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“Asset growth within Spear’s portfolio has increased by 21.62% to R3.8 billion since the start of the 2019 
financial year. Amid tough trading conditions the core portfolio has delivered in line with management’s 
expectations. Management’s tenant-centric approach and hands-on asset management focus have yielded 
well for Spear.” – Quintin Rossi

It is hard to believe that a year has passed since I took 
over as Group CEO of Spear. It has been an honour and 
a privilege to lead this stellar organisation with men and 
woman that exhibit such a strong spirit of excellence 
in their day-to-day conduct. South Africa has traversed 
some challenging territories over the 2019 year as 
economic, political and socio-economic factors weigh 
heavily on our young democracy. We still face many 
significant challenges in South Africa, but we shall 
overcome every single one of them! South Africans by 
their very nature push through and push on! 

As a significant investor in SA Inc during times of tailwinds 
and headwinds I draw inspiration from wise men and 
women who have gone before me to help me keep my 
eyes focused on our goals. For me, Phil Knight (Nike 
founder) in his book Shoe Dogs sums it up succinctly: 
“Don’t stop. Don’t even think about stopping until you get 
there, and don’t give much thought to where ‘there’ is. 
Whatever comes, just don’t stop.” The latter is somewhat 
of a motto within our organisation as we believe our 
future in South Africa will be better than our past and as 
a nation we will rise above every challenge. 

Spear remains the only regionally-specialised REIT on 
the JSE with exposure to high-quality Western Cape 
only assets. Spear obtains its diversification through 
asset-type investment, being commercial, industrial, 
retail, residential and hotels. The Spear portfolio at year-
end consisted of 30 properties with a gross lettable area 
(“GLA”) of 402 652 m2 (up by 24.18% compared to FY2018). 

It is my pleasure to report on our results for the 2019 
financial year. Spear listed on the JSE in November 2016 

and to date has successfully delivered on its foundational 
strategy, which has been to focus on growing its 
distributions per share annually ahead of inflation and to 
acquire high-quality Western Cape only assets across its 
sectoral investment universe. 

Financial performance 
Management provided distribution guidance for the 
2019 financial year in May 2018 advising that distributions 
would be between 9% – 11% year-on-year compared to 
the 2018 financial year. I am incredibly pleased to report 
that the full year dividend of 86.42 cents per share 
represents a year-on-year distribution growth of 10.09%. 
The distribution per share achievement could not have 
been achieved without every single team member’s 
input and support. There is, however, no doubt that the 
effects of undesirable visa regulations, listeriosis and 
a major water crisis have had an impact on the overall 
earnings of Spear during the 2019 financial year. I am, 
however, gratified that our sectoral investment strategy 
overperformance in other areas of the portfolio muted 
the underperformance within our hospitality investments.

The average property value has increased to R127 million 
(R9 465/m2) compared to the previous reporting period of 
R94 million (R9 665/m2). Management has endeavoured 
to actively grow Spear’s market capitalisation and asset 
value over the year with a market capitalisation year-on-
year increase of 25.07% to R1.98 billion and asset value 
with a year-on-year increase of 21.62% to R3.8 billion. 
During the year there was a 14.35% increase in issued 
shares closing off the financial year with 188 888 709 
(FY2018: 165 190 689) shares in issue. 

As Spear moves through its growth journey as the only 
regionally- specialised REIT listed on the JSE, I am beyond 
proud to announce that Spear has grown its distribution 
per share by 10.09% from the prior financial year. The final 
distribution for the 2019 financial year will be 86.42 cents per 
share. The latter could not have been achieved had it not been 
for our active asset management, early tenant engagement 
and value investment approach adopted across our business. 

Quintin Rossi – Chief Executive Officer

Chief Executive  
Officer’s Report
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The like-for-like income growth delivered by the 
underlying portfolio for the reporting period was 26%. The 
significant increase is due to R1 billion worth of assets 
being owned for 12 months during the 2019 financial year 
versus an average of 7 months in the 2018 financial year. 
This is a clear testament to the significant portfolio asset 
growth since listing in 2016. The portfolio performed 
robustly during the reporting period amid tough trading 

conditions resulting in stable core portfolio income and 
recoveries.

