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STRATEGIC AND 
OPERATIONAL REVIEW
This section of the report presents the long-term strategic objectives and material issues of the group. These 
strategic objectives are implemented through the individual operating divisions, which focus on specific sectors 
within the construction environment, and the report then follows with a review of the respective strategic and 
operational performances of each division. 

LONG-TERM STRATEGY: GEOGRAPHIC AND SECTOR DIVERSIFICATION
The group has, over recent years, successfully implemented a diversification strategy, not only to facilitate its growth objectives, but 
also to mitigate risk and reduce earnings volatility over the long term.

Each of the various sectors and geographies from which the group sources its projects has its own inherent risk profile 
and corresponding margins, as well as being exposed to differing effects from both global and regional economic cycles at 
different times. 

By developing capabilities across a range of higher and lower risk markets, the overall risk profile of the group is controlled. At the 
same time, the effects of negative market conditions on a particular sector or geography can, to a greater or lesser extent, be 
mitigated.

Due to the cyclical nature of economies, exposure levels to individual sectors and geographies are controlled and managed over 
the short to medium term and, as a result, strategy and risk management form an integral part of the procurement processes of the 
group.

LONG-TERM MATERIAL ISSUES
These highlighted issues are based on the risks and opportunities present within our operating context and informed by our 
stakeholder engagement, risk management processes and business environment analysis. Senior management and the board 
review these material issues on a regular, ongoing basis. This section briefly describes each material issue and how it influences 
WBHO as an organisation, as well as our strategic responses. Further information on cetain of these issues is available at the group's 
website at www.wbho.co.za

Reputation
A visible profile in the marketplace and our reputation for reliability, consistency and value for money are critical to developing and 
maintaining close relationships with clients and being able to tender on large contracts successfully. Accordingly, entrenching our 
culture and commitment to doing things ‘the WBHO Way’ always remains a top priority for the group. We achieve this through the 
visible leadership of our executive and senior management in their dealings with clients, professionals, suppliers and our employees, 
as well as through regular discussion and debate regarding what it means to be part of the WBHO team in our various interactions 
with junior colleagues.

Capacity and talent management
The construction industry is faced with a serious skills shortage at almost every level and so developing and retaining skilled 
personnel is critical to our ability to deliver projects. Inadequate skills can lead to additional costs and delays on projects as a result 
of poor supervision, rework and waste. As well as ensuring efficient project execution, experienced management teams are required 
to grow a company. Keeping our teams intact is vital to achieving our short- and medium-term objectives. In response to this issue, 
we have implemented a range of initiatives over the last few years, including our engineering school, the WBHO Academy, the C4 
management programme and formal mentoring programmes, the latest of which is on-site mentoring. Our training spend also 
increased to R38 million for the year under review. Further detailed information regarding our FY14 initiatives is contained in our 
training and skills development review, available online.

Health, safety and environmental sustainability
Construction is an inherently dangerous, high-impact activity. We maintain the very highest health and safety standards to ensure a 
safe working environment for our employees and subcontractors. We also have a moral and legal obligation to minimise our impact 
on the environment in the areas within which we operate. The group employs global best practices to monitor compliance to its 
policies and procedures in these vital areas of the business. During the year under review, we introduced further safety measures, 
incorporating peer reviews and visible field leadership. For further information regarding our current objectives in respect of these 
issues, consult our online FY14 safety and environmental reviews.

Transformation
The industry, and WBHO in particular, has made good progress and achieved a great deal in overall terms, but employment equity 
at senior levels remains a challenge. Even though the limited pool of suitably experienced engineers and the time needed to equip 
candidates with management capabilities remain significant obstacles, we continue to address this challenge proactively through 
our retention and development programmes, with a number of promising black individuals progressing through our ranks. The 
Enterprise Development Programme, in particular, continues to mentor 15 emerging contractors successfully. Consult our online 
FY14 transformation and skills development reviews for more information.
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Labour
The labour environment is a growing concern, particularly in South Africa. The wealth gap quandary is one of the root causes and 
there is no easy, quick fix answer to this challenge. Increased labour unrest and industrial action has led to reduced productivity and 
project delays, as well as negatively impacting investor perceptions and foreign investment in certain sectors. We are particularly 
concerned about the trend of intimidation and violence that is emerging and which was evident in the two-week industry strike in 
September 2013. WBHO has played a role in industry labour negotiations and communicates openly and fairly with employees. This 
year, we have begun exploring new initiatives to address productivity within our teams. A full review of our human resource activities 
during the year is available online.

