
“Management set out at the start of the 
financial year to build an even more 
defensive and robust income-producing 
portfolio… I proudly believe this objective 
has been achieved both in asset additions 
and distribution performance achieved 
and will remain Spear’s focus.”

Quintin Rossi – Managing Director

Joint Report by the Chief Executive Officer  
and Managing Director

It is our pleasure to report on the first full 12 months of 
trading for Spear REIT Limited since its listing on the JSE 
on 11  November 2016. 

Financial performance
The full-year dividend of 78.50 cents per share represents 
an over-performance of 1.95% compared to the revised 
guidance issued to the market of 77 cents (PLS: 74 cents) 
during the third quarter of 2017. The over-performance 
was generated by the enhancement of core portfolio 
income and recoveries, yield-enhancing acquisitions, 
prudent expense management and well managed 
funding costs. 

Spear will target dividend growth within a range of 
9 – 11% per annum as management continues to focus 
on yield-enhancing acquisitions and organic portfolio 
growth through redevelopment and refurbishment of 
the core portfolio off the back of tenant demand. One 
of the primary areas of focus for management will be 
to consistently grow Spear’s distribution per share by 
acquiring yield-enhancing assets and focusing its energy 
on hands-on asset, financial and property management. 

Spear has increased its average property value to 
R94  million (R9 665/m2) compared to the previous 
reporting period of R57.8 million (R8 380/m2). Management 
has actively grown both its market capitalisation (increase 
of 68%, up from FY2017) and asset value (increase of 
117%, up from FY2017) over the reporting period with a 
65% increase in issued share capital to 165 190 689. 

Management remains heavily invested in Spear and is 
resolved to grow Spear’s cash flows and distributions as 
a primary objective, which management believes clearly 
displays its alignment with shareholder interests. 

Success is where preparation and 
opportunity meet.

Bobby Unser

Growth in net asset value
The tangible net asset value (“TNAV”) per share has 
increased from R10.03 (28 February 2017) to R11.57 
(28  February 2018) translating to a 15.40% increase 
in TNAV over the reporting period, largely driven by 
acquisitions and fair value adjustment revaluation of 
the Spear portfolio. The key TNAV growth factors are 
the following: 

• Fair valuation of 142 Bree Street, Cape Town at a 
disposal value;

• Fair valuation of Tyger Manor Shopping Centre, Tyger 
Valley at disposal value; 

• Increased valuation of the core portfolio, in particular 
Sable Square, Mega Park and 2 Long Street.

Net asset value growth tracker

PLS
28 Feb 17
Year-end

31 Aug 17 
Interim

YE2017 vs
YE2018

Tangible net asset value per share  (Rand) 9.37  10.03  10.49  11.57 
 (%) 7.01 4.61 15.40

Valuations
The schedule below sets out the FY2018 property valuations. The portfolio remains conservatively valued with the 
increase of R252 million for the FY2018 year. This valuation increase results in a portfolio forward yield of 8.24%.

Carrying
value 

FY2017 Revaluation

Other
capital

movements

Carrying
value

FY2018
Total

change Revaluation 
Forward

yield

R’m R’m R’m R’m % % %

Industrial  306  58  361  725 58 8.05 10.50
Commercial  479  111  632  1 222 61 9.09 8.45
Retail  370  69  142  581 36 11.86 8.46
Residential  86  2  (6)  81 (5) 2.70 8.68
Hospitality  204  12  308  524 61 2.30 7.49
Total base  1 445  252  1 437  3 133 54 8.06 8.24

Strategy execution
Spear remains the only regionally specialised REIT on the 
JSE with exposure to a high-quality portfolio of Western 
Cape assets. Spear obtains its diversification through  
investment across the commercial, retail, industrial, 
hospitality and residential sectors. Management’s 
proximity to assets remain excellent and its acute 
understanding of the Western Cape real estate market 
makes Spear a regional specialist. Spear continues to 
pride itself as a value investor seeking to continuously 
generate stable income growth for shareholders in 
addition to acquiring yield-enhancing assets. During the 
reporting period Spear management has grown the core 
portfolio from R1.5 billion at the start of the 2018 financial 
year and closed off the financial year with assets under 
ownership of R3.1 billion. The Spear portfolio at year-end 
consisted of 324 245m2 of gross lettable area (“GLA”).

Spear remains well placed to successfully navigate 
the challenging economic climate due to its hands-on 
management style. Spear’s focus is to be the landlord of 
choice in the Western Cape and core to our vision and 
objectives are: 

• Focus on long term-growth in distributions from the 
core portfolio

• Trade with a strong market rating

• Employ conservative gearing policies at competitive 
rates

• Attract, retain and motivate the highest quality 
management and operating team in the real estate 
sector. 

