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Cane growing
Total cane production from our own agricultural 
operations in 2013/14 amounted to 6.1 million tons 
(2013: 6.5 million tons), while cane from independent 
farmers increased to 9.4 million tons (2013: 8.4 million 
tons), driven mainly by the full recovery from the recent 
years’ drought conditions in South Africa.
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The past year was a challenging one for Illovo with low 
world sugar prices and significant imports of sugar into 
South Africa and Tanzania which disrupted domestic 
markets. I am, however, glad to report a solid set of 
results due to the increased sugar production and a 
strong performance from our downstream businesses. 
The company is in good shape with a strong balance 
sheet, healthy cash generation and sound cane, sugar 
and downstream assets across Africa. The completion 
of a number of strategic projects was most pleasing. 
In particular, the new warehouse in South Africa and 
the distillery in Tanzania will have a significant positive 
impact on the business in the years to come.

Operating challenges

The world continues to be an uncertain place in which to 
do business and the operating environment in southern 
Africa is challenging with high levels of unemployment, 
lack of infrastructure and extreme poverty. The continuing 
devaluation of the Malawian Kwacha and its impact on the 
local people is a particular worry to the group. Rising costs 
in a market place which is under pressure has negatively 
impacted on margins despite continued focus on cost 
management. The trend for unions to make demands for 
wage increases well in excess of inflation is of concern and 
will need to be met by increased productivity across the board 
if the business is to be world competitive. However, Illovo has 
well-articulated values and will continue to grow in line with 
its vision to be a world-class, highly-efficient organisation 
operating on the African continent and adding value to its 
core products of fibre, sugar and molasses.

The level of sugar imports into South Africa and Tanzania 
had a significantly negative impact on our market off-take 
in these countries. We are pleased that following discussions 
with the government in South Africa a new level of tariff was 
implemented in April 2014. Discussions with the authorities 
in Tanzania continue with the objective of obtaining better 
import protection. It must be stressed that while our 
operations are low-cost in world terms, we have been heavily 
impacted by the dumping of low-priced surplus sugar from 
other parts of the world. The world market price of sugar is 
one of the most volatile of all commodities and it is further 
distorted by subsidies, whether direct or indirect, granted to 
major sugar producers around the world.

Focus on domestic markets

Illovo is Africa’s leading sugar and downstream producer with 
16 operations across six countries, with strong domestic, 
regional and preferential markets. African annual sugar 
consumption growth continues to increase with demand 
expected to grow by six million tons by 2020. The current 
world price is low and is below the costs of production of 
most sugar producers due to a fourth year of a global sugar 
surplus. The reform of the EU Sugar regime from 2017 is 
expected to impact negatively on prices in that market and 
as a result we will be focusing on growth in our domestic 
markets and on the opportunities available in the growing 
African regional markets. In addition, strategic downstream 
investments will be pursued to enhance and diversify future 
revenue streams. The focus on energy efficiency projects 
and the achievement of electricity self-sufficiency and power 
co-generation will be important areas of cost reduction and 
revenue growth. 

We are very conscious of the need to provide safe and healthy 
work places for our employees. I am pleased to advise that 
our safety record in respect of both disabling injury and 
total injury frequency continues to improve with the past 
year reflecting a 31% improvement over the previous year. 
I regret that we had five fatalities in the past year, three 
Illovo employees and two external contractors. Our objective 
remains, to eliminate any such occurrence by focusing on 
behaviours and more rigid health and safety standards and so 
nurture a safe operating culture across the group.

People development

Our people are key to achieving our Strategic Intent.  Illovo 
employs in excess of 32 000 people, 13 000 on a permanent 
basis and another 19 000 as seasonal employees. Attracting 
and developing our people is vital to achieving our objectives.  
Transformation of top management both in South Africa and 
in our other areas of operation remains below our aspirations 
but this is being addressed by training, development and 
mentorship of the pool of talent in middle management so as 
to meet our goals through targeted succession plans.

I am very pleased that in South Africa we have achieved a 
Level-3 contributor status in terms of the Codes of Good 
Practice in respect of the Agri-B-BBEE rating.

Don MacLeod
Chairman
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Chairman’s statement

Illovo has a significant impact on the communities and 
countries in which it operates, particularly as most of our 
operations are situated in rural areas. The UN classifies 
Malawi, Mozambique, Zambia and Tanzania as among the 
world’s least developed countries. The group’s businesses form 
the economic and social backbone of the local communities 
in the areas in which we operate providing infrastructure, 
healthcare facilities, schools and other community benefits 
amounting to R268 million in 2013/14. A recent independent 
socio-economic impact assessment conducted across our 
countries of operation provided a clear picture of Illovo’s 
contribution to the economies, communities and individual 
livelihoods in these rural communities. In addition, it 
confirmed that the group was a material contributor to socio-
economic development of the regions concerned, spanning 
support of strategic government initiatives to providing the 
most basic of human needs.  

The group adheres to the highest standards of corporate 
governance as it believes that good governance practices 
are fundamental to creating, protecting and sustaining 
shareholder value. Illovo’s directors and employees strive 
to ensure that the company is managed in an efficient, 
accountable, responsible and ethical manner and its 
governance structures are in line with the JSE Listings 
Requirements, King III and the Companies Act. The Enterprise 
Risk Management Policy and combined assurance framework 
are bedding down and this should ensure that the key 
risks facing the business are managed in such a way so as 
to provide reasonable assurance that Illovo’s objectives are 
achieved.

Future growth

The group continues to evaluate opportunities for further 
footprint expansion in Africa and to grow its downstream 
business in line with its business objectives. Careful 
assessment of the risks will remain crucial to any new 
opportunity being progressed but the group continues to 

make steady progress to increase its sugar production to more 
than two million tons per annum and to optimise the return 
on every stick of cane. The next few years will see the group 
also focus on existing capacity utilisation and productivity 
improvements. Illovo is among the lowest cost and most 
efficient sugar producers in the world, is an efficient supplier 
into the domestic markets in which it operates and through 
its marketing and distribution expertise, will maximise value 
into the export markets available to it.

The group is focused on achieving its Strategic Intent, 
vision and objectives and although profit growth was 
below expectations, the base business is sound and the 
physical performance of its assets continues to improve. 
The contribution of the downstream businesses was 
commendable in the past year and reflects the benefits of the 
group philosophy to progress this area of the business.

Appreciation

I would like to thank my fellow board members for their 
commitment, guidance, valuable input and wise counsel 
throughout the past year. Graham Clark resigned as 
Managing Director during the past year and I thank him 
for his contribution to Illovo over a long period of time. I 
congratulate Gavin Dalgleish on his appointment as Managing 
Director and wish him and his executive team well in leading 
the group to higher levels of achievement in the years ahead.  
I also welcome John Hulley to the board as Operations 
Director and wish him every success in his new role. 

My thanks to the executive management team for their hard 
work and leadership in what has been a challenging year.

On behalf of the board I wish to extend my appreciation and 
thanks to the employees of Illovo across the operations for 
the considerable effort and commitment during the past year.

Don MacLeod
Chairman

The group continues to evaluate opportunities for further footprint expansion in Africa and to grow its downstream business in line 
with its business objectives. Increased furfural production at Sezela in 2013/14 amounted to 19 695 tons.
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Don MacLeod (67) #^+
Chairman of Nomination Committee
BCom, AMP (Oxford) 
Joined the sugar industry 1971
Appointed to the board 10 August 1983
Previous Managing Director of Illovo

Mike Hankinson (65) *#^
Chairman of Remuneration Committee
BCom, CA(SA)
Appointed to the board 20 May 2008
Director of companies

Len Konar (Dr) (60) *
Chairman of Audit Committee
CA(SA), MAS (Illinois), DCom
Appointed to the board 10 July 1995
Director of companies

Phinda Madi (Prof) (50) #+
Chairman of Social and Ethics Committee
BProc, EDP
Appointed to the board 29 November 2002
Director of companies

Nosipho Molope (49) *+
BSc (Medical Sciences),  
BCompt (Hons), CA(SA)
Appointed to the board 10 September 2008
Director of companies

Ami Mpungwe (63) ^ (Tanzanian)
BA (Hons)
Appointed to the board 1 September 2009
Director of companies

Trevor Munday (64) *#^+
Chairman of Risk Management Committee
BCom
Appointed to the board 9 March 2010
Director of companies

Non-executive 
independent 
chairman

Independent
non-executive 
directors

Member of Audit
Committee

Member of Remuneration/Nomination
Committee

Member of Risk Management
Committee

Member of Social and Ethic
Committee

Member of Executive
Committee* # ^ + ª
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Gavin Dalgleish (48) ^+ª
BScEng(Chem), MScEng(Chem)
Joined the sugar industry 1988
Appointed to the board 16 September 2011
Managing Director

Mohammed Abdool-Samad (43) ^ª+
BCom, CA(SA)
Joined the sugar industry 2011
Appointed to the board 16 September 2011
Financial Director

John Hulley (54) ^+ª
DipMechEng, MDP
Joined the sugar industry 1978
Appointed to the board 1 September 2013
Operations Director

Larry Riddle (54) +ª
BCom, CA(SA)
Joined the sugar industry 1986
Appointed to the board 1 April 2009
Commercial Director

Mark Carr (Dr) (51) # (British)
BSc, PhD, MBA, CertEng, FIMechE
Appointed to the board 5 September 2006
Chief Executive Officer, AB Sugar

Paul Lister (50) (British)
LLB
Appointed to the board 5 September 2006
Director of Legal Services and Company Secretary, Associated 
British Foods

Graham Rhodes (52) (British)
ACMA, CGMA, BScEng(Chem) (Hons)
Appointed to the board 1 September 2013
Financial Director, AB Sugar

Executive
directors

Directors’ condensed curricula vitae appear on pages 137 and 138.

