HEARTWOOD PROPERTIES LIMITED
Unaudited consolidated interim financial results for the 6 months ended 31 August 2018

Property Fundamentals
Heartwood Properties Limited (“Heartwood Properties”) and its subsidiaries (“the Group”) for the 6 months ended 31 August
2018

Number of Properties

Portfolio value

Heartwood grew its portfolio value by 5% from 28 February 2018 to 31 August 2018.

Portfolio Value

February 2018
R124m

August 2018
R129.5m

Gearing

Loan to Asset Value

February 2018
46%

August 2018
45%
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Highlights
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

Highlights during the period from 28 February 2018 to 31 August 2018 include the following:

Heartwood Properties successfully listed on the 4AX Stock Exchange in March
2018, becoming the first property development company on the exchange.

Solar panels were installed on Block A at the Willow Wood Office Development,
with the roll-out of further panels continuing across other properties in the
portfolio.

Heartwood Properties renegotiated its development funding, obtaining more
favourable terms from its banking partners.
Construction started on two new developments, a warehouse and office building
located in Lanseria and an additional office building (Block D) at the existing
Willow Wood Office Development in Fourways. For both developments, long
term leases have been secured, and the Lanseria development is expected to be
completed under budget.
The lease for one of the Group’s largest office tenants was renewed for a further
period of 3 years.
Two new development opportunities in Bryanston and Northriding have been
secured.
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Commentary
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

1

Nature of business
The Group’s main business is to invest in and develop commercial and industrial properties.
Management has defined the objectives of the Group to:



Grow an excellent portfolio of buildings for tenants and investors, and
To develop great quality, green, modern usable buildings in partnership with tenants.

Asset management and the majority of property management is performed internally by the group.
2

Commentary on results
General:
The financial results as tabled represent the first 6 months of the Group operating in a listed
environment.
The effective date of restructuring of the Group was 31 January 2018, resulting in a very short
comparable period of 1 month for the period ended 28 February 2018.
In addition to the short comparable period, the Group has also adopted International Financial
Reporting Standards (“IFRS”) during this period whereas previously IFRS for Small and Medium Sized
Entities (“IFRS for SME’s”) was adopted. The effects of the adoption of full IFRS on the current and
previous financial periods has been explained in Note 1 to the condensed results below, with the major
change being the recognition of an operating lease asset to the value of R4 737 169 (28 Feb 2018:
R3 557 802) due to the straight lining of rental income agreements in accordance with IFRS 16 – Leases.
Rental income has increased by R1 179 368 for the current period and R2 782 181 for the prior period
due to the straight lining entries.
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Commentary
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

2

Commentary on results (continued)
Statement of Financial Position
No revaluation on properties was done at 31 August 2018. The last revaluation date was as at 28
February 2018. The properties will be independently valued for the February 2019 financial year end.
The investment property portfolio of the Group grew from R123 888 733 in February 2018 to
R129 502 131 in August 2018. This is mainly due to the start of construction on the new warehouse
and office facility in Lanseria.
Included in trade receivables is an amount of R1.2million due to the Group by the South African
Revenue Services for a value added tax refund on the Lanseria property.
Share capital increased from R59 000 003 to R61 967 185 due to the issue of an additional 4 744 455
shares. The shares were issued to shareholders BG McLintock and GM Baker for the full and final
settlement of the loan accounts due to them by the subsidiary Velvet Moon Properties 93 Proprietary
Limited.
Statement of Profit or Loss and Other Comprehensive Income:
Total Comprehensive Income for the period amounts to R659 861.
An under-recovery of rates affected net income negatively, which was caused by the revaluation of
the properties by the City of Johannesburg Municipality, resulting in as much as a 100% increase in the
rates for certain properties as from July 2018.
The group has lodged an objection with the City of Johannesburg Municipality for the properties which
values were deemed to be unreasonably high.
The recovery of the higher rates from tenants will however be concluded in the second half of the year
as the lease agreements allow for the recovery of increases of such a nature.
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Commentary
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

2

Commentary on results (continued)
An additional R307 385 of listing expenses which were budgeted in the February 2018 period was only
incurred during March 2018, which further contributed to the income being lower than expected.

3

Developments
Developments currently in progress include:




Block D Willow Wood Office Park
Upon completion of this development (estimated early 2019) total assets is expected to
increase by R26million and an additional rental income of approximately R253 000 per
month will be earned.
Erf 643, Lanseria
Upon completion of this development (estimated November 2019) total assets is
expected to increase by a further R7million (R9.3million has been incurred up to period
end) with an additional rental income of R121 500 per month.

4

Distributable earnings and distribution per share
No distributions were paid or proposed on the issued securities during the period under review.

5

Net asset value per share
Net asset value per share as at 31 August 2018 was R0.66 (28 February 2018: R0.65)
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Commentary
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

6

Updated property fundamentals


Lease expiry profile



Gross Lettable Area (“GLA”):
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Commentary
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

6 Updated property fundamentals (continued)




Weighted average lease expiry – 8 years
Property geographic distribution – Gauteng
Tenant profile*

*Large tenants include international tenants, large listed tenants, government and major franchises. Medium
tenants include medium-sized national tenants, listed tenants and franchises, and medium to large
professional firms. Small tenants include small and medium-sized tenants, non-listed tenants and privately
held small to medium-sized businesses.

