
Chief Financial Officer’s Report
Glen Pearce

As we continue on our 
2020Vision journey, we have 

moved into an exciting new 
phase. We are satisfied 

with the level of our 
gearing on the balance 
sheet and it enables us 

to focus on investing 
for growth.

Net profit for the year 
increased by 94% to

US$338 
million

EBITDA increased 
by 94% to

US$785 
million

Dividend declared

15 US 
cents

Net debt declined to

US$1,322 
million
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Section 1

Financial highlights
(US$ million) 2017 2016 % change

Sales 5,296 5,141 3
EBITDA excluding special items 785 739 6
Operating profit excluding special items 526 487 8
Profit (loss) for the year 338 319 6
EBITDA excluding special items to sales (%) 14.8 14.4 n/a
Operating profit excluding special items to sales (%) 9.9 9.5 n/a
Operating profit excluding special items to capital employed (ROCE) (%) 18.0 17.5 n/a
Net cash generated 108 359 (70)
Net debt 1,322 1,408 (6)
Basic earnings (loss) per share (US cents) 63 60 5

We provided the foundation for future measured expansion, 
in targeted growth product segments, during fiscal 2017. 
The announcement of the conversion of coated graphic 
capacity to speciality products, and the debottlenecking of 
dissolving wood pulp production supported our 2020Vision. 
The global cost control initiative exceeded expectations and 
good cash generation enabled us to repay the US$400 million 
2017 bonds with available cash reserves. External economic 
factors which have a significant influence on the business were 
unfavourable and include a stronger Rand and higher paper 
pulp costs. Increased consolidated sales volumes and effective 
cost control measures reversed the unfavourable external 
factors contributing to margin improvement and an increase 
in EBITDA.

Consolidated net selling prices per ton improved by 
1% on the back of increased dissolving wood pulp prices and 
a favourable mix. The improvement was tempered by reduced 
net selling prices of coated graphic product in Europe and 
North America. Sales volumes increased by 2% as we 
increased market share in our traditional coated graphic 
markets and grew the specialities segment. Variable cost per 
ton increased due to higher purchased pulp costs, particularly 
during the latter half of the year and a stronger Rand. Cost 
cutting initiatives across all regions reduced the full impact of 
fixed-cost increases. EBITDA margins excluding special items 
increased from 14.4% to 14.8%, and along with increased 
volumes resulted in EBITDA excluding special items improving 
to US$785 million.

Finance costs were 66% of the prior period as the benefits 
of repaying debt takes effect. The additional profitability has 
increased the tax charge to US$108 million at a rate of 
24% of profit before taxation. Profit for the year increased 
to US$338 million (LY = US$319 million) with earnings per 
share excluding special items improving from 57 US cents to 
64 US cents. A dividend of 15 US cents per share has been 
declared at a four times earnings cover.

Cash generation for the year of US$108 million 
(LY = US$359 million) includes a dividend payment of 
US$59 million, tax payments of US$100 million and increased 
capital expenditure of US$357 million.

Segment reporting
Our reporting is based on the geographical location of our 
businesses, ie Europe, North America and Southern Africa.

The dissolving wood pulp business has become increasingly 
important to the group. As such, selected product line 
information in the form of dissolving wood pulp and paper is 
reviewed by our Executive Committee in addition to the 
geographical basis upon which the group is managed. This 
additional information is presented to assist our stakeholders 
in obtaining a complete understanding of our business.

Exchange rates and their impact on the 
group’s results
The group reports its results in US Dollar and, as such, the 
main foreign exchange rates used in the preparation of the 
financial statements were:

Income statement
average rates

Balance sheet
closing rates

2017 2016 2017 2016

€1 = US$ 1.1055 1.1111 1.1814 1.1226
US$1 = ZAR 13.3813 14.7879 13.5561 13.7139

Two of our three geographic business units (Europe and 
Southern Africa) have home or ‘functional’ currencies of Euro 
and Rand respectively. The results and cash flows of these 
two non-US Dollar units are translated into US Dollar at the 
average exchange rate for the reporting period in order to 
arrive at the consolidated US Dollar results and cash flows. 
When exchange rates differ from one period to the next, the 
impact of translation from the functional currency to reporting 
currency can be significant.
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Chief Financial Officer’s Report continued

The discussion in this section focuses on the group financial 
performance in 2017 compared with 2016. A detailed 
discussion, in local currencies, of each of our three operating 
regions follows in section 3.