The diversity status of the board is six white South African males, three white and one black non-South African males, three black South African males and 
one black South African female (four designated).

Non-executive 
directors
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Executive Committee

Gavin Dalgleish (48) ^+ª
BScEng(Chem), MScEng(Chem)
Joined the sugar industry 1988
Joined the group 1988**
Managing Director
Responsible to the Illovo board and shareholders for the 
delivery of the group’s strategic goals and objectives, 
providing leadership across operations.

Mohammed Abdool-Samad (43) ^+
BCom, CA(SA)
Joined the sugar industry 2011
Joined the group 2011
Financial Director
Responsible for group financial, business development, 
treasury and corporate finance functions, internal audit, 
information technology, performance analysis (operational 
and financial), risk management and insurance.

John Hulley (54) ^+ª
DipMechEng, MDP
Joined the sugar industry 1978
Joined the group 1978 **
Operations Director
Responsible for group operational performance relating 
to all agricultural and manufacturing operations, group 
operations support, risk and safety management, continuous 
improvement.

Larry Riddle (54) +
BCom, CA(SA)
Joined the sugar industry 1986
Joined the group 1986
Commercial Director
Responsible for group commercial operations relating to sugar 
and downstream operations, new business opportunities, 
export marketing, group procurement, outbound logistics, 
industrial affairs and advocacy.

Jennifer Kunst (60) +
BA, LLB, DipMarLaw
Joined the sugar industry 2011
Joined the group 2011
Corporate Affairs
Responsible for all statutory and regulatory company 
secretarial functions, governance, and overseeing the 
legal, secretarial, compliance, sustainability and corporate 
citizenship functions.

Nigel Hawley (57) +
BCom (Hons)
Joined the sugar industry 1978
Joined the group 1978
Human Resources
Responsible for group and corporate human resources 
policies, staffing and talent management, human resource 
development and training, industrial relations, retirement 
funding, compensation and benefits, human resource 
administration and payrolls, employee welfare and medical 
services.

Company 
Secretary

Human 
Resources 
Executive

Executive
Committee

Member of Risk 
Management Committee

Member of Social and
Ethic Committee

Includes periods of
broken service^ + **

The diversity status of the executive directors who comprise the Executive Committee is three white South African males,  and one black male.
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Appointed to the position of Group Managing Director 
on 1 September 2013, Gavin Dalgleish has spent his 
first six months at the head of Africa’s biggest sugar 
producer and downstream products manufacturer. 
Gavin was first appointed to Illovo in 1988 as a post-
graduate student under Illovo’s Engineer-in-Training 
programme, and rose through the ranks gaining 
internal and external experience including a three-year 
posting to Australia, at the helm of an ABF subsidiary. 
He returned to Illovo in 2011 and soon after was 
appointed to the position of Group Operations Director, 
and then to his present position to lead Illovo’s African 
cane, sugar and downstream business operations. 
His thoughts on the current state of the business, its 
opportunities and challenges, and his aspirations for 
the future, are captured in this summarised account of a 
one-on-one interview…

This is my first report to shareholders as Managing Director. 
Since my appointment, I have spent considerable time 
reviewing the business and I’m pleased to say, as expected, 
that the company is in great shape thanks to my predecessor 
and the excellent executive team that he had put in place.  
I have also been looking at possible new growth opportunities 
as well as current projects to see if these could be accelerated 
in response to a dynamic commercial environment in sugar. 
This review is ongoing. 

Our vision for the business remains as before – to be a world 
competitive and highly-efficient African company, adding 
value to every stick of cane. Critical drivers for Illovo’s financial 
and operational performance in 2014 included the resilient 
domestic markets in most countries in which we operate, 
geographic diversity and in South Africa, a strong industrial 
customer base and significant downstream business. Despite 
headwinds facing the global sugar market, Illovo’s growth 
strategy of adding value to every stick of cane remains 
fundamental – we will continue to accelerate investment 
in our downstream operations, maximise production and 
optimise our sales mix to increase revenue and margins, and 
continue the relentless drive to take out costs. 

External factors

Lower sugar prices are prevalent in the world market 
largely due to a fourth year of global production surplus, a 
depreciating Brazilian Real and also soft pricing in the EU 
as a result of market positioning by major sugar producers 
ahead of quota abolition in 2017. The EU currently applies 
production quotas to create a structural deficit and in turn, 

least developed countries are allowed preferential access to 
that market to close the deficit gap. While the preferential 
access will remain after the quota abolition in 2017, we 
believe the market will be commercially less attractive. 

The lower world price does not directly affect Illovo as we are 
sustained by our strong domestic markets, and the only direct 
exposure we have to world markets is in our share of export 
proceeds in South Africa. The increase in the Dollar-based 
tariff import reference price has recently slowed down imports 
into South Africa and, consequently, the amount exported 
from the country, further reducing our exposure to global 
prices. We do experience the indirect impact of lower world 
sugar prices in our regional African markets. These markets 
are attracting increasing focus from many producers as one 
of the last remaining large deficit markets. Based on strong 
consumption growth, current projections indicate a six million 
ton deficit on the continent by 2020. Illovo is extremely well 
placed to meet the escalating demand from our operating 
footprint in Africa. 

The recent publicity linking sugar consumption to obesity has 
concerned Illovo. Illovo understands that obesity is a complex 
world-wide issue that needs to be addressed through a 
collaboration of all relevant stakeholders from government 
to the private sector. Illovo advocates the promotion of a 
balanced lifestyle, with AB Sugar leading the way to find an 
industry-wide, partnership approach to solving this complex 
problem. In addition, Illovo is a long-standing sponsor of 
a number of sporting events, raising awareness about the 
importance of physical activity.

Investment, innovation and shareholder value

Illovo has made some major investments recently, including 
our state-of-the-art distribution centre, located in Sobantu, 
just outside of Pietermaritzburg in KwaZulu-Natal, South 
Africa. The centre serves as a central distribution point 
between Illovo’s production facilities in the province and its 
retail and industrial customers across the country, driving 
down outbound logistics costs. Our co-generation project at 
Ubombo Sugar in Swaziland currently provides an alternative 
source of revenue for the company and will ultimately supply 
around 15% of that country’s total power requirements. 
Another investment, the new potable alcohol distillery 
constructed adjacent to the Kilombero sugar mill in Tanzania, 
is a template for future Illovo plans to replicate in other 
countries of operation to meet the growing demand for 
potable alcohol and potentially fuel ethanol.

Gavin Dalgleish
Managing Director
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Kilombero’s new “best-in-class” potable 
alcohol distillery is a template for future 
Illovo plans to replicate in other countries 
of operation.  Annual ethanol production 
capacity is 12 million litres.

Illovo board and leadership

Our distillery in Tanzania boasts best-in-class fermentation and 
distillation design technology. Furthermore, we are excited to 
see the development of a number of new innovations across 
our areas of operation which will significantly reduce costs. 
These include new precision farming techniques and satellite 
tracking systems for vehicle utilisation. We have also added 
unique soil mapping methods for fertiliser applications. We 
will continue to look for other workable investment prospects 
and will always seek out ways to continually improve on 
our current processes – Illovo’s focus remains on enhancing 
efficiencies, lowering costs and boosting shareholder value 
and returns.

Accountability

At Illovo we want our people to feel engaged in the business, 
feel confident they have the means and ability to execute 
their tasks and then feel accountable to produce the required 
results.

The development of our people is a critical component 
to Illovo’s sustainable growth plan. Our vision for our 
employees is to make them feel personally empowered to 
drive performance improvements, equipping them with the 
tools and skills to deliver and be recognised for their valuable 
contribution to the group’s goals. Consistent engagement is 
an important pillar of our continuous improvement initiative, 
now being implemented across the group, and our values 
driven leadership approach underscores that it is not only 
“what you achieve” but also “how you do it”. 

