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Chief Executive’s Q&A

This year we have delivered Ongoing 
Revenue growth of 12.6% (of which 3.0% 
was Organic Revenue growth and 9.6% 
was from acquisitions), Ongoing Operating 
Profit growth of 11.5% and Free Cash Flow 
of £156.4m.

We have also benefited from the recent weakness in sterling with total 

revenue and profit before income tax at actual rates of exchange rising 

by 23.2% and 31.0% respectively. 

Our core Pest Control business has again performed strongly, Ongoing 

Revenue growing by 25.9% (of which 5.7% was Organic Revenue 

growth), and we are increasingly encouraged by the ongoing traction  

in our Hygiene business which grew by 4.8% (of which 3.1% was Organic 

Revenue growth). In December we signed a joint venture  

(JV) agreement with Franz Haniel & Cie. GmbH (Haniel) to establish 

a leading provider of workwear and hygiene services in Europe, to 

be created by transferring our Workwear and Hygiene businesses in 

Benelux, Sweden and Central and Eastern Europe (CEE) into CWS-boco  

(owned by Haniel). Completion is expected in mid-2017, subject  

to competition clearance. 

Q. What are the key takeaways for investors from the 
Company’s performance in 2016? 

A. During the year we continued to implement an effective and 

consistent strategy – called our RIGHT WAY plan – at pace, and it is this 

strategy which is beginning to deliver consistent progress against our 

medium-term targets. The plan is based upon a clear, business model 

with five geographic regions and three core business lines, all operating 

on a low-cost, single-country operating structure. Our three core 

competencies are: our colleagues as experts; our business leadership; 

and our lean multi-business operations. We use a quadrant analysis 

tool for capital allocation and operational management and group our 

businesses into a four-box growth potential grid which has again worked 

well for us in 2016. Finally, our financial targets are to deliver mid-single-

digit Ongoing Revenue growth, high-single-digit Ongoing Profit growth 

and strong and sustainable Free Cash Flow of £110m+, and we have 

exceeded all three of these targets in 2016.

In Pest Control we have strengthened our position as the world’s most 

international pest control company through increased organic growth 

and through acquisitions, by establishing stronger market positions 

particularly in Emerging and Growth markets, and through innovation 

and digital expertise. In our Hygiene business we have delivered a 

significant improvement in revenue growth, established a strong product 

range, launched the myInitial customer portal for enhanced customer 

insight and engagement and have begun to acquire target bolt-ons to 

build scale and density. Finally, in Workwear, we have announced the 

creation of a JV with Haniel to form a leading provider of workwear and 

hygiene services in Europe. 

Lastly, our continued focus on cash has enabled us to accelerate our 

acquisition plans during the year, particularly within Emerging and 

Growth markets. We acquired 41 businesses in Pest Control, Hygiene 

and Other across 19 countries, with combined annualised revenues in 

the 12 months prior to acquisition of £124m.

Q. How have your Pest Control operations performed 
this year? 

A. Very well. We’ve seen an overall improvement in Organic Revenue 

growth of 5.7% with notably strong growth from Brazil, Chile, China, 

Germany, India, Indonesia and the US. This year we deployed multiple 

growth levers across our global portfolio to improve organic growth. 

These included using our technical expertise, innovation and digital 

expertise to drive new sales and reach new customers. Another key 

driver of organic growth in 2016 was progress in targeting international 

and national accounts. Our acquisition of Steritech in the US has really 

strengthened our capability in both these segments. 

Growth from our North American Pest Control operations (excluding 

Products) has also been significantly aided by our successful acquisition 

programme across the region and during the year we bought 17 new 

businesses, all of which are integrating well. I’m very pleased to report 

that our Pest Control margins (excluding Products) in this key growth 

market are now at 16% and this still leaves us with significant margin 

opportunity to be gained through operational efficiencies including 

service productivity and procurement. 

Q. Pest Control is going from strength to strength but 
Hygiene is also now looking increasingly promising.  
Why is this? 

