
PERFORMANCE 
REVIEW

The IMF, in its June 2020 World 
Economic Outlook, forecast a global 
recession in 2020, projecting a 4.9% 
global contraction before a return to 
growth of 5.4% in 2021. 
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INDEPENDENT ECONOMIC OVERVIEW

South Africa
The South African economy was fragile 
heading into 2020, having slipped into 
a recession in the second half of 2019, 
and its growth prospects were severely 
constrained even before Covid-19. 

The slow execution of structural reforms 
and growing uncertainty regarding 
sustainable electrical power supply were 
significant negative factors in the outlook 
for the year, while expanding fiscal 
vulnerabilities, low economic growth and 
the increasing financial burden created by 
Eskom and other state-owned enterprises 
meant there was little likelihood of public 
debt being stabilised. Factional ideological 
battles within the ANC meant scant 
prospect of the structural changes 
required to support growth being 
implemented.

With the global spread of Covid-19, 
South Africa was soon also embroiled 
in the pandemic, resulting in the 
government enforcing strict but necessary 
measures in an attempt to slow the 
spread of the virus and limit the loss of 
lives. With governments globally enforcing 
lockdown restrictions, economic activity 
has been and continues to be severely 
impacted by simultaneous demand, 
supply and financial shocks. With 
countries all being at different stages of 
lifting restrictions and opening up their 
respective economies, the situation 
remains fluid and the outlook inherently 
uncertain. 

The IMF, in its June 2020 World Economic 
Outlook, forecast a global recession 
in 2020, projecting a 4.9% global 
contraction before a return to growth 
of 5.4% in 2021. Interestingly, the 
2020 forecast was revised downwards by 
1.9% from April 2020, indicating a more 
negative impact than previously 
anticipated and a more gradual recovery 
thereafter, despite the fact that 
policymakers around the world have 
provided extensive support to their 
economies in the form of relief packages 
and quantitative easing. To put the 
severity of this crisis into perspective, the 
IMF estimated that the global economy 
contracted by just 0.1% during the 2009 
global financial crisis.

By: Mahir Hamdulay – Equity Analyst, ABSA Capital
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INDEPENDENT ECONOMIC OVERVIEW continued

In South Africa, 2020 first quarter GDP 
contracted by 2.0% quarter-on-quarter 
on an annualised basis (but just 0.3% 
year-on-year), which shows that the 
economy was contracting even before 
lockdown restrictions were imposed. 
This also represented the third 
consecutive quarterly contraction, 
highlighting the fragility of the economy 
before adding the negative effects of the 
Covid-19 lockdown. 

South Africa imposed one of the more 
stringent lockdowns globally and the 
economic cost is estimated to be severe. 
The government expects GDP to contract 
by 7.2% in 2020, resulting in an expansion 
of the main budget deficit to 14.2% of 
GDP from 6.7% in 2019. 

To offset the negative impact of the 
lockdown, the government responded 
with a R500bn economic relief package, 
equating to approximately 10% of GDP. 
Furthermore, the SARB responded strongly 
by cutting the repo rate by a cumulative 
300 basis points by end-July 2020 (275 at 
Growthpoint’s 30 June year end) and 
introducing a range of measures to ease 
liquidity constraints in domestic financial 
markets, including its decision to purchase 
government bonds in the secondary 
market. However, with consumer inflation 
expected to hover around the lower end 
of the 3% to 6% target range, further 
stimulus may be required to support 
growth. 

Job growth has remained a major 
macro-economic and social challenge 
in South Africa and this is likely to worsen. 
In its most recent Quarterly Labour 
Force Survey, Stats SA reported that 
the unemployment rate rose to 
30.1% in the first quarter of 2020, the 
highest level since 2008, with 344 000 
more people being unemployed than in 
the final quarter 2019. Of concern is that 
this was a period when the effects of 
Covid-19 were not yet even fully evident 
in the economy. Against the backdrop of 
rising Covid-19 infections, job losses and 
pay cuts, and a negative wealth shock 
via housing and financial markets, the 
Consumer Confidence Index compiled by 
the BER fell notably in Q2 2020 to -33, 
the lowest level since 1985. At the same 
time, investment growth, particularly 
in the private sector, is likely to remain 
constrained by low business confidence. 
The Business Confidence Index, also 
compiled by the BER, fell to a record 
low of five in the second quarter 
of 2020 from an already weak level 
of 18 in the first quarter. 

Our economists expect GDP to contract 
by 8.3% in 2020, and recover to 2.4% in 
2021. As a consequence of diminishing 
tax receipts and the cost of the 
government’s Covid-19 economic 
response package, public finances are 
expected to come under added pressure, 
with the main budget deficit expected 
to expand to 16.6% of GDP and the 
debt-to-GDP ratio expected to expand 
to a sobering 85% in FY21. 

Despite Moody’s having already lowered 
South Africa’s last investment grade rating 
in March to sub-investment grade (from 
Baa3 to Ba1) with a negative outlook, 
further ratings downgrades are not 
inconceivable should the economic 
outlook continue to deteriorate and 
there be no plausible plan for growth.

The outlook for the property sector, much 
like the economic outlook, is clouded by 
uncertainty that will continue to weigh 
negatively on property fundamentals. 
While the retail sector was most severely 
impacted during the initial stages of the 
lockdown, the far-reaching impact of 
Covid-19 will be felt in all property 
sectors and could act as a catalyst for 
an acceleration in the deterioration of 
property fundamentals. 

As businesses and consumers navigate 
the uncertainty, the demand for space 
in an already oversupplied property 
market is likely to be negatively affected. 
Furthermore, with a lack of net new 
demand, the bargaining power will be 
further skewed towards tenants, placing 
pressure on both near-term and longer-
term rental growth. Of particular 
relevance at present is the effect that 
a depressed economy with a weaker 
outlook will have on independent 
property valuers’ assumptions, and the 
impact that any negative revaluations will 
have on already constrained balance 
sheets across the property sector.

Sources: Absa Research, IMF, Bloomberg
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CEE, Poland and Romania
Central and Eastern Europe (CEE) 
continued as the fastest growing region 
in Europe during 2019, averaging GDP 
growth of 3.6% across the CEE-6 
(Bulgaria, Romania, Slovakia, Hungary, 
Poland and the Czech Republic), well 
ahead of the EU’s 1.7% growth for the 
same period. This performance was largely 
driven by strong consumption growth 
due to robust real wage growth and the 
continued relocation of production from 
Western Europe to the CEE region. 

Poland is the biggest market in the 
CEE region in terms of economy and 
population size. It remained one of the 
fastest growing countries in the region 
in 2019, with GDP growth of 4.1% and 
household consumption growth of 3.9%. 
This was fuelled by sustained increases 
in budgetary expenditures, a tight labour 
market with low unemployment of 
5.2% and rising wages, combined with 
continued low interest rates and strong 
investment growth. Poland remains an 
attractive destination for business process 
outsourcing and back-end IT services 
due to its skilled workforce, strategic 
geographic location and a stable political 
and economic climate. This has resulted in 
a continued increase in demand for office 
space, with almost 50% of real estate 
investment in 2019 being made in the 
office sector. Poland also accounted for 
55% of the real estate investment flows 
in the CEE region during 2019.
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Following the onset of the Covid-19 
pandemic, the IMF now estimates that 
Poland’s GDP will decline by 4.6% in 2020, 
compared with the rest of the EU, which is 
expected to contract by 7.1% over the 
same period. Given Poland’s strong 
economic position and record low 
debt-to-GDP ratio of 46%, it had the fiscal 
headroom to launch one of the biggest 
stimulus packages in Europe (11.3% of 
GDP) to mitigate the demand- and 
supply-side shocks of Covid-19. Poland’s 
economy is expected to rebound strongly 
in 2021, with initial estimated GDP growth 
of 4.2%, according to IMF forecasts.

Sources: Absa Research, IMF, Bloomberg, JLL, 
Colliers, ING, World Bank

Despite a slowdown in growth during 
2019, Romania was still among the 
fastest growing economies in Europe 
with GDP growth of 4.1%. This was 

driven by an increase in both public 
and private minimum wages and strong 
investment flows in the real estate 
sector. Construction of residential and 
commercial real estate, especially office 
and warehouse spaces, was another 
key contributor.

S&P maintained Romania’s investment 
grade rating (BBB-) with a negative 
outlook in June 2020, citing the need for 
significant fiscal consolidation to combat 
the effects of a Covid-19 induced 
recession. The size of the fiscal stimulus 
package announced thus far is about 
3% of the 2019 GDP, which is among the 
weakest in the region. The IMF expects 
the Romanian economy to contract by 
5% in 2020, with the fiscal budget deficit 
widening to around 8% of GDP and the 
current account deficit reaching about 
5% of GDP, according to S&P estimates.
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INDEPENDENT ECONOMIC OVERVIEW continued

Real estate investment volumes in 
Romania dipped in 2019 to their lowest 
level in six years, with South African capital 
inflows accounting for the largest portion 
of real estate transactions at 28%. Despite 
the low overall volume, modern office 
stock expanded by 12% during the year, 
nearly double the increase seen in 2018, 
with net new demand for office space also 
improving by 8% from the previous year.

Sources: Absa Research, S&P, IMF, Colliers

Australia
Australia’s GDP growth slowed to 1.8% in 
2019, down approximately 1% from the 
previous year as government spending 
softened and household consumption 
growth remained weak. This was despite 
a cut in personal tax rates and three 
downward interest rate revisions by the 
Reserve Bank of Australia (RBA) in an 
attempt to stimulate growth. 