It’s all about integrity

Going forward, we have even more opportunities to examine 
our impact on the environment and on the communities 
where we operate. Not only do sustainable practices make 
business sense, they also reflect our responsibility for and 
accountability to the environment and our surrounding 
communities. We aim to continue building on the exemplary 
safety record of our factories and fields, our employee 
well-being programmes, our partnerships with local and 
international non-governmental organisations and the 
reduction of water usage and carbon emissions. Our strategic 
ambition is to ensure reliable cost-efficient energy supply 
to our operations, strive towards 100% renewable energy 
use and where attractive, to export power to national 
grids. Currently, we are meeting 90% of our own energy 
requirements from renewable bagasse fibre combustion 
and as previously mentioned, we sell surplus power into 
the Swaziland national grid in excess of the contractual 
obligations entered into with that country’s power utility – 

another template to be replicated across our business where 
economically effective. 

Integrity is synonymous with our organisation and our 
employees embrace this value and the principles of 
sustainability in everything they do. Integrity is also leveraged 
within our supply chain – a key differentiator for our industrial 
customer base. The 2013 World Economic Forum Global 
Competitive Survey rated South Africa first in corporate 
governance regulations. Through our listing on the JSE, 
investors are assured of the highest level of governance. 
Illovo is proud of its ongoing inclusion on the JSE’s Socially 
Responsible Investment (SRI) Index and in 2013, was 
among the six companies who met the JSE’s SRI Index “Best 
Performer” threshold. Also in 2013, our Zambian subsidiary 
was awarded the Corporate Governance award by the Lusaka 
Stock Exchange (LuSE), which recognises companies that 
adhere to good corporate governance standards exhibited 
through its reporting to stakeholders.

What’s next?

We are very optimistic about our future and are currently in a 
strong financial position to capitalise on numerous branding 
opportunities on a retail level in first-world markets and to 
strengthen our downstream product offering, benefiting 
from the success of our distillery commissioning in Tanzania. 
Ethanol is a valuable growth area for us, with plans in the 
pipeline to expand ethanol and furfural production in Zambia, 
South Africa and Swaziland. Our differentiated speciality 
sugars will be another important area of focus and growth. 
We have direct access into EU and UK markets, and there 
has also been a shift away from EU sales to regional markets 
where we believe we will realise better returns.

Of course, the reforms in EU markets and the global 
production surplus will present short-term challenges. 
However, we see abundant opportunity in the deficit regional 
markets in neighbouring countries. Our footprint gives us 
a comparative advantage in supplying these markets and 
the short-term outlook is responsible cost reduction and 
margin growth, with a long-term goal of driving revenue 
diversification. Through increased downstream production 
we are confident that our strategic focus areas, as well as 
our continuous improvement programme, will bring about 
positive changes across the group, sustain our growth and 
ensure momentum going forward into 2015.

Gavin Dalgleish 
Managing Director
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BRIAN BWALYACIMA-UK, CGMA-UK, AICPA, AZICATax and Treasury Manager, Zambia Sugar Plc, ZambiaIllovo career:  With previous experience in the accounting field, I joined Zambia Sugar in June 2005.  My career at the company so far has naturally been accounting-related, and I have been fortunate enough to rise through the ranks of the company to my present position, reporting to the Finance Director.
Career highlights:  There are many!  But probably being awarded the Overall Best Student in the ZICA Accounting programme in the year 2001 was one achievement which will always remain in my memory.  My goal going forward is to become a financial controller and naturally, I have my eyes on the top job!

What excites me about my work:  What I love most about my job is that there are new challenges nearly every day. It gives me an opportunity to be creative, conceptual and analytical. I also get thrilled at the thought of accomplishing a task perfectly; and most importantly, I really enjoy motivating others to accomplish superior results. 
What about your home life: I am married to Patricia and we have three children. She is also a Chartered Accountant. Our children are very interesting characters; they are constantly asking questions, telling stories or reporting something - they just can’t keep quiet. They are so much fun.
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Financial Director’s review

Salient features

• Revenue increased by 20%
•  Operating profit flat at R1.887 billion, impacted by 

low-priced imported sugar and an unfavourable fair value 
adjustment

• Operating margin decreased from 17.2% to 14.3%
• Headline earnings per share up 4.3% to 194 cents 
• Total distribution of 97 cents per share 
• Return on net assets decreased to 16.1%

Purpose

The purpose of this review is to provide insight into the 
financial performance and financial position of the group and 
should be read in conjunction with the summary financial 
statements presented on pages 117 to 127, together with 
the notes to the financial statements on the Illovo website at 
www.illovosugar.com.

Key financial risks 

Exchange rates

As the group enters into purchase and sale transactions 
denominated in foreign currencies, it is subject to 
transactional exposure from fluctuating foreign currency 
exchange rates. To protect the business from the effects 
of transactional exchange rate volatility, forward exchange 
contracts are utilised, enabling more effective management 
of export realisations and cash flows. All forward exchange 
contracts are entered into in accordance with the Group 
Treasury Policy and individual contracts are approved by the 
Treasury Committee.

The group is further exposed to currency fluctuations with 
respect to the translation of profits into Rand, with 86% of 
the group’s operating profit being derived from operations 
outside South Africa. During the current year, the Malawian 
Kwacha began to stabilise with year-on-year devaluations of 
29% and 9% against the US Dollar and the Rand respectively, 
compared to 83% and 60% in the prior year. The benefit 
of a stronger Zambian Kwacha, Tanzanian Shilling and 
Mozambique Metical on translation offset the impact of the 
weaker Malawi Kwacha. The table below summarises the 
average translation exchange rates for the relevant currencies:

Average translation exchange rates 2014 2013

Rand/Euro 13.58 10.97

Rand/US Dollar 10.12 8.51

Malawian Kwacha/Rand 37.52 34.53

Zambian Kwacha/Rand 0.544 0.609

Tanzanian Shilling/Rand 160.41 187.48

Mozambican Metical/Rand 3.01 3.42

*   The comparatives have 
been restated, as explained 
in the Accounting Policies 
paragraph.

Revenue   
(Rm)

2012* 2013* 2014

9 
06

2

10
 9

81

13
 1

90

Operating 
profit
(Rm)

2012* 2013* 2014

1 
34

2

1 
88

7

1 
88

7

Net borrowings/
(cash)
(Rm)

2012* 2013* 2014

73
2

1 
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3

2 
08

6

Headline 
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dividend 
per share
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2.
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shareholders’ 
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(%)

2013* 2014
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0
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Mohammed 
Abdool-Samad
Financial Director
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World sugar prices

The South African business is the only operation that exports 
sugar on the world market and is exposed to the world sugar 
price directly. World sugar exports, together with the related 
hedging activities, are undertaken on behalf of the sugar 
milling companies by SASA. The company participates in all 
decisions made by SASA relative to its pricing and hedging 
activities. 

Low-cost imported sugar has placed South Africa’s domestic 
market under pressure which, combined with increased 
production, has led to an additional 149 000 tons being sold 
on the world market, increasing the group’s world market 
exposure to 11% of total sales (2013: 4%). The world sugar 
price remained depressed with average price realisations of 
US18.1 cents/lb being achieved compared to US22.9 cents/
lb achieved in 2013. The world sugar price is currently trading 
at around US17.5 cents/lb and is expected to remain under 
pressure during the 2014/15 season following expectations of 
a fourth year of surplus in the world sugar market.

While high inland transport costs continue to protect pricing 
in certain of the group’s regional markets, pricing in other 
regional markets began to feel the effect of competing 
with an abundance of low-cost, duty-free imported sugar. 
Domestic prices and volumes in Tanzania continued to be 
impacted by competition from low-cost, duty-free imported 
sugar.

The impact of inflation and cost containment

Inflation in most countries in which the group operates has 
been relatively stable in the past year, except in Malawi where 
inflation at 27%, albeit lower than the 38% in the prior year, 
continued to have a substantial impact on input costs. The 
high inflation in Malawi was largely mitigated by domestic 
price increases to protect operating margins.

Illovo maintains focus on its continuous improvement 
programme to reduce costs through efficiency and 
productivity improvements. Where possible, purchasing 
contracts are negotiated for bulk commodities.

Interest rate risk management

The group is exposed to interest rate risk with respect 
to variable rate loans and short-term cash investments. 
During the year, the external debt in Zambia was refinanced 
using internal funding to maximise the group’s arbitrage 
opportunity of funding operations in high-interest rate 
environments from low-interest rate jurisdictions. While an 
interest saving was realised in the current year, the full benefit 
will be realised next year.

If interest rates applicable to existing borrowings increase by 
50 basis points, the group’s profit before tax will reduce by 
R13.3 million.

Accounting policies

The financial statements are prepared in accordance 
with International Financial Reporting Standards and the 
requirements of the Companies Act of South Africa. During 
the current year, the group adopted IAS 1 Presentation of 
Financial Statements, IAS 19 Employee Benefits, IFRS 11 Joint 
Arrangements and IFRS 13 Fair Value Measurement. The 
comparative results and disclosures have been restated.