Management remains heavily invested in Spear at 35.5% 
and remains focused on its primary objective, being 
growth in annual distributions ahead of inflation. The 
latter is a strong display of alignment with shareholders’ 
interests. 

Growth in net asset value 
Tangible net asset value Net of distribution

Rands
Growth

(%) Rands
Growth

(%)

31 August 2017 10.49 10.12
28 February 2018 11.57 10.31 11.16 10.23
31 August 2018 11.63 0.49 11.21 0.50
28 February 2019 12.12 4.20 11.67 4.09

The tangible net asset value (“TNAV”) per share increased 
from R11.57 in FY2018 to R12.12 in FY2019, showing a 4.7% 
increase in TNAV over the reporting period driven by new 
acquisitions and fair value adjustment revaluations to the 
Spear portfolio. The key TNAV take-aways are: 

• Increased value of core portfolio by R677 million net 
year-on-year

• Given the headwinds experienced in the hospitality 
sector management has devalued both of its hospitality 
assets by R40 million rand (8%).

Valuations 
The portfolio remains conservatively valued at R9 465/m2, 

which remains well below replacement costs being 
closer to an average value of R20 000/m2 when applied 
across the sectoral portfolio. Fair value adjustments for 
the reporting period were R111 702 000. The FY2019 
valuations reflect a capitalisation rate of 8.8%. Given 
the downturn in the hospitality sector as noted above, 
devaluations were passed by management due to the 
drop in the forecast income of these assets. 

Please refer to the financial commentary for a detailed 
breakdown of the portfolio valuations. 

Strategic objectives 
Management remains resolved to maintain its excellent 
proximity to assets as well as its acute understanding 
of the Western Cape real estate market. Asset additions 
to the underlying portfolio have been strategically 
executed as management has maintained its accretion 
only approach to investing and its continuous hunt for 
deep value assets that can be redeveloped, repurposed 
or re-let at levels that would add to the quality of the core 
portfolio and the overall income base of Spear. 

Spear remains well placed to successfully navigate the 
current economic climate due to its early engagement 
strategy and tenant-centric approach taken in its day-
to-day management of the business. Spear’s strategic 
objectives together with growing its income base are to 
become the landlord of choice in the Western Cape and 
core to these strategic objectives are: 

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

• Trading with a strong market rating

• Employing conservative gearing policies

• Attracting and retaining a best-of-breed management 
and operational team in the Western Cape. 

Portfolio performance 

Portfolio overview
Total Industrial Commercial Retail Hospitality Residential

Number of properties 30 8 15 4 2 1
Asset value excl. lease asset (R’000) 3 789 871 955 832 1 694 420 559 065 504 897 75 657
GLA (m2) 402 652 207 354 124 497 34 648 28 153 8 000
Revenue (R’000) 422 685 124 589 167 704 77 646 44 089 8 658
Net cost-to-income (%) 21.59 10.49 20.31 13.00 17.57 9.80
Vacancy (m2) 7 992 2 432 2 689 1 462 1 410 –
WALE (months) 30 24 29 32 93 25
In-force escalations (%) 8.07 8.61 7.77 7.95 Note 1 8.00

Note 1: Rental is variable in nature and does not contain a fixed escalation percentage

Spear’s core portfolio continues to deliver in line with 
management’s expectations with renewal negotiations 
being concluded successfully. Management’s early 
engagement strategy and achievement of market-
related renewal rentals are testament to its tenant-centric 
approach to the business. Overall portfolio revenue for 
the year in review exceeded management’s forecasts as a 
result of higher than budgeted income, tenant recoveries 
and prudent expense and finance cost management. 

Spear’s net cost-to-income ratio is 21.59%, which is higher 
than management’s targeted percentage. The higher 
cost-to-income ratio is partly as a result of punitive utility 

charges passed by the City of Cape Town during the 
water crisis, which had to be absorbed into the overall 
portfolio costs and recovered from tenants. Generally, 
municipal charges are recovered two months in arrears 
and therefore a lag in the actual recovery is created which 
negatively impacts the overall cost-to-income ratio. 
Management endeavours to achieve a cost-to-income 
ratio of 18% and below. 

Administrative cost-to-income for the period was 
5.92%, increasing from 5.85% as at 28 February 2018. 
The increase is directly related to the employment of 
additional staff with the increase in the property portfolio.