Income statement
Our group financial results can be summarised as follows:

(Metric tons ’000) 2017 2016
% 

change

Sales volume 7,410 7,253 2

US$
million

US$
million

% 
change

Sales revenue 5,296 5,141 3
Variable manufacturing and 
delivery costs (3,147) (3,061) 3
Fixed costs (1,601) (1,571) 2
Sundry items(1) (22) (22) –

Operating profit 
excluding special items 526 487 8
Special items – 57 (100)

Operating profit 526 544 (3)
Net finance costs (80) (121) (34)
Taxation (108) (104) 4

Net profit 338 319 7
EPS excluding special 
items (US cents) 64 57 12
(1)  Sundry items include all income and costs not directly related to 

manufacturing operations such as debtor securitisation costs, 
commissions paid and received and results of equity-accounted 
investments.

Sales volume
In 2017, sales volume increased by 157,000 tons, or 
2%, compared with 2016. The regional contributions to sales 
volume are shown below:

Sales volume 
(Metric tons ’000) 2017 2016

% 
change

North America 1,359 1,329 2
Europe 3,343 3,252 3
Southern Africa 2,708 2,672 1

Group 7,410 7,253 2

Paper and pulp (excluding 
dissolving wood pulp) 5,124 5,096 1
Dissolving wood pulp 1,184 1,111 7
Forestry 1,102 1,046 5

In North America, the increased coated paper market share, 
growth in the specialities and packaging papers products and 
the additional dissolving wood pulp volumes, improved total 
sales volumes by 2% to 1,359,000 tons.

European volumes increased by 3% with good growth in the 
coated woodfree and specialities and packaging papers 
product segments. The mechanical coated business has been 
under sustained pressure as sales volumes reduced.

Volumes in Southern Africa increased by 1%. During the prior 
fiscal period, dissolving wood pulp volumes were negatively 
impacted by production problems and the effects of a drought, 
which were not repeated in the current fiscal. This was offset 
by a reduction in paper sales volumes following the 
discontinuation of waste paper sales to the Enstra Mill (sold in 
the previous period).

Section 2

Financial performance – Group
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Optimising our capacity utilisation is a key focus area of the 
business and was successfully achieved across all regions.

Sales volume to capacity (%) 2017 2016

North America 97 96
Europe 94 92
Southern Africa 95 96

Group 95 94

Sales revenue
Sales revenue increased by 3% from US$5.1 billion in 2016 to 
US$5.3 billion in 2017. The increase was due to the higher 
sales volumes discussed above, higher sales prices and 
improved sales mix.

Variable and delivery costs
Variable and delivery costs increased by US$86 million, or 3%, 
from 2016. Higher sales volumes and an increase in purchased 
pulp and chemical prices contributed to the increase in costs.

The net paper and dissolving wood pulp purchases and sales 
of the Sappi group are detailed in the graph below.

Sappi Group pulp balance 
(US$ million)
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■  Net sales■  Net purchases
Sappi group

The table below reflects the breakdown of variable and delivery 
costs by type.

Variable manufacturing and 
delivery costs (US$ million) 2017 2016

% 
change

Wood 603 624 (3)
Energy 372 355 5
Chemicals 787 726 8
Pulp and other 944 925 2
Delivery 441 431 2

Group 3,147 3,061 3

Fixed costs
Fixed costs increased by US$30 million, or 2%, from fiscal 
2016. This increase was mainly due to the stronger Rand 
resulting in an increase in US Dollar costs. Excluding the 
currency impact fixed cost decreased by US$3 million. This 
achievement is further evidence of the efforts to lower costs 
and improve efficiencies across the group.

Details of the make-up of fixed costs are provided in the 
table below.

Fixed costs (US$ million) 2017 2016
% 

change

Personnel 930 894 4
Maintenance 212 201 5
Depreciation 255 250 2
Other 204 226 (10)

Group 1,601 1,571 2
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Chief Financial Officer’s Report continued

Financial performance – Group continued

EBITDA and operating profit excluding 
special items
The group benefited from improved results of the North 
American, European and Southern African businesses. The 
results were, however, negatively impacted by the stronger 
Rand. EBITDA excluding special items increased to US$785 
million, 6% higher than the US$739 million achieved in 2016. 
Similarly, operating profit excluding special items improved from 
US$487 million last year to US$526 million in 2017.