All acquisitions concluded during the reporting period 
have performed in line with management’s forecasts. 
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Joint Report by the Chief Executive Officer  
and Managing Director (continued)

Portfolio performance
Portfolio profile

Total Industrial Commercial Retail Hospitality Residential

Number of properties 31 6 15 7 2 1
Asset value excl. lease asset (R’000)  3 119 538  726 813  1 135 427  573 874  601 590  81 834 
Net cost to income (%) 18.51 14.10 21.74 20.51 15.44 8.16
GLA (m2)  324 245  152 514  97 060  38 606  28 065  8 000 
Vacancy (m2)  6 334  –  6 334 – – –
WALE (months) 29.27  24.02  23.88  37.30  68.27  37.02 
In force – escalations (%) 8.38 9.27 8.28 7.96 8.50 8.00

Spear’s core portfolio continues to deliver in line with 
management’s expectations with lease renewals being 
successfully concluded through early engagement 
and market-related renewal terms being negotiated. 
Portfolio revenue at the end of the reporting period was 
higher than forecast due to optimisations in both income 
recovery and savings generated on portfolio expenses 
and finance costs. Spear’s asset management team 
has made significant improvements in utility recoveries, 
which has improved the net income profile of assets 
under ownership. 

Spear’s cost-to-income ratio is 18.51%, which is in line with 
best practice guidance issued by the SA REIT Association. 

Asset management and property profile 
As active asset managers Spear’s portfolio vacancies 
during the reporting period were maintained at below 
2%, which is well below the national average for both 
portfolio and sectoral segments. Since listing Spear has 

successfully managed high occupancy rates and low 
vacancy rates due to its tenant-centric approach, early 
engagement philosophy and strong asset and property 
maintenance management programmes. The portfolio’s 
income stream is underpinned by average contractual 
escalations of 8.38%.

Spear’s key asset management objectives are:  

• Increase revenue and escalations year on year

• High tenant retentions

• Strong debtors book management

• Proactive property maintenance programmes

• Extract additional value out of current assets

• Cost containment

• Energy management and consumption reduction 
solutions to reduce tenants’ cost of occupancies as 
part of a Spear tenant retention strategy.

Top 10 properties by value

Property
Value
R’000 Sector

Gross 
lettable 

area
m2

Percentage
 of total

value
%

Valuation
R/m2

Mega Park Industrial Estate, Bellville South  426 000 Industrial  86 091 13.59  4 948 
2 Long Street, Cape Town  418 400 Commercial  24 822 13.35  16 856 
Sable Square, Milnerton  358 300 Retail  30 934 11.43  11 583 
15 on Orange, Cape Town  305 914 Hospitality  16 727 9.76  18 289 
Upper Eastside, Woodstock  302 298 Mixed-use  18 521 9.65  16 322 
142 Bree Street, Cape Town CBD  148 522 Commercial  3 025 4.74  49 098 
MWEB Head Office, Bellville  148 263 Commercial  11 196 4.73  13 243 
Distell DC, Parow  87 632 Industrial  16 170 2.80  5 419 
Blackheath DC, Blackheath  86 055 Industrial  22 315 2.75  3 856 
Manhattan Plaza, Tyger Valley  81 849 Commercial  4 931 2.61  16 599 

 2 363 233 234 732 75.41

Vacancy profile

Revenue Revenue

Gross
lettable

area

Gross
lettable

area
Vacant

area Vacancy

Sectoral split and Vacancy profile R’000 % m2  % m2 %

Industrial  70 326 23.89  152 514 47.04 – –
Commercial 111 986 38.05  97 060 29.93  6 334 6.53
Retail  67 868 23.06  38 606 11.91  – –
Hospitality 36 935 12.55  28 065 8.66  – –
Residential  7 205 2.45  8 000 2.46 – –

 294 320 100.00  324 245 100.00  6 334 1.95

Sectoral performance

Industrial

The industrial portfolio offers a diversified industrial 
offering situated in well-established industrial nodes 
consisting of mini, mid-size and large industrial units 
with an added value proposition being the competitive 
asking rate per square meter. A combination of the 
above-mentioned has ensured high occupancy rates 
and strong performance in line with management’s 
expectations during the reporting period with no major 
tenant movements or lease expiries. The industrial 
portfolio (152 514m2) occupancy was at 100% at year-end. 

Commercial

The commercial sector performed to management’s 
expectations and vacancies have remained at low 
levels of 6.53% during the reporting period, translating 
to 6 334m2 of GLA. Office sector lease renewals continue 
to be concluded with positive rental reversions achieved 
in the vast majority of renewals concluded during the 
reporting period. 

The lion’s share of commercial vacancies is attributable 
to the additional office space developed at Sable Square 
in the region of 2 300m2 and 2 Long Street in the region 
of 2 000m2. Progress on the letting of the office additions 
at Sable Square and the office vacancies at 2 Long Street 
has been positive with a number of post year-end lets 
being concluded on both properties. 

