
(US$ million)  2018 2017

30. Derivative financial instruments
Hedging instrument Hedged item
Current assets
Pulp swaps Raw materials  4  1 
Forward exchange contracts Various  17  2 

 21  3 

Current liabilities
Forward exchange contracts Various  2  3 
FX zero cost collar Highly probable forecast sales  4  2 

 6  5 

Refer to note 31 for more detail on financial instruments.

31. Financial instruments
The group’s financial instruments consist mainly of cash and cash equivalents, trade receivables, certain investments, trade 
payables, borrowings and derivative instruments.

Introduction
The group’s main financial risk management objectives are to identify, measure and manage, through financial instruments, 
the following principal risks to which the group is exposed to:
(a) Market risk (the risk of loss arising from adverse changes in market rates and prices), arising from:

 • Interest rate risk
 • Currency risk, and
 • Commodity price risk

(b) Liquidity risk, and
(c) Credit risk.

Sappi’s Group Treasury is primarily responsible for managing the group’s interest rate, foreign currency, liquidity and credit 
risk (in so far as it relates to deposits of cash, cash equivalents and financial investments).

Credit risk, in so far as it relates to trade receivables, is primarily managed regionally but is coordinated on a group basis, 
whilst commodity price risk is managed regionally within the overall commodity group policy.

The group’s Limits of Authority framework delegates responsibility and approval authority to various officers, committees and 
boards based on the nature, duration and size of the various transactions entered into by, and exposures of, the group 
including the exposures and transactions relating to those financial instruments and risks referred to in this note.
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31. Financial instruments continued
(a) Market risk
Interest rate risk
Interest rate risk is the risk that the value of a borrowing or an investment will change due to a change in the absolute level 
of interest rates, the spread between two rates, the shape of the yield curve or any other interest rate relationship.

The group is exposed to interest rate risk as it borrows funds at both fixed and floating interest rates. The group monitors 
market conditions and may utilise approved interest rate derivatives to alter the existing balance between fixed and variable 
interest rate loans in response to changes in the interest rate environment. Hedging of interest rate risk for periods greater 
than one year is only allowed if income statement volatility can be minimised by means of hedge accounting, fair value 
accounting or other means. The group’s exposure to interest rate risk is set out below.

Interest-bearing borrowings
The following table provides information about Sappi’s principal amounts of current and non-current borrowings that are 
sensitive to changes in interest rates. The table presents cash flows of the carrying value by expected maturity dates and 
the estimated fair value of borrowings. The average fixed effective interest rates presented are based on weighted average 
contract rates applicable to the amount expected to mature in each respective year. Forward-looking average variable 
effective interest rates for the financial years ended September 2018 and thereafter are based on the yield curves for each 
respective currency as published by Bloomberg on 30 September 2018. The information is presented in US Dollar, which 
is the group’s reporting currency.

(US$ equivalent in millions) 2019 2020 2021 2022 2023  2024+ 

 2018 
Carrying 

value 

 2018 
Fair(4) 

value

 2017 
Carrying 

value 

 2017 
Fair 

value

US Dollar
Fixed rate debt  –  –  –  –  –  218  218  223  218  237 

Average interest rate (%)  –  –  –  –  –  7.60  7.60  7.61 
Variable rate debt(1)  –  134  –  –  –  –  134  134  127  127 

Average interest rate (%)  –  4.46  –  –  –  –  4.46  3.49 
Euro
Fixed rate debt  28  46  46  538  443  69  1,170  1,249  1,100  1,214 

Average interest rate (%)  1.21  1.67  1.68  3.36  3.88  2.24  3.30  3.36 
Variable rate debt(2)  69  243  –  –  –  –  312  313  306  306 

Average interest rate (%)  0.33  1.38  –  –  –  –  1.15  1.51 
Rand
Fixed rate debt  –  53  –  –  –  –  53  55  121  127 

Average interest rate (%)  –  8.06  –  –  –  –  8.06  7.83 
Variable rate debt(3)  –  28  –  –  –  –  28  30 

Average interest rate (%)  –  9.46  –  –  –  –  9.46 
Total
Fixed rate debt  28  99  46  538  443  287  1,441  1,527  1,439  1,578 

Average interest rate (%)  1.21  5.07  1.68  3.36  3.88  6.32  4.13  4.38 
Variable rate debt  69  405  –  –  –  –  474  477  433  433 