The EBITDA bridge reflected in the graph below shows the 
impact on profitability from higher sales volumes, higher sales 
prices, improved sales mix, a reduction in variable costs and 
a reduction in fixed costs which were partially offset by 
unfavourable exchange rate movements.

Reconciliation of EBITDA excluding special items: 
2017 compared to 2016(1) (US$ million)

1,000

900

800

700

600

739

34
30

15
3 1

(37)

785

FY16 
EBITDA

Sales 
volume

Sales volume

Price 
and mix

Variable 
and 

delivery 
costs

Fixed 
costs
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(1) All variances were calculated excluding Forestry.
(2)  ‘Exchange rate’ reflects the impact of changes in the average rates of 

translation of foreign currency results.

The tables below show the EBITDA and operating profit 
excluding special items of the business for both 2017 and 
2016 and the margins of each.

EBITDA excluding special items by 
region (US$ million) 2017 2016

North America 126 124
Europe 262 261
Southern Africa 396 352
Corporate and other 1 2

Group 785 739

EBITDA margin by region
 (%)

9.1 9.3 10.1 10.2

29.5 28.9

14.4 14.8

North America Europe Sappi 
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Southern 
America
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EBITDA excluding special items 
by product category (US$ million) 2017 2016

Specialised cellulose  
(dissolving wood pulp) 386 339
Paper 398 398
Other 1 2

Group 785 739
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Operating profit excluding special 
items by region (US$ million) 2017 2016

North America 47 49
Europe 140 131
Southern Africa 337 305
Corporate and other 2 2

Group 526 487

Operating pro�t margin by region
 (%)
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Operating profit excluding special items 
by product category (US$ million) 2017 2016

Specialised cellulose  
(dissolving wood pulp) 334 294
Paper 190 191
Other 2 2

Group 526 487

The charts below illustrate that although the paper business 
only provides 36% of the operating profit, it contributes 51% of 
the group’s EBITDA excluding special items. Consequently, it 
still generates the majority of cash for Sappi and remains an 
important strategic component of our business.

Operating pro�t excluding special 
items by product (%)

36

64

1,771

1,408

● Specialised cellulose ● Paper

2017
US$526 
million

EBITDA excluding special items 
by product (%)

51 49

1,771

1,408

● Specialised cellulose ● Paper

2017
US$785 
million

For information regarding the financial performance of the 
regions, please refer to section 3 of this report.
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Chief Financial Officer’s Report continued

Key operating targets
  Our financial targets and performance against them are 
dealt with in Our strategy section on pages 8 and 9.

Special items
Special items consist of those items which management 
believes are material, by nature or amount, to the results for the 
year and require separate disclosure. A breakdown of special 
items for 2017 and 2016 is reflected in the table below:

Special items – gain  
(US$ million) 2017 2016

Plantation price fair value adjustment 21 64
Net restructuring provisions (1) (4)
Profit on disposal and written off 
assets (2) 15
Asset impairments (6) (2)
Employee benefit liability settlement – 8
Black economic empowerment 
charge (1) (1)
Fire, flood, storm and other events (11) (23)

Total – 57

The net impact of special items in 2017 was US$nil. The major 
components are described below:
•	 A positive non-cash US$21 million plantation price fair value 

adjustment was recognised following increases to the market 
price of timber

•	 Asset impairments of US$6 million were recorded in Europe 
and Southern Africa related to certain intangible assets and 
capitalised project costs, and

•	 Fire, flood, storm and other events includes fire and cossid 
moth damaged timber in Southern Africa of US$5 million and 
the cost of turbine failures at our Alfeld and Stockstadt Mills 
of US$4 million each.

Finance costs

(US$ million) 2017 2016

Net interest expense 92 124
Net foreign exchange gains (12) (2)
Net fair value (gain) loss on financial 
instruments – (1)

Total 80 121

Finance costs are significantly lower than the prior period. 
The repayment of the US$400 million public bonds during 
the call window period in April 2017 from available cash 
resources and the refinancing of debt last year contributed 
to the reduced charge.

Taxation
A regional breakdown of the tax charge is provided below.

(US$ million)
Profit 

before tax
Tax (charge) 

relief

Effective 
tax rate 

%

Europe 56 2 3
North America 33 (10) (31)
Southern Africa 357 (100) (28)

Total 446 (108) (24)

In Europe, the total tax relief of US$2 million consists of a 
deferred tax relief and a current tax charge. The deferred tax 
relief is caused mainly by the recognition of a US$16 million tax 
asset in The Netherlands.

