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Our focus over the past financial year was one of capital 
preservation. In practice this meant divesting from 
businesses that had no realistic prospect of meeting return 
on capital hurdles and optimising the capital structures of 
continuing businesses. Consequently, although the year 
was poor from an earnings perspective with the Group 
delivering a total comprehensive loss of R125 million, 
cash generation was strong with the Group generating 
R399 million from operating activities. 

Chief executive officer’s 
report

In analysing the results for the year, the following points 
are worthy of consideration:

• The results for the continuing operations to March 
2020 have been negatively affected by the Covid-19 
pandemic. Our best estimate is that the slowdown and 
ultimate shutdown in late March 2020 reduced revenue 
by R60 million and reduced operating profit by some 
R20 million. 

• The implementation of IFRS 16 (accounting for leases) 
had a R5 million negative effect on earnings in the 
current year and an aggregate R21 million negative 
effect on net asset value at year-end. This will unwind 
over the life of the leases. 

• Taking the above into account and despite the prevailing 
economic headwinds, including the negative impact 
of electricity load shedding on the manufacturing 
businesses, the Group managed to improve operating 
margins and increase its core operating profit even 
though turnover was lower. We have implemented plans 
to be more energy self-sufficient but some of our larger 
electricity-consuming businesses remain reliant on the 
national grid. 

• The Group valued its properties down by R41 million: 
R28 million on investment properties and R13 million on 
owner-occupied properties. This downward valuation 
is our estimate of the consequence of the economic 
fallout due to Covid-19 on our property portfolio. 
Our entire property portfolio is revalued each year by 
an independent property valuer. This valuation was 
completed shortly before year-end and would have 
resulted in an upward revaluation of R40 million: 
R37 million on investment properties and R3 million on 
owner-occupied properties. However, the valuation did 
not consider the effects of Covid-19. We have analysed 
the portfolio on a property-by-property basis and 
adjusted the valuations to reflect our best estimate of 

the impact of the pandemic on the portfolio. In summary, 
after all the adjustments, our portfolio is valued at a 
weighted average capitalisation rate of 10,5%. This 
provides a gap between our capitalisation rates and 
current borrowing costs, even on a 10-year fixed-rate 
basis. Time will tell whether the gap is justified or, 
indeed, whether it is sufficient. This is the best estimate 
that we have given current information. 

• We impaired certain intangibles and goodwill resulting 
in a R37 million charge to the income statement. 
These impairments relate to businesses acquired in 
the toy industry. Specialised toy retailers are coming 
under increasing pressure and the toy industry was 
going through rapid changes even before the effects 
of Covid-19. The uncertain outlook for the economy 
into the foreseeable future led us to conclude that it 
was appropriate to impair these items. However, we feel 
that the businesses acquired will provide us with greater 
flexibility both with regards to sourcing and distribution 
channels. This flexibility will enable us to better weather 
these challenging times. 

• Discontinued operations delivered a loss of R131 million. 
In last year’s report, we informed you that we had 
decided to exit four businesses that we did not believe 
could deliver on our capital return hurdles. We can 
report that we have sold two businesses (Winelands 
Textiles and First Factory Shops) and are in the process 
of disposing of the last remaining element of the Brand 
ID business. With reference to the last of the four, 
Frame Knitting, the disposal process is continuing 
with operations concluded in July 2020. We anticipate 
the disposal process will be completed by the latter 
part of this calendar year. There will be some residual 
costs associated with the disposal of Frame Knitting 
to be incurred in the new financial year. However, 
the significant cost items including impairments and 
provisions for retrenchment costs have been provided 
for in the year under review. Even though these exits are 
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earnings-negative, they are cash-positive and exiting 
these businesses is one of the reasons why cash 
generation was strong. 

• The Group reduced its interest-bearing debt by 
R247 million during the year. This does not reflect in 
the finance expense number, which remained flat 
despite reducing interest rates. The reason is that 
most of the cash generation occurred in the second 
half of the financial year. Indeed, at half-year-end the 
finance expense for the current year was R8 million up 
on the prior year. It is important to point out that the 
cash generation came about without cutting any capital 
expenditure programmes in the continuing businesses. 

ANTICIPATED EFFECTS OF COVID-19 
AND OUTLOOK 
The major impact of Covid-19 occurred after the financial 
year-end. The severe lockdown restrictions in April meant 
that the Group operated at around 10% of capacity, which 
was largely centred around supplying essential service 
providers. The move to level 4 restrictions in May allowed 
our manufacturing operations and stationery businesses 
to open on a restricted basis and the Group operated at 
around 40% capacity. The easing to level 3 in June meant 
that all the Group’s businesses could operate. The capacity 
levels will be driven by restrictions implemented to ensure 
the health and well-being of employees and customer 
demand. We are currently in the process of assessing 
whether the Group’s insurance policies provide cover 
for the interruptions caused by Covid-19. The property 
portfolio largely consists of low-cost B-grade industrial 
properties. We are hopeful that these properties will prove 
to be more resilient in the long term. Rental collections 
for April, May and June 2020 were satisfactory with over 
90% of rentals having been collected and 5% deferred with 
agreement. However, we will not be immune to the fallout 
from the crisis and collections may get more challenging. 

We are steeling ourselves for a very difficult year ahead as 
many roleplayers in the economy come under increasing 

pressure. The strong cash generation in the year under 
review means that we come into these unprecedented 
times a little more fortified than would have been the case 
a year earlier. Our short-term focus has been on cash 
preservation. Accordingly, we have cut variable expenditure 
wherever possible and have also made some structural 
decisions to reduce fixed costs. Unfortunately, this also 
means that we have suspended dividend payments  
for now.

We will endeavour to ensure that the Group is geared for 
the economy that we have rather than the economy that we 
would like to have. This is not a statement that reflects only 
on the new issues being raised as a result of Covid-19 and 
the lockdown, but rather the longer-term issues that we 
have faced in terms of the stagnant economy, increasing 
input costs, most notably utilities and indirect taxes, load 
shedding and ever-increasing cost of compliance with rafts 
of legislation. There are also opportunities to be pursued 
and in the areas where we have a competitive advantage, 
we will continue to look for ways to deliver growth. We will 
continue to invest in areas that we believe can deliver good 
returns on capital. 

It will be challenging to navigate through the current 
uncertainty, but the management teams and staff we have 
in the individual businesses have shown great fortitude and 
a willingness to make tough decisions when necessary. The 
crisis has also presented the opportunity for businesses to 
unlock alternative revenue streams and fill the gaps left by 
disruptions to supply chains. The next financial year will 
not be an easy one, but we relish the challenge to play our 
part in making a difference. 

Stuart Queen
Chief executive officer
17 July 2020