Average interest rate (%)  0.33  2.96  –  –  –  –  2.57  2.09 

Fixed and variable  97  504  46  538  443  287  1,915  2,004  1,872  2,011 

Current portion  97  98  133  135 
Long-term portion  1,818  1,906  1,739  1,876 

Total interest-bearing 
borrowings (refer to note 21)  1,915  2,004  1,872  2,011 
(1) The US Dollar floating interest rates are based on the London Inter-bank Offered Rate (LIBOR).
(2) The Euro floating interest rates are based on the European Inter-bank Offered Rate (EURIBOR).
(3) The ZAR floating interest rates are based on the Johannesburg Inter-bank Agreed Rate (JIBAR).
(4)  The method used to measure fair value is the net present value method using a yield curve plus an appropriate credit spread for Sappi. The fair value 

hierarchy that these instruments would fall into are level 2 instruments.

Expected maturity date
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31. Financial instruments continued
(a) Market risk continued
Interest rate risk continued
Interest-bearing borrowings continued
For disclosure purposes, the fair value of non-current borrowings is estimated by Sappi based on rates from market 
quotations for non-current borrowings with fixed interest rates and on quotations provided by internationally recognised 
pricing services for notes, exchange debentures and revenue bonds.

The abovementioned fair values include Sappi’s own credit risk. Please refer to the sensitivity analysis on interest rate risk 
in this note for additional information regarding Sappi’s rating.

The range of interest rates in respect of all non-current borrowings, comprising both fixed and floating rate obligations, is 
between 0.88% and 9.46% (depending on currency). At September 2018, 75.20% of Sappi’s borrowings were at fixed rates 
of interest and 24.80% were at floating rates. Fixed rates of interest are based on contract rates.

A detailed analysis of the group’s borrowings is presented in note 21.

Hedging of interest rate risk
Depending on the market conditions, Sappi uses interest rate derivatives as a means of managing interest rate risk 
associated with outstanding debt entered into in the normal course of business. Sappi does not use these instruments for 
speculative purposes. Interest rate derivative financial instruments are measured at fair value at each reporting date with 
changes in fair value recorded in profit or loss for the period or in other comprehensive income (OCI), depending on the 
hedge designation as described in a documented hedging strategy. As per September 2018 there are no remaining interest 
rate hedges.

Sensitivity analyses
The following are sensitivity analyses, in US Dollar, of the impact on profit or loss arising from:

Sensitivity analysis: interest rate risk – in case of a credit rating downgrade of Sappi
The table below shows the sensitivity of certain debt to changes in the group’s own credit rating. The agreements of these 
specific external loans (including the on-balance sheet securitisation programme) stipulate that if the company were 
downgraded below its current rating, an additional margin would be added to the contractual funding rate.

(US$ million) Notional

Impact on profit or loss 
of downgrade below 
current credit rating

Securitisation – Elektra N°29 DAC (only if double notch downgrade below BB-) 376  1.39 
Commitment fee on unused revolving credit facility 609  0.53 
Interest on utilised bank syndicated loans 245  0.62 

1,230  2.54 

Impact calculated on total portfolio amounts to 0.21%

Sensitivity analysis: interest rate risk of floating rate debt 
The table below shows the sensitivity of the floating rate debt to a move by 50 bps to the interest rates.

(US$ million) Total
Fixed rate 

debt
Floating rate 

debt
Impact on profit or loss of

50 bps interest

Total debt 1,915  1,440  475  2 

Ratio fixed/floating to total debt 75.20% 24.80%

The floating rate debt represents 24.80% of total debt. If interest rates were to increase (decrease) by 50 bps, the finance 
cost on floating rate debt would increase (decrease) by US$2.375 million.
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31. Financial instruments continued
(a) Market risk continued
Currency risk
The objective of the group in managing currency risk is to ensure that foreign exchange exposures are identified as early as 
possible and actively managed. Sappi is exposed to the following currency risks:
 • Economic exposures which consist of planned net foreign currency trade in goods and services not yet manifested in the 
form of actual invoices and orders

 • Transaction exposures arise from transactions entered into which result in a flow of cash in foreign currency such as 
payments under foreign currency long- and short-term loan liabilities, purchases and sales of goods and services, capital 
expenditure and dividends. Where possible, commercial transactions are only entered into in currencies that are readily 
convertible by means of formal external forward exchange contracts, and

 • Translation exposures arise from translating the group’s assets, liabilities, income and expenditure into the group’s 
presentation currency. Borrowings are taken out in a range of currencies which are based on the group’s preferred ratios 
of gearing and interest cover based on a judgement of the best financial structure for the group. This gives rise to 
translation exposure on consolidation.