The revised provisions of IAS 19 Employee Benefits relate 
to the accounting for defined benefit pension obligations. 
Under the revised standard, operating profit for 2013 reduced 
by R6.6 million to reflect a change in the treatment of fund 
administration costs, while finance income reduced by  
R16.5 million as a lower rate of return is required to be 
applied to fund assets. Taxation decreased by R6.5 million. 
As a result of this restatement, profit attributable to equity 
holders reduced by R16.6 million while headline earnings per 
share reduced from 189.6 cents per share to 186.0 cents per 
share.

IFRS 11 Joint Arrangements requires all joint ventures to be 
equity accounted, eliminating the proportionate consolidation 
option which the group previously adopted. The change from 
proportionate consolidation to equity accounting resulted 
in a change to various asset, liability, income, expense and 
cash flow line items, but had no impact on equity, the profit 
attributable to equity holders or headline earnings per share. 

The adoption of the other two standards has resulted in 
additional disclosures.

Acquisitions, disposals and investments

On 30 April 2013, the group acquired 51% of the equity in 
Mitra Sugar Limited from ABF Investments plc, a subsidiary 
of Associated British Foods plc, for a purchase consideration 
of €1. The acquisition increases the group’s interest in Mitra 
Sugar Limited, a sugar export agent, from 49% to 100%. The 
bargain purchase price resulted in a gain of R2 million which 
is reflected as a material item in the income statement.

The new potable alcohol distillery in Tanzania was successfully 
commissioned within budget with extra-neutral alcohol first 
produced in August 2013. Total capital spend was  
R309 million.

Material items and impairment

Insurance proceeds of R19 million were received as 
compensation for damage to a boiler at South Africa’s 
Noodsberg operation.

Financial performance

The financial performance of the group is measured in terms 
of various key financial ratios which include the operating 
margin, headline earnings growth, gearing and cash flow 
generation, as set out overleaf.
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Revenue increased by 20% due to higher sales volumes 
and inflationary domestic price increases being achieved in 
all operations except for Tanzania and Malawi. Malawian 
domestic prices continued to increase above inflation with a 
36% increase necessary to mitigate inflationary cost pressure 
and maintain a US Dollar equivalent sugar price. In Tanzania, 
the continued presence of low-cost, duty-free imported 
sugar resulted in sugar sold at prices below that of the prior 
year to generate cash flow. The group continued to grow its 
European speciality sugar market out of Malawi and enhance 
its distribution channels in Tanzania. Downstream revenue 
benefited from higher sales volumes and improved pricing in 
both the furfural and alcohol businesses, as well as additional 
ethanol sales following the commissioning of the distillery 
in Tanzania. A weaker Rand exchange rate improved export 
realisations for all the South African downstream operations.

However, growth in revenue did not translate to operating 
profit, which remained in line with the prior year, resulting in 
the operating margin decreasing from 17.2% to 14.3%. An 
unfavourable growing cane fair value movement, resulting 
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(Rm) 2014 % 2013* %

Malawi 762 39 899 48

Mozambique 33 2 109 6

South Africa 266 14 150 8

Swaziland 257 14 156 8

Tanzania 11 1 94 5

Zambia 558 30 479 25

(Rm) 2014 % 2013* %

Malawi 2 341 18 1 830 17

Mozambique 553 4 536 5

South Africa 4 504 34 4 081 37

Swaziland 1 601 12 1 315 12

Tanzania 925 7 699 6

Zambia 3 266 25 2 520 23

Revenue by country (Rm) Operating profit by country (Rm)

2014 2013*2014 2013*

from the stability of the Malawian Kwacha relative to the 
prior year and the negative outlook on 2014/15 sugar pricing, 
contributed considerably to the lower operating margin. Low-
cost imported sugar has also impacted upon South Africa’s 
domestic market and had an adverse effect on profits as large 
volumes of domestic-designated sugar were sold on the low-
margin world market. While production and sales volumes 
increased, the overall impact on the group was negative, with 
growth mainly achieved in lower-margin sugar operations 
like South Africa and Tanzania. Production decreased in 
higher-margin sugar operations like Malawi and Zambia. The 
group maintained its focus on its continuous improvement 
programme and realised material cost savings, most notably 
the benefit of the central distribution warehouse in South 
Africa. The benefits of these cost savings, helped negate the 
impact of declining regional and EU export pricing.

The downstream and co-generation businesses performed 
exceptionally well with profits increasing by 94% on the back 
of higher furfural and alcohol revenue, energy efficiency saving 
initiatives at the Merebank distillery as well as additional power 
being exported to the Swaziland national grid. 
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Operating profit over the previous year is graphically depicted 
in the waterfall chart below.

Finance costs

Rm 2014 2013* Variance

Malawi (48) (44) (4)

Mozambique (8) (17) 9

South Africa (78) (73) (5)

Swaziland (80) (97) 17

Tanzania (65) (31) (34)

Zambia (228) (233) 5

Group operations 193 200 (7)

Translation (22) n/a (22)

Total (336) (295) (41)

Despite strong cash generation and improved working 
capital management, finance costs increased by R41 million 
compared to 2013. In Tanzania, the successful commissioning 
of the potable alcohol distillery resulted in the cessation of 
finance costs being capitalised while higher sugar stocks 
throughout the year, due to the continued presence of low-
cost imported sugar, weighed heavily on the group’s increased 
finance costs. At the group level, finance costs were affected 
by the full-year impact of funding the new central distribution 
warehouse. Translation losses arose from a stronger Zambian 
Kwacha and Tanzanian Shilling against the Rand. Finance 
costs in Swaziland and Mozambique reflect the full-year 
interest saving from restructuring external debt in the prior 
year, while Zambia’s external debt restructuring realised an 
interest saving, with the full-year benefit to be realised  
next year.

Taxation

The effective tax rate decreased marginally from 31.7% to 
31.3% in the current year.

EFFECTIVE TAX RATES (%) 2014 2013*

Current tax 13.3 12.7

Deferred tax 14.8 15.9

Withholding tax 3.2 3.1

Effective tax rate 31.3 31.7

Headline earnings

Headline earnings increased by 4% to R894 million  
(2013: R856 million). The weighted average number of  
shares in issue increased by 175 500 shares to 460.5 million 
as a result of the issuance of shares in terms of the Illovo 
Sugar 1992 Share Option Scheme.

Cash flow

The group continued its focus on operating cash flows with 
the objective of ensuring that operating profit is largely 
covered by cash. With fair value movements stabilising, cash 
operating profit showed a substantial increase of R370 million 
to R1 922 million, representing an improvement in the cash 
conversion ratio from 82% to 102% of operating profit. 
Management continues to focus on revenue enhancements, 
cost reductions and continuous improvement initiatives 
across the group to maximise cash flow generation, optimise 
working capital requirements and minimise financing costs. 

The group invested R379 million in expansion capital projects 
which primarily relate to the construction of the potable 
alcohol distillery in Tanzania, a packed sugar warehouse in 
Malawi and a packing station in South Africa. In addition to 
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this, R343 million was spent on ongoing replacement capital 
and minor capital projects. Distributions to shareholders 
totalled R557 million (2013: R458 million).

Borrowings

At year-end, the group had banking facilities totalling 
R4 807 million of which R2 683 million was drawn down. 
Committed facilities totalled R2 943 million while the group 
has access to R1 864 million of uncommitted facilities.  
Cash-on-hand at year-end totalled R597 million, resulting  
in a net borrowings position of R2 086 million.

The net borrowings position at year-end was made up as 
follows:

Rm 2014 2013*

Long-term borrowings 1 825 1 164

Current portion of long-term 
borrowings 151 744

Short-term borrowings 297 223

Bank overdraft 410 195

Total borrowings 2 683 2 326

Less: Cash and cash equivalents (597) (453)

Net borrowings 2 086 1 873

Increase in funding 213 1 141

Net borrowings increased from the prior year largely as a 
result of a R349 million loss that arose on translation of 
obligations into Rand. If translation losses are excluded,  
this would result in a reduction of net borrowings of  
R136 million which is attributable to stronger cash generation 
and improved working capital management, particularly 
in Zambia and Malawi. In Tanzania, long-term borrowings 
increased following the completion of the potable alcohol 
distillery, while bank overdrafts increased to fund higher sugar 
stocks. Zambia’s external debt was refinanced with internal 
funding.

The borrowings profile is largely long-term in nature which 
reflects both the capital investment programme and working 
capital requirements of the business. Capital projects are 
largely funded by each of the individual businesses, primarily 
in the currency of that business’ operations. Any residual 
funding is financed through group treasury which in turn is 
financed by the local debt markets. Capital expansion projects 
are financed by floating rate long-term debt and are repaid 
from project cash flows. 