The North American effective tax rate approximates 31% and 
is lower than the statutory rate of 38% due to the impact of 
non-taxable items.

The Southern African tax rate of 28% is equivalent to the 
statutory tax rate of 28%.

Net profit, earnings per share and dividends
After taking into account finance costs and taxation, our net 
profit and earnings per share for 2017, with comparatives for 
2016, were as follows:

(US$ million) 2017 2016

Operating profit 526 544
Finance costs 80 121

Profit before taxation 446 423
Taxation 108 104

Profit for the period 338 319

Weighted average number of shares 
in issue (millions) 533.9 529.4

Basic earnings per share 
(US cents) 63 60

The directors have decided to declare a dividend 
of 15 US cents representing a four times earnings cover 
adjusted for non-cash items and a 36% improvement on the 
11 US cents declared last year. The group aims to declare 
ongoing annual dividends, and over time achieve a long-term 
average to dividends ratio of three to one.

Financial performance – Group continued
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Below we discuss the performance of the regional businesses. The discussion is based on performance in local currencies as we 
believe this facilitates a better understanding of the revenue and costs in the European and Southern African operations.

North America

(Metric tons ’000) 2017 2016
% 

change

Sales volume 1,359 1,329 2

US$
million

2017

US$
million
2016

% 
change

US$
per ton

2017

US$
per ton

2016
% 

change

Sales 1,360 1,367 (1) 1,001 1,029 (3)
Variable manufacturing and delivery costs (814) (822) (1) (599) (619) (3)

Contribution 546 545 0 402 410 (2)
Fixed costs (485) (486) (0) (357) (366) (2)
Sundry costs and consolidation entries (14) (10) 40 (10) (7) 43

Operating profit excluding special items 47 49 (4) 35 37 (5)

EBITDA excluding special items 126 124 2 93 93 0

The North American operations showed resilience in the face of reducing coated paper market demand by increasing market share. 
Net selling prices of coated paper were under pressure due to market overcapacity, and although there was some recovery in the 
final quarter,  selling prices were still some 4% lower than the previous year. Dissolving wood pulp selling prices increased by 6% 
and reduced the impact of the lower coated prices.

Improved usage variances and lower wood and energy costs resulted in variable costs per ton reducing by 3%. The reduction in 
variable costs per ton was lower than the selling price reduction, but good fixed cost control and higher volumes improved fixed 
cost absorption rates resulting in EBITDA margins remaining in line with the previous year.

Europe

(Metric tons ’000) 2017 2016
% 

change

Sales volume 3,343 3,252 3

€
million

2017

€
million
2016

% 
change

€
per ton

2017

€
per ton

2016
% 

change

Sales 2,320 2,324 (0) 694 715 (3)
Variable manufacturing and delivery costs (1,509) (1,490) 1 (451) (458) (2)

Contribution 811 834 (3) 243 257 (5)
Fixed costs (673) (692) (3) (201) (213) (6)
Sundry costs and consolidation entries (11) (24) (54) (4) (8) (50)

Operating profit excluding special items 127 118 8 38 36 6

EBITDA excluding special items 239 235 2 71 72 (1)

The growth in specialities and packaging papers volumes and increased woodfree coated volumes to export markets, more than 
compensated for the reduced mechanical coated volumes. Pricing pressure across all segments reduced net selling prices by 3%.

Variable costs were well controlled with energy and wood costs reducing favourably. There were substantial improvements in 
production efficiencies which contributed to the lower variable costs. Fixed costs were well controlled and reduced by 3% relative 
to the previous period. Consequently the EBITDA margin of the region remained in line with the previous year at 10%.

Section 3

Financial performance – Regional
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Chief Financial Officer’s Report continued

Southern Africa

(Metric tons ’000) 2017 2016
% 

change

Sales volume 1,606 1,626 (1)

ZAR
million

2017

ZAR
million
2016

% 
change

ZAR
per ton

2017

ZAR
per ton

2016
% 

change

Sales* 17,489 16,799 4 10,890 10,331 5
Variable manufacturing and delivery costs (9,769) (9,449) 3 (6,083) (5,811) 5

Contribution 7,720 7,350 5 4,807 4,520 6
Fixed costs (4,991) (4,688) 6 (3,108) (2,883) 8
Sundry costs and consolidation entries 1,781 1,848 (4) 1,109 1,137 (2)

Operating profit excluding special items 4,510 4,510 0 2,808 2,774 1

EBITDA excluding special items 5,299 5,205 2 3,300 3,201 3

* Excludes forestry.