In managing currency risk, the group first makes use of internal hedging techniques with external hedging being applied 
thereafter. External hedging techniques consist primarily of foreign currency forward exchange contracts. Foreign currency 
capital expenditure on projects must be covered as soon as practical (subject to regulatory approval).

Currency risk analysis
In the preparation of the currency risk analysis, derivative instruments are allocated to the currency of the hedged item.

The following tables for the 2018 and 2017 financial years disclose financial instruments as determined by IAS 39 
Financial Instruments: Recognition and Measurement, classified by underlying currency, and does not indicate the group’s 
foreign currency exchange exposure.

(US$ million) Total
Total in 
scope USD EUR ZAR GBP Other 

September 2018
Classes of financial instruments
Non-current assets
Other non-current assets  88  10 –  10 – – –
Current assets
Trade receivables  634  634  272  285  8  32  37 
Prepayments and other receivables  133  36  8  13  14 –  1 
Derivative financial instruments  21  21  8 –  13 – –
Cash and cash equivalents  363  363  218  41  74  1  29 

 1,064  506  349  109  33  67 
Non-current liabilities
Interest-bearing borrowings  1,818  1,818  352  1,385  81 – –
Other non-current liabilities  68  8  1 – – 7 –
Current liabilities
Interest-bearing borrowings  97  97 –  97 – – –
Overdrafts  16  16 –  16 – – –
Derivative financial instruments  6  6 – –  6 – –
Trade payables  637  637  187  268  179  2  1 
Other payables and accruals  372  163  31  77  54 –  1 

 2,745  571  1,843  320  9  2 

Foreign exchange gap  (1,681)  (65)  (1,494)  (211)  24  65 
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31. Financial instruments continued
(a) Market risk continued
Currency risk continued
Currency risk analysis continued

(US$ million) Total
Total in 
scope USD EUR ZAR GBP Other

September 2017
Classes of financial instruments
Non-current assets
Other non-current assets  51  9  –  9  –  –  – 
Current assets
Trade receivables  571  571  262  240  8  29  32 
Prepayments and other receivables  97  32  11  12  8  –  1 
Derivative financial instruments  3  3  (100)  18  81  –  4 
Cash and cash equivalents  550  550  268  47  215  –  20 

 1,165  441  326  312  29  57 
Non-current liabilities
Interest-bearing borrowings  1,739  1,739  345  1,309  85  –  – 
Other non-current liabilities 79  1  1  –  –  –  – 
Current liabilities
Interest-bearing borrowings  133  133 –  96  37  –  – 
Derivative financial instruments  5  5  1  –  2  2  – 
Trade payables  502  502  168  217  115  1  1 
Other payables and accruals  356  157  33  81  42  –  1 

 2,537  548  1,703  281  3  2 

Foreign exchange gap  (1,372)  (107)  (1,377)  31  26  55 

Hedging of foreign currency risk
Foreign currency forward exchange contracts
The group’s foreign currency forward exchange contracts at September are detailed below:

 2018  2017 

(US$ million)

 Contract 
amount 

(notional 
amount) 

 Fair value 
(unfavourable) 

favourable 

 Contract 
amount 

(notional 
amount)

 Fair value 
(unfavourable) 

favourable 

Foreign currency
Bought:  US Dollar  4 –  3 –

 Euro  83  –  93 (1)
 Rand  93  4  118 –

Sold:  US Dollar  (130) 4  (97) (2)
 Euro  (36) –  (11) –

 Rand  (160) 7  (39) 1

 (146) 15  67 (2)
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31. Financial instruments continued
(a) Market risk continued
Currency risk continued
Foreign currency forward exchange contracts continued
The fair value of foreign currency contracts has been computed by the group using the market data at the end of the 
2018 financial year.

All forward exchange contracts are valued at fair value with the resultant profit or loss included in net finance costs for 
the year.

The foreign currency forward exchange contracts have different maturities, with the most extended maturity date being 
31 August 2020.