The external borrowings exposure at 31 March is analysed by 
currency:

Rm 2014 %  2013* %

Rand 24 1 – –

US Dollar 1 959 73 913 39

Euro – – 205 9

Malawian Kwacha – – 5 -

Zambian Kwacha 20 1 791 34

Tanzanian Shilling 656 24 412 18

Mozambican Metical 24 1 – –

Total borrowings 2 683 100 2 326 100

Translational exposure 2 659 99 2 121 91

Transactional exposure – – 205 9

No currency exposure 24 1 – –

The group manages transactional exposure on external 
borrowings by ensuring that the businesses borrow in their 
local currency. The group’s treasury operation may borrow in a 
currency other than its local currency, provided the exchange 
exposure is appropriately hedged. Where internal financing 
is utilised for long-term funding and is designated as part of 
the investment in the operation, foreign exchange gains and 
losses are recorded directly in reserves.

Gearing increased to 22% which is within the group’s 
objective limit of 40%. The low level of gearing is expected to 
be maintained in the short term, however, over the medium 
to long term, in anticipation of large capital expansion 
projects, this gearing level is expected to reach the objective 
limit.

Borrowings 
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(%)

2012* 2013* 2014
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Shareholding and return

Trading activity by volume of shares traded on the JSE 
increased by 47% year-on-year. The share price decreased by 
12% from 3 180 cents to 2 801 cents at year-end.

The group has maintained its policy to pay a distribution to 
shareholders twice a year (interim and final), in aggregate 
twice-covered by headline earnings. The board believes that 
this distribution cover ratio is appropriate given current and 
forecast cash generation, planned capital expenditure and 
gearing levels.

An interim capital distribution, in lieu of dividend, of 37 cents 
per share was paid and a final capital distribution, in lieu of 
dividend, of 60 cents per share has been approved. The total 
distribution of 97 cents per share is marginally higher than 
the 95 cents per share distributed in 2013. In accordance 
with International Financial Reporting Standards, no liability 
has been raised for the final distribution. As the source of the 
distribution is a reduction of contributed tax capital, the cost 
of the final distribution of R276 million has been transferred 
from share premium to a separate distribution reserve.

Return on net assets

The return on net assets for the group decreased from 19.6% 
to 16.1% year-on-year. This reflects the investment in the 
potable alcohol distillery in Tanzania and other expansion 
projects which are not yet fully utilised, combined with higher 
sugar stocks during the year due to the slowdown in the 
sales profile in key markets. A currency gain of R165 million 
arose on the translation of the group’s foreign currency 
denominated net assets into Rand.

Capital expenditure and commitments

A summary of the group’s capital expenditure and approved 
capital commitments as at 31 March is set out above.

The group continued to apply the following hurdle rates to 
new expansion capital projects:

Internal rate of return >20%

EBIT/capital at steady state >20%

The hurdle rates ensure that capital is applied to expansion 
projects that give the best return on investment. However, 
these hurdle rates do not apply to ongoing replacement 
capital and environmental capital where it is not always 
possible to demonstrate the financial returns. Equity injections 
into the operating subsidiaries are considered from time 
to time, as appropriate, in order to maximise shareholders’ 
returns.

Financial controls and risk management

The internal control systems are designed to provide 
reasonable assurance against material losses and 
misstatement of financial results, and are intended to manage 
all significant risks. The safeguarding and prevention of 
misuse of assets is an important aspect of internal control. 
An internal financial control framework has been developed, 
in line with King III, to improve the identification of financial 
reporting risks and to provide additional assurance that 
controls are adequate to address the risk of material 
misstatements of financial results. During 2014, internal 
control frameworks were tested by the internal audit division 
at numerous locations. Areas of non-compliance were 
reported and discussed with management, following which 
action plans were implemented to address the risk of material 
misstatement of financial results.

Going-concern assertion

The board has formally considered the going-concern 
assertion for the Illovo group and is of the opinion that it is 
appropriate for the forthcoming year.

Mohammed Abdool-Samad
Financial Director

Rm

CAPITAL EXPENDITURE CAPITAL COMMITMENTS

2014 2015

Expansion Ongoing Total Expansion Ongoing Total

South Africa 77 104 181 70 125 195

Malawi 72 104 176 100 131 231

Zambia 16 64 80 38 93 131

Swaziland – 23 23 44 38 82

Tanzania 133 6 139 5 51 56

Mozambique 12 15 27 10 40 50

Group 69 27 96 272 25 297

Total 379 343 722 539 503 1 042
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The 2013/14 operating season was once again 
characterised by strong physical performance with the 
production of a record 1,830 million tons of sugar from 
the 11 sugar factories currently forming part of our 
group operations. The downstream operations also 
performed well with new production records being 
achieved at Merebank and Glendale distilleries and 
Lacsa operations. The sale of electrical power generated 
from renewable energy and exported into the national 
grid in Swaziland exceeded the volumes required by 
the Power Purchase Agreement with the Swaziland 
Electricity Company for the third year in succession. 

The sugar cane crop in South Africa continued to increase in 
volume on a year-on-year basis, assisted by favourable climatic 
conditions during the peak growing period in the previous 
season. The South African milling operations generally 
performed well, and assisted by above average cane quality, 
contributed significantly to the favourable group sugar 
production performance. In spite of a strong performance 
from the Dwangwa operation, Malawi’s sugar production 
was negatively affected by a reduction in cane yields and 
interruptions resulting from unseasonal rainfall experienced at 
the Nchalo operation, which contributed to a difficult season. 

Our operations in Swaziland produced solid results, with 
a consolidation of factory performance following the 
expansion project demonstrating the ability to consistently 
achieve the designed sugar milling parameters. The Zambian 
factory performed well, but ended the season early due 
to a significant reduction in miller-cum-planter cane yields 
experienced towards the end of the season due to irrigation 
water shortages experienced during the 2013/14 growing 
season.

Tanzania experienced a difficult year due to unseasonal 

rainfall which affected factory operations and due to plant 

reliability challenges experienced at our Ruembe factory. 

Mozambique’s factory ran well, demonstrating the ability to 

operate consistently at above rated sugar milling capacity. The 

cane crop in Mozambique was, however, negatively affected 

by lower than normal climatic potential and this affected the 

operation’s sugar production for the season. 

Health and safety

Regrettably, we recorded five fatalities during the season, all 

of which were rigorously investigated and measures employed 

to prevent re-occurrences of the same or similar incidents. 

Against this background, however, the trend in improving 

the 12-month rolling group DIFR performance continued 

with a rate of 0.11 being achieved to 31 March 2014. South 

Africa performed particularly well in improving their health 

and safety performance, with the Eston mill, Eston Beaumont 

farm, Eston syrup plant, Umzimkulu mill, Umzimkulu 

agriculture, Merebank and Glendale distilleries all achieving 

DIFR performances of 0. The number of disabling lost time 

injuries in the group reduced by 41% from the 2011 milling 

season.

The group TIFR (total injury frequency rate) trend, which 

records minor work-related injuries as well as the lost-time 

injuries, and which are also captured under the DIFR statistics, 

has also continued to demonstrate a steady reduction 

since May 2010, to achieve a 12-month rolling group DIFR 

performance of 2.17 in March 2014.
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John Hulley
Operations Director

Commentaries
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The positive health and safety performance is further 
demonstrated by the following safety milestones achieved by 
the group over the past 12 months:

OPERATION Disabling injury-free milestones

Kilombero (agriculture) 18.14 million man-hours

Dwangwa (agriculture) 12.88 million man-hours

Nchalo (agriculture) 5.58 million man-hours

Maragra (factory) 4.13 million man-hours

Eston (agriculture) 2.51 million man-hours

Ubombo (agriculture) 2.34 million man-hours

Merebank (distillery) 2.17 million man-hours

Kilombero (factory) 2.08 million man-hours

Dwangwa (factory) 1.88 million man-hours

Nakambala (factory) 1.65 million man-hours

Eston (factory) 1.00 million man-hours

The continued improvement in performance is indicative of a 
successful management strategy to implement and maintain a 
common health and safety standard across all the operations 
in the group. The intention of shifting employees’ behaviour 
towards personal and workplace safety issues has been 
complimented by focusing on lead indicators and managing 
health and safety risks, by analysing and responding 
proactively to near-miss and minor incident trends.

Continuous improvement

Illovo’s continuous improvement (CI) programme has 
extended further across the group with the initiative 
implemented at Ubombo, Maragra, Umzimkulu, Sezela and 
Noodsberg during the 2013/14 season. The two remaining 
sites, Kilombero and Eston are currently in the process of 
commencing implementation. Nakambala has entered a 
second phase of development, extending the process further 
across the operation and introducing new strategies around 
asset care and reliability-based maintenance. Learnings from 

this implementation will be rolled out across all sites upon 
completion.

Speed Profiling and Lost Opportunity Planning (LOP) continues 
to gain momentum, with the Nakambala project rolling into 
a second year and with Ubombo having implemented this 
process to identify and address opportunities to improve 
production performance and capacity utilisation. During 2014, 
Noodsberg will implement LOP and the process will also be 
used to train local resources in its use and application.  