Regulatory and legal compliance
Compliance with the laws and regulations of the territories in which we operate is inextricably linked to the organisation's reputation. 
This, together with our obligation to behave as a responsible corporate citizen, means that regulatory and legal compliance is top of 
the governance agenda and is regularly reviewed by the Social and ethics committee.

 ROADS AND EARTHWORKS 
2014
R’m 

2013
R’m

Revenue (1,4%) growth 5 002 5 074 
Operating profit 8,3% margin 414 505 

2014 2013

Revenue Operating profit

19%
40%

Revenue Operating profit

21%
54%

STRATEGIC REVIEW
The Roads and earthworks division has successfully implemented the long-term geographic and sector diversification strategy of the 
group. The group has had a presence in at least 10 countries and has competencies across numerous sectors and civil engineering 
disciplines. With state-owned entities, provincial governments and large mining clients forming a significant portion of its client base, 
the division operates predominantly in the tender market.

Early on in FY13, the division began taking the necessary strategic steps to mitigate the impact of reduced mining activity on 
performance. This entailed restrengthening South African revenue streams and shifting focus to the road, pipeline and energy 
sectors, which were demonstrating healthier activity. 

In the current year, the absence of an anchor project in West Africa, together with the suspension, and ultimate cancellation, of the 
Mayoko project in the Congo for Exxaro, necessitated a significant reduction in team sizes in the region and the redeployment of 
both personnel and a sizeable fleet of plant. This was successfully achieved with a minimum disruption.

The road sector has been particularly competitive in recent years, characterised by very low margins and onerous conditions of 
contract; however, between SANRAL, provincial governments and concession companies, it has provided a strong pipeline of 
projects to the market. Securing projects from this sector was key to strengthening local revenue streams in FY13 and remains an 
important part of the divisional project mix in FY14 as well. The heavy reliance of subsidiary company, Edwin Construction, on the 
provincial road market remains a concern; however, current activity levels in the sector make this a medium- to long-term issue. 

While the Pipeline division has steadily grown revenue each year, entry into the large pipe-laying market has had both its challenges 
and its successes. While the market remains buoyant, current projects relate predominantly to the more technically complex water 
pipelines. Construction was hampered on certain projects by the problematic supply of both pipes, as well as related fittings, causing 
significant delays. The performance of the division in the city metros, in respect of smaller pipe-maintenance type projects, remains 
of strategic focus as this continues to contribute strongly towards profitability.

G R O U P

G R O U P

G R O U P

G R O U P
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The South African energy crisis has resulted in a number of large-scale projects for the industry in respect of both renewable 
energy and the construction of new coal power stations and was also a key element in the revitalisation of South African revenue 
streams. While not party to the actual construction of the Kusile Power Station (this has been left to the Civil engineering division 
of the group), the division has secured projects in excess of R1 billion in respect of ancillary works over the course of the last 
three years. The energy crisis is not limited to South Africa alone and through the Projects division of the group, a contract for 
the construction of a gas-fired power station in Mozambique was awarded to the division and recently commenced.

In the local mining sector, the division was awarded additional work at Glencore’s colliery near Tweefontein, largely on the 
strength of the successful delivery of phase one of the overall project and demonstrates the ‘WBHO Way’ in action.

From a safety perspective, this year the division has pioneered the implementation of ‘Visual Field Leadership’, a strategic 
initiative incorporating demonstrable involvement and accountability from the top down and aimed at further improving safety 
on our sites. Training and skills development form part of an ongoing and continuous process of equipping employees with the 
requisite skills to uphold and deliver on the ‘WBHO Way’. Each year, individuals are selected to attend the varied and specialised 
training and mentoring initiatives of the group.

