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A JOINT NOTE FROM OUR CHAIRMAN AND CEO

OVERVIEW
While the South African economy continues a “no- or  

low-growth” trajectory, the tumultuous political events of the 

past year have intensified an already fragile situation and 

impacts on investor and consumer confidence, which has 

negatively impacted on businesses such as ours. 

During the second half of our financial year the Group had to 

contend with the fact that the country was in a technical 

recession as well as a downgrade of South Africa’s sovereign 

ratings to “junk” status. This had a negative effect on consumer 

confidence and the sales to our retail chain store customers were 

negatively impacted. Furthermore, the unproductive April holiday 

period seemed to stall any fragile momentum in the economy at 

that stage. This reduction was noticeable in our sales figures for 

the month, which were not “caught up” in May. The ZAR exchange 

rate has remained volatile during the year under review and 

affects both divisions. 

Municipal spend, after the municipal elections, did decrease  

as predicted and Eskom spending levels have remained low.  

In addition, delays in payments from parastatals had a negative 

Alan R Burke 
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Resilient results in a challenging economic environment.
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effect on our contractor customers’ cash flows, their ability to 

pay on time and their credit ratings, which reduced their ability to 

buy from us. 

Within this environment, we also experienced a decrease in large 

projects and the few that did materialise, were won on the 

thinnest of margins. Small to medium contracts, whilst also in 

decline, were still available but, because of the increased 

competition, were fiercely contested. With this reduced workload, 

suppliers that had excess production capacity became more 

aggressive and pricing levels were commensurately affected. We 

were, however, successful with some export projects that 

compensated to some degree for this shortfall.

Given this environment, the Group has shown character  

by producing resilient results in a challenging economic 

environment.

FINANCIAL REVIEW
There was no growth in the Group’s revenue in 2017, which was 

unchanged at R2,5bn, mainly because of a slight decline in the 

Electrical Segment revenue being compensated for by a marginal 

increase in the Lighting Segment. Margins decreased slightly, 

mainly attributable to the change in product sales mix.

Other income has been enhanced by the R4,6m surplus on the 

disposal of our East London property to our neighbour, Mercedes-

Benz, to facilitate their expansion plans. 

Overheads continue to be well managed. The 12% increase, after 

eliminating the goodwill impairment in the prior year, is 

attributable to the expansion in the Electrical Division, with four 

new ARB Connect branches being operational for a full 

12 months, and additional warehousing secured for the Lighting 

Division’s product expansion. 

Operating profit decreased 1% to R214,5m (2016: R227,2m), with 

an operating margin of 8,6% (2016: 8,7%).

The increase in interest income (elaborated on below), and the 

reduction in the interest attributable to the unwinding of the 

discount on the put option liability, compensated for the decline 

in operating income. As a result, we are pleased to report an 

increase of 3,6% in headline earnings per share (“HEPS”)  

to 61,89 cents per share, compared to the 59,74 cents in the 

prior period.

The Group’s continued focus on working capital management, 

particularly the improvement in the Lighting Division, has 

ensured that our operations remain cash generative, with net 

interest received continuing to increase, despite paying out 

annual and special dividends totalling R93,39m (2016: R86,34m). 

Net working capital at 23,1% of revenue (2016: 22,3%) is still 

within the targeted range of 20% to 25% of revenue. 

Inventory levels increased 7,3% mainly in the Electrical Division 

in anticipation of a potential strike in the metal industry, which 

would have disrupted supplies. The Electrical Division remains 

within the Group’s inventory policy established to limit inventory 

losses in a potentially volatile copper price environment.  

The Lighting Division has taken corrective action to improve 

inventory management but is cognisant of the need of meeting 

Dividend

25,0 cents
per share 

Special dividend

10,0 cents
per share 
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A JOINT NOTE FROM OUR CHAIRMAN AND CEO (continued)

the “in stock” requirements of the major retailers that it supplies. 

Management remains committed to ensuring that inventory is 

managed within the Group’s targeted parameters. 

The trade receivables book decreased 4,4%. Despite a challenging 

credit environment, and the general decline in revenue in the last 

quarter of the financial year, there has been an improvement  

in the management and control of debtors’ collections.  

Both divisions continue to maintain credit insurance on their 

trade receivables.

Net capital expenditure for the financial year amounted to 

R12,0m (2016: R10,3m), after offsetting the proceeds of the 

disposal of the East London property of R12,4m.