Hopes of a recovery in the first quarter of 
2020 were dealt a blow by devastating 
bushfires and the early effects of 
Covid-19 on tourism and domestic 
demand. China is the biggest source 
of international visitors to Australia, 
accounting for 27% of tourism spend. 
Consequently, the Australian economy 
contracted by 0.3% in the first three 
months of 2020, marking the first 
quarterly decline in GDP since 2011.

The government announced a range of 
fiscal measures totalling around 
AUD260bn (or some 13% of 2019 GDP) 
to soften the impact of the Covid-19 
shock and provide income support to 
households and businesses. Measures 
included a fortnightly payment of 
AUD1 500 per employee to cover wages 
and an AUD25 000 grant to home buyers 
and renovators in an attempt to revive 
the construction industry. 

Monetary policy support has come through 
two further rate cuts by the RBA to a 
record low cash rate of 0.25% as well as 
the launch of an “unlimited” bond buying 
programme to try to stabilise yields. The 
near-zero rate leaves limited scope for 
further monetary policy stimulus.

Despite these stimulus efforts, the 
Australian economy is expected to contract 
by 6.7% in 2020, according to IMF 
forecasts. The projected GDP contraction 
will end a run of 29 consecutive years of 
economic growth, the longest period of 
uninterrupted growth by any country 
on record.

A factor that may exacerbate the 
predicted recession is the high level 
of household debt, which was 187% of 
disposable income in December 2019. 
An expected rise in unemployment rates 
could affect households’ ability to service 
debt and potentially lead to a reduction in 
spending in an effort to avoid defaults.

Sources: Absa Research, IMF, Bloomberg, KPMG 
Australia, Australian Bureau of Statistics

Sources: Australian Bureau of Statistics, IMF
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United Kingdom
Following the United Kingdom’s third 
general election in five years in December 
2019, the Conservative party led by Boris 
Johnson claimed a resounding victory and 
won a crucial majority in the House of 
Commons. This cleared the way to ending 
a three-year stalemate on the issue of 
Brexit, with the UK officially leaving the 
EU on 1 February 2020 and entering into 
a transition period during which the terms 
of the new relationship will be agreed. 
A new free trade agreement is the priority.

The uncertainty around Brexit and its 
knock-on effects continued to cause a 
slowdown in economic growth for the UK, 
with GDP growing by 1.4% in 2019. 
Business investment remained weak, in 
keeping with the trend seen since the 
2016 Brexit referendum, with companies 
reluctant to spend in the light of the 
uncertainty. Despite softer growth, 
unemployment reached an all-time low 
of 3.8% in 2019. However, slowing wage 
growth and rising household debt were 
consequences of the weak growth 
environment and placed downward 
pressure on consumer spending. The 
UK has also suffered from a persistent 
decline in productivity, a measure of 
output per worker, which has further 
hampered economic growth.

The UK economy contracted by 1.8% in 
2020’s initial quarter as the early stage 
impacts of the Covid-19 pandemic 
began to be felt and the IMF forecasts 
a 6.5% contraction in GDP for the year 
as a whole because the UK’s largely 

service-based economy is likely to be 
particularly badly affected. The services 
sector, including financial services, 
hospitality and tourism, makes up about 
three-quarters of the UK’s GDP, according 
to the OECD.

In response to the crisis, the 
UK government launched a fiscal 
relief package of close to GBP400bn.
The Bank of England (BOE) also 
responded by cutting interest rates 
to 0.1% and launching an additional 
GBP200bn worth of bond buying under 
its QE scheme. Despite these efforts, the 
unemployment rate could increase by 
the end of 2020, according to the OECD.

The pandemic is likely to have a 
significant negative impact on the retail 
property market and amplify pre-existing 
issues. Reduced consumer footfall and 
spending, accelerated online penetration 
and growing vacancies as a result 
of increased company voluntary 
arrangements and space rationalisation 
will significantly impede recovery in 
the retail property sector and are likely 
to further accelerate the downward 
momentum in property valuations that 
was evident prior to Covid-19.

Sources: IMF, Bloomberg, OECD, Office for National Statistics
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INDEPENDENT ECONOMIC OVERVIEW continued

TIMELINE

20 March
SARB  
decreases  
repo rate 
100bps 
to 5.25%

18 March
Patron 
numbers 
limited at 
restaurants, 
clubs and 
pubs

15 March 
Covid-19 
pandemic 
declared 
a national 
disaster

6 April
In tandem 
with the 
sovereign 
rating, 
Moody’s 
downgrades 
Growthpoint’s 
credit ratings

21 April
Announcement 
of R500bn 
Covid-19 
package

7 April
The Property 
Industry (PI) 
Group, 
announces 
industry-wide 
assistance 
and relief for 
retail tenants, 
focused on 
SMMEs

23 April
Risk-adjusted 
strategy to 
reopening the 
economy is 
announced

9 April 
Lockdown is 
extended by  
14 days

28 April
The PI Group 
increases and 
extends its 
assistance and 
relief guideline  
for retail tenants

15 April
SARB 
decreases 
repo rate 
100bps to 
4.25%

1 May
◆  The staged reopening of the 

economy starts with Level 4. 
Restaurants and fast food outlets 
allowed to deliver with restricted 
hours. Permitted retail categories 
increased to include children’s 
clothing, adult winter clothing, 
bedding, heaters, personal ICT and 
home office equipment, baby and 
toddler care products, stationery and 
education books, toiletries, hardware, 
and vehicle parts

◆   Hospitals allowed to recommence 
with medically necessary time 
sensitive surgical procedures

22 May
SARB decreases repo rate 50bps to 
3.75%

1 June
Lockdown eased 
to level 3. 
Retailers can sell 
their full 
merchandise. 
Curfew 
temporarily 
ended. Alcohol 
sales temporarily 
unbanned. Most 
retailers and 
businesses may 
operate, with 
limitations

29 June 
Lockdown 
loosened further 
to accommodate 
“Enhanced 
level 3” 
regulations. 
Restaurants for 
sit-down meals 
with limited 
capacity. 
Personal care 
services, 
including 
hairdressers, can 
open. Cinemas 
and galleries can 
open with 
limited capacity

26 March
◆   Growthpoint confirms 

HY20 distribution and 
withdraws FY20 
guidance

◆   All air travel to and 
within South Africa is 
suspended

◆   Major hospital operators 
start suspending 
elective surgeries

23 March
◆   Nationwide  

21 days 
lockdown  
from midnight 
26 March 
announced

◆   Growthpoint 
shifts to 
remote  
working

19 March
◆   Price controls 

introduced on 
essential items 
after panic 
buying, with 
price gouging 
penalties

◆   Almost all land 
and sea entry 
points to South 
Africa close

27 March
◆   Lockdown begins. Only retail deemed 

essential is allowed, being basic foods, 
groceries and pharmacy items, petrol/
diesel and banking. Only essential work 
allowed, such as emergency healthcare, 
security services, those performing or 
supporting essential retail, and limited 
function of industries that cannot be 
shut down, such as agriculture and 
mining.

◆   All borders are closed during the 
lockdown, except for a handful for the 
transportation of fuel, cargo, and goods

◆   Ratings agency Moody’s downgrades 
South Africa’s credit rating to 
sub-investment grade

April May JuneMarch

South Africa 

20 March
Poland: Lockdown 
restrictions 
prolonged until 
Easter

15 March
Poland: borders 
close

13 March
Poland: 
Lockdown

1 April
Poland: “Anti-crisis 
Shield” programme 
launched to support 
financial safety of 
employees and 
protection of jobs, 
finance of business, 
healthcare, enhanced 
financial market 
soundness and public 
investment

20 April
Poland: Stage 1 of 
four-phase plan to 
loosen restriction 
begins. Access to 
shops is increased, 
public spaces 
opened, but remote 
work still in place 
wherever possible

4 May
Poland: Stage 2 sees 
shopping malls open 
with customer limits 
and without recreation 
and restaurants, hotels, 
museums, libraries and 
theatres open

14 May:
Romania: 30-day state 
of alert decreed, 
relaxing from the state 
of emergency

15 June
Romania: Malls 
open

21 March
Romania: All shopping 
centres closed, except 
for the sale of food, 
veterinary or 
pharmaceutical 
products and cleaning 
services

16 March
Romania: State 
of emergency 
declared

18 May
Poland: Stage 3 sees 
opening of 
restaurants, cafes, 
bars, and hair and 
beauty salons.

20 May
Poland: At Stage 4 
gatherings of 150 
people allowed and no 
limits on people in the 
trade and catering 
industry

April May JuneMarch

Romania and Poland 
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TIMELINE TIMELINE

17 March
All 
international 
travel 
banned

12 March
Australian 
Government 
announces first 
round of 
business 
financial 
assistance 
– AUD17.6bn

3 March 
RBA 
slashes 
cash rate 
to record 
low of 
0.5% 

19 March
◆   RBA slashes 

cash rate to 
record low of 
0.25% 

◆   Strict social 
distancing 
imposed

27 March
Many shops 
close their doors 
and stand down 
staff

22 March 
◆   Australian 

Government 
announces second 
round of business 
financial assistance 
– AUD66bn

◆   Greater leniency 
declared for 
insolvency and 
bankruptcy as well 
as temporary relief 
for directors trading 
while insolvent