The commercial portfolio (97 060m2) occupancy was at 
93.5% at year-end. 

Retail

The retail portfolio consists of three convenience retail 
centres that offer an ultra-convenience retail experience 
with ample parking. Spear’s retail assets are located 
in high-growth nodes servicing the Century City and 

Northern Suburbs markets. During the reporting period 
43.59% (16.830m2) of retail GLA (38 606m2) was occupied 
by national retail tenants. Management has been gratified 
at the positive performance of its retail assets amid tough 
trading conditions during the reporting period with key 
retail tenants showing positive growth in store revenue 
and footfall. 

Spear’s retail assets will remain attractive locations for 
retailers to trade from given their high-quality tenant 
mix geared towards a convenience retail offering, ample 
shopper parking, ease of access and egress along with 
plum geographical locations. Management will remain 
focused on the acquisition of convenience retail assets 
given their defensive nature in showing consistent footfall 
and turnover growth amid tough trading conditions in 
the market. 

The retail portfolio (38 606m2) occupancy was at 100% 
at year-end. 

Residential

Spear’s residential portfolio for the reporting period 
continued to perform to the satisfaction of management 
with 100% occupancy rates. Currently only 2.46% of GLA is 
exposed to the residential sector, however, management 
has stated its intention to increase Spear’s residential 
holdings closer to 15% of GLA and 12% of portfolio 
value in the medium term through the development 
of approximately 200 residential units at Sable Square 
and 200 residential units in Paarden Eiland as part of its 
mixed-use development plans for the two assets. 

Hospitality

The current performance of the domestic economy 
continues to present challenges to the hospitality sector 
as both transient and group business has become more 
cost-conscious. The hospitality sector over the reporting 
period has operated under less than optimal conditions 
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Joint Report by the Chief Executive Officer  
and Managing Director (continued)

due to a contracting economy and the severe drought 
that has plagued the Western Cape over the past 
three years. 

The hospitality portfolio (28 066m2) occupancy was at 
100% at year-end

Balance sheet and risk management

Management remains focused on balance sheet and 
risk management factors that impact the day-to-day 
operations of the business. Management has 
strengthened its relationship with key funding partners 
to ensure that Spear’s balance sheet reflects a well-
managed and active business poised to take advantage 
of funding opportunities and deal flow when they are 
presented. Management aims to maintain gearing levels 
at around the 40% loan-to-value (“LTV”) level on group 
debt together with an acceptable hedging policy to 
provide income certainty in challenging economic times. 
Spear’s debt portfolio remains actively managed with an 
all-in cost of debt at the end of the reporting period of 
9.25% and a hedged ratio of 57.58%. 

The group’s gearing levels at the end of the reporting 
period were at 38.48%, translating to a 16.28% increase 
from FY2017 of 33.09%. 

During the year the following significant funding activities 
took place: 

• 12 June 2017 – 29.4 million shares placed @ R9.50/
share = R279 million*

• 7 July 2017 – 19.2 million shares placed @ R9.50/share 
= R182 million 

*Placement was 1.89 times oversubscribed. 

Management successfully refinanced R691 million 
of borrowings on terms acceptable to Spear at year-
end, which resulted in an overall improvement in its 
cost of debt and its debt expiry profile. Spear’s revised 
debt expiry profile provides no short- to medium-term 
refinance risk with the bulk of Spear’s debt coming due 
for renegotiation in FY2021. 

Financial review 

Best practise guidelines within the listed real estate 
sector have provided that we include a simplified 
reconciliation of income set for distribution. A simplified 
state of financial position is provided to make the financial 
statements more understandable to the cash-based 
basis of reporting operating results, which is relevant in 
the context of paying distributions to our shareholders. 

These simplified statements do not comply with 
International Financial Reporting Standards (“IFRS”). 

Financial overview Group Group

Condensed

Audited
12 months

ended
28 Feb

2018

Audited
4 months

ended 
28 Feb

2017

R’000 R’000

Revenue  316 595  61 262 
Profit from operations  462 968  75 147 
Fair value adjustment  252 535  40 553 
Profit for the year  386 229  65 331 
Non-controlling interest  (3 043) –
Equity holders of the 
parent  383 186  65 331 
Distribution  
per share (cents)  78.50  23.51 

ASSETS

Audited
28 Feb

2018

Audited 
28 Feb

2017

R’000 R’000

Non-current assets  2 975 850  1 452 376 
Current assets  251 488  41 136 
Total assets  3 227 338  1 493 512 

Equity and liabilities

Capital and reserves  1 917 318  986 808 
Non-controlling interest  54 155 –
Non-current liabilities  1 053 434  478 453 
Current liabilities  202 431  28 251 
Total equity and liabilities  3 227 338  1 493 512 

Tangible net asset  
value (Rand)  11.57  10.03 
Shares in issue at  
period end (’000)  163 767  97 762 

The above reporting periods are not comparable.

