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SALIENT POINTS

Operating profit 

up 3% 
to R107m

Headline earnings  
per share 

up 34% 
to 37.62 cents

HEPS increase due to 
the put option IFRS 

adjustment to 

20.9%
(5.88 cents)

Ungeared, with

 R227m 
net cash on hand

Revenue 

up 5%
to R1 342m
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COMMENTARY

The Board of Directors of ARB (“the Board”) is pleased to present the Group’s interim results for the 
six months ended 31 December 2017 (“the period”). 

NATURE OF BUSINESS
ARB is an investment and property holding company with investments in closely-related trading and 
distribution businesses, including 74% of ARB Electrical Wholesalers (Pty) Ltd, a level 2 B-BBEE 
company, which operates 22 electrical wholesale branches throughout South Africa, and 60% of 
Eurolux (Pty) Ltd, which imports and distributes light fittings, lamps and related accessories.

FINANCIAL REVIEW
The Group’s results for the six months to December 2017 have been positively affected by a 
decrease of R13.8m in the IFRS fair value of the put option liability arising from the option issued 
to the minority shareholders in Eurolux. This fair value is sensitive to movements in the Company’s 
share price (please see below). The Group produced a 2.8% increase in operating profit.

The Group’s revenue for the period increased by 5.4% to R1.34bn (2016: R1.27bn). The Electrical 
Division was able to grow its turnover marginally in an extremely challenging market, through the 
expansion of its Connect branches and the successful pursuit of a number of projects, while the 
Lighting Division’s turnover decreased due to retail customers dropping stock levels in line with a 
decrease in demand. 

Changes in the product mix, and the emphasis on trading disciplines ensured that gross profit 
margin were maintained in a tough trading environment. The Group’s operating profit increased 
slightly to R107.4m (2016: R104.5m) at an operating margin of 8.0% (2016: 8.2%) of revenue.

The Group continues to be cash generative, is ungeared and has net cash on hand of R226.6m  
(2016: R174.9m), after the payment of dividends during the reporting period of R118.7m (2016: 
R93.4m). Net interest received increased 110% to R13.8m (2016: R6.6m), R2.8m as a result of tight 
cash management and R4.3m being the non-reoccurrence of an IFRS adjustment in the prior period.

With the continued emphasis on working capital management, net working capital as a percentage 
of annualised revenue decreased to 21.6% (2016: 24.5%). This decrease is pleasing and is at 
the bottom end of the targeted range of 20% to 25% of revenue. Inventories and receivables are 
consistent with the comparative period. Payables have increased based on timing differences 
mainly on foreign suppliers. 

The Eurolux minority put option in respect of their shareholding interests is reflected as a current 
liability of R77.2m (2016: R88.8m) as these non-controlling shareholders may now put their shares 
to the Group. They have not indicated any intention to do so. This liability is calculated in terms of 
a formula. A 13% reduction in the share price in the four months to December 2017 resulted in 
this liability reducing by R13.8m. Given the sensitivity to the formula and in particular share price, 
shareholders are cautioned that this may reverse in the short term. 
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COMMENTARY continued

Gross capital expenditure for the period was R61.9m (2016: R13.6m), which in the main relates to 
the costs of vacant land for development of the new ARB Electrical warehousing facility in Lords 
View, the completion of the new East London electrical branch and the replacement of vehicles.

DIVISIONAL REVIEWS
Electrical Division (Revenue up 8.7% and operating profit up 12.8%)
The Electrical Division’s revenue increase was generated by sourcing and securing opportunities 
from smaller project orders, while continuing to secure its market share from its geographic 
footprint expansion in the prior years  in an effort to compensate for the decrease in large 
project revenues, particularly in the last quarter of the 2017 calendar year. With limited trading 
opportunities, the gross margin remained under pressure, predominantly in the high value  
cable-related products. Operating profit increased by 12.8% to R70.9m (2016: R62.8m), with an 
operating margin of 6.4% (2016: 6.2%).

Lighting Division (Revenue down 6.1% and operating profit down 17%)
Revenue in this period disappointed as retail customer confidence reduced further and Retail 
Chain stores managed their stocks down accordingly. As a result, revenue decreased by 6.1% to 
R254.2m (2016: R270.6m). The volatile exchange rate again put pressure on margins. The operating 
profit decreased by 17.0% to R26.9m (2016: R32.5m), and operating margin deteriorated to 10.6%  
(2016: 12.0%). The Lighting Division continues to expand its product range to existing customers, 
and the new Euro Nouveaux lighting showroom, which was opened in the prior year with a new 
range targeting the more discerning buyer, received positive responses from the market. 

PROSPECTS
The Group foresees little or no change in the general trading environment, given the low economic 
growth forecast for South Africa. We remain confident that the Group has the resources to continue 
to build customer loyalty which will create new opportunities for the Group. 

The Electrical Division opened its new Connect branch in Randburg in January 2018 and the 
development of the new mega branch in Lords View is expected to be completed in January 2019. 
This division will continue to invest, in the medium term, in organic growth opportunities through 
the establishment of new distribution outlets. Trading margins are expected to remain under 
pressure and costs and working capital continue to be closely managed. The division also has 
opportunities to supply product from its overhead line department to Eskom projects which are 
aimed at increasing its electrification target by over 200 000 households by the end of March 2018. 

The Lighting Division will continue to expand its product offering to existing customers. The 
additional space leased in Johannesburg to provide capacity for their new “cut wire” product range 
and to accommodate the retail “ready pack” plant will be fully operational in the second half of 
the year. It is anticipated that this facility will contribute positively to the next six months’ results.  
The new Euro Nouveaux division is well positioned to take advantage of any improvement in 
consumer confidence.
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With effect from 1 February 2018, ARB Electrical Wholesalers (Pty) Ltd has acquired a  
60% interest in Craigcor Distributors (Pty) Ltd, a distributor of Rockwell Automation products, with 
primary areas of responsibility in Gauteng, Western Cape, Namibia and Zambia. The acquisition 
price is based on the average of three years’ after tax profits, at a multiple of 6.5, with a potential 
maximum of R30m. The transaction is uncategorised in terms of the JSE Listings Requirements.

Whilst no other corporate activity has taken place during the period, the Group continues to evaluate 
acquisition opportunities.

These interim statements, including these prospects, have neither been reviewed nor reported on 
by the Company’s auditors.