A. Initial Hygiene is the world’s leading hygiene services business, 

operating in an attractive industry offering good growth opportunities 

as expectations around standards of hygiene increase. The business is 

highly profitable and, as in Pest Control, margins are driven by postcode 

density (servicing as many customers as possible in a tight geographic 

zone) and customer penetration (selling multiple service lines to 

customers). In recent years we have made significant investments in 

developing our products and believe we have the best range in the 

market, giving us greater confidence to sell to customers. In addition, 

we are also changing the way we incentivise and reward our colleagues, 

moving away from revenue-based schemes for sales towards margin-

based schemes to improve revenue quality and reduce downside risks 

of underperformance and price pressure. As a result of our growing 

confidence in the business, we are now acquiring bolt-ons to build 

scale and density and during 2016 we bought five small businesses 

in Australia, New Zealand, Malaysia, the Republic of Ireland and Chile – 

all of which are performing well.

“I am very encouraged 
by our performance  
in organic growth 
which, at 3.0%,  
is at its highest  
level for 10 years.”

Andy Ransom, Chief Executive

Q. What is the rationale for your joint venture with Haniel? 

A. I absolutely believe that this transaction is the right deal at the right 

time – it is the best decision to take for the future of the businesses 

being transferred into the JV, is the right thing to do for the remaining 

Rentokil Initial businesses and is value creating for our shareholders. 

The transaction strengthens our balance sheet through cash proceeds 

of c. £420m which will be used to reduce debt and interest costs and 

increase our flexibility for value-enhancing acquisitions in the higher-

growth markets of Pest Control and Hygiene. On a pro forma basis our 

net debt to EBITDA ratio will be reduced on completion and our annual 

interest costs will fall by some £7m. Further, through retaining a c. 18% 

stake in the new JV, we will receive an annual dividend of €19m for five 

years (subject to a true-up mechanism). We anticipate maintaining our 

stake in the combined business for three to five years after which time 

we have various exit options under the agreement to optimise further 

value for shareholders. 
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Q&A Our ‘Big Five’ Challenges

Q. M&A has once again been a key feature of 2016. 
Can you update us on progress?

A. 2016 has been very successful for M&A. This year we have acquired 
41 businesses (35 in Pest Control, five in Hygiene and one in Other) with 
combined annual revenues of £124m for £107m. In North America we 
have continued to reinforce our presence as the number three player 
in the world’s largest pest control market through the acquisition of 17 
businesses, including the July acquisition of Residex. In addition, we 
have acquired businesses in Australia, Austria, Brazil, Canada, Chile, 
China, Denmark, French Guyana, Germany, Guatemala, Honduras, Hong 
Kong, Malaysia, New Zealand, Republic of Ireland, Spain, Switzerland, 
UK and the US. The integration of acquisitions is progressing well and 
Steritech – our largest pest control acquisition to date – exited 2016 
with profits at the top end of expectations at c. $30m. We have also sold 
four small, non-core businesses. In the coming year we will continue 
to acquire businesses to infill locally, build further density and grow 
margins, particularly in Emerging and Growth markets and our pipeline 
of prospects is particularly strong going into 2017.

Q. What hasn’t gone so well this year? What are your key 
challenges and opportunities?

A. As I described above, our Hygiene business has grown well this year 
but gross margins declined by 60 basis points (primarily reflecting the 
costs associated with new product roll-outs) and therefore our challenge 
going forward will be to improve profitability and yield management 
through our Execute Now programme (see page 24 for more details on 
how we plan to achieve this). 

We are also keen to improve service productivity across the Group (and 
we exited 2016 slightly behind expectations, including in North America) 
and to push for even higher levels of customer retention across our 
businesses. 

While our overall health and safety performance statistics show strong 
improvements (see page 33), we have identified a rise in some categories 
of accidents, particularly those involving driving and working at height. 
Safety is our number one priority and we are rolling out additional 
training programmes for frontline colleagues and first level managers to 
address this. We also want to move faster to raise safety standards in the 
businesses we acquire to match levels in our existing operations. 