Top five properties by value

Property

Value
 incl. lease

 asset
 R’000 Sector

Gross
lettable

area
m2

% of 
total 

value
Valuation 

R/m2

Mega Park, Bellville 441 022 Industrial 86 095 11.58 5 123
2 Long Street, Cape Town 426 034 Commercial 25 115 11.18 16 963
Sable Square Shopping Centre 416 400 Retail 31 100 10.93 13 389
UES DoubleTree by Hilton, Woodstock 322 139 Hospitality 18 761 8.46 17 171
Northgate Park, Brooklyn 314 302 Commercial 17 002 8.25 18 486

1 919 897 178 073 50.39 10 782

“As a group we have adopted a ‘Yes we can’ culture. Yes we can make a meaningful impact in the real estate 
market, yes we can manage our assets and overheads in ways that unlock value and release the business 
to keep on growing, and yes we can make a positive impact in the Western Cape and South Africa through 
being socially minded and looking after the world we live in.” – Quintin Rossi
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Vacancy profile

Sectoral split 
and vacancy 
profile

Number
 of

properties

Value
excl. 

lease
 asset
R’000

Value
%

Revenue
R’000

Revenue
%

Gross 
lettable

area
m2

Gross 
lettable

area
%

Vacant 
area

m2

Vacancy
%

Industrial 8 955 832 25 124 589 30 207 354 51 2 432 1.17
Commercial 13 1 481 039 39 167 704 40 109 667 27 2 689 2.45
Retail 4 559 065 15 77 646 18 34 648 9 1 462 4.22
Hospitality 2 504 897 13 44 089 10 28 153 7 1 410 5.01
Residential 1 75 657 2 8 658 2 8 000 2 – –
Under 
development 2 213 381 6 – – 14 830 4 – –

30 3 789 871 100 422 685 100 402 652 100 7 992 1.98

Sectoral performance 

Industrial

Performance remains healthy and strong with continuous 
demand for our rental opportunities by prospective 
tenants across the industrial portfolio. The industrial 
portfolio offers a diversified industrial offering situated 
in well-established industrial nodes consisting of mini, 
mid-size and large industrial units. The industrial portfolio 
has continued to operate with high occupancy rates 
and in line with management’s expectations during the 
reporting period with no major tenant movements or 
lease expiries. 

The industrial portfolio (207 354 m2) occupancy rate was 
at 99% at year-end. 

Commercial

The commercial sector performance has exceeded 
management’s expectations with robust vacancy 
reductions as a result of a front-footed and aggressive 
letting strategy across the commercial portfolio. 
Commercial vacancies at year-end were at 2%, translating 
to 2 689 m2 of unlet 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. 

It remains our view that the general commercial office 
sector within the Western Cape and nationally may 
experience headwinds in the form of increased vacancies 
as a result of low economic growth, aggressive cost 
cutting and companies looking to significantly reduce 
operating overheads through space optimisation. 
Although the latter has not been experienced within the 
Spear commercial portfolio yet, management believes 

that a strong focus must continuously be placed on early 
tenant engagement and hands-on asset management to 
mitigate such effects without delay. 

The commercial portfolio (109 667 m2) occupancy rate 
was at 98% at year-end. 

Retail

The retail portfolio consists of two 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 
48% (16 772 m2) of retail GLA (34 648 m2) was occupied 
by national retail tenants. Management has been gratified 
at the positive performance of its retail assets in addition 
to 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 offering easy access to all 
significant arterial transportation routes. 

The retail portfolio (34 648 m2) occupancy rate was at 
96% 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% of GLA 
is exposed to the residential sector. Management 
has stated its intention to increase Spear’s residential 
holdings closer to 15% of GLA and 12% of portfolio 
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value in the medium term with the development of 
approximately 200 residential units at Sable Square 
and 200 residential units in Paarden Island as part of its 
mixed-use development plans. 