As at September 2018, there was an open exposure of US$12 million that has since been hedged.

Sensitivity analysis – (loss) gain

Base currency 
 Exposure 

(US$ million)  +10%  –10% 

AUD 4,7 0,4 (0,5)
CHF (1,6) (0,1) 0,2 
EUR (6,8) (0,6) 0,8 
GBP 3,8 0,3 (0,4)
USD (3,2) (0,3) 0,4 
ZAR (9,0) (0,8) 1,0 
Other currencies (0,1) (0,0) 0,0 

Total  (12,2)  (1,1)  1,4 

Based on the exposure at the end of September 2018, if the foreign currency rates had moved 10% upwards or downwards 
compared to the closing rates, the result would have been impacted by a loss of US$1.1 million or a gain of US$1.4 million 
respectively.

During 2018, we contracted non-deliverable average rate foreign exchange transactions for a total notional value of 
US$301 million which were used as an overlay hedge of export sales from Southern Africa. The total impact on profit or loss 
amounted to a net gain of US$1.8 million (net of US$3.5 million positive forward points and US$1.7 negative spot-to-spot 
movement). We also contracted zero cost foreign exchange collars for a total nominal value of US$220 million. This collar 
complements the other strip cover hedges (using non-deliverable FX forwards) by covering a different portion of the 
economic FX exposure.

As at September 2018 the impact on profit or loss of the marking to market relating to the time value of the collar amounted 
to a loss of US$4.1 million.
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31. Financial instruments continued
(a) Market risk continued
Cash flow hedges
Export sales
In Southern Africa, Sappi is exposed to an economic risk arising from its export sales of its dissolving wood pulp product. 
As sales prices are linked to a US Dollar price but sales are invoiced in Rand, any change in the foreign currency exchange 
rate between the US Dollar and the Rand would result in a different Rand selling price. This results in an economic foreign 
currency exchange rate exposure between the order date and invoicing date.

Sappi therefore enters into cash flow hedges with the objective to eliminate this economic foreign exchange rate exposure 
by entering into non-deliverable forward exchange contracts and zero cost foreign exchange collars which were designated 
as hedging instruments. Only the intrinsic value of the zero cost foreign exchange collar is designated as the hedging 
instrument.

The hedging instruments are recorded at fair value on the balance sheet with changes in fair value recorded through OCI. 
In assessing the effectiveness of the hedge of the foreign currency risk, Sappi compares the critical terms (expected 
maturity dates, underlying foreign currencies and the notional amounts) of the hedging instrument to the hedged item. An 
assessment is then performed on a cumulative basis at each reporting period. Throughout the hedge designation, the hedge 
relationship has been assessed to be highly effective in offsetting changes in the cash flows attributable to the hedged risk.

During the 2018 financial year, the hedges were highly effective. A realised loss of US$5.2 million relating to the realised 
spot-to-spot movements of non-deliverable forward exchange contracts was transferred from OCI to revenue in profit 
or loss and at the financial year-end, a positive amount of US$2.4 million was deferred in equity. A realised gain of 
US$3.5 million relating to the settled zero cost foreign exchange collars was transferred from OCI to revenue in profit or 
loss and at the financial year-end, a negative intrinsic value in the amount of US$0.65 million was deferred to equity.

Mill expansion and maintenance capital expenditure projects
Sappi Southern Africa (SSA) has approved several capex projects requiring the acquisition of property, plant and equipment 
for the maintenance and expansion of its South African mills Saiccor and Ngodwana. An important part of the equipment 
was ordered in foreign currency, predominantly in EUR and in USD which created a foreign exchange exposure as SSA is a 
ZAR functional entity. To cover these foreign exchange exposures either as highly probable forecast transactions or as firm 
commitments, SSA entered into forward foreign exchange contracts (FECs) which were designated as hedging instruments 
in a cash flow hedge. The full fair value of the FECs, including forward points, have been designated as hedging instruments.

The hedging instruments are recorded at fair value on the balance sheet with changes in fair value recorded through OCI. 
In assessing the effectiveness of the hedge of the foreign currency risk, Sappi compares the critical terms (expected 
maturity dates, underlying foreign currencies and the notional amounts) of the hedging instrument to the hedged item. An 
assessment is then performed on a cumulative basis at each reporting period. Throughout the hedge designation, the hedge 
relationship has been assessed to be highly effective in offsetting changes in the cash flows attributable to the hedged risk.

