granted to the employees (i.e. the fair value of the options). There are no market performance conditions. At the 
end of each reporting period, the group revises its estimates of the number of shares granted that are expected 
to vest and recognises the impact of any changes in profit or loss with a corresponding adjustment to equity. 
The full expense relating to non-executive directors was recognised at grant date.

The fair value of the employee services received in exchange for the grant of the options is recognised as an 
expense on a straight-line basis over the vesting period, with a corresponding adjustment to the share-based 
payment reserve with the following assumptions:

Assumptions

Group 1 Group 2 Group 3 Group 4

Number of shares 460 000 100 000 100 000 300 000
Grant date 11 Nov 2016 11 Nov 2016 11 Nov 2016 11 Nov 2016
Vesting date 10 Nov 2019 10 Nov 2019 11 Nov 2016 11 Nov 2016
Vesting period 3 years 3 years
Exercise date 10 Oct 2021 10 Oct 2021 10 Oct 2021 10 Oct 2021
Strike price (Rand) 5 5 5 5
Market price (Rand) 9.6 9.6 9.6 9.6
Interest rate (%) 10 10 10 10
Volatility (%) 23 23 23 23
Performance factor (Employment) (%) 90 90 90 90
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32. Share-based payment reserve (continued)

Detail of grants

The details of conditional shares awarded are set out below.

Name Grant date
Issue price

(Rand)

Number of
 conditional

shares

Number of
 conditional

shares

Group 1
Consists of staff employed at listing date

Staff employed at listing date 11 Nov 2016 5.00 460 000 –
Group 2
Executive directors

C Barnard 11 Nov 2016 5.00 100 000 –
Group 3
Non-executive directors

JE Allie 11 Nov 2016 5.00 – 100 000
Group 4
Non-executive directors

BL Goldberg 11 Nov 2016 1.67 – 300 000
Total conditional shares awarded and balance 
at 28 February 2018 560 000 400 000

Reconciliation of share-based payment reserve
2018

R’000

Opening balance 3 939
Expense recognised in profit or loss 455
Closing balance 4 394

33. Contingent liability
Spear Holdco Proprietary Limited, a wholly owned subsidiary of the group, provided a guarantee to a shareholder, 
Ikamva Labantu Empowerment Trust (“ILET”), in favour of Nedbank property finance to settle any outstanding 
liabilities (interest and capital) relating to ILET’s loan they obtained from Nedbank to subscribe for 3 611 111 Spear 
REIT Limited shares on listing date. ILET subscribed for shares as part of the public placement at the market 
placement price of R9.00. ILET obtained a loan of R23.5 million and settled the remaining purchase price in cash. 
The group holds no right over the shares, nor are there any vesting conditions relating to the shares. Nedbank 
holds a pledge over the shares as security for the loan. Spear Holdco Proprietary Limited will only be liable if 
ILET is unable to settle any liability due relating to the share subscription loan if so called upon by Nedbank. Any 
interest settled in favour of ILET to Nedbank is refundable to the group by ILET and accrues interest compounded 
monthly at prime less 1.25%. ILET is an ordinary shareholder of the company.
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34. Property analysis