Hospitality

The current performance of the domestic economy and 
environmental impact continues to present challenges 
to the hospitality sector as both transient and group 
business have been severely impacted by the drought 
experienced in the Western Cape. The hospitality sector 
over the reporting period has continued to operate under 
extremely tough trading conditions. The drought in the 
Western Cape has been broken and a strong focus now 
is to rebuild on hospitality occupancies and room rates 
as a key recovery metric to the overall hospitality sector. 
The pace at which the recovery of the hospitality sector 
will take place at this stage remains uncertain due to the 
shift in interest by dominant markets to other destinations 
during this time. At best management is of the opinion 
that some green shoots on the recovery path have 
already started to show, however, meaningful recoveries 
will most likely only start to emerge towards the start of 
2020. 

Weakened local currency and volatile emerging and 
competing markets to our destination might aid our 
recovery in building buyer confidence in our overall 
offering. We have seen positive movement with the 
removal of prohibitive travel regulations to South Africa 
and further change to ease access to our shores has 
been tabled for consideration. 

Although occupancies have shown better recovery signs, 
the biggest challenge will remain in recovering lost rate 
strength experienced during the downturn. As with most 
industries the hospitality sector is largely reliant on a 
positive election result, which will encourage economic 
growth and will contribute to the resurgence in Cape 
Town’s image as one of the top destinations in the world 
for Leisure and Meetings, Incentives, Conventions and 
Exhibitions (“MICE”). 

The hospitality portfolio (28 153 m2) occupancy rate was 
at 95% at year-end. 

Capital allocation 
Management acknowledges the vital role capital 
allocation plays in the formation of a high-quality real 
estate portfolio and will continue to use its capital to 
invest in high-quality assets within the Western Cape.

In the year under review Spear acquired R713 million 
of new assets at an average yield of 9.93%. A total of 

seven buildings were sold for R335 million at an average 
yield of 7.71%. The net disposal proceeds have been 
redeployed into the acquisition of four new assets for a 
gross consideration of R578 million (including debt and 
vendor placements) at a blended yield of 9.97% and the 
reduction of bank debt of R74 million. 

Management will furthermore deploy capital into yield-
enhancing assets through acquisition or development 
with a primary focus on convenience retail, logistics-
focused industrial and mixed-use assets. An amount of 
R50 million of committed capital expenditure has been 
spent for the refurbishment of two properties, being  
15 on Orange and 1 Waterhouse Place.

Management will in addition to capital allocation 
continuously evaluate the disposal of portfolio assets 
where management believes maximum shareholder 
value can be achieved or where management believes 
the assets have reached the end of their life cycle within 
the portfolio. Disposal proceeds will be redeployed 
into larger, higher quality assets or debt reduction. It is 
commendable how management has shown its ability 
to prudently recycle capital into higher-yielding and 
higher quality assets to unlock deep shareholder value. 
Management remains of the view that it will only seek 
investor funding when absolutely necessary and will only 
raise capital for its needs if acceptable placement pricing 
is achieved in the market. 

Balance sheet management 
Active and prudent focus on our balance sheet will 
provide Spear with the ability to take advantage 
of opportunities that are presented in the market. 
Management maintains strong and unblemished 
relationships with its key funding partners, which result 
in advantageous funding arrangements. Management 
aims to maintain gearing levels within a range of 38% and 
42% loan to value (“LTV”) 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 
9.01%. Currently 64.5% of Spear’s interest-bearing debt is 
hedged at an effective all-in rate of 9.05%. Spear’s cost 
of debt has decreased by 24 basis points since the start 
of the financial year.

The group’s gearing levels at the end of the reporting 
period was at 39.58% translating to a 2.85% increase from 
FY2018. 
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During the year R235.3 million worth of equity placement 
took place: 

• 1 May 2018 – 3.15 million shares placed at R9.52 = 
R30 million* (acquisition issue)

• 11 June 2018 – 11.85 million shares placed at R10.00 
= R118.5 million (vendor consideration/private 
placement)

• 24 July 2018 – 5.2 million shares placed at R10.10 = 
R52.5 million* (acquisition issue)

• 16 November 2018 – 3.5 million shares placed at R9.80 = 
R34.3 million (vendor consideration/private placement)

Spears’ debt maturation profile average is 25 months with 
no refinance risk to note at the end of the reporting period 
and current liabilities already in the process of renewal. 

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 IFRS. 