7

Funding
The Group has facilities with Standard Bank for its Fourways properties and Nedbank for the properties
located in Lanseria. During August and September 2018 the facility with Standard Bank (which was
held by different subsidiaries) was renegotiated and consolidated into a single Heartwood Properties
facility offering more favourable terms and conditions, taking into account the strength of the Group
as a whole.
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Commentary
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

8

Vacancies
No vacancies currently exist in the completed development portfolio.

9

Capital commitments
The group has committed capital of approximately R33million in order to complete the developments
currently in progress (refer comment 3). This will be funded through development finance facilities
with Nedbank and Standard Bank.

10 Prospects
The Group is in the process of finalising negotiations regarding the development of an office building
in Bryanston, Gauteng. In addition, the development of a warehouse and retail development in
Northriding, Gauteng is expected mid-2019.

11 Subsequent events
The board of directors of Heartwood Properties (“the Board”) is not aware of any events after the
reporting period which has a material impact on the period ended 31 August 2018.

12 Basis of preparation
This interim financial report is an extract from the unaudited consolidated group financial statements
which are available on the company’s website (www.heartwoodproperties.co.za).
The condensed consolidated interim financial statements are prepared in accordance with the
International Financial Reporting Standard, IAS34 Interim Financial Reporting, the SAICA Financial
Reporting Guides as issued by the Accounting Practices Committee and Financial Pronouncements as
issued by Financial Reporting Standards Council, the requirements of the Companies Act No 21 of
20018 of South Africa, as amended and the listing requirements of 4AX.
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Commentary
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

12 Basis of preparation (continued)
The accounting policies applied in the preparation of these interim financial statements are in terms
of International Financial Reporting Standards and are consistent with those applied in the previous
annual financial statements.
N Nortje CA(SA), under the supervision of J Dumas in her capacity as Financial Director, was responsible
for the preparation of these condensed consolidated interim financial statements. These condensed
consolidated interim financial statements have not been reviewed or audited by the Company’s
external auditors.
13 Changes to the board of directors
Mr. B Seeff was appointed to the Board as an independent non-executive director with effect from
28 August 2018.

By order of the Board
Heartwood Properties Limited
12 November 2018
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Condensed consolidated statement of financial position
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

Figures in Rand

31 August
2018
Unaudited

28 February
2018
Restated *

2,345,817
127,156,314
129,502,131

2,635,916
121,252,817
123,888,733

2,021,679
105,174
4,737,169
123,535
5,166,740
12,154,297
141,656,428

1,139,946
105,174
3,557,802
607,715
5,519,048
10,929,685
134,818,418

61,967,185
6,955,029
68,922,214
797,136
69,719,350

59,000,003
6,354,595
65,354,598
737,708
66,092,306

55,738,371
10,088,629
65,827,000

52,068,205
9,691,583
61,759,788

3,186,273
2,914,238
9,567
6,110,078
71,937,078
141,656,428

1,459,978
5,506,346
6,966,324
68,726,112
134,818,418

Assets
Non-Current Assets
Property, plant and equipment
Investment property
Current Assets
Trade and other receivables
Other financial assets
Operating lease asset*
Current tax receivable
Cash and cash equivalents
Total Assets
Equity and Liabilities
Equity
Equity attributable to equity holders of parent
Share capital
Retained income
Non-controlling interest
Total Equity
Liabilities
Non-Current Liabilities
Other financial liabilities
Deferred tax
Current Liabilities
Trade and other payables
Other financial liabilities
Bank overdraft
Total Liabilities
Total Equity and Liabilities

*Refer Note 1
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Condensed consolidated statement of comprehensive income
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

Group

Figures in Rand

Contractual rental income
Straight-lining of leases adjustment*
Revenue
Net property operating expenses
Net property income
Other operating expenses
Gain on bargain purchase
Operating profit before financing and fair value adjustments
Fair value adjustment – investment properties
Operating profit before financing activities
Investment income
Finance costs
Profit before taxation
Taxation
Profit for the period
Other comprehensive income
Total comprehensive income for the period
Profit attributable to:
Owners of the parent
Non-controlling interest

Total comprehensive income attributable to:
Owners of the parent
Non-controlling interest

6 months
ended
31 August
2018
Unaudited

1 month
ended
28 February
2018
Restated *

5,569,640
1,179,368
6,749,008
(783,826)
5,965,182
(2,490,479)
3,474,703
3,474,703
151,461
(2,569,257)
1,056,907
(397,046)
659,861
659,861

914,449
2,782,181
3,696,630
(97,353)
3,599,277
(454,846)
2,064,348
5,208,779
2,526,991
7,735,770
27,360
(333,403)
7,429,727
(783,585)
6,646,142
6,646,142