Outlook

The portfolio remains stable and well positioned to 
deliver on management’s guidance for the 2019 financial 
year. Spear remains a pure property investment and a 
well-diversified, defensive and stable property portfolio 
with high-quality tenants. The South African economy 
and political landscape have been passengers on the 

rollercoaster ride of this past year, but a new dawn has 
come in South Africa and we are filled with hope and 
excitement for what lies ahead for our nation and its 
people. Spear is committed to do its part in job creation 
and skills development in the Western Cape to reduce 
the burden that unemployment places on South Africa 
and its people.

Key focus areas for 2019: 

• Management will focus on improving the core 
portfolio through the acquisition of yield-enhancing 
assets within the Western Cape

• Management will continue to focus on prudent 
capital management and deploy its capital resources 
in both an entrepreneurial and value investor mindset 
seeking to carve out additional returns through its 
value-enhancement strategies

• Management remains heavily invested in Spear and 
has committed to the retention of their respective 
investments within Spear to reinforce its alignment 
with shareholder interests

• Management is confident that Spear is trading on a 
stable management platform, which will ensure that 
the company’s growth objectives are achieved both 
in the form of assets and human capital. The reporting 
period has not just been a period of growth in asset 
value but also the growth in the human capital required 
to successfully execute the day-to-day operational 
requirements of the business. Management is pleased 
to report that highly skilled real estate professionals 
have been added to the Spear team, which further 
underpins the value proposition when conducting any 
form of business with the group

• The company will continue its tenant-centric approach 
which has created strong customer loyalty and high 
tenant retention rates within the core portfolio. 

Prospects and guidance 
The Western Cape property sector has for the most part 
continued to outperform the rest of South Africa and 
management’s continuous focus on regional investment 
has provided a level of insulation from the tougher 
trading conditions experienced in regions outside of the 
Western Cape. Spear continues to have a healthy pipeline 
of greenfield and brownfield development opportunities 
within the portfolio, which will unlock further value for 
the group in time. 

Management remains confident that demand for its 
high-quality rental properties across the various sectors 
within the Western Cape will continue given its tenant-
centric approach and hands on asset management skills. 
Along with strong property fundamentals and in line with 
the pre-listing statement issued on 21 October 2016, 
management’s distribution forecast for the year ending 
28 February 2019 was 83 cents per share. In light of the 
recent acquisitions, improved cost of debt and other 
operational efficiencies created within the company, 
management advises that distribution per share for the 
year ending 28 February 2019 is now anticipated to be 
higher than the original forecast of 83 cents per share by 
3 cents to 4 cents. The latter revision is premised upon 
the following assumptions: 

• That a relatively stable macroeconomic environment 
will prevail

• That lease renewals are concluded as per the 
company forecast

• That no major tenant failures will take place

• That tenants will successfully absorb rising costs 
associated with utility consumption charges and 
municipal rates

• That the Western Cape experiences a wet winter that 
breaks the current drought. 

The information and opinions contained above are 
recorded and expressed in good faith and are based 
upon reliable information provided to management. No 
representation, warranty, undertaking or guarantee of 
whatsoever nature is made or given with regard to the 
accuracy and/or completeness of such information and/ 
or the correctness of such opinions. 

Sustainability 
In line with King IV guidelines and management’s own 
strategy, a focused and balanced economic, social 
and environmental approach is being taken. Spear’s 
investment approach is a multipronged strategy that 
provides for both environmental benefits and financial 
growth in the medium to long term. Spear remains 
committed to creating a safe and healthy workplace, 
continually seeking to reduce the carbon footprint of the 
group. Management acknowledges that real estate is a 
long-term investment that requires availability of natural 
resources to service the needs of its tenants. 

A detailed Sustainability Report has been prepared and 
is located on pages 28 to 30. 
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Joint Report by the Chief Executive Officer  
and Managing Director (continued)

Governance
Spear is committed to the highest standard of corporate 
governance. The board regularly reviews the company’s 
structures and systems to ensure all of the latter stay 
in line with the guiding principles of a strong corporate 
governance culture within Spear. Management has 
concluded its report on Corporate Governance which 
sets out its commitment to ensuring its commitment to 
the values set out in King IV. 
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We would like to acknowledge each and every one 
of our tenants, our investors, our suppliers and all our 
stakeholders without whom the company could not 
operate or succeed. 

We would like to thank our board of directors and the 
respective committees for their ongoing support and 
guidance. A special acknowledgement is due to the 
full team for their dedication, hard work, innovation and 
contribution to our achievements over the 2018 financial 
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Mike Flax Quintin Rossi
Chief Executive Officer  Managing Director

21 June 2018

Sable Square Shopping Centre – Milnerton
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