The average rate of the Rand strengthened by 10% for the year and had a negative impact on the results of the Southern African 
operations. Growth in dissolving wood pulp sales volumes of 8% were offset by the discontinuation of waste paper sales volumes 
resulting in total volumes reducing by 1%. Net selling prices of dissolving wood pulp increased in US Dollar terms, but reduced in 
local currency. Increased paper prices and an improved mix caused total net selling prices to increase. Wood, energy and chemical 
cost increases caused variable costs per ton to increase by 5%. Inflationary pressure on personnel and maintenance costs 
increased fixed costs by 6%. The net result of the above is an increase in EBITDA to ZAR5,299 million with annual operating profit 
of ZAR4,510 million remaining in line with last year.

The region’s capital expenditure focused on debottlenecking processes and increasing our energy self-sufficiency during the year.

Major sensitivities
Some of the more important factors which impact the group’s EBITDA excluding special items, based on current anticipated 
revenue and cost levels, are summarised in the table below.

Sensitivities Change
Europe

€ million

North 
America

US$ million

Southern 
Africa

ZAR million

Translation 
impact

US$ million*
Group

US$ million

Net selling prices 1% 24 14 187 – 55
Dissolving wood pulp prices US$10 – 2 133 – 12
Variable costs 1% 13 7 91 – 29
Sales volume 1% 8 5 84 – 21
Fixed costs 1% 6 4 47 – 14
Paper pulp price US$10 6 2 11 – 9
ZAR/US$ (weakening) 10 cents – – 82 (2) 3
EUR/US$ (weakening) 10 cents – (4) – (24) (28)

* Based on currency impact on translation of EBITDA.

The table demonstrates that EBITDA excluding special items is most sensitive to changes in the selling prices of our products.

The calculation of the impact of these sensitivities assumes all other factors remain constant and does not take into account 
potential management interventions to mitigate negative impacts or enhance benefits.

Financial performance – Regional continued
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In the table below, we present the group’s cash flow statement 
for 2017 and 2016 in a summarised format.

(US$ million) 2017 2016

Operating profit excluding 
special items 526 487
Depreciation and amortisation 259 252

EBITDA excluding special items 785 739
Contributions to post-employment 
benefits (43) (51)
Other non-cash items 6 5

Cash generated from operations 748 693
Movement in working capital (27) 4
Finance costs (81) (91)
Taxation (100) (56)
Dividend paid (59) –
Capital expenditure (357) (241)
Net proceeds on disposal of assets 4 44
Acquisition of subsidiary (11) –
Other (9) 6

Net cash generated 108 359

Net cash generated of US$108 million was lower than the 
previous year of US$359 million despite cash generated from 
operations of US$748 million being higher than the prior year 
of US$693 million. Higher working capital movements, 
increased cash taxes, the resumption of the dividends and 
increases in capital expenditure account for the reduced cash 
generated.

The increased capital expenditure was due to various upgrade 
and conversion projects throughout the group. The 
debottlenecking of dissolving wood pulp production at 
Ngodwana and Saiccor Mills, and the initial costs for the 
conversion of coated graphic capacity to speciality paper 
production in Europe and North America, are included in the 
total expenditure of US$357 million for the year.

The group acquired a flexible packaging company, Rockwell 
Solutions, in the United Kingdom resulting in an outflow of 
US$11 million.

Investment in �xed assets 
versus depreciation (US$ million)
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Section 4

Cash flow
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Chief Financial Officer’s Report continued

Summarised balance sheet

(US$ million) 2017 2016

Property, plant and equipment 2,681 2,501
Plantations 458 441
Net working capital 436 394
Other assets 254 284
Net post-employment liabilities (309) (411)
Other liabilities (451) (423)

Employment of capital 3,069 2,786

Equity 1,747 1,378
Net debt 1,322 1,408

Capital employed 3,069 2,786

Sappi has 16 production facilities in eight countries, capable of 
producing approximately 3.5 million tons of pulp and 5.4 million 
tons of paper. 

  For more information on our mills, their production 
capacities and products, please refer to pages 20 and 21.

During 2017, capital expenditure for property, plant and 
equipment was US$357 million. The capacity replacement 
value of property, plant and equipment for insurance purposes 
has been assessed at approximately US$21 billion.