Financial overview Group
Audited

Year
ended

28 February
2019

R’000

Audited
Year

ended
28 February

2018
R’000

Total revenue 434 729 316 595
Net property operating profit 272 861 211 643
Fair value adjustment – Investment properties 111 702 252 535
Profit for the year 274 547 386 229
Profit attributable to:
Equity owners of parent 270 389 383 186
Non-controlling interest 4 158 3 043

274 547 386 229
SA REIT distributable income 161 774 128 686
Total distributions for the period 86.42 78.50

Group

Assets

Audited
28 February

2019
R’000

Audited
28 February

2018
R’000

Non-current assets 3 808 427 2 975 850
Current assets 108 291 251 488
Total assets 3 916 718 3 227 338
Equity and liabilities
Capital and reserves 2 295 532 1 917 318
Non-controlling interest 54 155 54 155
Non-current liabilities 1 335 853 1 053 434
Current liabilities 231 178 202 431
Total equity and liabilities 3 916 718 3 227 338
Tangible net asset value (Rands) 12.12 11.57
Shares in issue at period end net of treasury (‘000) 188 864 163 767

Outlook

The core portfolio of Spear remains defensive in nature 
underpinned by strong lease covenants and high-quality 
tenants. Management is confident given the diversified 
mix of assets, tenant profile and its own hands-on 
asset management approach that Spear will deliver 
on its guidance for the 2020 financial year. The macro-
economic environment in South Africa together with 
sluggish economic growth remains a general concern for 
management. It is our firm belief that a positive election 
outcome will position South Africa on the right growth 
trajectory presenting further growth and investment 
opportunities for both local and international investors. 
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. 

 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

 Management remains heavily invested in Spear 
and has committed to the retention of 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 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 proven to be 
more resilient than most other provinces in South 
Africa as demand for its real estate has notably been 
higher than most other parts of South Africa. Western 
Cape infrastructure in our view is of a superior standard 
to the majority of South Africa in the form of roads, 
telecommunications and other key infrastructure facilities 
that makes doing business across the entire Western 

Cape possible. Spear remains committed to its Western 
Cape only strategy with its regional specialisation 
management’s single-minded focus – allowing for it 
to be first out the blocks to take advantage of portfolio 
and earnings-enhancing opportunities. 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. 

The political and tough economic environment remains a 
concern as business sentiment continues to deteriorate 
and the increased cost of living places continued 
pressure on the general population. Within a low-growth 
economic environment increased pressure on general 
business may result in undue pressure on the commercial 
office market as companies move to cut overheads and 
optimise their trading space. The potential for an upward 
trend in commercial office vacancies in a low-growth 
economy may be a tough reality that lies ahead.

The trading conditions within the hospitality sector have 
started to improve but not at the rate management would 
have preferred with early green shoots becoming evident 
in hotel occupancies and bookings, but the recovery 
in room rates lagging behind the occupancy growth 
experienced since the end of the water crisis in the 
Western Cape. 

Management has to the best of its ability forecast its 
earnings with the above in mind, having taken the 
necessary steps to best mitigate against any further 
downturn. 

Management’s guidance for the 2020 financial year is a 
distribution growth of 6% – 8% per share. 

The guidance is based on the following assumptions: 

• That a relatively stable macro-economic 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 

*Vendors elected to accept Spear’s script in lieu of cash. 
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• That trading conditions continue to improve in 
the overall tourism sector directly related to hotel 
occupancies and room rates

• That stage 3 and 4 load shedding do not become a 
regular occurrence in South Africa during the year.

Any changes in the above assumptions may affect 
management’s forecast.

The information and opinions contained above are 
recorded and expressed in good faith and are based 
on 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 
Spears’ approach, in line with the King IV Report 
on Corporate GovernanceTM for South Africa, 2016 
(“King IVTM”) guidelines and management’s own strategy, 
reflects a focused and balanced economic, social and 
environmental approach resulting in a mutlipronged 
sustainable investment that provides environmental 
benefit 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 which requires the 
availability of natural resources to service the needs of 
its tenants. 

In the light of both electrical supply and water supply 
challenges experienced as a nation, management has 
committed in excess of R40 million to PV solar solutions 
and water continuity solutions across key areas of the 
portfolio. Management is determined to find innovative 
ways to reduce its overall carbon footprint across the 
portfolio to limit the amount of carbon emissions released 
into the environment. 

A detailed Sustainability Report has been prepared and 
is located on page 30.

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 IVTM.
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