PERFORMANCE
As detailed in the previous section, the subdued activity within the global mining sector has resulted in fewer available mining 
projects and a heavier weighting of secured work towards roadwork, mostly in South Africa, in recent years. The absence of an 
anchor mining project in West Africa, together with the competitive nature of the roads market post the global financial crisis, 
continues to affect the overall margin of the Roads and earthworks division, which has dropped to 8,3% in FY14 (9,9% in FY13). 
Although declining, given the current mix of projects, the margin achieved represents a solid performance from the division.

Revenue from the South African businesses (including the SADC regions) was broadly in line with that of the previous year. 
Increased revenues from the ancillary works at the Kusile Power Station and the Husab Uranium mine in Namibia offset lower 
SA revenue from the Pipeline division. Both Edwin and Roadspan performed well during the year.

Revenue growth from both Botswana and Mozambique substantially offset the sharp decline in revenue from West Africa, which 
consisted mainly of ad hoc maintenance-type work in FY14, with reduced teams in both Ghana and Sierra Leone. 

Increased revenue from the North South Carrier (NSC) Pipeline made a strong contribution towards revenue growth in 
Botswana, which exceeded R1 billion in FY14. In our interim report, we reported on delays affecting the NSC project caused 
by heavy flooding. The time lost due to the floods, and the resulting repair work undertaken in the second half of the year, has 
placed the project behind programme, which is affecting profitability; however, the mining and airport projects in Botswana 
have performed well. In Mozambique, revenue grew by 16% following the start of the EN4 road rehabilitation contract for Trans 
African Concessions (TRAC). 

The lost-time injury frequency rate (LTIFR) of the division was 0,7 and R18 million was spent on training initiatives.

 BUILDING AND CIVIL ENGINEERING
2014
R’m 

2013
R’m

Revenue 7,2% growth 7 002 6 529 
Operating profit 4,7% margin 329 240 

2014 2013

Revenue Revenue Operating profit

27%

Operating profit

32% 25%27%

STRATEGIC REVIEW
The Building division has, in alignment with the overall long-term strategy of the group, focused on its geographic diversification 
objectives in recent years. Prompted by challenging local market conditions and a maturing market for developers, the division 
has sought long-term penetration of building markets in the rest of Africa. Initially partnering with a key client with whom it has 
a long successful history, the division successfully ‘cut its teeth’ in the retail sector in Ghana and a sound platform has been 
developed from which to explore opportunities in new countries. 

G R O U P

G R O U P

G R O U P

G R O U P

STRATEGIC AND 
OPERATIONAL REVIEW CONTINUED
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The South African building market is steadily emerging from what has been an exceptionally difficult operating environment. 
Characterised by protracted low margins, which could easily be eroded by operational inefficiencies, project execution has been of 
key importance over this period. This continued to be top of mind in the first half of FY14, as the remaining projects secured in this 
environment were completed. Yet, as the secured work steadily grown, strategic focus has shifted toward careful project selection at 
tender stage; increasing our capacity without compromising quality or standards and effective resource management so as to obtain 
the maximum value. 

The strengthening building activity has been localised in Gauteng and KwaZulu-Natal (KZN) and comes mostly from within the 
retail and commercial office sectors, where the core competencies of the division lie. Unlike the Roads and earthworks division, the 
clients of the Building division are largely from the private sector and it continues to negotiate the large majority of its projects on the 
strength of its reputation for consistent delivery, demonstrated through a proven track record. Leveraging its brand and reputation, 
along with long-term relationships, the division has increased its market share. 

A stagnant market in the Eastern Cape, with few large-scale projects and declining revenues, resulted in excess resources being 
deployed to assist the teams in Gauteng. In addition to redeploying excess resources from the Eastern Cape to Gauteng, the division 
has also recruited new employees to bolster capacity, particularly in KZN where the staff complement has increased by a third. 
Implementing our training and development initiatives for new and existing employees is crucial to achieving our quality standards 
over this busy period.

The KZN division, as part of its growth objectives, entered the rural housing market during the year. Although not particularly 
challenging from a technical perspective, the remote locations of the projects create various logistical and supply chain challenges, 
while lengthy payment terms require a significant working capital investment. Yet, having taken cognisance of the inherent 
financing cost, these projects are able to deliver better returns than traditional building projects, and at acceptable exposure levels, 
complement the overall mix of work.