Property, plant and equipment
The cost and depreciation related to our property are set out in 
the table below.

Book value of property, plant and equipment

(US$ million) 2017 2016

Cost 8,681 8,130
Accumulated depreciation 
and impairment 6,000 5,629

Net book value 2,681 2,501

Plantations
We regard ownership of our plantations in Southern Africa as 
a key strategic resource as it gives us access to low-cost fibre 
for pulp production and ensures continuity of supply on an 
important raw material input source.

We currently have access to approximately 479,000 hectares 
of land of which approximately 340,000 hectares are planted 
with pine and eucalyptus. These plantations provide 
approximately 64% of the wood requirements for our mills 
in Southern Africa.

During the year, there were increases to input costs which were 
offset by higher average fair value rates. These were partially 
offset by the damages recorded during the year. As we 
manage our plantations on a sustainable basis, the growth 
for the year was offset by timber felled during the year.

Our plantations are valued on the balance sheet at fair value 
less the estimated costs of delivery, including harvesting and 
transport costs. In notes 2.3.5 and 11 to the financial 
statements, we provide more detail on our accounting policies 
for plantations, how we manage our plantations as well as the 
major assumptions used in the calculation of fair value.

Working capital
The component parts of our working capital at the 2017 and 
2016 fiscal year-ends are shown in the table below.

Net working capital

(US$ million) 2017 2016

Inventories 636 606
Trade and other receivables 668 642
Trade and other payables (868) (854)

Net working capital 436 394

Optimising working capital remains a key focus area for us and 
appropriate targets are incorporated into the management 
incentive schemes for all businesses. The working capital 
investment is seasonal and typically peaks during the third 
quarter of each financial year.

Net working capital increased to US$436 million in 2017 from 
US$394 million in 2016. The material movements in working 
capital are discussed below:
•	 Inventories increased by US$30 million, mainly due to 

a currency translation impact of US$16 million and an 
increase in finished goods

•	 Receivables increased by US$26 million, mainly due to 
a currency translation impact of US$18 million and an 
increase in trade receivables due to the higher sales in 
the last quarter, and

•	 Payables increased by US$14 million. After taking into 
consideration the currency translation impact of 
US$26 million, payables decreased by US$12 million. 
The decrease in payables is largely due to a reduction in 
interest accruals, and the reduction of restructuring 
provisions.

Section 5

Balance sheet

106
sappi 2017 Annual Integrated Report

 



Post-employment liabilities
We operate various defined benefit pension/lump sum plans, 
post-employment healthcare subsidies and other employee 
benefits in the various countries in which we operate. 
A summary of defined benefit assets and liabilities (pension 
and post-employment healthcare subsidies) is as follows:

Defined benefit liabilities

(US$ million) 2017 2016

Defined benefit obligation (1,448) (1,525)
Fair value of plan assets 1,139 1,114

Net balance sheet liability (309) (411)

Cash contributions to defined benefit 
plans/subsidies 39 46
Income statement charge (credit) 
to profit or loss* 30 17
Cash contributions deemed 
‘catch-up’** 18 27

*  The income statement charge in 2016 was lower than in 2017 due to 
ad hoc credits from settlements and curtailments.

**  ‘Catch-up’ is cash contributions paid to defined benefit plans in excess 
of current service cost.

The liabilities from all our plans (funded plans and unfunded) 
reduced by US$77 million compared with last year. The main 
cause of the overall decrease in gross liabilities was the result 
of higher discount rates used due to rising yields in respective 
bond markets, and in some regions, reductions in post-
retirement longevity projections.

Fair value of plan assets rose by US$25 million over the year 
due to favourable investment returns of assets in our funded 
plans from outperforming equity markets.

Included in the liability and asset movements above is 
a US$9 million loss resulting from currency movements.

The reduction in liabilities and increase in assets both 
contributed to a reduction in the net overall net liability by 
US$102 million as at September 2017. A reconciliation 
of the movement in the balance sheet over the year is shown 
alongside and disclosed in more detail in note 28 of 
the Group Annual Financial Statements.

Sappi Limited de�ned bene�t pensions 
balance sheet movement (US$ million)
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Equity
Year-on-year, equity increased by US$369 million to 
US$1,747 million as summarised below:

Equity reconciliation

(US$ million) 2017

Equity as at September 2016 1,378
Profit for the year 338
Dividend paid (59)
Share-based payments 9
Actuarial gains on post-employment benefit funds 68
Movement in hedging reserves 11
Other movements 1

Equity as at September 2017 1,747
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Chief Financial Officer’s Report continued

Equity increased by US$369 million driven largely by the profit for the year of US$338 million and actuarial gains on post-
employment benefit funds of US$68 million, offset by the dividend of US$59 million.