Property name Sector

Gross 
lettable 

area
m2

Average 
rental 

per m2

Rand

Value at
28 February 

2018
R’000

Date of last 
external 

valuation

1 Paarden Eiland Road, 
Paarden Eiland Industrial 5 538 39 25 390 1 Oct 2016
28 Marine Drive, 
Paarden Eiland Retail 7 321 47 42 524 28 Feb 2018
30 Marine Drive, 
Paarden Eiland Commercial 2 764 60 16 829 1 Oct 2016
142 Bree Street, 
Cape Town CBD Commercial 3 025 106 148 522 1 Oct 2016
Bloemhof Building, 
Tyger Valley Commercial 4 255 109 57 936 28 Feb 2018
Manhattan Plaza,  
Tyger Valley Commercial 4 931 112 81 849 28 Feb 2018
Nampak Liquids, Epping Industrial 15 450 38 75 026 1 Oct 2016
Omnipark, Tyger Valley Commercial 2 202 100 24 060 1 Oct 2016
Plum Park, 
Southern Suburbs Commercial 2 035 117 29 197 1 Oct 2016
The Forum, Tyger Valley Retail – 95 – 1 Oct 2016
Viking Business Park, 
Epping Retail 9 320 78 77 354 28 Feb 2018
Sterling Place, 
Tyger Valley Commercial 4 061 112 56 532 28 Feb 2018
12 Pickwick Road, 
Woodstock Industrial 2 516 75 25 198 1 Oct 2016
Distell DC, Parow Industrial 16 170 37 87 632 28 Feb 2018
10 Mill Street, 
Newlands (Care Cross) Commercial 2 902 152 57 538 28 Feb 2018
Blackheath DC, 
Blackheath Industrial 22 315 41 86 055 28 Feb 2018
Sable Square, Milnerton Retail 30 934 83 358 300 28 Feb 2018
Tanker Services, 
Atlas Gardens Industrial 9 972 20 25 311 1 Oct 2016
Biella Building, Rosendal Commercial 1 939 111 26 389 1 Oct 2016
DoubleTree by Hilton,  
UES Hotel, Woodstock Hospitality 11 339 129 218 163 28 Feb 2017
Burger King, Strand Commercial 300 55 4 364 1 Oct 2016
Pembury Lodge, 
Melrose Residential 8 000 69 81 246 1 Oct 2016
UES Commercial, 
retail and residential, 
Woodstock Commercial 7 182 122 84 135 28 Feb 2017
142 Edward Street,  
Tyger Valley Commercial 2 609 123 44 834 N/A
Selective House,  
Tyger Valley Commercial 2 006 31 3 930 N/A
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Notes to the Financial Statements (continued)

Property name Sector

Gross 
lettable 

area
m2

Average 
rental 

per m2

Rand

Value at
28 February 

2018
R’000

Date of last 
external 

valuation

2 Long Street, 
Cape Town Commercial 24 822 123 418 400 28 Feb 2018
15 on Orange, 
Cape Town Hospitality 16 727 121 305 914 N/A
Mega Park Industrial 
Estate, Bellville South Industrial 86 091 42 426 000 28 Feb 2018
Virgin Active George, 
George Commercial 2 500 183 23 700 28 Feb 2018
Tyger Manor,  
Tyger Valley Retail 3 823 150 72 970 N/A
MWEB Head Office, 
Bellville Commercial 11 196 105 148 263 N/A
Island Business Park, 
Paarden Eiland Note (i) Commercial – N/A 119 N/A
Blackheath Park, 
Blackheath Note (i) Industrial – N/A 229 N/A

324 245 91 3 133 909

Note (i)  Properties in process of transfer and cost relate to acquisition cost paid to date.

Tenant profile

Gross 
lettable

 area 
m2

Gross 
lettable

 area 
%

Number of 
tenants

Number of 
tenants 

%

A – Large nationals, large listed and government 149 977 46.25 116 29
B – Smaller international and national tenants 121 153 37.37 192 49
C – Other local tenants and sole proprietors 35 536 10.96 87 22
Storage 11 245 3.47 – –
Vacant 6 334 1.95 – –

324 245 100.00 395 100

Geographical split
Revenue

R’000
Revenue

%

Gross 
lettable 

area 
m2

Gross
 lettable 

area 
%

Gauteng 7 258 2.47 8 000 2.47
Western Cape 287 124 97.53 316 245 97.53

294 382 100.00 324 245 100.00

34. Property analysis (continued)

Spear REIT Limited   |   Integrated Report 2018 100



34. Property analysis (continued) 

Revenue
R’000

Revenue
%

Gross 
lettable

area 
m2

Gross 
lettable

area 
%

Vacant 
area

m2

Vacancy
%

Sectoral split and  
vacancy profile
Industrial 70 326 23.89 152 514 47.04 – –
Commercial 104 952 35.65 97 059 29.93 6 334 6.53
Retail 67 868 23.05 38 606 11.90 – –
Hospitality 44 031 14.96 28 066 8.66 – –
Residential 7 205 2.45 8 000 2.47 – –