Internal capability was further developed with full-time CI 
managers appointed to most of the operations outside South 
Africa, as well as the appointment of teams of facilitators 
within each site. Further support is provided at a group level 
with three CI practitioners working across all of the sites, 
providing support from both an implementation perspective 
as well as a dedicated financial resource whose focus is 
on greater application of financial rigour as part of the 
improvement project selection process. 

The CI Register, which documents all current and potential 
improvement programmes, has been further enhanced in 
order for it to become a “live” document that can be filtered 
and sorted, in order to ensure the selection of the most 
appropriate initiatives from both an individual and group 
perspective.

The TRACC® system continues to be used to monitor 
implementation of the CI practices and all sites are planning 
their implementation against specific maturity targets covering 
the financial year.

The extended implementation, along with the associated 
development of internal capacity, is expected to continue 
with improving returns, over and above the R211 million 

contributed to group operating profit derived from CI projects 

in 2013/14. 
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Malawi

Sugar cane production for the year amounted to 2.4 million 
tons which included 416 000 tons produced by Malawian out 
growers. Two new out grower schemes, namely the Phata 
and Kasinthula phase 4 schemes came on stream during 
the 2013/14 season and the co-management by Dwangwa 
agricultural staff of a number of outgrower farms at Kazilira 
yielded positive results.

Cane yields and sucrose content at Nchalo were below that 
achieved in 2012/13 due to power interruptions from the 
national grid which affected irrigation supplied to both the 
miller-cum-planter and outgrowers’ cane. Unseasonal rainfall 
during the first half of the milling season also affected cane 
quality negatively and resulted in numerous interruptions 
in cane supply which in turn, contributed to poor factory 
performance for the 2013/14 milling season. Dwangwa 
performed well, achieving improvements in cane yields and 
sucrose content, together with new cane crushed and sugar 
production records in the factory during the 2013/14 season. 
Malawi’s sugar production was 3.5% lower than 2012/13 at 
289 000 tons.  

Mozambique

Lower than average sunshine hours and radiation levels also 
resulted in cane yields falling by around 11% compared to 
2012/13 in Mozambique. Our own agricultural operations 
produced 463 000 tons of cane while Maragra’s outgrowers 
supplied 215 000 to the factory. Year-on-year, the outgrower 
cane production crop increased by almost 27 800 tons as a 
result of Maragra-assisted cane development initiatives.

A number of strategic initiatives involving both the company 
and our outgrowers, are continuing and are aimed at 
increasing total cane supply to the Maragra factory from 678 
000 tons harvested in 2013/14 to 940 000 by 2017/18.

The upgraded flood protection undertaken at Maragra after 
the catastrophic floods in February 2000 was tested during 
the past season with the Inkomati River reaching similar levels. 
All the dykes on the estate held, with no flooding damage 
having being suffered by our own operations.

Milling performance during 2013/14 was pleasing with the 
factory demonstrating the ability to operate at its designed 
crushing throughput rates and most notably, achieving a 
very good overall recovery of sugar from cane. The season 
ended early due to the reduction in cane supply, resulting in a 

Illovo’s continued improvement in safety performance is indicative of a successful management strategy to implement and 
maintain a common health and safety standard across the group.
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sugar production of 82 000 tons, being 3% lower than that 
achieved in 2012/13.

Maragra concluded a Power Purchase Agreement with the 
Mozambican Power Authority, being the first agreement of its 
kind in Mozambique within the sugar sector. This agreement 
enables Maragra to export surplus electrical power generated 
from renewable fuel in the form of excess bagasse, for sale 
into the national grid. It also reduces electricity imported from 
the national grid for irrigation purposes and improves stability 
of our factory operations. The benefits from this initiative will 
be realised in the 2014/15 season.

South Africa

Excellent growing conditions during the spring and summer 
periods in 2012/13, coupled with an increase in the area 
harvested, resulted in a 19% improvement in the amount 
of cane harvested by our own operations in 2013/14. 
Outgrower cane production increased by 13% compared to 
last year. Drier than normal weather conditions during the 
2013/14 spring and summer months resulted in improved 
sucrose content in cane, and the factories capitalised on both 
cane volume and quality to produce 698 000 tons of sugar, 
representing a 17% improvement on the 2012/13 season’s 
performance.

The Noodsberg factory was negatively affected by high 
dextran levels in cane towards the end of the season. 
However, the Eston, Sezela and Umzimkulu factories 
performed well, with Sezela and Umzimkulu achieving sugar 
recovery and efficiency performances which ranked amongst 
the highest in the South African sugar industry.

Logistics

The purpose-built finished goods warehouse in 
Pietermaritzburg which commenced operations in March 
2013, and having the ability to store 170 000 tons of sugar 
in a variety of pack configurations, has performed extremely 
well. This initiative has delivered a contribution in excess of 
R65 million to the group profits in 2013/14 resulting from 
improved efficiencies and reduced costs.

Downstream

New season production records were set at Merebank 
and Glendale distilleries and Lacsa. Sezela’s downstream 
operations also performed well with furfural production 
ending the season at just under 20 000 tons.

Swaziland

Lower than average sunshine hours and radiation levels and 
the absence of carry-over cane for harvesting in the 2013/14 
season, resulted in our own estate production of 780 000 
tons of cane, representing a 9.4% reduction compared to the 
previous season. Cane delivered by our Swaziland outgrowers, 
including the Ubombo-managed estate, increased by 11% 
to 1.447 million tons, benefiting from increased land under 
cane. 

Total cane delivered from outgrowers under the Lower 
Usuthu Smallholder Irrigation Project (LUSIP) amounted to 
235 000 tons, representing an 11% increase compared to the 
previous year. During the season, Ubombo Sugar was granted 

€7.56 million by the EU to develop a further 826 hectares of 
smallholder land, which will bring the total LUSIP scheme area 
under cane to 3 461 hectares by April 2015. It is expected 
that the development of the remaining 1 539 hectares of land 
under irrigated cane, in order to reach the original target of  
5 000 hectares, will be developed by 2017. Mitigating steps 
employed by Ubombo to plant up other land to cane has 
resulted in 2 000 hectares being developed to date.

A reduction in crop age from 12.6 months for the 2012/13 
season to 11.3 months for the 2013/14 season due to the late 
end to the season in 2012/13 and very good factory crushing 
performance resulted in a reduction in cane yields. The 
harvesting season has, however, been brought back into line 
with normal start and end dates for the operation and will 
contribute positively to 2014/15 crop and cane quality.

The phased implementation of improvements to our estate 
irrigation systems by converting from flood irrigation to centre 
pivots continued with a further 516 hectares transformed 
in 2013/14, totalling 3 612 hectares converted to date. This 
programme has resulted in a 20% reduction in water usage 
on the converted area and is delivering a yield improvement in 
the order of 14 tons cane per hectare.

The factory crushed a record crop of 2.227 million tons of 
cane and produced a record sugar production of 251 000 
tons of sugar. During the season, 13 other production records 
were achieved. The co-generation operation also performed 
well with 44.80 GWh of electrical power being exported 
to the Swaziland national grid on a commercial basis, an 
improvement of 21.4% on the power exported to the grid in 
the 2012/13 season.

Tanzania

Operations were characterised by disappointing performances 
from both sugar factories. Reliability challenges at both 
factories and specifically Ruembe, were compounded by 
unplanned interruptions due to unseasonal rainfall during 
the season. Compared to the previous season, there was a 
reduction in both estate and outgrower cane production, 
resulting in 117 000 tons of sugar being produced, a 10% 
reduction from 2012/13. A significant amount of cane has 
been carried over for processing in the new season, while 
improvements are being undertaken at both factories to 
improve reliability performance in order to capitalise on this 
opportunity.

Downstream – distillery 

The potable alcohol distillery at the Kilombero sugar mill 
was successfully commissioned in August 2013. The plant 
consistently demonstrated the ability to produce extra neutral 
potable alcohol of high quality and the capability to exceed 
design capacity parameters.

The local Tanzanian plant operators and supervisors who 
completed their operations training at the group’s Glendale 
and Merebank distilleries in South Africa and the distillery 
management team who completed plant-specific training at 
two distilleries in India, performed very well to commission 
and consolidate plant operations.
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Management at Kilombero are currently focusing on 
improving the reliability of steam and electrical power services 
supplied to the distillery from the Ruembe sugar factory, in 
preparation for the 2014/15 season.  

Zambia

Zambia Sugar’s agricultural operations in 2013/14 produced 
1.863 million tons of cane compared to the previous season’s 
1.942 million tons. Poor climatic conditions, erratic power 
supply from the grid and cane age in the second half of the 
season, contributed to a 4% reduction in our own crop. The 
outgrowers’ production was also not at the same level as 
the 2012/13 season, producing 1.290 million tons of cane. 
Sucrose content for both company-owned and out-grower 
cane was also slightly below the level achieved in the 2012/13 
season.

