
Notes to the Group  
Annual Financial Statements
for the year ended September 2018

1. Basis of preparation
The consolidated financial statements of Sappi Limited (the ‘Company’) as at and for the year ended September 2018 
comprise the Company and its subsidiaries (together referred to as the ‘group’ and individually as ‘group entities’ or ‘group 
entity’) as well as the Group’s interests in associates and joint ventures.
The consolidated financial statements (the ‘Group Annual Financial Statements’) have been prepared in accordance with:
 • International Financial Reporting Standards (IFRS) issued by the International Accounting Standards Board (IASB),
 • the SAICA Financial Reporting Guides as issued by the Accounting Practices Committee,
 • Financial Reporting Pronouncements as issued by Financial Reporting Standards Council,
 • the Listings Requirements of the JSE Limited, and
 • the requirements of the Companies Act 2008 of South Africa.

The Group Annual Financial Statements are prepared on the historical cost basis, except as set out in the accounting 
policies which follow. Certain items, including derivatives, are stated at their fair value while plantations are stated at fair value 
less costs to sell.

Fair value is determined in accordance with IFRS 13 Fair Value Measurement and is categorised as follows:
 • Level 1: Quoted prices in active markets for identical assets or liabilities,
 • Level 2: Inputs other than quoted prices that are observable, either directly or indirectly, and
 • Level 3: Inputs for the asset or liability that are unobservable.

Transfers between fair value hierarchies are recorded when that change occurs.

The Group Annual Financial Statements are presented in United States Dollar (US$) as it is the major trading currency of the 
pulp and paper industry and are rounded to the nearest million except as otherwise indicated.

The preparation of the Group Annual Financial Statements was supervised by the Chief Financial Officer, GT Pearce CA(SA).

The group’s financial year-end is on the Sunday closest to the last day of September. Accordingly, the last three financial 
years were as follows:
 • 02 October 2017 to 30 September 2018 (52 weeks)
 • 26 September 2016 to 01 October 2017 (53 weeks)
 • 28 September 2015 to 25 September 2016 (52 weeks)

The Group Annual Financial Statements are prepared on the going concern basis.

Assets and liabilities and income and expenses are not offset in the income statement or balance sheet unless specifically 
permitted by IFRS.

2. Accounting policies
The following principal accounting policies have been consistently applied in dealing with items that are considered material 
in relation to the Group Annual Financial Statements. Adoption of new accounting standards and changes to accounting 
standards are dealt with in sections 2.4 and 2.5.

Changes in accounting estimates are recognised prospectively in profit or loss, except to the extent that they give rise to 
changes in the carrying amount of recognised assets and liabilities where the change in estimate is recognised immediately.

2.1 Significant accounting policy elections
The group has made the following significant accounting policy elections in terms of IFRS:
 • regular way purchases or sales of financial assets are recognised and derecognised using trade date accounting,
 • cumulative gains or losses recognised in other comprehensive income (OCI) for cash flow hedge relationships are 
transferred from equity and included in the initial measurement of the non-financial asset or liability when the hedged item 
is recognised,

 • the net interest on post-employment benefits is included in finance costs,
 • property, plant and equipment is accounted for using the cost model, and
 • the step-by-step method of reclassification of foreign currency translation reserves from equity to profit or loss on 
disposal.

The elections are explained further in each specific policy in sections 2.2 and 2.3.
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Notes to the Group  
Annual Financial Statements continued
for the year ended September 2018

2. Accounting policies continued
2.2 Summary of accounting policies
2.2.1 Foreign currencies

(i) Functional and presentation currency
Items included in the financial statements of each of the group’s entities are measured using the currency of the 
primary economic environment in which the entity operates (the ‘functional currency’). The Group Annual Financial 
Statements are presented in US Dollars, which is the group’s presentation currency.

The functional currency of the parent company is ZAR (Rand). The share capital and share premium of the parent 
company are translated into US Dollar at the period-end rate. The exchange differences arising on this translation are 
included in the foreign currency translation reserve and cannot be recycled through profit or loss.

(ii) Transactions and balances
Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the 
dates of the transactions. Subsequent to initial recognition, monetary assets and liabilities denominated in foreign 
currencies are translated at the earlier of reporting or settlement date and the resulting foreign currency exchange 
gains or losses are recognised in profit or loss for the period. Translation differences on available-for-sale financial 
instruments are included in OCI.

(iii) Foreign operations
The results and financial position of each group entity that has a functional currency that is different to the 
presentation currency of the group is translated into the presentation currency of the group as follows:
 • Assets and liabilities are translated at the period-end rate; and
 • Income statement items are translated at the average exchange rate for the year.