During the 2018 financial year, most of the hedges were highly effective, some ineffective hedges were terminated 
prospectively and the related positive foreign exchange result of US$2.9 million was transferred from other comprehensive 
income to profit or loss into the foreign exchange result.

A realised foreign exchange loss of US$1.1 million of the designated FECs was transferred from OCI as a basis adjustment 
to fixed assets, a positive amount of US$8.3 million was deferred in equity.
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31. Financial instruments continued
(a) Market risk continued
Net investment hedges
The hedge of the net investment designated in February 2010 has been de-designated in March 2016. At the moment of 
the de-designation the life-to-date negative foreign exchange differences amounting to EUR36.9 million (US$41.5 million), 
will remain in equity until the disposal or liquidation of the foreign operation.

In March 2016, Sappi designated a new net investment hedge for an indeterminate period of Sappi Papier Holding GmbH 
(SPH) in SD Warren Holdings Corporation (North America) including all its subsidiaries and incorporating all net assets.

During 2017 several de- and re-designations took place in line with the evolving net USD exposure linked to the net 
investment. As at September 2018 the hedged notional amount at amortised cost amounted to US$103 million.

The hedged risk is the currency risk associated with the spot retranslation of the net assets of the foreign operation into the 
functional currency of the consolidating parent entities at the level of which the hedge is designated, ie SPH for US Dollar/
Euro spot exchange rate risk and Sappi Limited for US Dollar/Rand spot exchange rate risk. The hedging instrument is a 
non-derivative foreign currency external debt instrument. At the inception of the hedge (or on hedge designation date), both 
the designated portion of the net investment in the foreign operation (as hedged item) and the foreign currency denominated 
debt (as hedging instrument) were recorded at the spot rate.

To the extent that the hedge is effective, foreign exchange rate differences linked to the subsequent revaluation of the foreign 
currency debt in the books of the entity holding the debt are deferred in OCI until the foreign operation is disposed of or 
liquidated. These foreign exchange currency differences are recognised in profit or loss on disposal or liquidation of the 
foreign operation as part of the gain or loss on disposal.

Ineffectiveness can only occur if the net investment carrying value of the foreign operation would fall below the designated 
amount of the hedging instruments. The net investment value of the foreign operation is validated each quarter. Ineffective 
gains or losses are booked directly to the group income statement. As at the end of the 2018 financial year, the hedge was 
100% effective.

2018  2017 

(US$ million)
 Hedged 
notional 

 Foreign 
exchange 

result 
deferred 

in OCI 
 Hedged 
notional 

 Foreign 
exchange 

result 
deferred 

in OCI

Bond 2032  103 (1)  102  0,2 
Previous designations  –  (34)  –  (34)

103  (35) 102  (34)

Net investment value of North America  815  798 
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31. Financial instruments continued
(a) Market risk continued
Commodity price risk
Commodity price risk arises mainly from price volatility and threats to supply of raw material and other inputs to the 
production process.

A combination of contract and spot deals are used to manage price volatility and contain costs. Contracts are limited to the 
group’s own use requirements.

During 2018, pulp swaps, pulp futures and pulp zero-cost options in Europe were contracted for a total volume of 
100,500 tons of pulp. 

Sappi Europe buys pulp from external suppliers at a variable price consisting of a reference price linked to the Pix Pulp index 
which is adjusted with a premium depending on the pulp market conditions. As Sappi Europe expected pulp prices to 
increase, it was decided to fix the pulp price for one year by entering into a pulp swap, future and pulp zero rated options 
whereby the variable price was swapped for an annual fixed price.

A realised gain of US$12.2 million resulting from the settled pulp contracts was booked into the income statement.