The factory performed well, achieving new refined sugar 
production and overall time efficiency records, together with 
an improvement of overall recovery of sugar compared to last 
year. The reduction in aggregated cane production resulted in 
a lower sugar output of 393 000 tons, representing a 2.6% 
decline compared to 2012/13.  

During the year, our Nakambala operation achieved FSSC 
22000 Certification (Food Safety Certification) for the refinery 
and was accredited with the Kenyan Bureau of Standards 
(KEBS) Diamond Mark certification for household sugar. 
Both of these accreditations are important differentiators for 
accessing and maintaining customers in direct consumption 
markets.

John Hulley
Operations Director

Ubombo’s continuing programme to convert its flood irrigated fields to centre pivot irrigation has so far resulted in a 20% 
reduction in water usage and an increase in yield of up to 14 tons of cane per hectare on the converted area. Generally, growing 
conditions were variable across the group resulting in the production of 6.1 million tons of cane.
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Products

Illovo produces and sells a range of sugar, syrup and 
downstream products into domestic, preferential, regional 
and world markets.

Sugar

We sell a wide range of brown and refined sugar products to 
serve both our domestic and export customers. Our offerings 
include:

•  Industrial sugar: Mainly in refined bulk form, sold 
primarily to soft drink, confectionery, canning and re-
packing customers. Most of this sugar is sold into markets 
in the countries in which we operate.

•  Pre-pack sugar: Refined and brown sugar which is 
pre-packed in paper or plastic of various pack sizes for 
direct consumption in domestic markets. It is sold to 
retail and wholesale customers and directly to consumers 
through our wide network of warehouses and distribution 
channels. In South Africa and Malawi, pre-pack sugar is 
marketed under the Illovo brand name, and in Zambia and 
Tanzania, under the Whitespoon and Bwana Sukari brand 
names respectively. In Swaziland and Mozambique, local 
market sugar is marketed on behalf of producers by their 
respective sugar associations.

•  Bulk raw sugar for refining: Raw sugar which is 
primarily exported to sugar refineries via preferential access 
to EU and USA markets, or through world market sales out 
of South Africa. 

•  Specialty sugars: Sugar which undergoes additional 
or special processing to meet our customers’ unique 
requirements pertaining to flavour, grain size and colour, 
which is exported into high-premium niche markets in 
the EU and USA. An increasing volume of these exports is 
marketed under the “Fairtrade” label with price premiums 
returning directly to promote agricultural development 
among emergent cane farmers in our own countries of 
operation. Relatively smaller quantities are sold into Illovo’s 
domestic markets.

•  Syrup: In South Africa and Zambia, Illovo produces a wide 
range of quality invert syrup products ranging from golden 
syrup through to the rich-dessert topping range. Illovo’s 
market leading syrups can be found nationally in retail, 
wholesale and industrial markets while customer-specific 
inverts are also supplied to many industrial customers and 
to growing export markets.

Downstream

As part of Illovo’s Strategic Intent to optimise the return 

on every stick of cane, a wide variety of niche, high-value 

downstream products are produced and marketed from the 

core commodity products of cane-fibre, sugar and molasses. 

Downstream products include syrups, ethanol, furfural and 

furfuryl alcohol, diacetyl, 2,3-Pentanedione, BioMass Sugar®, 

agricultural nematicides and an increasing supply of electricity. 

Lactulose is also produced at the Merebank site in South 

Africa.

Commercial review

Favourable market conditions and higher production levels 

impacted positively on sales resulting in the group achieving 

revenues of R13.2 billion, representing a 20% increase in 

sales compared to that of the previous year. This improved 

position was aided by an increase in sugar production of 5% 

compared to last year and better pricing being achieved on 

average in both domestic and export markets. The impact 

of low-cost sugar imports that have been flowing into 

both the Tanzanian and South African markets dampened 

group revenues in the current year but was mitigated by 

the improved performance of Illovo’s four other operations. 

In South Africa, duty-free sugar imports amounted to in 

excess of 460 000 tons (2013: 200 000 tons), while in 

Tanzania, world sugar imports attracted minimal duties and 

continues to threaten the viability of the sugar producers in 

Tanzania. It is pleasing to note that on 4 April 2014, it was 

announced that the South African Government had accepted 

the International Trade Administration Commission (ITAC) 

recommendation to increase import protection for the South 

African Sugar Industry. In Tanzania and the East African 

Community (EAC), a number of key stakeholders including 

influential government departments have in principle agreed 

to providing support to the industry similar to that of South 

Africa, and these government organisations will continue 

to be lobbied until adequate protection is provided against 

government-subsidised low-cost world sugars.

The downstream operations, which are based primarily in 

South Africa, have once again grown their combined revenue 

by 22% year-on-year. The group achieved a new ethanol 

production record and combined with improved pricing for 

furfural, are the main reasons for the growth in current-year 

downstream sales revenue.

Larry Riddle
Commercial Director
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Domestic sugar sales provide the foundation of Illovo’s 
marketing strategy and represented 58% of total sales. Sugar 
surplus to local markets is sold into preferential markets in 
the EU and the USA, and regional markets in Africa, while 
in South Africa, bulk raw exports to the world market are 
sold on behalf of Illovo through SASA. Export revenues from 
the downstream business represent more than 60% of total 
downstream revenue.

Sugar

Domestic markets

Sugar revenues continued to be underpinned by strong 
market shares in each of the domestic markets in which we 
operate, and in the year under review, domestic market sales 
represented 58% of total sugar sales volumes, despite the 
decline in the local sales in South Africa which were impacted 
by low-cost world imports.

Zambia’s per capita consumption of sugar continues to 
improve in line with buoyant growth of the economy, 
positively impacting domestic sales, which grew year-on-year. 
Despite a challenging economic environment in Malawi, with 
constrained consumer spending, the industry domestic sales 
volumes improved compared to the previous year. In Tanzania, 
low cost imports in excess of the normal deficit tonnage 
resulted in local producers experiencing difficulties in getting 
volumes away at remunerative prices, with larger than normal 
volumes held in closing stock over the financial year-end. 
Pricing for Swaziland sugar in the Southern African Customs 
Union (SACU) market was depressed due to the effect of 
cheap imported world sugar entering SACU. Domestic sugar 
sales in Mozambique were impacted by lower production 
attributed to difficulties experienced by the agricultural 
operation. High levels of economic growth in Mozambique 
did not, however, translate into higher domestic sales. 

Export markets

Increased sugar availability due primarily to improved 
weather conditions in a number of the group’s countries of 
operation resulted in the sales availability of sugar increasing 
and enabled Illovo to take full advantage of relatively higher 
regional and preferential market prices. Illovo currently exports 
sugar to around 28 countries.

Regional markets

World prices declined in the current year with a further 
global sugar surplus expected in the international sugar 
season which ends 30 September. However, tight sugar 
supply conditions in Europe supported firmer African regional 
market prices with both Zambia and Malawi benefiting from 
improved market premiums. 

Preferential markets

EU prices in the current year were in line with the average 
prices for the prior year despite the additional supply 
measures adopted by the EU Commission to improve stock 
levels, which had reached uncomfortably low levels. The 
EU sugar supply position for next season has improved 
significantly, putting pressure on prices as additional sources 
of supply become available to EU refiners. This oversupply in 

Europe will likely impact on prices for EU exports by Malawi, 
Zambia, Swaziland and Mozambique in the 2014/15 season.

Illovo has been successful in lobbying the EU Commission in 
regard to the further reforms to the EU Sugar regime. The EU 
Commission has approved that the beet sugar quotas that 
are currently in place and which limit access for beet sugar 
into the EU market be abolished in 2017 and not in 2015 as 
originally intended. This extends the preferential access for 
Illovo’s operations into the EU for another two years

Demand for our premium speciality sugars was strong and 
record sales were again achieved. During the year, group 
preferential exports to the EU and the USA reached record 
levels.

SUGAR MARKET SEGMENTAL ANALYSIS

% By volume 2013/14 2012/13

Domestic markets 58 63

Preferential markets 23 24

Regional markets 8 9

World markets 11 4

Total 100 100

Downstream 

Downstream operations continue to play an important and 
vital role in our business, with revenues increasing by 22% 
compared to that of 2012/13. This position is on the back 
of higher production levels of ethanol at our Merebank and 
Glendale distilleries where record production levels were 
achieved. The new distillery in Tanzania also contributed to 
improved revenue from downstream products in the current 
year and this is forecast to grow in the 2014/15 year for its 
first full year of production. 

Furfural and furfuryl alcohol revenue improved in the current 
year due to higher production levels at the Sezela mill and 
improved prices arising from demand in China and the EU. 
While the group’s range of downstream products is primarily 
aimed at export markets, the Merebank and Glendale 
distilleries remain important suppliers of ethanol to the South 
African beverage, pharmaceutical, personal care, flavour, 
printing and packaging market segments. Relatively small 
volumes of furfural and its derivatives, including Crop Guard®, 
a furfural-based agricultural nematicide under the Agriguard 
range of products, as well as lactulose, a natural laxative, 
are sold in the local South African market. Illovo syrup, a 
well-known brand in the South African domestic market, 
retained its status as the market leader. Illovo continues to 
explore downstream opportunities to diversify its product mix 
as evidenced by the newly built distillery in Tanzania which 
supplies its full output into the domestic market.