Debt
Debt is a major source of funding for the group. In the management of debt, we focus on net debt, which is the sum of current and 
non-current interest-bearing borrowings and bank overdrafts, net of cash and cash equivalents.

Debt funding structure
The Sappi group principally takes up debt in two legal entities. Sappi Southern Africa Limited issues debt in the local Southern 
African market for its own funding requirements and Sappi Papier Holding GmbH (SPH), which is the international holding company, 
issues debt in the international money and capital markets to fund our non-Southern African businesses. SPH’s long-term debt 
is supported by a Sappi Limited guarantee and the financial covenants on certain of its debt are based on the ratios of the 
consolidated Sappi Limited group. The covenants applicable to the debt of these two entities and their respective credit ratings 
are discussed below.

The diagram below depicts our debt funding structure.

Sappi Papier  
Holding (SPH)

Sappi Southern  
Africa (SSA)

Sappi Limited

Sappi  
Europe

Sappi  
North America

Sappi  
Trading

South African debt

Non-South African debt

Sappi Limited guarantee*

Balance sheet continued

Below we highlight the main financing activities that occurred 
during the year:
•	 The SPH US$400 million 2017 bond matured on 15 July 

2017, but a call window opened at par in April 2017 and the 
bond was fully repaid from cash resources on 18 April 2017

•	 The SPH €330 million securitisation programme matures in 
August 2018 and in order to retain the long-term treatment 
of this debt the facility had to be extended before August 
2017. The facility was therefore renewed in June 2017 and 
has a new maturity date of August 2020, and

•	 The announced conversion project at the Somerset Mill is 
being financed with a new €150 million term loan. As with 
other previous capital projects the facility was arranged with 
the Oesterreichische Kontrollbank, the Austrian development 
bank (OeKB). This long-term facility is structured as 
a seven-year term facility with drawings taking place until 
June 2018, in line with the progress of the project.

Structure of net debt and liquidity
We consider the liquidity position to be very good, with cash 
holdings exceeding short-term obligations by US$417 million 
at fiscal year-end. In addition, Sappi has US$623 million 
of unutilised committed credit facilities, including the revolving 
credit facility at SPH of €465 million (US$549 million).

*  Sappi Limited provides guarantees for long-term non-South African debt.
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The structure of our net debt at September 2017 and 2016 is 
summarised below:

(US$ million) 2017 2016

Long-term debt 1,739 1,535
Senior unsecured debt 1,436 1,732
Securitised funding 364 314
Less: Short-term portion (61) (511)
Net short-term debt (cash) (417) (127)
Overdrafts and short-term loans 72 65
Short-term portion of long-term debt 61 511
Less: Cash (550) (703)

Net debt 1,322 1,408

Movement in net debt
The movement of our net debt from fiscal 2016 to fiscal 2017 
is explained in the table below:

(US$ million) 2017

Net debt as at September 2016 1,408
Net cash generated (108)
Currency and other movements 22

Net debt as at September 2017 1,322

Group debt profile
We show the major components and maturities of our net debt at September 2017 below. These are split between our debt in 
South Africa and our debt outside South Africa.

Maturity (Sappi fiscal years)

(US$ million) Amount

Interest 
rates 
(local 

currencies)
Fixed/

variable 2018 2019 2020 2021 Thereafter

South African
Bank debt 30 7.85% Fixed* 30
Bonds 92 7.86% Fixed* 37 55

Gross debt 121
Less: Cash (216) (216)

Net South African debt (cash) (95) (179) – 84 – –

Non-South African
Securitisation (US$) 127 1.38% Variable 127
Securitisation (EUR) 237 2.62% Variable 237
OeKB term loan 1 96 1.25% Fixed 24 24 24 24
OeKB term loan 2 70 2.20% Fixed 8 8 53
Other bank debt 75 0.54% Variable 72 0.4 0.3 0.3 1
2022 Bonds (EUR) 532 3.38% Fixed 532
2023 Bonds (EUR) 413 4.00% Fixed 413
2032 Bonds (US$) 221 7.50% Fixed 221
IFRS adjustments (20) (0.3) (20)

Gross debt 1,750
Less: Cash (334) (334)

Net non-South African debt 1,416 (238) 25 396 33 1,201

Net group debt 1,322 (417) 25 481 33 1,201

* Floating rate bonds/bank loans swapped to fixed.
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The majority of our non-South African long-term debt is 
guaranteed by Sappi Limited, the group holding company.

