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Salient Features
•
•
•
•
•
•

Challenging commercial environment – sustained pressure on export sugar prices
Group sugar production down 10% due to drought in South Africa
Operating profit decreased 37% and headline earnings per share down 58%
Diversification strategy rationale positively underscored by growth in downstream profits
Regional sales volumes increased — diversion away from the EU
Record ethanol production and electricity co-generation expected

Quote:
Gavin Dalgleish, Managing Director, commented:
“The business challenges of regional drought, sustained pressure on export sugar prices
and reduced demand for sugar in Malawi continue to weigh on the business performance.
Nonetheless the downstream business delivered a strong operational and financial
performance, while the group continued to improve the sales mix away from the EU by
growing regional sales volumes in key markets. Cost-reduction, efficiency improvement and
the culture of doing more with less has become further embedded in the business.
Recent forecasts suggest that the global sugar balance will move towards a production
deficit in the current year which, together with speculation in the market, has contributed to a
recent recovery in world market prices off seven year lows. Initiatives to improve the sales
mix and to develop regional markets will benefit the full year earnings, whilst structural cost
reduction programmes will continue to build on the good results achieved to date”.
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Overview
The Illovo group has encountered a number of challenges during the six month period ended
30 September 2015, particularly regional drought conditions, reduced demand for sugar in
Malawi and sustained pressure on export sugar prices.
Despite these difficult conditions, the downstream business delivered strong operational and
financial performance, while the group continued to grow regional sales volumes by
expanding access to key markets. Cost-reduction and efficiency improvement benefits were
realised as the continuous improvement culture becomes further embedded within the
business.
The tough commercial environment and a change in the timing of sales reduced revenue by
7% to R5 489 million and weighed on the operating margin, which fell from 23.5% to 16.1%.
Operating profit decreased by 36.7% to R881 million while headline earnings per share
declined by 58.1% to 71.7 cents. The contribution to operating profit by country was: Malawi
27% (2014: 41%), Swaziland 24% (2014: 9%), Zambia 23% (2014: 31%), Tanzania 12%
(2014: –1%), South Africa 10% (2014: 12%) and Mozambique 4% (2014: 8%). By activity,
the contribution to operating profit was: sugar production 50% (2014: 50%), cane growing
32% (2014: 41%) and downstream 18% (2014: 9%).
Review
Lower than normal rainfall has persisted across the Southern African region, impacting major
river, dam and lake levels in Swaziland, Zambia, Malawi and South Africa. These stressed
growing conditions have not only reduced yields but also increased vulnerability to pest and
disease such as yellow aphids. In South Africa, the drought has reduced the total cane
supply to the group’s factories by 20% on a comparable year-on-year basis. Flood damage
suffered in Mozambique during January 2015 further decreased late season cane supply.
Due mainly to these adverse weather conditions, sugar production for the period decreased
from 1.28 million tons to 1.16 million tons. Factory performances in Zambia, Tanzania and
Swaziland have been positive.
World sugar prices reached seven year lows during August 2015 which in turn impacted
regional prices. While the decline in EU market prices appeared to level off during the period
under review, the weaker Euro continued to impact on profitability.
Strong domestic and regional markets remain fundamental to the business. Good progress
was made on initiatives to grow these markets, with regional sales reflecting steady growth
compared to the prior period.
Demand in Zambia continued to grow and Swaziland benefited from increased sales into
SADC. Market conditions in Tanzania continued to improve as stricter enforcement of
regulation reduced illegal sugar imports whilst the announcement of a new import tariff
structure in Mozambique bodes well for future sales. The strong Malawian Kwacha impacted
on informal regional trade flows resulting in an inflow of sugar to compete against local
production.
Contribution to operating profits from downstream activities continues to grow. All three
alcohol production units in South Africa and Tanzania performed well, whilst good furfural
production efficiencies were achieved at the Sezela facility in South Africa. Electrical co-

generation exports into the national grid from our Ubombo mill in Swaziland increased by
28%.
During September 2015, a decision was made to close the furfural-based nematicide
business in the United States of America (US) following protracted difficulties in obtaining
registration with the US Environmental Protection Agency for application of the product on
food crops. A loss of R216 million was recorded on the closure of the business.
While the conversion of operating profit to cash remains strong, the impact of reduced sales
volumes and lower demand from customers has increased working capital requirements.
The higher funding requirements, compounded by considerable increases in interest rates
and currency volatility in Malawi and Zambia, increased financing costs by R85 million.
Owing to the weather-related crop decline, difficult commercial environment, increased
working capital levels and committed capital expenditure, an interim capital distribution has
not been declared. A distribution will be considered in May 2016 for the year ended
31 March 2016.
Outlook
Whilst volatile currency fluctuations will continue to challenge sugar market conditions, the
recent recovery in world market prices is encouraging. Initiatives to improve the sales mix
and to develop regional markets will benefit the full year earnings. Conditions in the Malawi
domestic market will continue to be challenging over the next six months.
With the exception of Tanzania, where the excellent agricultural and factory performance is
expected to produce improved results for the season, the persistent dry weather conditions
across the region will result in total group sugar production ending approximately 10% below
that of the prior year.
A recovery in sugar production during the 2016/17 season is expected, but will be limited by
the continuation of the drought in South Africa and is dependent on a return to normal
summer rainfall levels across the other Southern African operations. The Zambian refinery
expansion and product alignment project remain within budget and on schedule for
commissioning early in the 2016/17 season.
Growth in downstream earnings is anticipated with record ethanol production and electricity
co-generation assisted by the benefit of a strong US Dollar on pricing. In line with our
diversification strategy, two further downstream investment projects are under review.
Structural cost reduction programmes will continue to build on the good results achieved by
the group-wide continuous improvement programme and are expected to bring meaningful
benefits to the group in the short to medium-term.
As advised previously, it is expected that headline earnings per share for the year ending 31
March 2016 will be between 25% and 45% below the prior year. Due to the loss on the
closure of the furfural-based nematicide business, earnings per share will reflect a decline of
between 50% and 70% compared to the year ended 31 March 2015.

While this interim reporting period has been extremely difficult on a number of fronts, the
consistent on-going growth in world and African sugar consumption, the expectation of a
global production deficit, shift in sales mix away from the EU and operational efficiency
improvements signal improved medium-term prospects.
CHANGE OF DIRECTORS
In terms of paragraph 3.59 of the JSE Listings Requirements, shareholders are advised that:
• Mr G Gomwe was appointed as an independent non-executive director of the Company
with effect from 1 June 2015;
• With effect from the close of the annual general meeting of the Company on 15 July
2015:o Mr D G MacLeod retired as an independent non-executive director and
chairman of the Company and Mr TS Munday was appointed as Chairman in
his stead;
o Prof PM Madi resigned as an independent non-executive director and Dr S
Kana was appointed as an independent non-executive director of the
Company.
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