Exchange differences on translation are accounted for in OCI. These differences will be recognised in earnings on 
realisation of the underlying operation.

On consolidation, exchange differences arising from the translation of the net investment in foreign operations (ie the 
reporting entity’s interest in the net assets of that operation), and of borrowings designated as hedging instruments of such 
investments, are taken to OCI.

Goodwill, intangible assets and fair value adjustments arising on the acquisition of a foreign operation are treated as assets 
and liabilities of the foreign operation and are translated at the period-end rate at each reporting date.

The group used the following exchange rates for financial reporting purposes:

 2018  2017

Period-end rate   
US$1 = ZAR  14,147  13,556 
EUR1 = US$  1,161  1,181 

Annual average rate
US$1 = ZAR  13,052  13,381 
EUR1 = US$  1,190  1,106 
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2. Accounting policies continued
2.2 Summary of accounting policies continued
2.2.2 Group accounting

(i) Subsidiaries
An entity is consolidated when the group can demonstrate power over the investee, is exposed or has rights to 
variable returns from its involvement with an investee and has the ability to affect those returns through its power 
over the investee. The financial results of subsidiaries are consolidated into the group’s results from acquisition date 
until disposal date.

Intra-group balances and transactions and, profits or losses arising from intra-group transactions are eliminated in 
the preparation of the Group Annual Financial Statements.

(ii) Associates and joint ventures (equity accounted investees)
The financial results of associates and joint ventures are incorporated in the group’s results using the equity method 
of accounting from acquisition date until disposal date. Under the equity method, associates and joint ventures are 
carried at cost and adjusted for the post-acquisition changes in the group’s share of the associates’ and joint 
ventures’ net assets. The share of the associates’ or joint ventures’ profit after tax is determined from their latest 
financial statements or, if their year-ends are different to those of the group, from their unaudited management 
accounts that correspond to the group’s financial year-end.

Where there are indicators of impairment, the entire carrying amount of the investment, including goodwill, is tested 
for impairment as a single asset by comparing its recoverable amount (higher of value in use and fair value less costs 
of disposal) with its carrying amount. Any impairment loss recognised, which the group records in other operating 
expenses in profit or loss, is deducted from the carrying amount of the investment. Any reversal of an impairment 
loss increases the carrying amount of the investment to the extent recoverable, but not higher than the historical 
amount.

2.2.3 Financial instruments
(i) Initial recognition

Financial instruments are recognised on the balance sheet when the group becomes a party to the contractual 
provisions of a financial instrument. All purchases of financial assets that require delivery within the time frame 
established by regulation or market convention (‘regular way’ purchases) are recognised at trade date.

(ii) Initial measurement
All financial instruments are initially recognised at fair value, including transaction costs that are incremental to the 
group and directly attributable to the acquisition or issue of the financial asset or financial liability, except for those 
classified as fair value through profit or loss where the transaction costs are recognised immediately in profit or loss.

(iii) Subsequent measurement
• Financial assets and financial liabilities at fair value through profit or loss

Financial instruments at fair value through profit or loss consist of items classified as held for trading or where they 
have been designated as fair value through profit or loss. All derivative instruments are classified as held for trading 
other than those which are designated and effective hedging instruments.

• Financial liabilities at amortised cost
All financial liabilities, other than those at fair value through profit or loss, are classified as financial liabilities at 
amortised cost.

• Loans and receivables
Loans and receivables are carried at amortised cost.

• Available-for-sale financial assets
Available-for-sale financial assets are measured at fair value with any gains or losses recognised directly in equity 
along with the associated deferred taxation. Any foreign currency translation gains or losses or interest revenue, 
measured on an effective-yield basis, are recognised in profit or loss.
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Notes to the Group  
Annual Financial Statements continued
for the year ended September 2018

2. Accounting policies continued
2.2 Summary of accounting policies continued
2.2.3 Financial instruments continued

(iv) Embedded derivatives
Certain derivatives embedded in financial and host contracts are treated as separate derivatives and recognised on 
a standalone basis when their risks and characteristics are not closely related to those of the host contract and the 
host contract is not carried at fair value. Gains or losses on these embedded derivatives are reported in profit or loss.

(v) Derecognition
The group derecognises a financial asset when the rights to receive cash flows from the asset have expired or have 
been transferred and the group has transferred substantially all risks and rewards of ownership.

A financial liability is derecognised when and only when the liability is extinguished, i.e. when the obligation specified 
in the contract is discharged, cancelled or has expired. The difference in the respective carrying amounts is 
recognised in profit or loss for the period.

(vi) Impairment of financial assets
• Loans and receivables

An impairment loss is recognised in profit or loss when there is evidence that the group will not be able to collect 
an amount in accordance with the original terms of each receivable.