A diagram of the debt maturity profile for Sappi fiscal years 
is shown below.

Debt maturity profile (US$ million)
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Covenants
Non-South African covenants
Financial covenants apply to US$166 million of our non-South 
African bank debt, the €465 million revolving credit facility and 
our securitisation borrowings.

The covenants are described below and are calculated on 
a last four quarter basis and require that at the end of each 
quarter:
•	 The ratio of group net debt to EBITDA be not greater than 

4.00-to-1 at the end of September 2016, reducing over 
the term of the facility to 3.75-to-1 by June 2019, and

•	 The ratio of group EBITDA to net interest expense be not 
less than 2.50-to-1 at the end of September 2016, and 
remain at this level over the term of the facility.

The table below shows that at September 2017 we were well 
in compliance with these covenants.

Non-South African covenants 2017 Covenant

Net debt to EBITDA 1.58 <4.00
EBITDA to net interest 9.24 >2.50

In addition to the financial covenants referred to above, our 
bonds and certain of our bank facilities contain customary 
affirmative and negative covenants restricting, among other 
things, the granting of security, incurrence of debt, the 
provision of loans and guarantees, mergers and disposals and 
certain restricted payments. As regards dividend payments, in 
terms of the international bond indentures, any cash dividends 
paid may not exceed 50% of net profit excluding special items 
after tax and certain other adjustments, calculated on 
a cumulative basis.

South African covenants
Separate covenants also apply to the revolving credit facility 
of our Southern African business.

These covenants are calculated on a last four quarter basis 
and require that at the end of March and September, with 
regard to Sappi Southern Africa Limited and its subsidiaries:
•	 The ratio of net debt to equity is not at the end of March 

and September greater than 65%, and
•	 At the financial year-end, the ratio of EBITDA to net interest 

paid for the year is not less than 2-to-1.

Below we show that for the year ended September 2017 the 
South African financial covenants were comfortably met.

South African covenants 2017 Covenant

Net debt to equity Net cash <65%
EBITDA to net interest Net interest 

received >2.00

Credit ratings
Global Credit Ratings: South African national rating
Sappi Southern Africa Limited: A+(za)/A1+(za)/Stable Outlook 
(June 2017)

Moody’s
Sappi corporate family rating: Ba2/NP/Positive Outlook 
(May 2017)

SPH debt rating:
•	 2022/2023 Bonds and RCF: Ba2/Positive Outlook 

(May 2017)
•	 2032 Bonds: B1

S&P Global Ratings
Corporate credit rating: BB/B/Stable Outlook (January 2017)
SPH Debt rating:
•	 2022/2023/2032 Bonds and RCF: BB Stable Outlook 

(January 2017)

Chief Financial Officer’s Report continued

Balance sheet continued
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Conclusion
Good cost management, including increased market share in 
our graphics segments and growth in our specialities and 
packaging papers and dissolving wood pulp segments, 
provided the necessary platform to remain on target to deliver 
our 2020Vision. The four main objectives of our strategy were 
evident during the year. We exceeded our global cost initiative 
targets which contributed to increasing our EBITDA margins to 
14.8%. We rationalised the business by announcing the 
conversion of coated graphic capacity in Europe and North 
America to packaging paper capacity. The balance sheet was 
strengthened by utilising cash reserves to repay the 

US$400 million 2017 bonds, and we accelerated growth in 
high-margin products by initiating debottlenecking projects at 
Saiccor and Ngodwana Mills to increase production of 
dissolving wood pulp.

Strong cash generation reduced our leverage to 1.7 times net 
debt/EBITDA. We start fiscal 2018 on a sound platform.

GT Pearce
Chief Financial Officer

07 December 2017

Section 6

Share price performance
Sappi ordinary shares – (JSE:SAP) 

(ZAR)

120

100

80

60

40

20
20162015

S
ep

t2017

M
ar

Ju
n

D
ec

S
ep

t

Ju
n

M
ar

D
ec

S
ep

t

111
sappi 2017 Annual Integrated Report

Chief Financial Officer’s Report

  