The group’s pulp contracts (swaps and zero-cost options) outstanding at September 2018 are detailed below:

2018  2017 

(US$ million)
Base 

currency

Contract 
amount 

(notional 
amount)

Fair value 
(unfavourable) 

favourable

Contract 
amount 

(notional 
amount)

Fair value 
(unfavourable) 

favourable

Northern Bleached Softwood Kraft 
Pulp (NBSK)
Bought: USD  16  2  –  – 
Bleached Hardwood Kraft Pulp 
(BHKP)
Bought: USD  13 2  4  1 

 29 4  4  1 

(b) Liquidity risk
Liquidity risk is the risk that the group will be unable to meet its current and future financial obligations as they fall due.
The group’s objective is to manage its liquidity risk by:
 • Managing its bank balances, cash concentration methods and cash flows,
 • Managing its working capital and capital expenditure,
 • Ensuring the availability of a minimum amount of short-term borrowing facilities at all times, to meet any unexpected 
funding requirements, and

 • Ensuring appropriate long-term funding is in place to support the group’s long-term strategy.

Details of the group’s borrowings, including the maturity profile thereof, as well as the group’s committed and uncommitted 
facilities are set out in note 21.

The group is in compliance with all material financial covenants applicable to its borrowing facilities.
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31. Financial instruments continued
(b) Liquidity risk
Liquidity risk management 
The following tables for the 2018 and 2017 financial years disclose financial instruments, as determined by IAS 39 
Financial Instruments: Recognition and Measurement, are classified by liquidity and does not necessarily indicate the group’s 
actual cash flows.

(US$ million)

 Total 
financial 

assets 
and 

liabilities

 Fair 
value of 

financial 
instruments

 Undiscounted cash flows 

 0 – 6 
months 

 6 – 12 
months 

 1 – 2 
years 

 2 – 5 
years 

 >5 
years  Total 

September 2018
Non-current assets
Other non-current assets  10 10  – – 9  –  1 10
Current assets
Trade receivables  634  634  634  –  –  –  –  634 
Prepayments and other 
receivables  36  36  36  –  –  –  –  36 
Derivative financial instruments  21  21  21 – –  –  –  21 
Cash and cash equivalents  363  363  363  –  –  –  –  363 

 1,054 – 9  –  1 1,064
Non-current liabilities
Interest-bearing borrowings  1,818 1,906  93  9  478  1,181  441  2,202 
Other non-current liabilities  8 8  –  – 8  –  – 8
Current liabilities
Interest-bearing borrowings  97 98 98  –  –  –  98 
Overdrafts  16  16  –  16  –  –  –  16 
Derivative financial instruments  6  6  6  –  –  –  –  6 
Trade payables  637  637 637  –  –  –  – 637
Other payables and accruals  163  163  163  –  –  –  –  163 

997  25 486 1,181 441 3,130

Liquidity surplus (gap) 57 (25) (477) (1,181) (440) (2,066)

  The liquidity gaps will be funded by cash generated from operations and existing unutilised facilities as well as refinancing of 
borrowings when due.
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31. Financial instruments continued
(b) Liquidity risk continued
Liquidity risk management continued

(US$ million)

 Total 
financial 

assets 
and 

liabilities

 Fair 
value of 
financial 

instruments

 Undiscounted cash flows 

 0 – 6 
months 

 6 – 12 
months 

 1 – 2 
years 

 2 – 5 
years 

 >5 
years  Total 

September 2017
Non-current assets
Other non-current assets  9  9  –  1  3  5  1  10 
Current assets
Trade receivables  571  571  571  –  –  –  –  571 
Prepayments and other receivables  32  32  31  1  –  –  –  32 
Derivative financial instruments  3  3  1  2  –  –  –  3 
Cash and cash equivalents  550  550  550  –  –  –  –  550 

 1,153  4  3  5  1  1,166 
Non-current liabilities
Interest-bearing borrowings  1,739  1,871  27  28  62  1,248  922  2,287 
Other non-current liabilities  1  1  –  –  1  –  –  1 

Current liabilities
Interest-bearing borrowings  133  133  72  61  –  –  –  133 
Derivative financial instruments  5  5  5  –  –  –  –  5 
Trade payables  502  502  502  –  –  –  –  502 
Other payables and accruals  157  157  157  –  –  –  –  157 

 763  89  63  1,248  922  3,085 

Liquidity surplus (gap)  390  (85)  (60)  (1,243)  (921)  (1,919)
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31. Financial instruments continued
(b) Liquidity risk continued
Derivative financial instruments with maturity profile
The following tables indicate the different types of derivative financial instruments for the 2018 and 2017 financial years that 
are included within the various categories on the balance sheet. The reported maturity analysis is calculated on an 
undiscounted basis.