29 March
Six-month  
moratorium 
on rental 
evictions 
announced 

23 March 
Lockdown 
starts – bars, 
clubs, cinemas, 
casinos and 
gyms are 
closed

30 March
Australian 
Government 
announces third 
round of business 
financial assistance 
– AUD130bn

24 March
Everyone 
encouraged 
to work 
from home

8 May
National Cabinet 
agrees to a three-step 
plan and a national 
framework to bring 
Australia out of 
lockdown over the next 
few months, with 
states and territories 
moving at different 
times in response to 
local conditions

20 June 
As the country 
begins to open, 
community 
transmissions rise 
again in Victoria 
state, and the 
south-east of 
Australia. The 
re-tightening of 
restrictions in 
Melbourne are 
announced

7 April
Mandatory 
code of 
conduct for 
commercial 
tenancies 
announced

27 April
Restrictions 
begin to relax, 
starting with 
Western 
Australia

30 June 
Several postcodes 
in Melbourne go 
back into lockdown 

25 March
Borders close
Non-essential 
businesses close

18 March
GOZ transitions 
all employees to 
work from home

13 March
Australia forms a 
“National 
Cabinet” 
– Federal, State 
and Territory 
leaders – to 
enable a united 
approach to the 
Covid-19 crisis

26 March
GOZ  
withdraws 
guidance

MayAprilMarch

Australia 

12 March
UK moves 
from “contain” 
to “delay” 
phase

24 March
Capital & 
Regional 
proposes a 
scrip dividend 
alternative to 
its final 
dividend for 
FY19

3 March 
A four-phase 
action plan is 
announced: 
contain, delay, 
research, mitigate

20 March
◆   Indoor leisure, 

hospitality, 
entertainment 
close

◆   Job retention 
scheme is 
announced

◆   BOE cuts 
interest rate 
from 0.25% to 
0.1% to support 
economy

1 March 
Health 
Secretary sets 
out Covid-19 
“battle plan”

17 March 
Planning rules 
relaxed to 
allow 
restaurants 
and pubs to 
operate as 
takeaways

23 April
High street shops and other 
companies under strain are 
protected from aggressive rent 
collection and asked to pay 
what they can during the 
pandemic. Statutory demands 
and winding up petitions issued 
to commercial tenants to be 
temporarily voided. Laying of 
secondary legislation to make 
changes to the use of 
Commercial Rent Arrears 
Recovery (CRAR), to provide 
tenants with more ‘breathing 
space’ to pay rent

13 May
First lockdown 
easing: those 
who couldn’t 
work from home 
could return to 
their workplaces 

21 May
Capital and 
Regional 
alternative scrip 
dividend scheme 
is approved at 
AGM

29 June 
Third lockdown 
easing: 
non-essential 
retail allowed to 
reopen with 
guidelines

1 June
Second lockdown 
easing: more people 
can be outdoors and 
meet with social 
distancing, outdoor 
markets and car 
showrooms allowed 
to reopen

19 May
Government 
extends  
halt on business  
evictions until  
September

18 June
BOE announces new 
GBP100bn stimulus 
package for the UK 
economy

11 March
◆   BOE cuts Bank Rate by 50 

basis points to 0.25% and 
introduces new measures to 
support borrowing and 
market liquidity

◆   Budget 2020: various grants 
announced for health 
response, sick pay, hardship, 
increased business rates 
relief, small business 
assistance, and tax for 
businesses and 
self-employed people in 
financial distress

23 March
◆   Lockdown starts, only 

essential retail & services 
remain open

◆   GBP330bn in government 
support for business 
becomes available. 
Coronavirus Business 
Interruption Loan Scheme 
and Corporate Financing 
Facility to support 
businesses to access bank 
lending and overdrafts

JuneAprilMarch May

United Kingdom 

June
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This year, our focus remained firmly on 
generating quality earnings from 
high-quality physical property assets in 
South Africa and internationally. The 
ongoing renewal of our Board was an 
important consideration, while the need 
to safeguard the health and wellbeing of 
our staff, partners, stakeholders and wider 
community, along with the financial 
health of our business, was highlighted 
by the Covid-19 pandemic. 

In consultation with shareholders, we took 
a decision to introduce firm policies 
concerning the Board to support our good 
governance. A tenure policy will ultimately 
see Non-executive Directors have a fixed 
12-year term, irrespective of whether 
their elected term has run its course. 
Another important change is that our 

directors may now not serve on more 
than four boards at the same time and 
that the chairman may chair no more 
than two companies at the same time. 

In our drive to renew the Board, we made 
three new appointments during FY20 and 
a further two appointments after the year 
end. Our primary aim is to ensure that 
the Board is adequately endowed with 
directors who understand our business and 
have a range and depth of skills. In line 
with our undertaking to support diversity 
and inclusiveness, we are striving to 
improve the racial and gender balance that 
Growthpoint has already achieved. 

Early in the process of selecting and 
appointing new Board members, senior 
directors and management were engaged 

to determine the required criteria. Given 
the prominent recent cases of governance 
failure, skill-sets were identified as the 
overriding consideration, and this was 
confirmed with our shareholders. Once 
the new appointments are finalised, there 
will be two steps left to complete the 
renewal of the Board. The first is my 
replacement as chairman, although I have 
undertaken to stay on until the 
end of FY21 to provide continuity to the 
new chairman-elect. The second step 
is to appoint the new chairperson of 
the Remuneration Committee.

Growthpoint has always endeavoured 
to have a strong Board, and leaving it 
stronger has proved to be an immense 
challenge. However, we remained true to 
the principles that we set ourselves and 

Our conservative approach to business has sustained us in a difficult 
environment and our asset diversification, strong balance sheet, good credit 
rating and discipline as well as the skills base and commitment of our staff, 
will ensure continued success.

Francois Marais
Chairman

B-BBEE rating

Level 2

Offshore assets

40.8%

CHAIRMAN’S REVIEW
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agreed with our shareholders, and we 
are confident that we have introduced 
significant additional skills and experience 
to refresh the Board. Indeed, the effect of 
this is already evident.

The Covid-19 pandemic helped with the 
onboarding of the new directors. The 
analyses and stress-testing processes we 
had to undertake as we worked through 
and strove to understand the many 
different levels of Growthpoint’s business 
in context of the changes in our operating 
environment and markets proved to be 
an intensive “masterclass” for the new 
directors, and a novel opportunity to get 
to grips with the business. They were able 
to come on board faster and with a more 
thorough understanding of the business 
than the most exhaustive induction 
programme would usually have facilitated. 

In response to the challenges of the 
pandemic during the final months of 
FY20, the Board communicated and met 
much more frequently, not only to 
address immediate continuity issues, but 
also to reinforce long-term sustainability. 
No aspect of Growthpoint’s business 
model was excluded from its analysis 
and review.

The level of our market disclosure and 
frequency of updates provided over this 
period was well beyond what was 
required. We have always believed in 
best-practice, transparent, quality 
disclosure and remain committed to it.

Well before the outbreak of the Covid-19 
pandemic in South Africa, the strain on 
the country’s economy was evident, as 
evidenced by the increasing number of 
rental defaults. Nevertheless, Growthpoint 
was well on its way to meet its forecasts 
before the onset of Covid-19.

In response to the pandemic, we 
undertook a thorough strategic review, 
considering everything from our approach 
to sustainability and capital management 
to our dividend pay-out ratio and asset 
allocation. Responsible REITs around the 
world are all asking themselves similar 
questions in the current environment and 
we believe this precedes a global re-set 
that will result in enhanced sustainability 
in the entire REIT sector.

In view of the above, the Board is still 
considering the final dividend which will 
be based on a pay-out ratio of not less 
than 75% of distributable income for 
FY20 which will ensure compliance with 
current REIT legislation.

If it were not for our internationalisation, 
Growthpoint’s results for FY20 would 
have been very different. Our original 
international investment, GOZ, has 
proved successful. It has protected 
Growthpoint’s performance in a difficult 
period for the South African business, 
with the V&A Waterfront having been 
hit particularly hard. 

The prolonged deterioration of the South 
African economy was accelerated and 
intensified in the final four months of 
FY20, and business confidence is at an 
all-time low. However, we remain 
confident about Growthpoint’s prospects.

Our conservative approach to business 
has sustained us in a difficult environment 
and our asset diversification, strong 
balance sheet, good credit standing and 
discipline as well as the skills base and 
commitment of our staff, will ensure 
continued viability. We have comfortable 
headroom across all loan covenant 
metrics and access to R7.4bn (R3.1bn in 
RSA and separately R4.3bn in GOZ) in 

committed undrawn credit facilities. 
Growthpoint has sufficient liquidity to 
continue to operate efficiently and 
effectively, advance its strategic initiatives 
and take advantage of opportunities. 

The lesson learned from this crisis is that 
a conservative, sustainable long-term 
business model, together with the people 
and skill-sets that built our portfolio, have 
created a platform that was not only 
strong enough to weather the storm of 
Covid-19, but will enable us to maintain 
a solid, defensive, sustainable position. 

With the benefit of hindsight, we realised 
we should previously have disposed of 
certain properties in our South African 
portfolio. This ongoing strategic priority 
is now receiving focused attention. 
Growthpoint has enjoyed the benefit of 
size, which makes us the leader in the 
property sector and a low credit risk and 
an obligatory holding for indices and 
tracker funds. We have for example 
consistently been included in the FTSE/JSE 
Top 40 Index, the FTSE EPRA/NAREIT 
Emerging Index, the FTSE4Good Emerging 
Index and the FTSE/JSE Responsible 
Investment Index, and maintained 
inclusion in all these indices this year.