The Group’s after-tax return on average equity in the current year 

is 16,67% as compared to the 17,5% achieved in the prior period.

Given the Group’s continued strong cash generation, its  

ungeared balance sheet and net cash resources of R306,6m, the 

Board approved, in line with the dividend policy, an annual 

dividend of 25,0 cents per share (2016: 23,1 cents). The Board  

further approved a special dividend of 10,0 cents per share  

(2016: 10,0 cents), in order to return excess cash to shareholders. 

Both the annual and special dividends will be paid to shareholders 

on Monday, 11 September 2017.

OPERATIONAL REVIEW

 Electrical Division 
  Revenue down 0,5% and operating profit  

down 4,5%

This division’s revenue is impacted directly by the lack of any real 

economic growth or infrastructure spend and the volatile 

commodity prices, particularly copper. As a result, the business 

has focused on attempting to gain market share by expanding the 

ARB Connect stores and securing orders from the limited project 

opportunities both locally and in neighbouring countries.  

The market is extremely competitive, and major suppliers are 

often competitors on these large projects. Given these 

circumstances, the marginal decline in revenue is commendable. 

While there have been delays in the roll out of the electrification 

projects by Eskom, there are early signs that these projects are 

receiving renewed emphasis.

Trading margins remain under pressure in the Electrical Division, 

particularly in the sale and distribution of power cable products, 

which have fortunately been cushioned by the growth in revenue 

from the higher margin “low voltage” products. 

Despite the pressure on trading margins, careful management of 

expenditure has enabled this division to report an operating 

margin of 6,7%.

This business will continue to expand its geographical footprint 

with the opening of its Connect stores in convenient locations to 

gain access to the higher-margin electrical accessories market. 

A more detailed review of the Electrical Division appears on 

page 20 of this Integrated Report.

 Lighting Division 
  Revenue up 0,8% and operating profit  

down 3,5%

During the year, the Lighting Division’s revenue was impacted by 

the volatile exchange rate, particularly over the December period 

when prices to retailers remained fixed, and by the elimination of 

the 20% duty on the LED lamps in January 2017. Concerns about 

consumer spending power in South Africa as evidenced by the 

recent release of retail sales data, also impacts the Lighting 

Division, particularly given its revenue focus, which is from these 

major retail chains.

This division, however, continues to show market share gains, 

despite the competitive environment in which it operates.  

This has been achieved by expanding its product range to 

established customers. Steps are being taken to make the 

offering more appealing to electrical wholesalers, including the 

division’s fellow subsidiary.

Gross trading margins were negatively impacted by the volatile 

exchange rate and the concomitant price reductions necessitated 

certain products to the major retailers. Challenges continue with 

respect to delays in the issuing of Letters of Authority by the 

National Regulator of Compliance Specifications. Overheads 

remained under control, which resulted in the operating margin 

decreasing to 11,3% of revenue compared to 11,8% in the 2016 

financial year.

This division will continue to expand its product range offering to 

existing clients, while pursuing new client opportunities wherever 

possible. A more detailed review of the Lighting Division appears 

on page 24 of this Integrated Report.

DIRECTORATE
There have been no changes to the Board during the last year. 

OUTLOOK
While there is no discernible indication of any short-term 

improvement in the South African economy, we are confident that 
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ARB has positioned itself, in its various markets, to continue the 

strategy of gaining market share and growing key customers and 

product base. While we do not foresee much infrastructure 

spend taking place in the next financial year, the Electrical 

Division plans to continue with the expansion of its branch 

network to achieve organic growth. 

In the medium term, we are expecting that municipal and Eskom 

spend on electrification will improve in the run up to the 2019 

elections and the Group is well-positioned to take an active role 

in this development.

As indicated above, the Group has sold the existing East London 

property from which the Electrical Division currently trades.  

A new vacant site was acquired prior to the year-end, with 

construction of the new premises scheduled for occupation by 

end October 2017. This location is more conveniently situated 

closer to the East London business area, which will improve 

customer convenience.

In addition, the Group took transfer in July 2017 of a 45 000m2 

vacant site in Midrand, for the construction of a 44 000m2 facility. 

We will relocate the Electrical Division’s Alrode branch to this 

facility and develop a distribution centre for the planned expansion 

of this division in the Gauteng region. It is anticipated that the 

facility will cost an estimated R100m, which will be funded out of 

internal funds and will only become operational in 2019.