• Available-for-sale financial assets
When there is objective evidence that an available-for-sale financial asset is impaired, the cumulative unrealised 
gains or losses recognised in equity (to the extent of any remeasurements) are reclassified to profit or loss even 
though the financial asset has not been derecognised.

Impairment losses are only reversed in a subsequent period if the fair value increases due to an objective event 
occurring since the loss was recognised. Impairment reversals other than available-for-sale debt securities are not 
reversed through profit or loss but through OCI.

(vii) Finance income and finance costs
Finance income and finance costs are recognised in profit or loss using the effective interest method. The effective 
interest rate is the rate that exactly discounts estimated future cash receipts or payments through the expected life 
of the financial asset or financial liability to that asset’s or liability’s net carrying amount on initial recognition.

2.2.4 Government grants
Government grants related to income are recognised in sundry income under selling, general and administrative expenses. 
Government grants related to assets are recognised by deducting the grant from the carrying amount of the related asset.

2.2.5 Intangible assets
(i) Research activities

Expenditures on research activities and internally generated goodwill are recognised in profit or loss as an expense 
as incurred.

(ii) Development activities
Intangible assets are stated at cost less accumulated amortisation and impairment losses. Amortisation of 
engineering projects, computer software and development costs is charged to profit or loss on a straight-line basis 
over the estimated useful lives of these assets, not exceeding five years.

(iii) Brands, customer relationships and customer technology
Brands, customer relationships and customer technology acquired are capitalised and amortised on a straight-line 
basis over their estimated useful lives which, on average, is 10 years.

(iv) Other intangible assets
Other intangible assets comprise license fees, trademarks and carbon certificates which are amortised on a 
straight-line basis over their useful lives between three and 20 years.
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2. Accounting policies continued
2.2 Summary of accounting policies continued
2.2.6 Inventories

Inventories are stated at the lower of cost or net realisable value. Cost includes all costs of purchase, conversion and other 
costs incurred in bringing the inventories to their present location and condition.

Cost is determined on the following basis:

Classification Cost formula

Finished goods First in first out (FIFO)

Raw materials, work in progress and consumable stores Weighted average

Cost of items that are not interchangeable Specific identification inventory valuation basis

Net realisable value is the estimated selling price in the ordinary course of business less necessary costs to make the sale.

2.2.7 Leases
Finance leases are capitalised at the inception of the lease at the lower of the fair value of the leased asset or the present 
value of the minimum lease payments with the related lease obligation recognised at the same value. Lease payments are 
allocated between capital repayments and finance charges using the effective interest rate method.

Capitalised leased assets are depreciated on a basis consistent with those of owned assets except, where the transfer of 
ownership at the end of the lease period is uncertain, they are depreciated on a straight-line basis over the shorter of the 
lease period and the expected useful life of the asset.

Lease payments made under operating leases are charged to profit or loss on a straight-line basis over the term of the lease 
unless another systematic basis is more representative of the time pattern of the group’s benefit.

2.2.8 Segment reporting
The group’s reportable segments, which have been determined in accordance with how the group allocates resources and 
evaluates performance, is predominantly on a geographical basis and comprise North America, Europe and Southern Africa.

Assets, liabilities, revenues or expenses that are not directly attributable to a particular segment are allocated between 
segments where there is a reasonable basis for doing so. The group accounts for intra-segment revenues and transfers as if 
the transactions were with third parties at current market prices.
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Notes to the Group  
Annual Financial Statements continued
for the year ended September 2018

2. Accounting policies continued
2.2 Summary of accounting policies continued
2.2.9 Borrowing costs

Borrowing costs directly attributable to the acquisition, construction and production of qualifying assets are capitalised as 
part of the costs of those assets.

Borrowing costs capitalised are calculated at the group’s average funding cost other than to the extent that funds are 
borrowed specifically for the purpose of obtaining a qualifying asset. Where this occurs, actual borrowing costs incurred less 
any investment income on the temporary investment of those borrowings are capitalised.

2.2.10 Revenue
Revenue arising from the sale of goods is recognised when the significant risks and rewards of ownership have been 
transferred, delivery has been made and title has passed, the amount of the revenue and the related costs can be reliably 
measured and it is probable that the debtor will pay for the goods. For the majority of local and regional sales, transfer 
occurs at the point of offloading the shipment into the customer warehouse whereas for the majority of export sales, transfer 
occurs when the goods have been loaded into the relevant carrier unless the contract of sale specifies different terms.

Revenue is measured at the fair value of the amount received or receivable and after the deduction of trade and settlement 
discounts, rebates and customer returns.