The importance of ESG motivates us to 
continuously improve and do the right 
things. This in turn enables us to earn 
better independent ratings for ESG. We 
are assessing our current position in order 
to take our environmental and social 
commitments to the next level – in line 
with international best practice, trends 
and investor requirements – by building 
on areas of relevance, improving good 
performance, closing gaps, managing risk 
and acting in areas where we fall short. 

GROWTHPOINT PROPERTIES LIMITED INTEGRATED ANNUAL REPORT 2020 35

About this report Organisational overview Performance review RSA performance Group investment performance Governance



I am grateful to my colleagues on the 
Board for the knowledge, insight and 
sound judgement they bring to all our 
deliberations. I extend a warm welcome 
to our new members and look forward 
to the journey with them that lies ahead. 
I would like to add my specific thanks 
to Lynette who resigned in FY20 and 
Mzoli, Ragavan and Eric who are to resign 
at the forthcoming AGM, for their long 
service and contributions. 

I also extend my gratitude to our valued 
clients, partners, funders and investors 
without whose support our success would 
not be possible. 

My sincere appreciation goes to the entire 
Growthpoint executive team, 
management and staff, for their ongoing 
dedication to the business, and especially 
for stepping forward to face the 
challenges of the Covid-19 pandemic with 
courage and commitment. 

I am pleased to conclude that 
Growthpoint is in a robust position to 
protect its strengths and optimise its 
business with innovative and sustainable 
property solutions that safeguard and 
create value for all our stakeholders.

Francois Marais
Chairman

CHAIRMAN’S REVIEW continued

Environmental sustainability, and being 
innovative in energy, water and waste 
efficiency and green building, are 
priorities. For some time now, we have 
sought to be the leader in these areas and 
will continue to do so. Not only is it the 
right thing to do but commercially, it is 
essential to enable us to attract quality 
tenants. We have the benefit of being able 
to apply what we experience and learn 
through GOZ, GWI and C&R in their 
developed markets.
 
We have completed the migration to our 
new state-of-the-art IT system, and the 
timing is fortuitous, given the increased 
competition in the market. The system 
gives us more tools to manage our 
portfolios more efficiently, to the benefit 
of clients. It will make us more 
competitive by enabling us to drive 
greater energy, water and cost savings in 
our buildings that we can share with our 
tenants and so alleviate the impact of 
rising administrative costs on their 
businesses. This is becoming more and 
more important in view of continuous 
increases in electricity tariffs and the 
ever-higher rates and taxes levied by 
municipalities, which pose an existential 
threat to the South African property 
industry.

The lack of service delivery and levying of 
uncommercial prices for services provided, 
coupled with the mismanagement of the 
economy, make it more and more 
challenging for our clients and us to 
do business in South Africa. 

Given the quality of our portfolio, the skill 
of our people and the strength of our 
international portfolio, Growthpoint is in 
a better position than most of our peers 
to work through the challenges. 

The business has sharpened its focus on 
clients and we will intensify our efforts as 
a client-centric business to retain tenants 
and attract new ones.

Staff health and wellbeing is important to 
the Board. We continue to monitor the 
wellness of our staff through our HR and 
Remuneration Committee. The pandemic 
has also obliged us to be even more aware 
of health and safety in our shopping 
centres, offices and warehouses. 

Sustainable transformation is also a 
priority for Growthpoint. We are doing 
well in maintaining a level 2 B-BBEE 
rating. However, skill shortages remain a 
challenge. We have dedicated initiatives in 
place to improve the skills of our staff at 
all levels. Through the Property Point 
programme we also endeavour to make a 
contribution to the industry as a whole by 
upskilling smaller players. Making sure the 
necessary skills are available for our 
business benefits the entire property 
sector.

Growthpoint’s Board and management 
are working hard to actively manage 
outcomes. Our focus continues to be a 
long-term, sustainable business. 

We have taken the decision, amid the 
current uncertainty, to not provide the 
market with guidance. Growthpoint has 
communicated often and appropriately 
with the market to update it on our 
position and performance, and we will 
continue to do so. 
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For now, we remain alert to opportunities but averse to risk. In the short to 
medium term, our priorities will be defined by the actions necessary to 
protect our balance sheet.

Norbert Sasse
Group CEO

As we moved into the financial year, we 
were concerned about the low economic 
growth which, over the previous five years 
had averaged only 0.6% and led to 
negative property fundamentals. We were 
expecting a tough year and anticipated 
performing in line with FY19, with 
nominal growth overall.

While we were recording negative growth 
in the South African environment, the 
gains we were set to make from the V&A 
and our offshore investments, together 
with the benefit from currency gains, 
meant that we were substantially on track 
to achieve our guided performance, as 
was evident from our results for the first 
six months of the financial year. We 
remained on track until mid-March, near 
the end of the third quarter of FY20.

investment has long been a defensive 
buffer against the weak South African 
economy because of its exposure to 
international tourism, but this strength 
quickly became a weakness when the 
lockdown caused it to lose its biggest 
market completely, and we expect it to 
suffer disproportionately to the rest of the 
South African portfolio until international 
tourists feel safe to return to Cape Town.

The impact of loss of tourism on the V&A 
would have been even worse if not for its 
diversification of uses, including offices, 
industrial, marine and residential 
properties, all of which have been much 
more resilient.

Just days after we announced our 
half-year performance, the government 
announced a state of disaster in response 
to the Covid-19 pandemic. A week later, 
the initial 21-day lockdown was 
announced. At that stage, it could not be 
foreseen that it would result in such 
harsh, restrictive and protective measures. 
No one could have anticipated how 
difficult it would be. Since then, the world 
has been turned upside down. 

Events in the final quarter of our financial 
year have had a material impact on our 
South African business, as described in the 
relevant section of this report.

The V&A has been a standout performer 
for Growthpoint for the past five years 
and a key contributor to its growth. This 

Group EBIT from offshore

28.2%

Distributable income per share

183.1 cents

GROUP CEO’S REVIEW
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Focusing on containing expenses, we 
scaled back on capital and development 
commitments, except for those projects 
that had already started and were 
advanced or nearing completion. New 
investment and development activity 
will remain suspended for the immediate 
future.

When entering the final quarter of FY20, 
we were still confident of achieving 
results in line with our guidance. At that 
stage, there was already a trend among 
SA REITs of considering lower dividend 
pay-out ratios to strengthen balance 
sheets and manage liquidity, with 75% 
being the lowest level permitted for a 
SA REIT, but Growthpoint was not actively 
reconsidering our historic policy of paying 
100% of distributable earnings. However, 
with the dramatic change in our operating 
environment, it became necessary to 
review our policy in this regard. While we 
were cognisant of the call from a number 
of our investors for Growthpoint to 
withhold the payment of our dividends in 
totality, we felt that a balanced approach 
which took into account the needs and 
requirements of all our shareholders, from 
the biggest to the smallest investor, as 
well as our funders and many other 
stakeholders, would be more appropriate. 
We also needed to ensure our continued 
REIT status, and as a result it was decided 
to reduce the dividend payment ratio to 
not less than 75%. 

We are also adopting a more conservative 
approach to the manner in which we 
determine distribution per share, to ensure 
that our dividends are sustainable. This 
approach is likely to result in a reduction 
in the traditional 100% distribution ratio. 

However, the socialising for which the 
V&A is designed, from its restaurants and 
entertainment venues to its events, was 
severely curtailed during the first three 
stages of the lockdown. In addition, the 
high proportion of fashion and jewellery 
in its retail mix is largely reliant on 
discretionary spending which also 
decreased, notably due to the absence 
of international visitors as well as the 
economic fallout of Covid-19 locally.

We thus expect a slow recovery at the 
V&A to start gaining traction only 
towards the end of 2020 and to begin 
approaching pre-Covid-19 levels only 
in the latter half of 2021.

Our international investments in GOZ and 
GWI were also affected by Covid-19, but 
to a much lesser extent, mainly because 
of their focus on the office and industrial 
property markets, not retail. GOZ’s 
customer base is weighted towards large, 
listed corporates and government, making 
it defensive. Likewise, GWI is mainly 
tenanted by large multinational and 
national businesses, which has protected 
it. Of its two portfolios, Romania 
outperformed due to the Polish portfolio’s 
greater but still low exposure to retail and 
small businesses in multi-tenant buildings. 

Operationally, our investments in Australia 
and CEE are doing well. They are liquid 
and sustainable and have enviable access 
to new liquidity as well as unutilised debt 
facilities. Even so, as has become common 
in this environment, both have taken a 
conservative approach to reduce dividend 
pay-out and payment ratios to conserve 
their strong liquidity and balance sheets. 
As a result, Growthpoint received less 
dividend income from these entities in 
FY20 than initially expected. 

Our new international investment, 
UK shopping centre owner C&R, has faced 
much greater challenges than GOZ and 
GWI. While Brexit and the accelerating 
shift to online retail have significantly 
changed the UK retail scenario in recent 
years, there were still some exciting 
opportunities for us when we made our 
investment in December 2019. Since then, 
the impact of Covid-19, coming on top of 
the already weak economy, has been 
severe on the UK property market. 
Valuations have plummeted further and 
faster than we expected when making this 
investment and the retail environment 
has deteriorated with the UK’s lockdown. 
This has had a negative effect on C&R’s 
operations and placed limits 
on its performance. 