(US$ million)  Total 

Maturity analysis 
Undiscounted cash flows

0 – 6 
months

6 – 12 
months

1– 2 
years

2 – 5 
years

>5 
years

September 2018
Assets
Fair value of derivatives by risk factor
Foreign exchange risk
IRCS and FX forward contracts  17 17 – –  –  – 

– receiving leg  220 220 – –  –  – 
– paying leg  (203)  (203)  –  –  –  – 

Commodity price risk  4  4  –  –  –  – 
Liabilities
Fair value of derivatives by risk factor
Foreign exchange risk
IRCS and FX forward contracts  6  6  –  –  –  – 

– receiving leg  (51)  (51)  –  –  –  – 
– paying leg  57  57  –  –  –  – 
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31. Financial instruments continued
(b) Liquidity risk continued
Derivative financial instruments with maturity profile continued

(US$ million)  Total 

Maturity analysis 
Undiscounted cash flows

0 – 6 
months

6 – 12 
months

1– 2 
years

2 – 5 
years

>5 
years

September 2017
Assets
Fair value of derivatives by risk factor
Interest rate risk
Interest rate swaps  –  –  –  –  –  – 

– receiving leg  5  3  2  –  –  – 
– paying leg  (5)  (3)  (2)  –  –  – 

Foreign exchange risk
IRCS and FX forward contracts  2  1  1  –  –  – 

– receiving leg  150  161  (11)  –  –  – 
– paying leg (148)  (160)  12  –  –  – 

Commodity price risk  1  1  –  –  –  – 
Liabilities
Fair value of derivatives by risk factor
Foreign exchange risk
IRCS and FX forward contracts  5  5  –  –  –  – 

– receiving leg  134  134  –  –  –  – 
– paying leg  (129)  (129)  –  –  –  – 

Fair values
The group’s financial instruments are initially recognised at fair value. The carrying amounts of other financial instruments 
which include cash and cash equivalents, trade receivables, certain investments, bank overdraft, trade payables and the 
current portion of interest-bearing borrowings approximate their fair values due to their short-term nature.

As a result of the implementation of IFRS 13 Fair Value Measurement, the fair value of all financial instruments measured at 
fair value, are measured based on a market exit price incorporating credit risk, by using standard valuation techniques based 
on observable market data inputs.

The fair value of all external over-the-counter derivatives and material non-current borrowings (for disclosure purposes only) 
is calculated based on the discount rate adjustment technique. The discount rate used is derived from observable rates of 
return for comparable assets or liabilities traded in the market. The credit risk of the external counterparty is incorporated 
into the calculation of fair values of financial assets and own credit risk is incorporated in the measurement of financial 
liabilities. The change in fair value is therefore impacted by the move of the interest rate curves, by the volatility of the applied 
credit spreads, and by any changes of the credit profile of the involved parties.

There are no financial assets and liabilities that have been remeasured to fair value on a non-recurring basis. The carrying 
value of assets and liabilities (excluding plantations) which are held for sale, are considered to be below their net recoverable 
amount.

Investments in equity instruments that do not have a quoted market price in an active market and whose fair value cannot 
be reliably measured, are measured at cost.
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31. Financial instruments continued
(b) Liquidity risk continued
Fair values continued

As determined by IAS 39 Categories in accordance with IAS 39

(US$ million)
Total 

balance

Total 
out of 
scope

Total 
in scope

Fair 
value 

through 
profit 

or loss

Loans 
and 

receivables
Held to 

maturity
Available

for sale
Fair 

value

September 2018
 Non-current assets

Other non-current assets  88  78  10  –  3  –  7  10 

 88  78  10  –  3  –  7  10 

Current assets
Trade receivables  634  –  634  –  634  –  –  634 
Prepayments and other 
receivables  133  97  36  –  36  –  –  36 
Derivative financial instruments  21  –  21  21  –  –  –  21 
Cash and cash equivalents  363  –  363  –  363  –  –  363 

 1,151  97  1,054  21  1,033  –  –  1,054 

As determined by IAS 39 
Categories in accordance 

with IAS 39 

(US$ million)
 Total 

balance 

 Total 
out of 
scope 

 Total 
in scope 

 Fair 
value 

through 
profit 

or loss 

 Other 
financial 
liabilities 

 Fair 
value 

September 2018
Non-current liabilities
Interest-bearing borrowings  1,818  –  1,818  –  1,818  1,906 
Other non-current liabilities 68 60  8  7  1 8