Shipping and handling costs, such as freight to the group’s customers’ destinations, are included in cost of sales.

2.2.11 Emission trading
The group recognises government grants for emission rights as intangible assets at the cost of the rights as well as a liability 
which equals the cost of the rights at the time of the grant.

The group does not recognise a liability for emissions to the extent that it has sufficient allowances to satisfy emission 
liabilities. Where there is a shortfall of allowances that the group would have to deliver for emissions, a liability is recognised 
at the current market value of the shortfall.

Where the group sells allowances to parties outside the group at amounts greater than the carrying amount, a gain is 
recognised in selling, general and administrative expenses in profit or loss for the period.

2.2.12 Cash and cash equivalents
Cash and cash equivalents comprise cash on hand, deposits and money market instruments with a maturity of three 
months or less and other short-term highly liquid investments that are readily convertible into cash.

2.2.13 Goodwill
The acquisition of subsidiaries is accounted for using the acquisition method. The cost of the acquisition is measured at the 
aggregate of the fair values, at the date of exchange, of assets given, liabilities incurred or assumed, and equity instruments 
issued by the group in exchange for control of the acquiree. The acquiree’s identifiable assets, liabilities and contingent 
liabilities that meet the conditions for recognition are recognised at their fair value at the acquisition date.

Goodwill arising at acquisition is subsequently held at cost less any accumulated impairment losses. Goodwill is tested for 
impairment annually or more frequently where there is an indication of impairment within one or more cash-generating units 
(CGUs) to which goodwill has been allocated.

Goodwill is tested for impairment using a cash flow valuation model based on an allocation of the goodwill to one or more 
CGUs. The group takes into account its ability to produce products across different operating units in determining CGUs 
and in allocating goodwill to those CGUs.
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2. Accounting policies continued
2.2 Summary of accounting policies continued
2.2.14 Share-based payments

(i) Equity-settled share-based payment transactions
The services or goods received in an equity-settled share-based payment transaction with counterparties are 
measured at the fair value of the equity instruments at grant date.

If the equity instruments granted vest immediately and the beneficiary is not required to complete a specified period 
of service before becoming unconditionally entitled to those instruments, the benefit received is recognised in profit 
or loss for the period in full on grant date with a corresponding increase in equity.

Where the equity instruments do not vest until the beneficiary has completed a specified period of service, it is 
assumed that the benefit received by the group as consideration for those equity instruments will be received over 
the vesting period. These benefits are accounted for in profit or loss as they are received with a corresponding 
increase in equity. Share-based payment expenses are adjusted to reflect the number of awards for which the 
related service and non-market performance conditions are expected to be met.

(ii) Measurement of fair value of equity instruments granted 
The equity instruments granted by the group are measured at fair value at the measurement date using either the 
modified binomial option pricing or the Monte-Carlo simulation model. The valuation technique is consistent with 
generally acceptable valuation methodologies for pricing financial instruments and incorporates all factors and 
assumptions that knowledgeable, willing market participants would consider in setting the price of the equity 
instruments.

(iii) Broad-based Black Economic Empowerment transaction
The group accounts for the transaction in accordance with IFRS 2 Share-based Payment and the South African 
Institute of Chartered Accountants Financial Reporting Guide 2 as issued by the Accounting Practices Committee 
and the fair value of the services rendered by employees are recorded in profit or loss as they are rendered during 
the service period.

In accounting for the group’s share-based payment transactions, management uses estimates and assumptions to 
determine share-based payment expenses. Key inputs, which are necessary in determining the grant date fair value, 
include the volatility of the group’s share price, employee turnover rate, and dividend payout rates.

Note 29 provides further detail on key estimates, assumptions and other information on share-based payments 
applicable as at the end of the year.

2.2.15 Derivatives and hedge accounting
For the purpose of hedge accounting, hedges are classified as follows:

(i) Fair value hedges
Fair value hedges are designated when hedging the exposure to changes in the fair value of a recognised asset or 
liability or an unrecognised firm commitment. Changes in the fair value of derivatives that are designated as hedging 
instruments are recognised in profit or loss immediately together with any changes in the fair value of the hedged 
item that are attributable to the hedged risk. The change in the fair value of the hedging instrument is recognised in 
the same line of profit or loss as the change in the hedged item.

(ii) Cash flow hedges
Cash flow hedges are designated when hedging the exposure to variability in cash flows that are either attributable 
to a particular risk associated with a recognised asset or liability, a highly probable forecast transaction, or the foreign 
currency risk in an unrecognised firm commitment. In relation to cash flow hedges which meet the conditions for 
hedge accounting, the portion of the gain or loss on the hedging instrument that is determined to be an effective 
hedge is recognised in OCI and the ineffective portion is recognised in profit or loss.