On 9 July, Growthpoint advised the 
market that its distributable income 
per share for FY20 would be more than 
15% lower than for FY19, with the final 
number being 16% lower. 

In the last three months of the financial 
year and right up to the date of this 
report, we placed much emphasis on 
managing liquidity within the Group after 
paying our half-year dividend of R3.3bn 
in March.

Growthpoint enjoyed a strong liquidity 
position at the onset of the Covid-19 
pandemic in South Africa, and defending 
and increasing this became an immediate 
priority. Our focus turned to capital 
management, securing additional facilities 
from domestic and international banks, 
refinancing bonds and managing expiries 
in the bond market. 

Growthpoint became one of only a few 
companies that successfully refinanced a 
bond in the midst of the Covid-19 crisis, 
and we were able to increase the size of 
the refinance significantly. This is a 
remarkable achievement. 

GROUP CEO’S REVIEW continued
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Notwithstanding the industry-wide 
discussions with the JSE and the National 
Treasury for temporary concessions for 
REITs with regard to dividend payment 
ratios, Growthpoint’s FY20 dividend 
payments will be sufficient to comply 
with the requirements necessary to 
maintain REIT status. While there is likely 
to be a tax liability on any retained 
earnings, we aim to ensure that this is 
managed in a way that is both tax 
efficient and compliant. 

At the same time as South Africa locked 
down to flatten the curve of Covid-19 
infections and the economy shut down, 
Moody’s downgraded the country’s credit 
rating to sub-investment grade and our 
own international and national ratings 
were adjusted in step with this, which 
is not a factor within our control. We 
premise our LTV and debt covenants 
on Moody’s measures. This is not an 
immediate concern, but we remain 
mindful that our debt covenant and 
solvency ratios as well as our ICR’s are 
likely to decrease as property values come 
under pressure globally and in South 
Africa in particular. They will need to be 
managed in the medium term to ensure 
we have sufficient headroom on the 
measures that Moody’s focuses on. We 
will do this to maintain Growthpoint’s 
optimal credit rating in an environment 
where asset values are expected to 
decrease. 

We believe property values could decline 
by a further 10% in the next 12 to 
24 months. Growthpoint adjusted its 
property values down nominally at the 
half-year as a result of the depressed 
economy and a further 8.8% at the end 
of FY20 due to the broader economic 
impact of Covid-19. At this stage, the 
market consensus is that it will take at 
least four to five years to return to 
pre-Covid-19 levels. In a slow and gradual 

recovery, it is inevitable that our asset 
values and income will come under 
further pressure. The vast majority of 
downward valuations will be linked to 
lower income assumptions, stemming 
from lower rental income growth, higher 
vacancies and costs, while around 
20% can be attributed to discount rates 
moving higher.

The consolidated Group loan-to-value 
ratio (SA REIT LTV) was 43.9% for FY20 
(FY19: 36.7%) and includes the increase in 
net derivative liabilities from R116m in 
FY19 to R3 155m. The LTV would have 
been 2% lower if derivative liabilities 
were not included.

To minimise the risk of spreading the 
Covid-19 virus within Growthpoint’s 
operations, we imposed strict measures 
to protect our employees and all who use 
our buildings. We invested extensively in 
safety and sanitation at our many 
properties, including shopping centres 
across the country that were supporting 
essential retail, to safeguard the wellbeing 
of millions of South Africans.

We also prioritised the financial security 
of our people, and protected livelihoods 
by retaining all our employees and 
maintaining salary levels. 

Throughout this worrying and challenging 
time in South Africa, the most significant 
impact of the Covid-19 lockdown 
measures has been financial. Our clients’ 
inability to access or use their premises 
as a consequence of the lockdown set 
the stage for the non-payment of rent, 
leading to a sudden, dramatic and 
unpredictable change in our business. 
We were collecting 98% of contractual 
income one month and struggling to 
reach 70% of collections the next. While 
not immediately measurable, the financial 
effects of the lockdown were felt by our 

staff, client base, business and supply-
chain partners, all their communities and 
beyond.

All our teams faced extreme operational 
difficulties. Our retail team tackled the 
enormous task of managing shopping 
centres during lockdown. Vague and 
confusing regulations from the 
government resulted in clients, shoppers 
and regulators all interpreting them 
differently. The situation changed monthly 
from April to June, each time with 
substantial deviations and ambiguous 
orders. The challenge of managing 
operations in choppy waters awash with 
ambiguity, was profound. It soon became 
equally difficult for our office team and, 
to a slightly lesser extent, our industrial 
team. The on-site management of our 
properties intensified, with the need to 
vacate and deep clean them regularly. The 
pressure of dealing with all these issues 
has been profound for everyone, including 
our HR team and our management teams, 
and I offer my thanks to each one of you. 

Growthpoint was also a major contributor 
to the property industry’s response and 
relief efforts, with our SA CEO leading the 
initiative and Group FD and others making 
significant contributions. The details of 
the Property Industry Group’s initiatives, 
and the positive impact they have had 
on the sector and our business, are 
mentioned throughout this report, 
specifically in the SA CEO’s review. 

Growthpoint was proactive in managing 
the evolving lockdown situation by being 
in constant communication with all our 
tenants and adopting an open and 
collaborative approach. We provided 
material financial stimulus to our 
customer base. We moved quickly to offer 
support, mostly in the form of R436.3m 
worth of rent reductions and deferments 
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GROUP CEO’S REVIEW continued

early in the process, to try to ensure the 
sustainability of our clients through and 
beyond the pandemic. Sustainability was 
at the heart of our actions and decisions. 
Our goal was to help our clients to 
weather the storm and so also to protect 
the sustainability and security of our 
income. 

Our ability to respond to this crisis with 
the necessary agility and composure was 
enabled, in part, by the excellent Board 
support that our management enjoyed. 
The significant knowledge of and insight 
into Growthpoint, of our longer-serving 
Board members, together with the wealth 
of experience and fresh approach of new 
members, has served the business well 
during this most trying of times. I extend 
my appreciation to all our Board 
members, and to our chairman Francois 
Marais in particular, for the availability, 
guidance and conduct that was a 
tremendous support to our entire 
executive team during a difficult time 
indeed.

The crisis has highlighted the plight of 
the unemployed, uneducated and other 
vulnerable members of South Africa’s 
population. There is no doubt it will also 
redefine acceptable corporate conduct. 
Profiting at all cost has become 
unpalatable and business is going to have 
to take into account key issues such as 
environmental sustainability and poverty 
alleviation to a much greater degree than 
previously. We are entering an era where 
business will be more socially responsible, 
starting with the direct connection to 
employees and their families and 
extending to communities and the 
country as a whole. The Covid-19 

pandemic also resulted in business in 
general, and Growthpoint specifically, 
viewing sustainability in a new light.

In FY20 we persevered in our corporate 
social responsibility, which is focused on 
sustainable entrepreneurship and creating 
bright futures through education. Various 
projects are described throughout this 
report and more detail can be found in 
the CSR and HR sections. During the 
Covid-19 lockdown, we stepped up our 
support of these initiatives and helped 
them adapt. We also redirected some of 
our CSR spend towards greater hunger 
relief and access to technology and 
connectivity. In addition, many of our 
business leaders supported the national 
response to the pandemic by contributing 
to the Solidarity Fund, furthering the 
country’s consolidated effort to detect 
and prevent the spread of the Covid-19, 
care for those in hospital, ensure a supply 
of personal protective equipment and 
feed and shelter people left vulnerable by 
the pandemic. 

Even in the uncharted waters of the 
Covid-19 pandemic, our commitment 
to the environment is steadfast. In fact, 
we believe healthy and sustainable 
environments have taken on new 
relevance and will gain even more in the 
wake of the pandemic. You can read more 
about our environmental sustainability 
highlights on page 60.

The short-term impact of the pandemic 
for us was felt in the tsunami of rental 
relief requests received and the sudden 
difficulty of recovering rent as a result of 
the lockdown, as detailed above. 

The medium-term impact is being felt in 
the devastating effect the pandemic has 
had on the global macro-economy and the 
decimation of our local economy. It has 
hurt our business and our customer base 
and we all face a long, slow and difficult 
road to recovery of at least four years. 

Beyond this, in the medium and long term 
we expect to see trends that were already 
evident pre-Covid-19 gaining greater 
traction, from online retail in some 
segments of the market to a more 
dynamic mix of working options in some 
business sectors. These will not 
immediately have dramatic impacts but 
will drive longer-term structural changes 
in the property market. Fortunately, 
Growthpoint had previously identified 
many of these shifts and already started 
developing and testing strategies to 
respond to them. 

For now, we remain alert to opportunities 
but averse to risk. In the short to medium 
term, our priorities will be defined by the 
actions necessary to protect our balance 
sheet. Once our balance sheet position 
allows more agility, we will continue 
driving forward the three pillars of our 
long-term strategy. 

Having assessed our strategic pillars – 
internationalisation, introducing new 
income streams and optimising and 
streamlining our South African portfolio – 
in the light of the expected future operating 
environment, to the extent that this can be 
known, they all remain relevant. 
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We will have to wait for liquidity to return 
to the market before we can further our 
desire to expand offshore and progress on 
our internationalisation strategy. In the 
meanwhile, we will sharpen our focus on 
and refine our approach to international 
investment. 