The division also leverages the strong financial position and healthy cash balances of the group to unlock strategic projects for 
known developers/clients by providing financing for these projects. All projects are vetted by the Credit committee of the group and 
appropriate third-party security is obtained ahead of construction commencing. This strategy has been particularly successful in 
the Western Cape division where tourism has kept demand for residential apartments strong, yet financing has been more difficult 
for developers to obtain post the global financial crisis. It has also provided the Property team with opportunities to co-develop on 
selected properties. Financing has also been provided to a few key strategic clients in Gauteng and, as well as enhancing these 
relationships, has, in aggregate with the Cape projects, unlocked work opportunities in excess of R2 billion over FY13 and FY14.

The division has also had a strategic presence in the renewable energy sector, executing the civil works component of the 
Kathu renewable energy project in the Northern Cape, on behalf of the Projects division of the group.

The Civil engineering division faced another challenging year in FY14. Its exposure to the mining sector has meant that 
the prevailing conditions have not only had an impact on revenue, but stiff competition has also hampered margins and 
performance. 

The exposure of the division to the energy sector through its participation in the Kusile Joint Venture has been 
crucial to top-line performance in the year and highlights the importance of diversification. 

The division has also had a presence in Africa for some time, mostly in Zambia. This market remains a source 
of ongoing projects and is a key strategic focus for the division, which has developed a strong team of local 
talent, who together with South African expatriates, will take advantage of these opportunities. 

Skills are a persistent strategic concern for the division. Initiatives have been put in place to retain, attract 
and develop young engineers, in particular, but management considers this a strategic imperative and 
continues to review and refine efforts in this regard.

PERFORMANCE
Revenue from the Building division was broadly in line with that of the prior year in FY14; however, 
margins have shown some improvement in light of the strengthening market, particularly in 
the second half of the year, at which time the Kathu renewable energy project contributed 
strongly. The revenue performance should be viewed in the context of the 23% growth 
achieved in FY13 and reflects a period of consolidation. 

Despite the effects of difficult economic conditions on the disposable incomes of 
consumers, the retail sector remains resilient, particularly in Gauteng, with new 
developments under construction in the major city areas of Tshwane, Midrand 
and Newtown in Johannesburg, as well as in the outlying areas of Orange Farm, 
Heidelberg and Krugersdorp. In addition, existing centres in Rosebank and 
Sandton have refurbishments and upgrades in progress and various new offices 
for large corporate organisations further supported the Gauteng market. 
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In KZN, development in and around Umhlanga and Ballito has grown steadily since the opening of the King Shaka Airport. New 
corporate offices have underpinned the growth of the KZN division this year, although the healthcare sector, both public and 
private, also contributed strongly towards performance.

In the Western Cape, growth in tourism not only supported demand for residential apartments, but also ongoing development 
within the V&A Waterfront, both of which have provided a strong source of projects for the division.

The Eastern Cape division has had a challenging year with a significant decrease in activity in the region. This, together 
with some under-performing contracts, resulted in a poor performance; however, the order book of the division has shown 
improvement in the second half of FY14. The successful completion and handover of the FAW truck assembly plant for a 
Chinese client was, nonetheless, a highlight of the year.

As mentioned earlier, the expansion of the geographical footprint of the division into Africa continued to gain traction during 
the year with the award of two additional shopping centres in Ghana, replacing the West Hills Mall development that is nearing 
completion.

The Kusile Power Station continues to contribute strongly towards revenue for the Civil engineering division, as did the 
completion of projects at the Project Lion and Tweefontein mines. The construction of the new stadium in Bloemfontein is 
progressing well and contributed satisfactorily. 

In Zambia, the division completed the Ndola Brewery for SAB Miller during the year and has established various relationships 
with other clients that provide sufficient projects to retain a presence in the region in the short to medium term.

The LTIFR of the division is 0,9 and R14 million was spent on training initiatives.

 AUSTRALIA
2014
R’m 

2013
R’m

Revenue 2,4% growth 12 438 12 141
Operating profit 2,0% margin 250 184

2014 2013

Revenue Operating profit

48%
24%

Revenue Operating profit

51%
20%

STRATEGIC REVIEW
Through its presence in Australia since 2001, the group not only achieves its geographical diversification objectives, but also 
obtains exposure to a first world, developed economy, as opposed to the emerging market economies of Africa, acting as a 
natural currency hedge. Although Rand weakness did not have a significant impact on FY14 performance, it has, alongside 
strong organic growth, resulted in Australian revenues assuming a larger percentage of total revenue over time.