The gains or losses recognised in OCI are transferred to profit or loss in the same period in which the hedged 
transaction affects profit or loss.

If the forecast transaction results in the recognition of a non-financial asset or non-financial liability, the associated 
cumulative gain or loss is transferred from OCI to the underlying asset or liability on the transaction date.
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Notes to the Group  
Annual Financial Statements continued
for the year ended September 2018

2. Accounting policies continued
2.2 Summary of accounting policies continued
2.2.15 Derivatives and hedge accounting continued

(iii) Hedge of a net investment in a foreign operation
The effective portion of the gain or loss on the hedging instrument is recognised in OCI and is only reclassified to 
profit or loss on the disposal or partial disposal of the foreign operation.

(iv) Discontinuance of hedge accounting
Hedge accounting is discontinued on a prospective basis when the hedge no longer meets the hedge accounting 
criteria (including when it becomes ineffective), when the hedge instrument is sold, terminated or exercised and 
when, for cash flow hedges, the designation is revoked and the forecast transaction is no longer expected to occur. 
Where a forecast transaction is no longer expected to occur, the cumulative gain or loss deferred in OCI is 
transferred to profit or loss.

The financial instruments that are used in hedging transactions are assessed both at inception and quarterly 
thereafter to ensure they are effective in offsetting changes in either the fair value or cash flows of the related 
underlying exposures. Hedge ineffectiveness is recognised immediately in profit or loss.

Refer to notes 30 and 31 for details of the hedging relationships as well as the impact of the hedge on the pretax 
profit or loss for the period.

2.2.16 Provisions
A provision is recognised when the group has a legal or constructive obligation arising from a past event which can be 
reliably measured and it is probable that an outflow of resources embodying economic benefits will be required to settle the 
obligation. Where the effect of discounting (time value) is material, provisions are discounted and the discount rate used is a 
pretax rate that reflects current market assessments of the time value of money and, where appropriate, the risks specific to 
the liability.

The establishment and review of the provisions requires judgement by management as to whether or not there is a probable 
obligation and as to whether or not a reliable estimate of the amount of the obligation can be made.

Environmental accruals are recorded based on current interpretation of environmental laws and regulations.

Restructuring provisions are recognised when the group has developed a detailed formal plan for restructuring and has 
raised a valid expectation that it will carry out the restructuring by starting to implement the plan or announcing its main 
features to those affected by it.

The measurement of a restructuring provision includes only the direct expenditures arising from the restructuring and is 
recorded in other operating expenses in profit or loss.

Refer to note 23 for the nature of provisions recorded.

2.2.17 Environmental restoration and decommissioning obligations
The group initially recognises a liability for management’s best present value estimate of costs expected to be incurred in 
the dismantling and removal of non-current assets where a legal or constructive obligation exists. The liability changes 
over time and actual costs incurred in future periods could differ materially from estimates. Additionally, future changes 
to environmental laws and regulations, life-of-operation estimates and discount rates could affect the carrying amount of 
this liability.

Due to the uncertainty in the timing of the closure of the group’s facilities, some of these obligations have an indeterminate 
settlement date, and the group believes that adequate information does not exist to apply an expected present value 
technique to estimate any such potential obligations. Accordingly, the group does not record a liability for such remediation 
until a decision is made that allows reasonable estimation of the timing of such remediation.

2.2.18 Short-term employee benefits
Short-term employee benefits are expensed as the related service is provided. A liability is recognised for the amount 
expected to be paid if the group has a present legal or constructive obligation to pay this amount as a result of past service 
provided by the employee and the obligation can be estimated reliably.
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2. Accounting policies continued
2.3 Critical accounting policies and key sources of estimation uncertainty
2.3.1 Impairment of assets other than goodwill and financial instruments

The group assesses all assets other than goodwill at each balance sheet date for indications of impairment or whether an 
impairment reversal is required.

In assessing assets for impairment, the group estimates the asset’s useful life, discounted future cash flows, including 
appropriate bases for future product pricing in the appropriate markets, raw material and energy costs, volumes of product 
sold, the planned use of machinery or equipment or closing of facilities. The pre-tax discount rate (impairment discount 
factor) is another sensitive input to the calculation. For an asset whose cash flows are largely dependent on those of other 
assets, the recoverable amount is determined for the CGU to which the asset belongs. Additionally, assets are also 
assessed against their fair value less costs of disposal.

Where impairment exists, the losses are recognised in other operating expenses in profit or loss for the period.