Building on the good momentum gained 
in introducing new income streams with 
our Funds Management strategy, we will 
continue to pursue and possibly accelerate 
our efforts in this area, where 
opportunities are more likely to arise, 
given the challenges in the current market 
and this platform’s efficient use of capital.

In this environment, it is reasonable to 
expect that the scale of our trading and 
development activity and their income 
streams will decrease, with development 
opportunities being scarce and generally 
less feasible and trickier to fund. We will 
rigorously assess all development and 
investment risk. We have suspended all 
speculative development. New 
development projects, if any, will be 
restricted to opportunities that are 
necessary to create immediate 
guaranteed additional value, which 
are likely to be small, tenant-driven 
reconfigurations of existing assets.

Portfolio streamlining and optimisation 
will continue to underpin our South 
African strategy. This was already 
challenging pre-Covid-19 and will be even 
more so in the future. There are few 
buyers in the market and little capital.

In determining our prospects, the 
macro-environment is deeply concerning. 
The South African economy is expected 
to shrink by 7% to 10% this year, the 
deepest contraction in nearly a century. 
The stringent Covid-19 containment 
measures severely disrupted economic 
activity in an already stuttering economy. 

Even before the restrictions were imposed, 
South Africa was in recession and 
unemployment at 30% was at a 17-year 
high. One of the world’s strictest 
lockdowns has left millions more jobless 
and slashed economic output. Investment 
outflows in the first half of 2020 were at 
the highest levels on record, while 
consumer confidence was at the lowest 
since 1985, when the country was the 
target of global economic sanctions due 
to its apartheid policies. The government 
intends to cut spending by R230bn over 
the next two years and national debt, 
which was a record high 62.2% in 2019, 
had reached 80% at the time of writing 
and is set to surpass GDP soon if not kept 
in check. 

Our prospects are inextricably linked to 
our operating environment. As the world 
and the South African economy recover 
gradually, we have a tough couple of years 
ahead of us. But we are a strong and 
diversified business, and this is precisely 
the time when our conservative approach 
to management is designed to support 
outperformance.

Growthpoint has the advantages of a 
strong balance sheet and good credit 
standing, diversification across 
geographies and sectors and best-practice 
corporate governance. We will place even 
greater emphasis on proactive and 
prudent balance sheet and liquidity 
management going forward and ensure 
that we are effective and efficient in the 
management of our operations to enable 
us to pursue suitable opportunities to 
further our stated strategies. 

Our performance in the year ahead will be 
defined by optimal and efficient use of 
capital to achieve our clearly stated 
strategies and drive higher returns, by 
protecting the strength of our balance 
sheet with conservative financial 
management and by fully utilising the 
abilities of our people, who are our 
greatest strength. Growthpoint’s robust 
business platform is built on our core 
skillsets of funds management, financial, 
asset, development, property 
management, leasing and facilities 
management and we will continue to 
leverage our multi-skilled platform to 
ultimately grow our business and deliver 
superior returns.

Norbert Sasse
Group CEO
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Protecting our balance sheet and cash flow will remain a firm priority and 
will receive even more attention going forward.

Gerald Völkel
Group Financial Director

Our finance team executes Growthpoint’s 
prudent approach to financial 
management, which underpins the 
strength of our balance sheet, our 
liquidity and our ability to transact and 
attract funding and investment. These 
characteristics of our business are crucial 
at any given time but became critical this 
year to an extent that none of us could 
have imagined.

Our performance for the first nine months 
of the financial year was in line with our 
goals and projected results. However, the 
Covid-19 pandemic changed this and our 
focus at Group level quickly shifted to 
managing our income streams, in tandem 
with our expense requirements, to ensure 
our ability to pay salaries, suppliers, 
interest to our funders and other 
obligations. Rental collections were 
monitored constantly, credit adjustments 
were passed and cash flows were 
assessed daily.

Growthpoint, like most of our peers in the 
REIT sector, found ourselves between a 
rock and a hard place, expected to forfeit 

our underlying asset values. The vast 
majority of downward valuations will be 
linked to lower income assumptions, 
stemming from lower rental income 
growth, higher vacancies and costs, while 
around 20% can be attributed to discount 
rates moving higher.

Growthpoint has always taken a 
conservative approach to its balance sheet 
management. Protecting our balance 
sheet and cash flow will remain a firm 
priority and in fact will receive even more 
attention going forward.

REITs are obliged to pay dividends equal 
to 75% of their distributable income in 
order to qualify for the REIT tax 
dispensation. However, due to the 
financial shock of the Covid-19 pandemic, 
the sector was forced to ask regulatory 
and tax authorities for leniency on this 
requirement for a limited period so that 
if we under-distribute, we will avoid 
non-compliance, will not be penalised 
with additional tax charges and, crucially, 
will not lose our REIT status. 

rental income from struggling tenants 
but still honour all our own payment 
obligations. During the first three 
months of the Covid-19 lockdown in 
South Africa in FY20, the initial immense 
administrative burden and uncertainty did 
ease up as it become evident that we 
were able to collect enough income to 
service our commitments. Nonetheless, 
this was a tough time for our team and 
the business.

As the lockdown took its devastating 
economic toll on all business sectors, 
Growthpoint came to the table with 
rental concessions for our tenants in the 
form of both deferments and discounts. 
The guidelines drawn up by the Property 
Industry (PI) Group were a big help in 
structuring these agreements, and 
since we are a large business, the value 
of the rental relief we gave was a 
substantial number. 

Capitalisation and discount rates 
increased in the course of FY20 and 
moved into a riskier band. The greater the 
negative effect, the bigger the impact on 

Market capitalisation

R40.4bn

Combined property assets

R166.7bn

FINANCIAL DIRECTOR’S REVIEW

42 GROWTHPOINT PROPERTIES LIMITED INTEGRATED ANNUAL REPORT 2020



Tax updates
For the financial year we provided rental 
relief of R436.3m to our tenants with 
R158.8m in deferred rent (R17.4m 
recovered in the period) and R277.5m of 
rental discounts. Rental deferments were 
included in taxable income, whereas rental 
discounts were deducted therefrom. The 
HY20 dividend that Growthpoint declared 
in March 2020 meet the requirements of a 
REIT “qualifying distribution” for purposes of 
section 25BB of the Income Tax Act, No 58 
of 1962, as amended (section 25BB). As a 
precautionary measure to provide the Group 
with additional financial flexibility and 
bolster its liquidity in unprecedented market 
conditions as a result of the Covid-19 
pandemic, the Board of Directors resolved 
to defer its decision on a final dividend 
payment for the year ended 30 June 2020 
until December 2020 or earlier. This 
dividend will also meet the requirements of 
a REIT “qualifying distribution” for purposes 
of section 25BB, but Growthpoint would be 
exposed to an income tax if this final 
dividend is smaller than the taxable income.

Carbon tax does not apply to 
Growthpoint currently but we are 
cognisant of its introduction and our 
approach is covered in the environmental 
section of the ESG report. 

Reporting and communication
We were thrilled to be named overall 
winner of the Investment Analysts Society 
of South Africa (IAS) Excellence in 
Financial Reporting and Communications 
Awards 2019 and as the leader in 
communication and financial reporting 
in the property sector category. These 
awards underscore Growthpoint’s 
commitment to providing accurate, 
meaningful and timely information to 
the market. 

This is the third time we have received 
the overall IAS award and Growthpoint 
has been acknowledged for its excellent 
disclosure and the quality of information 
it provides to the market every year since 
2011. While this is not the first time we 
have won both awards, it is one of the 
most memorable and rewarding, as every 
year the competition gets tougher and 
the bar gets set higher. Growthpoint has 
an incredibly talented team that drive the 
success of our financial reporting and 
communication and who can be incredibly 
proud of their achievements.

The JSE allowed leeway in the release of 
results and reports, given the challenges 
of auditing under lockdown. It also 
granted an extension for the payment 
of dividends. 

The JSE’s rules are, however, inextricably 
linked with tax regulations and there has 
to date been no response to the industry 
from National Treasury. In the light of this, 
we have decided to follow the in-force 
regulations to ensure our compliance, 
but to hold back on paying our dividends 
until December 2020 or earlier.

The people who make up our finance 
team were amazing and committed 
from day one of the Covid-19 lockdown. 
Our value set was a vital part of this 
performance. Our executives sharing their 
own experiences and communication 
from our HR department were two of the 
things that helped keep us motivated. We 
also drew inspiration from colleagues in 
the retail and facilities management 
teams who were hands-on in our 
buildings. Growthpoint employees showed 
that they are a great bunch of people 
capable of finding solutions in the face of 
great uncertainty. They got things done. 

Our larger finance team – which 
encompasses a remarkable depth and 
breadth of knowledge – includes 
specialists in treasury, funding, tax, 
corporate action, legal, research and 
reporting. They all did a sterling job in 
trying circumstances and adapted quickly 
to safe, remote working. Only a few 
functions requiring the handling of masses 
of data needed occasionally to be run 
from the office.

Change in auditor
This year Growthpoint introduced EY as 
our new auditor after going through a 
comprehensive RFP process and receiving 
shareholders’ approval to do so. Working 
with a new auditor is always an 
adjustment and to undertake this process 
during the Covid-19 lockdown was an 
additional challenge, considering the 
limited access to our premises and the 
fact that there are certain tasks that can 
only be performed there. However, we 
took it in our stride and managed not only 
to introduce our new auditing team but 
also to stay on track, meet our deadlines 
and keep to our audit schedule.