While no acquisitions were completed during the financial year, 

the Board continues to evaluate potential acquisitions to further 

diversify the business and its product offering.

APPRECIATION
Our thanks to our fellow Directors for their contribution, in both 

wisdom and support, which ensures that the strategy remains 

sound and that ARB maintains high standards of corporate 

governance. On behalf of the Board, we thank the executive 

management team, as well as each of the over 900 ARB staff 

members, for their commitment in making this financial year a 

success. Lastly, to our customers, suppliers, business partners 

and shareholders, we wish to express our sincere appreciation 

for your continued support.

 

Alan R Burke Billy Neasham

Non-Executive Chairman Chief Executive Officer
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Billy qualified as a Chartered Accountant in 

1980 and has been involved with ARB 

Electrical Wholesalers since 1988 as the 

audit partner and professional advisor, 

initially with KMPG, and then with Griffith & 

Aiken. Billy joined ARB in June 2000 as 

Financial Director responsible for the high 

level of financial discipline instilled 

throughout the Group. He was appointed 

CEO in February 2015.

Ralph holds a Bachelor of Commerce 

degree, a Master of Business Leadership 

degree, and has attended the Executive 

Programme at Stanford University, USA. He 

is an accredited associate of the Institute for 

Independent Business International. Ralph 

was a co-founder of Iliad Africa Ltd and 

served as CEO from 1998 until his retirement 

in 2008. Prior to joining Iliad, Ralph held 

various executive positions including as 

Managing Director of subsidiaries within the 

Unihold and Malbak groups, and as a 

Director of Everite Ltd and Group Five Ltd. 

He currently serves on the boards of several 

listed companies including Mustek Ltd, 

Calgro M3 Holdings Ltd, Accentuate Ltd and 

Sentula Mining Ltd.

Alan trained as an apprentice electrician, 

which proved to be the springboard for his 

involvement in the electrical wholesale 

industry. He founded ARB in 1980 in 

Richards Bay and has been the driving 

force behind its success to date. Alan has 

played an integral part in formulating and 

executing the Group’s growth strategy and 

remains ARB’s largest shareholder.

Founder and Chairman
Non-Executive Director
Years of service to the Group: 37 years

CA(SA)
Chief Executive Officer
Years of service to the Group: 17 years

BCom, MBL
Lead Independent Non-Executive Director
Years of service to the Group: 7 years

Alan R Burke (63) Billy Neasham (60) Ralph Patmore (65)

Remuneration and 
Nominations Committee  Risk Committee Audit Committee

Social and Ethics  
Committee
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James qualified with PricewaterhouseCoopers 

and retired in 2009 after 40 years’ service. He 

was the engagement partner of many of the 

firm’s larger clients, led their KwaZulu-Natal 

Assurance practice and represented  

the region as a member of the National 

Assurance Executive. James also serves as 

an independent non-executive on the 

Combined Motor Holdings Ltd Board, as  

well as some smaller unlisted companies 

and trusts.

Simon qualified as a Chartered Accountant 

and completed his articles at Pim Goldby 

(now Deloitte). In 1984 he achieved an MBA 

from the Graduate School of Business at 

the University of Cape Town. Simon is the 

CEO, Chairman and sole shareholder  

of Shave & Gibson Group (Pty) Ltd, an 

independent manufacturer of board 

packaging and the largest manufacturer  

of cheques and other security printed 

products in Africa. He is also the Chairman 

of the Board of Directors and a Trustee of 

Clifton College, as well as the Chairman  

of Centenary Homes for Aged (incorporating 

Bartle House and Blaine House). Simon 

holds directorships in various investment 

companies.

Grant qualified as a Chartered Accountant in 

1986 at KPMG and spent two years in their 

Seattle, USA office on a rotational exchange 

programme. He was previously the financial 

director of four listed companies including 

Voltex, Powertech, SACMH and Winhold, 

and brings a wealth of financial, strategic, 

acquisitions and operational experience  

to the Group, including 15 years in the 

trading environment.

CA(SA)
Chief Financial Officer
Years of service to the Group: 2 years

CA(SA)
Independent Non-Executive Director
Years of service to the Group: 2 years

CA(SA), FCMA, MBA
Independent Non-Executive Director
Years of service to the Group: 10 years

Grant Scrutton (55) James S Dixon (65) Simon Downes (58)
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