A previously recognised impairment loss will be reversed through profit or loss if the recoverable amount increases as a 
result of a change in the estimates that were previously used to determine the recoverable amount, but not to an amount 
higher than the carrying amount that would have been determined, net of depreciation or amortisation, had no impairment 
loss been recognised in prior periods.

2.3.2 Property, plant and equipment
Items of property, plant and equipment are stated at cost less accumulated depreciation and impairment losses. Cost 
includes, where specifically required in terms of legislative requirements or where a constructive obligation exists, the 
estimated cost of dismantling and removing the assets, professional fees and, for qualifying assets, borrowing costs 
capitalised in accordance with the group’s accounting policy. In addition, spare parts whose expected useful lives are 
anticipated to be more than 12 months are treated as property, plant and equipment.

Expenditure incurred to replace a component of property, plant and equipment is capitalised to the cost of related property, 
plant and equipment and the part replaced is derecognised.

Depreciation, which commences when the assets are ready for their intended use, is recognised in profit or loss over their 
estimated useful lives to estimated residual values using a method that reflects the pattern in which the asset’s future 
economic benefits are expected to be consumed by the entity. Land is not depreciated.

Management judgement and assumptions are necessary in estimating the methods of depreciation, useful lives and residual 
values. The residual value for the majority of items of property, plant and equipment has been deemed to be zero by 
management due to the underlying nature of the property, plant and equipment.

The following methods and rates are used to depreciate property, plant and equipment to estimated residual values:

Buildings straight-line 10 to 40 years

Plant and equipment straight-line 3 to 30 years

The group reassesses the estimated useful lives and residual values of components of property, plant and equipment on an 
ongoing basis. As a result, depending on economic and other circumstances, a component of property, plant and 
equipment could exceed the estimated useful life as indicated in the categories above.
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Notes to the Group  
Annual Financial Statements continued
for the year ended September 2018

2. Accounting policies continued
2.3 Critical accounting policies and key sources of estimation uncertainty continued
2.3.3 Taxation

Taxation on the profit or loss for the year comprises current and deferred taxation. Taxation is recognised in profit or loss 
except to the extent that it relates to items recognised directly in OCI, in which case it is also recognised in OCI.

(i) Current taxation
Current taxation is the expected taxation payable on the taxable income, which is based on the results for the period 
after taking into account necessary adjustments, using taxation rates enacted or substantively enacted at the 
balance sheet date, and any adjustment to taxation payable in respect of previous years.

The group estimates its income taxes in each of the jurisdictions in which it operates. This process involves 
estimating its current tax liability together with assessing temporary differences resulting from differing treatment of 
items for tax and accounting purposes.

The various group entities are subject to examination by tax authorities. The outcome of tax audits cannot be 
predicted with certainty. If any matters addressed in these tax audits are resolved in a manner not consistent with 
management’s expectations or tax positions taken in previously filed tax returns, then the provision for income tax 
could be required to be adjusted in the period that such resolution occurs.

(ii) Deferred taxation
Deferred taxation is provided using the balance sheet liability method, based on temporary differences. The amount 
of deferred taxation provided is based on the expected manner of realisation or settlement of the carrying amount of 
assets and liabilities using taxation rates enacted or substantively enacted at the balance sheet date. Such assets 
and liabilities are not recognised if the temporary difference arises from the initial recognition of goodwill or from the 
initial recognition (other than in a business combination) of other assets and liabilities in a transaction that affects 
neither the taxable profit nor the accounting profit.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets 
against current tax liabilities and when they relate to income taxes levied by the same taxation authority and the 
group intends to settle its current tax assets and liabilities on a net basis.

Before recognising a deferred tax asset, the group assesses the likelihood that the deferred tax assets will be 
recovered from future taxable income and, to the extent recovery is not probable, a deferred tax asset is not 
recognised. In recognising deferred tax assets, the group considers profit forecasts, including the effect of exchange 
rate fluctuations on sales, external market conditions and restructuring plans.

Refer to note 12 for the movement in unrecognised deferred tax assets.

(iii) Dividend withholding tax 
Dividend withholding tax is payable on dividends distributed to certain shareholders. This tax is not attributable to 
the company paying the dividend but is collected by the company and paid to the tax authorities on behalf of the 
shareholder. On receipt of a dividend, the dividend withholding tax is recognised as part of the current tax charge in 
the income statement in the period in which the dividend is received.
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2. Accounting policies continued
2.3 Critical accounting policies and key sources of estimation uncertainty continued
2.3.4 Plantations

Plantations are stated at fair value less cost to sell at the harvesting stage and is a Level 3 measure in terms of the fair value 
measurement hierarchy as established by IFRS 13 Fair Value Measurement. The group uses the income approach in 
determining fair value as it believes that this method yields the most appropriate valuation.