Given the economic and financial impacts 
of Covid-19 on business in general and 
the REIT sector specifically, we will keep 
a keen eye out for potential breaches of 
obligations. The gaps between loan 
covenant limits and our actual ratios have 
narrowed, and we will monitor this to 
raise red flags quickly, if and when 
necessary. 

During FY20, the finance team was very 
involved in the preparation of the 
changeover to Growthpoint’s new IT 
system, which will play a vital role in 
enabling us to further improve our 
reporting function and access to 
information. The switchover to the new 
system took place just in time for our new 
financial year, after a smooth journey in 
preparation to going live. Our FY20 
reporting was completed using the old 
system for the final time. 

Growthpoint was a contributor to the 
second edition of the SA REIT Best 
Practice Recommendation (BPR), which 
will now replace the first edition and be 
effective for financial year ends 
commencing on or after 1 January 2020. 
We have elected to adopt this new 
recommendation early and have also 
restated the FY19’s figures in line with the 
new BPR this financial year for ease of 
reference and in line with our 
commitment to transparent reporting. We 
strongly support reporting in a manner 
that our stakeholders value and strive to 
always achieve the highest standards of 
reporting and transparency.

Changes to reporting requirements are a 
big issue for us and the metrics that 
underpin our compliance with the JSE’s 
definition of a going concern, for instance, 
will receive greater attention in the 
context of the Covid-19 pandemic in 
order to avoid raising unnecessary red 
flags. Stress testing of key metrics and 
scenario planning will become more 
prevalent and be reported on more 
prominently, with additional layers of 
detail added to our collections reporting 
in terms of discounts, deferments, rental 
levels and so on. 

GROWTHPOINT PROPERTIES LIMITED INTEGRATED ANNUAL REPORT 2020 43

About this report Organisational overview Performance review RSA performance Group investment performance Governance



FINANCIAL DIRECTOR’S REVIEW continued

Simplified distribution income statement
For the year ended 30 June 2020

TOTAL GROUP

Notes
FY20

Rm
FY19

Rm

Revenue 1 12 008 11 388
Property expenses (3 234) (2 635)

Net property income 8 774 8 753
Asset management costs (418) (350)
Other operating expenses (162) (85)
Finance and other 
investment income 6 1 310 1 322
Interest paid (3 106) (2 603)

Profit before taxation 6 398 7 037
Taxation 7 (180) (118)

Profit before dividends and 
debenture interest 6 218 6 919
Minorities’ share of profit 
and realised foreign 
exchange profit (740) (489)

Distributable income 5 478 6 430

Number of shares in issue 
(including treasury shares) 2 989 240 606 2 950 587 688
Distributable income per share 183.1 218.1

Simplified balance sheet
At 30 June 2020

TOTAL GROUP

Notes
FY20

Rm
FY19

Rm

ASSETS
Property assets 8 140 013 118 092
Equity-accounted investments 17 537 15 515
Intangible assets 9 641 1 896
Derivative assets 1 607 1 016
Long-term loans granted 2 338 76
Listed investments 837 846
Unlisted investment 922 96
Equipment 63 10
Current assets 4 482 4 144
Cash and cash equivalents 2 420 882
Other current assets 2 062 3 262

Total assets 168 440 141 691

EQUITY AND LIABILITIES
Shareholders’ interest 67 877 74 908
Non-controlling interest 15 168 9 004
Interest-bearing borrowings 70 766 51 624
Lease liability 2 947 –
Derivative liabilities 4 762 1 132
Deferred taxation 10 3 820 2 792
Current liabilities 3 100 2 231
Trade and other payables 2 999 2 213
Taxation payable 101 18

Total equity and liabilities 168 440 141 691

Reconciliation between 
Statutory and Simplified 
financial statements 
For the year ended 30 June 2020

FY20
Rm

FY19
Rm

Revenue as stated 12 361 11 554
Less: Straight-line lease 
income adjustment (353) (166)

12 008 11 388

Fair value adjustments 
as stated (10 196) 1 223
Less: fair value 
adjustments reversed 10 196 (1 223)

– –

Equity-accounted 
investment profit (923) 33
Less: equity-accounted 
investment profit reversed 923 (33)

– –

Non-cash charges as stated (1 293) (315)
Less: non-cash charges 
reversed 1 293 315

– –

Capital items as stated 396 (38)
Less: capital items reversed (396) 38

– –

Finance and other 
investment income as 
stated 1 323 1 256
Less: GWI/GPRE dividend 
declared after year end, 
based on FY19 earnings (282) (221)
Add: GWI/GPRE dividend 
declared after year end, 
based on FY18 earnings 239 282
Add: Antecedent dividend 
received 30 5

1 310 1 322

Taxation as stated (1 180) (153)
Add: deferred taxation 1 000 35

(180) (118)

Property assets as stated 139 029 117 312
Add: investment property 
reclassified as held for sale/
trading and development 984 780

140 013 118 092

Intangible assets as stated 700 1 983
Reversal of additional 
goodwill raised on deferred 
taxation liability* (59) (87)

641 1 896

Deferred taxation as stated 3 879 2 879
Reversal of additional 
deferred tax liability on 
intangible asset (59) (87)

3 820 2 792

* In terms of IFRS 3 Business Combinations, goodwill 
was created as a result of the deferred tax liability that 
was raised on initial recognition of the intangible asset 
acquired on the acquisition of the property services 
businesses.

1

2

3

4

5

6

7

8

9

10

44 GROWTHPOINT PROPERTIES LIMITED INTEGRATED ANNUAL REPORT 2020



VALUE ADDED STATEMENT

FY20
Rm

FY19
Rm

FY18
Rm

FY17
Rm

FY16
Rm

Revenue 12 935 12 313  11 817 11 565 10 570
Property and other expenses (2 124) (1 554) (1 426) (1 340) (1 170)

Value added 10 811 10 759  10 391 10 225 9 400
Finance and other investment income 688 703  568 565 777

Wealth created 11 499 11 462 10 959 10 790 10 177

Shareholders 5 478 6 430  6 108 5 548 5 033
Providers of debt 3 138 2 627  2 597 2 922 2 710
Government and regulatory bodies 1 447 1 042  1 176 1 016 941
Employees 707 643  623 669 625
Minority interest holders 729 720  455 471 450
Reinvested in the Group (GOZ) – – – 164 418

Wealth allocation 11 499 11 462  10 959 10 790 10 177

■ Shareholders
■ Providers of debt
■ Governments and regulatory bodies
■ Minority interest holders
■ Employees

Wealth created and allocated (%)

6.3

47.6

6.2

27.3

12.6

2020
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TREASURY MANAGEMENT

Capital flows
Growthpoint’s investment activities 
during FY20 were significant in terms of 
additional investment in the South African 
property portfolio as well as additional 
investments in GIAP and GWI and the 
debut investment in C&R. Growthpoint 
raised additional equity of R1.1bn via the 
Distribution Reinvestment Plan. Disposals 
of properties generated proceeds of 
R582m. The balance of the investment 
activity was mainly funded via debt, 
which showed an increase of R8.1bn, 
of which R1.8bn related to the translation 
of direct EUR, GBP and USD debt due to 
the weakening of the Rand. 

The banks continued to support 
Growthpoint through the Covid-19 crisis. 
They provided additional loans and 
continued to support the re-financing 
of loans with imminent maturity dates. 
Similar to the debt capital market, 
additional loans granted in the last few 
months of FY20 were at higher margins 
and for shorter terms.

The South African debt capital market 
was effectively closed from the end of 
March 2020, due to the uncertainty 
around the Covid-19 impact. The Moody’s 
downgrade of the South African sovereign 
rating from investment grade to 
non-investment grade exacerbated the 
uncertainty in the market. Towards June, 
fixed income investors remained broadly 
defensive but were generally showing 
more willingness to engage, with a focus 
on balance sheet strength and cash flow 
generation. Price discovery for listed 
notes remained a challenge, as issuers 
either did not issue or issued only on a 
private placement basis. Credit spreads 
widened significantly and appetite for 
longer-dated notes reduced. For example, 
Growthpoint issued three, five and 
seven-year notes via a public issue in 
November 2019 and one and three-year 
notes in June 2020, and the three-year 
note priced 85 basis points wider in the 
latter issue. We do expect conditions to 
normalise within the next 12 months. 
Of the total R4bn listed bonds issued in 
FY20, only R1bn was issued via a public 
auction, while the balance was issued on 
a private placement basis.

Liabilities of R3.8bn matured during 
FY20 and were successfully repaid, while 
facilities to the tune of R4bn (with a 
maturity date post 30 June 2020) were 
re-financed. 

The weighted average term of the 
liabilities reduced to 3.6 years for FY20 
from 4.0 years in FY19, as a number of 
liabilities were re-financed with shorter 
dated maturities due to the challenging 
economic environment. 

This report pertains to the treasury activities 
managed in South Africa.

Liquidity position
Liquidity preservation is of utmost 
importance during and after the Covid-19 
crisis. At 30 June 2020, our unutilised 
committed facilities amounted to 
R3.1bn and the surplus cash balance was 
R142m. Post 30 June 2020, a Revolving 
Credit Facility Agreement has been signed 
with Standard Chartered Bank for R750m. 
The undrawn facilities are spread across 
several different financiers at different 
terms. At year end, loans due in the next 
12 months amounted to R2.4bn. Capital 
expenditure projects have been curtailed 
to include only those that are critical. The 
Board of Directors will carefully consider 
the dividend pay-out ratio and the impact 
on Growthpoint’s liquidity position. 