The group further diversifies its operations in Australia between building activities and civil engineering activities, implemented 
through Probuild and WBHO Civils, respectively.

The enhanced profile and increased scale of the Probuild group, created by the successful merger of Probuild and Contexx in 
FY12, are paying dividends under the prevailing strong conditions in the Australian building market. With full recognition as a 
tier one contractor across all building disciplines, the group delivered strong growth in FY13, which was consolidated in FY14, 
alongside further growth in work on hand of 127% (to be executed in FY15 and FY16). 

G R O U P

G R O U P

G R O U P

G R O U P

STRATEGIC AND 
OPERATIONAL REVIEW CONTINUED
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With its stronghold in Melbourne and solid operations in Perth, the group has been seeking purposeful penetration of the 
Sydney market, which has been met with limited success, partly due to poor trading conditions. The recent improvements in the 
market have raised the importance of achieving this strategic objective. Management has spent considerable time and effort 
meeting with both developers and the financial institutions behind the projects to enhance the brand and profile of Probuild. 
Responsibility now rests with the operational teams to further cement this effort through the successful delivery of current 
projects.

Entry into the Brisbane building market was not directly on the radar of the group for FY14; however, developments within 
that market created an opportunity for Probuild to further expand its footprint, which was immediately seized. Following the 
recruitment of a well-respected industry leader to the team, the group secured two significant projects.

With the growing amount of work on hand, creating a governance framework appropriate for a company of this scale has been 
a priority. Focus remained on embedding the risk management and governance controls introduced in FY13, which were further 
enhanced this year, through the creation of more robust project reporting and health checks, peer reviews of tenders and 
standardisation of processes. Additionally, in an industry where the majority of work is subcontracted, the performance of these 
subcontractor companies is crucial and a process for conducting a thorough due diligence prior to appointment was also formulated.

While necessary to ensure sustainable growth, these very same controls can stifle flexibility and the culture of an organisation. 
As within WBHO, management has remained alert to this concern and has developed programmes for new and existing 
employees through which to ensure that the culture of the business is reinforced.

In terms of personnel, the general strategy around senior staff was to procure the best available leaders across the nation 
and this has been achieved, with key placements now made in all major areas of operation. Furthermore, with the volume of 
work Probuild is securing, the company is becoming established as a ‘destination employer’. The group also further refined its 
graduate programme, which is now a recognised industry leading initiative. 

The global slowdown in mining activity has impacted the growth objectives of WBHO Civil, which sources the majority of its 
projects from this sector. While traditional maintenance-type projects are able to sustain existing revenues, there is a distinct 
lack of major projects on which to bid. As a result, management has created a Roads and special projects division aimed at 
reducing reliance on mining work, although penetration into these new markets will take time.

PERFORMANCE
Revenue from Probuild decreased by 7,3% in Australian Dollar terms; however, this was primarily due to targeted projects 
starting later than anticipated in the latter half of the year, rather than a decrease in activity. Demand within the Australian 
building market has been strengthening due to an increase in Asian developers investing in residential apartments, while 
developers within the retail market have now begun delivering large-scale retail developments to the construction market as 
well. Reflected in the 29% growth in activity levels in FY13, these buoyant conditions have been maintained through FY14.

The revenue from each of the divisions within the business was comparable with that of the previous reporting period, with 
the marginal decline in revenue originating from Melbourne and Monaco Hickey, which services in the pharmaceutical market 
and has experienced a slowdown. From a profitability perspective, the FY14 performance improved significantly, following the 
completion of the three loss-making projects reported on in FY13. A number of residential towers were also completed during 
FY14 and there are currently three new towers under construction. Construction on the Eastland, Chadstone and Werribee 
shopping centres is progressing well.

WBHO Civil revenue grew by 33,6% in FY14, supported mostly by the AU $113 million anchor project at the Burrop Technical 
Ammonia Nitrate Facility in the Pilbara, as revenue from mining-related projects continued to taper. 