Finally, while we are delighted with our proposed joint venture with 
Haniel to transfer our Benelux, Sweden and CEE Workwear and 
Hygiene operations into CWS-boco, our Workwear operations in France 
will remain an important and substantial part of the Group going forward. 
Conditions have been challenging in France in recent years and this 
reflects the combination of a challenging economy, intense competition 
and significant pricing pressure which have resulted in reduced 
profitability and heightened tensions with our industrial relations there. 
In 2017 we will focus on further implementation of our Quality agenda 
designed to differentiate Initial Workwear as the quality player in the 
French market and this is already delivering improvements in service, 
customer satisfaction and retention.

In summary therefore, and based on the issues described above, our 
priorities for the coming year will be focused on margin enhancement 
across all our businesses, service productivity, maintaining and funding 
our successful performance in M&A, making further progress with our 
digital capability and innovation and finally delivering revenue growth – 
our focus remains very strongly on accelerating levels of organic growth 
across the Group. A more in-depth look at what we call our ‘Big Five’ 
challenges can be reviewed opposite.

Andy Ransom 

Chief Executive
22 February 2017

Overall, 2016 has been a good year for the Company with many positive 
achievements. However, we have five big challenges – which we must 
turn into opportunities – ahead. These are: 

1. Accelerate Organic Revenue growth 

When we announced our RIGHT WAY plan in early 2014 we set 
ourselves a financial target of mid-single-digit Ongoing Revenue growth 
– comprising 2-3% Organic Revenue growth and 2-3% growth through 
acquisitions. In 2016 we delivered total Organic Revenue growth of 
3.0% and growth from acquisitions of 9.6%. Further, Pest Control grew 
organically by 5.7% and Hygiene by 3.1%. Our challenge now is to 
grow organically in excess of 3% per annum. We aim to achieve this by 
focusing on product and service innovation, digital marketing, maximising 
the opportunity from global accounts and driving growth in our Emerging 
and Growth markets, specifically India, China and North America. More 
details on these initiatives can be found on pages 18, 21, 24 and 25. 

2. Improve margins, particularly in Hygiene 

While our Hygiene business delivered Organic Revenue growth of 
3.1% in 2016, gross margin declined by 60 basis points in 2016, due 
principally to the costs associated with introducing our new product 
ranges across customer premises. While this will work its way through 
over time, there are additional steps we can take to grow margins further 
and these are shown on page 24 of this report under the heading of our 
‘Execute Now’ programme. 

3. Ongoing execution of M&A 

In the last three years we have acquired 93 businesses with combined 
annualised revenues of almost £350m. All except one (representing 
0.7% of total spend) have performed in line with or above their expected 
IRRs. The success of our M&A programme has contributed strongly 
to our growth in Pest Control, particularly in our key North American 
market. The challenge ahead is to sustain momentum by continuing 
to build the pipeline, drive performance to meet or exceed target 
hurdle rates and set ourselves the highest standards of integration and 
control to ensure ongoing success and to avoid the risk of adding to the 
complexity of our business or distracting existing operations. 

4. Enhance capability in digital, innovation and the 
‘Internet of Things’ 

Over the last three years we have developed market-leading digital 
platforms across the customer lifecycle from sales and service through 
to account management and billing. We have also developed product 
and service innovations and in 2016 launched a collaboration with 
Google which will lead to the global deployment of innovative digital 
pest control products and, in the future, to the development of ‘next 
generation’ services to offer customers new levels of proactive risk 
management against the threat of pest infestation. Our challenge is to 
roll-out these developments across all of our key markets in a timely and 
cost effective manner, while at the same time sustaining the pipeline of 
new digital technologies and innovations. 

5. Improve operational and financial performance in 
France Workwear 

Our French Workwear business is profitable and highly cash-generative 
with good overall market share. However the market within which it 
operates is highly competitive and pricing pressure has been significant. 
We also operate in a complex industrial relations environment which 
presents additional challenges. We believe implementation of our 
Quality initiative is the best approach to mitigate these challenges and 
return the business to profitable growth. We changed the Managing 
Director of the business in 2016 and while we are making steady 
improvements in service quality, customer satisfaction and retention, 
the business continues to decline. On page 26 of this report, we outline 
the further steps we are taking to improve operational and financial 
performance and show our progress to date.