1,886 60 1,826  7  1,819  1,914 

Current liabilities
Interest-bearing borrowings  97  –  97  –  97 98
Overdrafts  16  –  16  –  16  16 
Derivative financial instruments  6  –  6  6  –  6 
Trade payables  637  –  637  –  637  637 
Other payables and accruals  372  209  163  –  163  163 

 1,128  209  919  6  913  920 
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31. Financial instruments continued
(b) Liquidity risk continued
Fair values continued

 As determined by IAS 39  Categories in accordance with IAS 39 

(US$ million)
 Total 

balance

 Total 
out of 
scope 

 Total 
in scope 

 Fair 
value 

through 
profit or 

loss 

 Loans 
and 

receivables 
 Held to 
maturity 

 Available
for sale 

 Fair 
value

September 2017
 Non-current assets

Other non-current assets  51  42  9  –  2  –  7  9 

 51  42  9  –  2  –  7  9 

Current assets
Trade receivables  571  –  571  –  571  –  –  571 
Prepayments and other 
receivables  97  65  32  –  32  –  –  32 
Derivative financial instruments  3  –  3  3  –  –  –  3 
Cash and cash equivalents  550  –  550  –  550  –  –  550 

 1,221  65  1,156  3  1,153  –  –  1,156 

 As determined by IAS 39 
 Categories in accordance 

with IAS 39 

(US$ million)
 Total 

balance 

 Total 
out of 
scope 

 Total 
in scope 

 Fair 
value 

through 
profit or 

loss 

 Other 
financial 
liabilities 

 Fair 
value 

September 2017
Non-current liabilities
Interest-bearing borrowings  1,739  –  1,739  –  1,739  1,871 
Other non-current liabilities 79 78  1  –  1  1 

1,818  78  1,740  –  1,740  1,872 

Current liabilities
Interest-bearing borrowings  133  –  133  –  133  133 
Derivative financial instruments  5  –  5  5  –  5 
Trade payables  502  –  502  –  502  502 
Other payables and accruals  356  199  157  –  157  157 

 996  199  797  5  792  797 
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31. Financial instruments continued
(b) Liquidity risk continued
Fair values continued
The level in the fair value hierarchy into which financial instruments that are measured at fair value are categorised is 
disclosed below. There have been no transfers between the categories of the fair value hierarchy.

 2018 2017

(US$ million)

 Total 
fair 

value

 Fair value hierarchy  Total 
fair 

value

 Fair value hierarchy 

 Level 1  Level 2  Level 3  Level 1  Level 2  Level 3 

Non-current assets
Other non-current assets  10  7  3  –  7  7  –  – 

 10  7  3  –  7  7  –  – 

Current assets
Derivative financial instruments  21  –  21  –  3  –  3  – 

 21  –  21  –  3  –  3  – 

Non-current liabilities
Contingent consideration liability  7  –  –  7  11  –  –  11 

 7  –  –  7  11  –  –  11 

Current liabilities
Contingent consideration liability  – – –  –  2 – –  2 
Derivative financial instruments  6  –  6  –  5  –  5  – 

 6  –  6  –  7  –  5  2 

(c) Credit risk
Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in a financial loss to the 
group. The group faces credit risk in relation to trade receivables, cash deposits and financial investments.

Credit risk relating to trade receivable management is the responsibility of regional management and is coordinated on a 
group basis.

The group’s objective in relation to credit risk is to limit the exposure to credit risk through specific groupwide policies and 
procedures. Credit control procedures are designed to ensure the effective implementation of best trade receivable 
practices, the comprehensive maintenance of all related records, and effective management of credit risk for the group.

The group assesses the creditworthiness of potential and existing customers in line with its credit policies and procedures. 
Collateral is obtained to minimise risk. Exposures are monitored on an ongoing basis utilising various reporting tools which 
highlight potential risks when considered appropriate.

In the event of deterioration of credit risk, the appropriate measures are taken by the regional credit management team. 
All known risks are required to be fully disclosed, accounted for, and provided for as bad debts in accordance with the 
applicable accounting standards.

Overall, 71% of the group’s total trade receivables, both on- and off-balance sheet, are insured or covered by letters of credit 
and bank guarantees.

Quantitative disclosures on credit risk are included in note 17.
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