On-site safety, while of a high standard, also received the focused attention of management due to an unacceptably high LTIFR. 
The introduction of various safety initiatives, combined with better management of any incidents themselves, resulted in a 
drastic improvement in the overall Australian LTIFR from 5,3 to 1,6.
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STRATEGIC AND 
OPERATIONAL REVIEW CONTINUED

 CONSTRUCTION MATERIALS
2014
R’m

2013*
R’m

Continuing operations
Revenue 54% growth 1 251 814
Operating profit 1% margin 14 63

Discontinued operations
Revenue (42%) growth 484 835
Operating loss (14%) margin (66) (26)

2014

Revenue Operating profit

32%4,9% 26%1,3%

* Not consolidated in FY13, for comparative purposes only.

STRATEGIC REVIEW
Having restructured the capital funding within Capital Africa Steel (CAS) and placed new leadership in most businesses, we 
began the year intent on disposing of the non-core and underperforming shelving and racking businesses and returning the 
group to profitability. The disposal of non-core businesses was achieved. Regrettably though, various production constraints 
and adverse trading conditions within the pipe-supply market halted any progress at Capital Star Steel (CSS), the pipe factory 
in Mozambique, and ultimately necessitated a complete reversal in strategy, resulting in a decision to sell the business and a 
review of the entire industrial portfolio of the group in general.

Having disposed of Symo Steel and Krost Shelving during the year and with Dywidag and Capital Star Steel in the process of 
being sold, only the rebar, ready-mix and quarry businesses remain within the CAS group. Although well-run and sustainable 
businesses, the group is currently in a process of reassessing their long-term strategic value.

PERFORMANCE
Improvements within the building market have yet to filter through to the construction materials markets that supply into it (rebar, 
ready-mix and aggregate products). This, combined with the effects from the stagnant mining sector, saw conditions deteriorate 
in the second six months of the reporting period. Oversupply, declining margins and rising input costs during this period diluted 
what had been a promising first six months from these businesses.

In respect of the pipe supply market, the slower growth of the Chinese economy in recent years has resulted in an oversupply of 
pipe within the global market, which has driven prices down. At the same time, steel prices have increased and demand in the 
SA pipe market has decreased. Erratic electricity supply in Mozambique further hampered productivity at the CSS pipe factory 
and, in this environment, the decision to sell CSS was reached by the CAS board. The financial impact of this decision is fully 
discussed in the CFO’s financial review on page 34 of this report.

G R O U P

G R O U P
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 PROJECTS
STRATEGIC REVIEW
The PPP/EPC type projects secured by the Projects team remain a strategic focus of the group. Incorporating better margins 
due to their higher risk profile, these projects form an important component of the overall mix of work.

The renewable energy sector has generated a significant number of projects upon which to bid and the division secured 
the Kathu project in round one of the bids. The early generation of power onto Eskom’s grid and the imminent successful 
completion of the project again highlight the ability of the division to partner, manage and co-ordinate these types of projects.

PERFORMANCE
In addition to successfully managing the completion of Kathu, which has enhanced the strategic profile of this division in the 
marketplace, the Projects team also reached financial close on a serviced accommodation concession for the Department of 
Statistics South Africa, as well as a 100MW gas-fired power station in Mozambique. The team remains the preferred contractor 
for the serviced accommodation concession for the Department of Rural Development and Land Reform in Tshwane, pending 
the final award of this bid.

 PROPERTY
2014
R’m 

2013
R’m

Revenue 193% growth 85 29
Operating profit 33% margin 28 10

STRATEGIC REVIEW
Given the current state of property markets in South Africa, the Property division has, from a strategic perspective, focused 
on its existing developments, the Simbithi Eco-Estate in KZN and the St Francis Links golf estate in the Eastern Cape. The 
division is, however, regularly approached with co-development opportunities and remains alert for opportunities that may 
arise at an acceptable level of risk.

PERFORMANCE
All stands at the Simbithi Eco-Estate near the King Shaka International Airport in KZN have now been sold, with 
only a few stands remaining to be transferred in FY15. Sales at the golf course development at St Francis in the 
Eastern Cape remain lacklustre and, while no improvement is anticipated by management in the short term, some 
initiatives have been implemented in an attempt to stimulate interest in the development. The holding costs to the 
developer to maintain the estate are minimal.