294 382 100.00 324 245 100.00 6 334 1.95

Industrial
%

Commercial
%

Retail
%

Hospitality
%

Residential
%

Total
%

Lease expiry profile  
based on GLA
Vacant – 6 – – – 2
Monthly 7 – 2 – – 3
Expiries for 03/2018 – 02/2019 33 22 16 1 – 24
Expiries for 03/2019 – 02/2020 13 19 10 1 – 12
Expiries for 03/2020 – 02/2021 37 33 18 1 – 28
Expiries for 03/2021 – 02/2022 2 7 12 1 100 8
Expiries for 03/2022 and 
onwards 8 13 42 96 – 23

100 100 100 100 100 100

Lease expiry profile  
based on revenue

Monthly 4 1 1 – – 2
Expiries for 03/2018 – 02/2019 31 20 12 4 – 20
Expiries for 03/2019 – 02/2020 16 23 8 7 – 16
Expiries for 03/2020 – 02/2021 40 37 16 6 – 30
Expiries for 03/2021 – 02/2022 2 8 13 – 100 10
Expiries for 03/2022 and 
onwards 7 11 50 83 – 22

100 100 100 100 100 100

Weighted average rental escalations and yields
Escalation

%

Yields 
FY2018

%

Industrial 9.27 10.3
Commercial 8.28 9.1
Retail 7.96 8.0
Hospitality Note (i) 8.8
Residential 8.00 8.6
Average 8.38 8.9
Note (i)

•   DoubleTree by Hilton is operated by a third-party operator and the lease is based on a fixed (60% of budgeted EBITDA) and variable (95% of 
actual EBITDA less fixed rental) rate which is agreed annually.

•  15 on Orange Hotel is operated by a third-party operator and the rental is based on a blended rate of 18% on all revenue generated by the hotel.
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Notes to the Financial Statements (continued)

35. Shareholder analysis

Number of 
shareholders

% of total 
share 

holding Shares held % held

Shareholder spread

1 – 1 000 shares 166 9.49 75 402 0.05
1 001 – 10 000 shares 970 55.46 4 281 102 2.59
10 001 – 100 000 shares 462 26.42 13 648 027 8.26
100 001 – 1 000 000 shares 126 7.20 37 451 236 22.67
1 000 001 shares and over 25 1.43 109 734 922 66.43

1 749 100.00 165 190 689 100.00

Shareholder type

Non-public shareholders

Directors and associates of the company  
(direct holdings) 11 0.63 1 322 306 0.80
Directors and associates of the company  
(indirect holdings) 9 0.51 65 911 414 39.90
Spear Holdco Proprietary Limited 1 0.06 1 419 978 0.86

21 1.20 68 653 698 41.56
Public shareholders 1 728 98.80 96 536 991 58.44

1 749 100.00 165 190 689 100.00

Shareholding greater than 5%

Holding name Beneficiary Shares held % held of total

Mtshobela Capital Holdings Proprietary Limited Chairman 20 984 992 12.70
BPSS JER/Huntress CI Nominees Limited Chief Executive Officer 20 807 264 12.60
Mega Park Investments (Pty) Ltd Non-executive 15 222 222 9.21
SBSA ITF NGI INV Property FD 8 250 000 5.00

65 264 478 39.51
Total number of shareholders 1 749
Total number of shares in issue 165 190 689

Share price performance

List price on 11 November 2016 (Rand) 9.00
Closing price on 28 February 2018 (Rand) 9.60
Closing high for the period (Rand) 10.62
Closing low for the period (Rand) 9.03
Number of shares issued 165 190 689
Volume traded during period 26 041 915
Ratio of volume traded to shares issued (%) 15.76
Rand value traded during the period 261 185 852
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