600,434
59,427
659,861

6,354,595
291,547
6,646,142

600,434
59,427
659,861

6,354,595
291,547
6,646,142

*Refer Note 1
________________________________________________________________________________________________________
Unaudited consolidated interim results for the 6 months ended 31 August 2018

11

Condensed consolidated statement of changes in equity
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

Share capital

Retained
income

Figures in Rand
Group
Profit for the period
Other comprehensive income
Issue of shares
Unaudited Opening Balance at 01 March 2018
Profit for the period
Other comprehensive income
Issue of shares
Unaudited Closing Balance at 31 August 2018

59,000,003
59,000,003
2,967,182
61,967,185

6,354,595
6,354,595
600,434
6,955,030

Total
Non-controlling
attributable to
interest
equity holders
of the group
6,354,595
59,000,003
65,354,598
600,434
68,922,2154

291,547
446,161
737,708
59,427
797,135

Total equity

6,646,142
59,446,164
66,092,306
659,861
69,719,349
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Condensed consolidated statement of cash flows
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

Group

Figures in Rand

Profit before taxation
Adjustments for:
Depreciation and amortisation
Interest received
Finance costs
Fair value gains
Gain on bargain purchase
Movements in operating lease assets and accruals*
Minority interest
Changes in working capital:
Trade and other receivables
Trade and other payables
Cash generated from operations
Interest income
Finance costs
Tax received (paid)
Net cash from operating activities
Purchase of property, plant and equipment
Cost capitalised to investment property
Loans advanced
Net cash from investing activities
Proceeds on share issue
Proceeds from other financial liabilities
Net cash from financing activities
Total cash movement for the period
Cash at the beginning of the period
Total cash at end of the period
*Refer Note 1

6 months
ended
31 August
2018
Unaudited

1 month
ended
28 February
2018
Restated *

1,056,907

7,429,727

430,094
(151,461)
2,569,257
(1,179,367)
-

68,079
(27,360)
333,403
(2,526,991)
(2,064,348)
(2,782,181)
(123,829)

(881,733)

(988,650)

1,726,296
3,569,993
151,461
(2,569,257)
484,180

1,308,682
626,532
27,360
(333,403)
(128,981)

1,636,377

191,508

(139,995)
(5,903,497)
(6,043,492)

(175,219)
(2,512)
(177,731)

2,967,182

-

1,078,058

1,374,022

4,045,240
(361,875)
5,519,048
5,157,173

1,374,022
1,387,799
4,131,249
5,519,048
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Selected explanatory notes to the unaudited consolidated
interim results
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

Notes

1.

First-time adoption of International Financial Reporting Standards
The Group has applied IFRS 1, First-time adoption of IFRS, to provide a starting point for the reporting under International
Reporting and Accounting Standards. On principle these standards have been applied retrospectively and the 2018
comparatives contained in these unaudited consolidated interim financial statements differ from those published in the
audited consolidated financial statements published for the period ended 28 February 2018.
The date of transition was applied from the date of group formation (31 January 2018) and the effect of the transition to
IFRS was as follows in the tables below.
Due to the implementation of this standard (IFRS 16 – Leases) an operating lease asset to the value of R4 737 169 (28 Feb
2018: R3 557 802) has been recognized.
Rental income has increased by R1 179 368 for the current period and R2 782 181 for the prior period due to the straight
lining entries.

Group
Reconciliation of equity at 28 February 2018
As reported
under IFRS for
SME
-

Effects of
transition to IFRS

IFRS

3,557,802

3,557,802

-

3,557,802

3,557,802

Retained earnings

3,042,564

3,312,031

6,354,595

Minority interest

491,937

245,771

737,708

3,534,501

3,557,802

7,092,303

Operating lease asset
Total assets less total liabilities

Total equity
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Selected explanatory notes to the unaudited consolidated
interim results
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

1.

First-time adoption of International Financial Reporting Standards (continued)

Group
Reconciliation of profit (loss) for period ended 28 February 2018

Revenue
Gross profit

As reported
Effects of
under IFRS for transition to IFRS
SME
914,449
2,782,181

IFRS
3,696,630

914,449

2,782,181

3,696,630

Bargain purchase gain on acquisition of subsidiaries

1,352,900

711,448

2,064,348

Net profit

2,267,349

3,493,629

5,760,978
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Administration
Heartwood Properties Limited and its subsidiaries for the 6 months ended 31 August 2018

Board of Directors

LJ Whall (CEO), J Dumas (CFO), JH Scher (Chairman)*, MR Evans*, AG Utterson*, B Seeff*
B Seeff was appointed to the Board on 28 August 2018.
*Non-executive

Heartwood Properties Limited
Incorporated in the Republic of South Africa)
(Registration number 2017/654253/06)
4AX share code: 4AHWP
ISIN: ZAE400000044

Registered office
Unit 8 Tonquani House
6 Gardner Williams Avenue
Paardevlei
Somerset West
7130

Contact details
Koba@heartwoodproperties.co.za

Company secretary
ER Goodman Secretarial Services Proprietary Limited

External issuer agent
Pallidus Capital Proprietary Limited

Auditors

PKF Octagon

Bankers

Standard Bank of South Africa Limited
Nedbank Limited
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