In arriving at plantation fair values, the key assumptions are estimated prices less cost of delivery, discount rates, and 
volume and growth estimations. All changes in fair value are recognised in profit or loss in the period in which they arise.

The impact of changes in estimated prices, discount rates, and volume and growth assumptions may have on the 
calculated fair value and other key financial information on plantations is disclosed in note 11.

• Estimated prices less cost of delivery
The group uses a 12-quarter rolling historical average price to estimate the fair value of all immature timber and mature 
timber that is to be felled more than 12 months from the reporting date. Twelve quarters is considered a reasonable period 
of time after taking the length of the growth cycle of the plantations into account. Expected future price trends and recent 
market transactions involving comparable plantations are also considered in estimating fair value.

Mature timber that is expected to be felled within 12 months from the end of the reporting period is valued using 
unadjusted current market prices. Such timber is expected to be used in the short term and consequently, current market 
prices are considered an appropriate reflection of fair value.

The fair value is derived by using the prices as explained above and reduced by the estimated cost of delivery. Cost of 
delivery includes all costs associated with getting the harvested agricultural produce to the market, including harvesting, 
loading, transport and allocated fixed overheads.

• Discount rate
The discount rate used is the applicable pre-tax discount rate.

• Volume and growth estimations and cost assumptions
The group focuses on good husbandry techniques which include ensuring that the rotation of plantations is met with 
adequate planting activities for future harvesting. The age threshold used for quantifying immature timber is dependent on 
the rotation period of the specific timber genus which varies between five and 18 years. In the Southern African region, 
softwood less than eight years and hardwood less than five years are classified as immature timber.

Trees are generally felled at the optimum age when ready for intended use. At the time the tree is felled, it is taken out of 
plantations and accounted for under inventory and reported as a depletion cost (fellings).

Depletion costs include the fair value of timber felled which is determined on the average method, plus amounts written off 
against standing timber to cover loss or damage caused by fire, disease and stunted growth. These costs are accounted 
for on a cost per metric tonne allocation method multiplied by unadjusted current market prices. Tonnes are calculated 
using the projected growth to rotation age and are extrapolated to current age on a straight-line basis.

The group has projected growth estimation over a period of five to 18 years per rotation. In deriving this estimate, the 
group established a long-term sample plot network which is representative of the species and sites on which trees are 
grown and the measured data from these permanent sample plots were used as input into the group’s growth estimation. 
Periodic adjustments are made to existing models for new genetic material.

The group directly manages plantations established on land that is either owned or leased from third parties. Indirectly 
managed plantations represent plantations established on land held by independent commercial farmers where Sappi 
provides technical advice on the growing and tendering of trees.

The associated costs for managing plantations are recognised as silviculture costs in cost of sales (see note 4).
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Notes to the Group  
Annual Financial Statements continued
for the year ended September 2018

2. Accounting policies continued
2.3 Critical accounting policies and key sources of estimation uncertainty continued
2.3.5 Post-employment benefits 

Defined benefit and defined contribution plans have been established for eligible employees of the group, with the assets 
held in separate trustee-administered funds.

The present value of the defined benefit obligations and related current service costs are calculated annually by independent 
actuaries using the projected unit credit method.

These actuarial models use an attribution approach that generally spread individual events over the service lives of the 
employees in the plan.

Estimates and assumptions used in the actuarial models include the discount rate, return on assets, salary increases, 
healthcare cost trends, longevity and service lives of employees.

The group recognises actuarial gains or losses, which can arise from differences between expected and actual outcomes or 
changes in actuarial assumptions, in OCI. Any increase in the present value of plan liabilities expected to arise due to current 
service costs is charged to profit or loss.

Gains or losses on the curtailment or settlement of a defined benefit plan are recognised in profit or loss when the group is 
demonstrably committed to the curtailment or settlement. Past service costs or credits are recognised immediately.

Net interest for the period is determined by applying the discount rate used to measure the defined benefit obligation at the 
beginning of the annual period, adjusted for any changes as a result of contributions and benefit payments, to the net 
defined benefit liability and recorded in finance costs in profit or loss.

The net liability recognised in the balance sheet represents the present value of the defined benefit obligation reduced by the 
fair value of the plan assets. Where the calculation results in a benefit to the group, the recognised asset is limited to the 
present value of any future refunds from the plan or reductions in future contributions to the plan.

Refer to note 28 for the key estimates, assumptions and other information on post-employment benefits.