Interest-bearing liabilities

FY20
Rm

% of
total 
debt

FY19
Rm

% of
total 
debt

South Africa
Secured debt  18 872 43.5  15 134 42.9
Bank debt  16 319 37.6  12 582 35.7
Institutional financiers  2 553 5.9  2 552 7.2
Unsecured debt  24 501 56.5  20 106 57.1
Bank debt/Institutional financiers  3 629 8.4  3 476 9.9
Corporate bonds  13 498 31.1  10 650 30.2
Eurobonds  7 374 17.0  5 980 17.0

Total South African debt  43 373 100.0  35 240 100.0
Accrued interest 290  335 
Fair value on debt (388)  480 
Australia and UK
Secured debt
Bank debt and loan note  27 491  15 569

Consolidated debt  70 766  51 624 
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Of total outstanding liabilities at 30 June 
2020, 56.5% were unsecured liabilities, 
slightly down from 57.1% in FY19. Given 
the impact of Covid-19, it is anticipated 
that this percentage will decline further as 
funding in the debt capital market is likely 
to be restricted in the short term. 

The ratio of secured loans to total 
property value for the South African 
operations was 21% at 30 June 2020. The 
unencumbered direct property pool at 
year end amounts to R34bn and our 
shares in V&A, GOZ, GWI, C&R and GIAP 
are all unencumbered. 

In October 2019, Growthpoint’s DMTN 
Programme was updated and brought in 
line with the current JSE Debt Listing 
Requirements.

Foreign exchange 
denominated liabilities
We support the principle of not using 
hard-currency denominated debt to fund 
the ZAR-denominated South African 
operations. We only take out hard-currency 
denominated debt for hard-currency 
denominated investments. In this respect, 
we view cross-currency interest rate swaps 
as synthetic foreign-denominated debt. 
These swaps are used to fund foreign 
investments because they are typically 
more efficient instruments from a pricing 
point of view than vanilla loans.

During the year under review, Growthpoint entered into a GBP facility to fund the investment in C&R. 

Balance sheet hedge table

Currency

Assets at 
NAV

in millions
Cost in

millions

Market 
value in 
millions

FX debt
in millions

CCIRS
in millions

FX debt 
+ CCIRS

in ZAR
 millions

Debt 
as a % 

of NAV
FX LTV

GOZ AUD $1 736 $1 087 $1 536 $0 $970 R11 621 56%
GWI EUR €529 €543 €403 €50 €413 R9 018 87%

C&R GBP £140 £151 £50 £78 £0 R1 676 56%
GIAP USD $50 $50 Unlisted $30 $14 R769 88%

Given the move in the foreign exchange rates, with the ZAR weakening by 23% between July 2019 and June 2020, the impact on the 
balance sheet in terms of the value of the interest-bearing liabilities as well as the mark-to-market on the cross-currency interest rate 
swaps was material. 

Cost of funding
The weighted average cost of funding as per the SA REIT best practice recommendations is set out in the table:

SAREIT BPR – COST OF DEBT
As at 30 June 2020

Basis

ZAR
Quarterly

%

AUD
Semi-

annually
%

EUR
Semi-

annually
%

USD
Semi-

annually
%

GBP
Semi-

annually
%

Floating reference rate plus weighted average margin 6.1 0.0 1.6 0.0 2.0
Weighted average fixed rate 10.0 0.0 0.0 5.9 0.0
Pre-adjusted weighted average cost of debt 6.2 0.0 1.6 5.9 2.0
Adjustments
Impact of interest-rate derivatives 1.8 0.0 4.9 0.0 0.3
Impact of cross-currency interest-rate swaps 0.2 4.1 (3.4) (0.9) 0.0
Amortised transaction costs imputed into the effective interest rate 0.0 0.0 0.0 0.2 0.4
All-in weighted average cost of debt 8.2 4.1 3.1 5.2 2.7

 FY20 debt expiry profile – RSA (Rm)
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TREASURY MANAGEMENT continued

Growthpoint’s weighted average cost of 
debt has decreased significantly since 
FY19, due to the significant interest rate 
cuts implemented by the South African 
Reserve Bank (SARB) in response to South 
Africa’s economic challenges and the 
Covid-19 crisis. These cuts have affected 
about 20% of Growthpoint’s debt which 
is held at floating interest rates, although 
their impact has been slightly offset by a 
small increase in the weighted average 
margin on the debt.

The weighted average cost of debt for 
AUD synthetic debt also reduced in line 
with the lower interest rate environment 
in Australia. 

Credit ratings and covenants
In April 2020, Moody’s downgraded 
Growthpoint’s global investment rating 
to Ba1 from Baa3 and its national 
investment rating from Aaa.za to Aa1.za, 
following the downgrade of the 
Government of South Africa to a sub-
investment grade. The downgrade reflects 
Growthpoint’s significant exposure to the 
real estate market in South Africa. Moody’s 
recognises that Growthpoint’s exposure 
outside of South Africa, from both a cash 
flow generation and asset point of view, as 
well as its good credit metrics, reduce the 
degree of linkage to the Government of 
South Africa’s rating. However, Moody’s 
does not consider that these positive 
factors warrant a delinking from the 
sovereign rating. The ratings have a 
negative outlook, which also reflects 
Growthpoint’s linkage with the 
Government of South Africa. 

Due to the challenging economic 
environment and its negative effects 
on rental levels, vacancies and property 
valuations, the covenants embedded in 
the various loan agreements have come 
into sharp focus, and the headroom 
between the limits and the actual ratios 
has reduced. As the end of FY20, 
Growthpoint had not breached any of 
its covenants. Growthpoint’s strictest 
corporate loan covenants are set out in 
the table:

Covenants Limit

FY20
Including
 GOZ and

C&R

FY20
Excluding
 GOZ and

C&R

FY19
Including

 GOZ

FY19
Excluding

 GOZ

Loan-to-value ratio
(as per SA REIT BPR) ≤55% 43.9% 39.8% 36.7% 32.0%
Interest-cover ratio 
(operating profit plus 
investment income/
net interest expense) ≥2.0x 3.1% 3.4% 3.8x 3.8x

Given Growthpoint’s targeted loan to value ratio of below 40%, the Board of Directors is 
considering various strategies to reduce the loan-to-value ratio. 

Interest rate risk management

 FY20 five-year swap rate and 3m JIBAR
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As the Covid-19 crisis hit, swap rates peaked. 
However, immediately after that the SARB 
intervened and as at the end of FY20, swap 
and short-term rates were at historic lows.

Since Growthpoint has a large debt 
portfolio, its earnings are exposed to 
changes in interest rates. The company 
has a policy of hedging at least 75% of its 
liabilities at a fixed interest rate to reduce 

volatility in earnings. At the close of this 
financial year, 80.6% of Growthpoint’s 
liabilities were hedged at a fixed interest 
rate as opposed to 86.5% in the prior 
financial year. Should interest rates 
increase by a full 1%, Growthpoint would 
pay an additional R84m worth of interest, 
which translates to 2.8c in distribution per 
share. Growthpoint therefore believes that 
the interest rate risk is well mitigated.

 FY20 fixed interest expiry profile – RSA (%)
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The bar chart reflects a spike for FY23 as the fixed Eurobond matures in that year. The 
weighted average term of the fixed interest rate profile decreased from 3.6 years 
at June 2019 to 3.1 years as at June 2020.
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Exchange rate risk management

 FY20 AUD/ZAR exchange rate
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 FY20 EUR/ZAR exchange rate
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 FY20 GBP/ZAR exchange rate
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The Rand is a volatile currency and was 
not spared in the Covid-19 crisis, although 
it recovered a bit from the highs at the 
end of April and into early May. 

From a balance sheet point of view, the 
foreign denominated investments (GOZ, 
GWI, C&R and GIAP) are hedged via 
foreign denominated liabilities, either in 
the form of direct foreign denominated 
liabilities or via cross-currency interest 
rate swaps. The table “Balance sheet 
hedge table” on page 47 under the 
foreign exchange denominated liabilities 
section reflects the percentage hedging 
in the sheet.

Growthpoint’s earnings are subject to 
exchange rate movements, largely due 
to the foreign exchange denominated 
dividend receipts from GOZ and GWI. 
Growthpoint mitigates this foreign 
exchange rate risk by matching the 
interest expense in the same currency 
as the dividend receipt and by fixing the 
balance of the receipts via forward 
exchange contracts (FECs).

FY21 FX DIVIDEND HEDGE TABLE

Investment Currency

% dividends
 to be used

for servicing
 FX interest

% dividends
 hedged to 

ZAR via FECs

Weighted
 average 

FX rate 
on FECs

Impact of 
ZAR1 change

 in FX rate 
on DPS

GOZ AUD 28 39 11.56 0.9
GWI EUR 73 59 19.54 (0.2)
CapReg GBP N/A N/A N/A N/A
GIAP USD 73 0 N/A 0.0

The table is based on the expected dividends from the foreign denominated investments for FY21. As dividends from the investments 
have been reduced due to Covid-19, GWI is currently “over-hedged” with FECs. These FECs will either be rolled forward or closed out at 
maturity. The expected dividends are able to cover the expected interest payments in respect of debt taken out for the GOZ and GWI 
investments, but currently no dividend is declared by C&R due to the current level of uncertainty. A maiden dividend is expected from 
our investment in GIAP in FY21. 
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