2.4 Adoption of accounting standards in the current year
The group adopted the following standards, interpretations, amendments and improvements to standards in the current 
fiscal year, all of which had no material impact on the group’s reported results or financial position:
 • IAS 12 Income Taxes – Recognition of Deferred Tax Assets for Unrealised Losses
 • IAS 7 Statement of Cash Flows – Disclosure Initiative – clarifies that entities shall provide disclosures that enable users of 
financial statements to evaluate changes in liabilities arising from financing activities, and

 • Annual Improvements 2014 – 2016 Cycle.
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2. Accounting policies continued
2.5 Accounting standards, interpretations and amendments to existing standards that are not yet effective

Certain new standards, amendments and interpretations to existing standards have been published but which are not 
yet effective and which have not yet been adopted by the group. These are listed below together with their effective dates*.
 • IFRS 9 Financial Instruments – IFRS 9 introduces new requirements for classifying and measuring financial assets and 
liabilities – Effective October 2018. Management has implemented and concluded a project to assess the revised 
classification and measurement impact of this standard IFRS 9 has set out a new classification and measurement 
approach for financial assets that reflect the business model in which the assets are managed and their cash flow 
characteristics. The three principal classification categories for financial assets are: measured at amortised cost, fair value 
through profit or loss and fair value through other comprehensive income (FVOCI). Based on management’s assessment, 
the new classification will not have a significant impact compared to the current accounting for financial assets in terms of 
IAS 39. IFRS 9 replaces the ‘incurred loss’ model in IAS 39 with a forward-looking ‘expected credit loss’ (ECL) model. The 
group will apply the practical expedient in IFRS 9 to calculate the ECL on trade receivables using a provision matrix. 
Based on management’s assessment, application of the ECL model will not result in a material impact compared to the 
current accounting for in terms of IAS 39. With respect to hedging, on transition a new class of non-distributable equity 
reserve will be created called Cost of hedging reserve. This reserve will be used to separate all time value of money and 
forward point valuations on hedged instruments, as required per IFRS 9, which is not material at transition.

 The overall impact on retained earnings on transition to IFRS 9 is expected to be immaterial. Additional disclosures will be 
required for financial instruments in terms of IFRS 9.

 •  IFRS 15 Revenue from Contracts with Customers – provides a single, principles-based five-step model to be applied to 
all contracts with customers – Effective October 2018. Management has reviewed the significant customer contracts to 
determine the recognition, measurement and disclosure impact of the new standard. Adoption of IFRS 15 is not expected 
to have a material impact on the recognition and measurement of revenue when compared to the current application of 
IAS 18. 

 Under IAS 18, Sappi derives revenue from contracts with customers from one revenue stream being the sale of goods. 
For the majority of local and regional sales, transfer occurs at the point of offloading the shipment into the customer 
warehouse whereas for the majority of export sales, transfer occurs when the goods have been loaded into the relevant 
carrier unless the contract of sale specifies different terms. Revenue is measured at the fair value of the amount received 
or receivable and after the deduction of trade and settlement discounts, rebates and customer returns. Shipping and 
handling costs, such as freight to the group’s customers’ destinations, are included in cost of sales.

 Under IFRS 15, revenue will be recognised when a customer obtains control of the goods. Management’s assessment 
indicates that this will not result in a material change in timing of revenue recognition with revenue being recognised at a 
point in time, with no deferral of revenue. As a result, the impact on retained earnings on transition to IFRS 15 is expected 
to be immaterial. Additional disclosures will be required for revenue in terms of IFRS 15.

 The group plans to adopt IFRS 15 using the cumulative effect method, with the effect of initially applying this standard 
recognised at the date of initial application (ie October 2018). As a result, the group will not apply the requirements of 
IFRS 15 to the comparative periods presented.

 • IFRS 16 Leases – Provides a single lessee accounting model, requiring lessees to recognise assets and liabilities for all 
leases unless the term is 12 months or less or the underlying asset has a low value. Lessors continue to classify leases as 
operating or finance substantially unchanged from its replacement standard IAS 17 Leases – Effective October 2019.

Management is currently reviewing the operating lease contracts in place to determine the impact of this standard.

The following standards are not expected to have a material impact: 
 • IFRS 2 – Classification and Measurement of Share-based Payment Transactions – Effective October 2018.
 • IFRIC 22 – Foreign Currency Transactions and Advance Consideration – Effective October 2018.
 • IFRIC 23 – Uncertainty over Income Tax Treatments – Effective October 2019.
 • IAS 19 – Plan Amendment, Curtailment or Settlement – Effective October 2019.
 • IAS 28 – Long-term Interests in Associates and Joint Ventures – Effective October 2019.
 • Annual Improvements 2015 – 2017 Cycle – Amendments to IFRS 1 and IAS 28 – Effective October 2019.

* Effective date refers to annual period beginning on or after said date.
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