The group exports furfural and its derivatives to more than 
70 countries. We continue to explore new markets for 
MultiGuard Protect®, a furfural-based agricultural nematicide 
derived from sugar cane, and are in the process of securing 
registration for access into the USA pre-plant food market, 
which if successful will provide a further opportunity to 
commercialise this product.
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DOWNSTREAM PRODUCTS

Products produced Uses

SEZELA DOWNSTREAM

Furfural Mainly for the production of furfuryl alcohol and in lube oil refineries as an extractive solvent in 
the purification of base oils. It is also used for specialist applications such as the manufacture of 
grinding wheels, friction pellets for brake pads, crucible manufacture, and to a lesser extent as a 
flavour ingredient

Furfuryl alcohol Used to produce a resin used in the foundry industry as a polymeric binder for foundry sands. It 
is also used for wood treatment, to produce acid-resistant coatings and certain pharmaceuticals, 
and as a flavour ingredient

AGRIGUARD BUSINESS PRODUCTS

Crop Guard® Used as an agricultural contact nematicide, at plant and within the growing season

MultiGuard Protect® Developed and marketed as an agricultural contact-nematicide in the USA

Protect® Used prior to planting, as a nematicide and fungicide

BioMass Sugar® Used as phytofortifiers/soil improvers or as a liquid organic fertiliser

FLAVOURANT PRODUCTS

Diacetyl Used as an ingredient in butter flavourings

2,3-Pentanedione Used as an ingredient in butter flavourings and as an intermediate in the manufacture of 
pyrazines

Natural methanol Used in the manufacture of natural flavour ingredients

MEREBANK, GLENDALE AND TANZANIAN ETHANOL DISTILLERIES

Ethanol
Potable extra neutral alcohol (ENA) 
– 96.4%

A very high quality potable alcohol used by liquor industries for the production of branded 
alcoholic drinks (eg canes, vodkas, gins, rums, liqueurs and aperitifs)

Anhydrous alcohol – 99.9% Used in the pharmaceutical industry to produce pharmaceutical intermediaries and products  
(eg in cough mixtures, alcohol is used to dissolve ingredients not able to be dissolved by water). 
Also used in surgical spirits, medical disinfectants, and in the production of solvents for use in the 
printing ink and flexible packaging industries

Rectified extra neutral alcohol (REN)
– 96.4%

Also has pharmaceutical applications but mainly used in the personal care industry to produce 
cosmetics, hair care products, toiletries, fragrances and perfumes. In the food industry, it is used 
to produce flavours and spirit vinegar which is used in various pickling processes and in the 
production of condiments (eg tomato sauce, chutney, mayonnaise and salad dressings)

Industrial alcohol – 95% Used in the production of methylated spirits, solvents and thinners

Lactulose Mild, natural laxative syrup

The group has a strong local 
market presence in each 
of the countries in which it 
operates with 58% of total 
sales marketed domestically.  
Overall, group sugar sales 
increased by 8% compared 
to the previous year, while 
downstream revenues 
increased by 21.5% on the 
back of higher production 
levels.
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Country operations – sugar markets

Malawi

During the year, Malawi achieved a strong overall sugar sales 
performance, with approximately half of total sales sold 
into the domestic market under Illovo-branded pre-packed 
refined and brown sugar packs through the company’s chain 
of distribution centres situated throughout the country. The 
balance of the sugar produced was exported to markets 
within Europe, the USA and regionally into neighbouring 
African countries. Malawi’s speciality sugar remained in strong 
demand in both the European and USA consumer markets. 
Despite a depressed market in Malawi, local market sales 
grew in the current year and overall there was a strong sales 
performance domestically.

Mozambique

Sugar sales in Mozambique were impacted by lower 
production attributed to difficulties experienced in our 
agricultural operations. Economic growth in Mozambique 
continues to impress with growth in GDP of 8.1% in 2013, 
this did not, however, translate into higher domestic sales 
which from an industry perspective remained flat year-on-year. 
Export earnings declined in the second half of the year as a 
result of low prices in Europe which is the main reason for the 
decline in revenue.

South Africa

Illovo sells raw, brown and refined sugar, speciality brown 
sugars, syrup, furfural and its derivatives, potable and 
denatured ethanol, and lactulose into local and international 
markets. Illovo’s domestic market sugar sales’ performance 
in 2013/14 declined despite the increase in production.  
Duty-free sugar imports amounted to in excess of  
460 000 tons (2013: 200 000 tons) and impacted domestic 
sales considerably, displacing an equal quantity of sugar of 
South African origin onto the world market.

Illovo’s share of raw sugar exports to the world market, 
undertaken by SASA, amounted to 209 000 tons which  
was up on the previous year of approximately  

60 000 tons. The average price realised by the industry, 
including hedging activities undertaken by SASA, was  
US18.1 cents/lb, representing a decrease of 21% compared 
to the previous season average due to prices coming off 
high levels as the world sugar market remained in a surplus 
position.

Swaziland

Demand for Swaziland sugar in the SACU market was 
affected due to the effect of low-cost imported world 
sugar entering SACU. Swaziland continued to supply the 
EU markets with sugar in 2013/14 under duty-free, quota-
free access. Revenues from EU sales during the season were 
impacted favourably by good market prices which benefited 
Swaziland and Ubombo in 2013/14.

Tanzania

The Tanzanian government awarded import licences at 
minimal duty in excess of the domestic market shortfall and 
this resulted in an oversupply of sugar in this market, resulting 
in local pricing coming under pressure. The business was able 
to secure export licences and sold 15 000 tons into the EU 
market. Notwithstanding this initiative the business finished 
the year-end with higher than normal stock levels. Dialogue 
with the Government of Tanzania and the East African 
Community is ongoing to ensure that domestic producers and 
small growers are fairly protected against dumping of cheap 
world market sugar.

Zambia

Domestic sales in Zambia increased in the 2013/14 season, 
building upon the previous year’s strong performance and 
resulting in a new sales record by our marketing team. 
The year was characterised by strong domestic economic 
fundamentals, a stable exchange rate and strong regional 
demand which underpinned good prices, plus increased sales 
into Europe. 

Larry Riddle
Commercial Director

The commissioning of 
Illovo’s custom-designed 
central sugar warehouse 
and distribution centre in 
Pietermaritzburg in July 
2013 has brought about 
meaningful storage and 
logistical savings in our 
South African operations.



52 | Illovo Sugar Limited Integrated Annual Report 2014

Commentaries

World of sugar

World sugar production (million tons)
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Global sugar production surplus/deficit balance versus world sugar price

Sustainability
The global sugar industry is one of 
the world’s oldest agriculturally-based 
industries, which is estimated to produce 
around 184.2 million tons of sugar in the 
2013/14 international sugar season. 

Whilst many forces continually impact upon annual global 
production, a major sustainability feature of this industry is 
its historic and ongoing sugar consumption growth, which 
on average, increases by around 2% per annum. Africa, with 
its favourable agronomic conditions, has significant potential 
to contribute towards the production needed to meet this 
growing demand. Illovo, as a world-class, cost-competitive, 
highly-efficient sugar producer, operating in Africa, is well-
placed to participate in this ongoing growth opportunity. The 
following tables, graphs and data are intended to promote 
a broader understanding of the dynamic international 
circumstances in which the Illovo group operates.

Overview
More than 100 countries produce sugar, 

about 80% of which is made from sugar 

cane grown primarily in the tropical and sub-

tropical zones of the southern hemisphere, 

and the balance from sugar beet which is 

grown mainly in the temperate zones of the 

northern hemisphere. 

Generally, the costs of producing sugar from sugar cane 

are lower than those in respect of processing sugar beets. 

Currently, 67% of the world’s sugar is consumed in the 

countries of origin, whilst the balance is traded on world 

markets. 

Source: Czarnikow Sugar

The international sugar year runs from October to September

Sugar production

Raw sugar price

World sugar production levelled off during the 
2013/14 international sugar season after four 
consecutive years of strong growth.

World raw sugar prices have fallen over the past three years in response to a fourth consecutive year of global 
sugar production surplus. However, future prices are expected to benefit from a possible reduction in global supply, 
particularly out of Brazil due to drought conditions experienced in the centre-south cane growing region.

Global sugar consumption growth continues to 
demonstrate steady growth of approximately 2% per 
annum.

est est
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Top sugar producers 2013/14 estimate  
(South Africa is a member of the SADC)
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Brazil and India combined account for around 36% of 
global sugar production which is estimated at  
184.2 million tons in the current 2013/14 international 
sugar season.

World raw sugar prices have continued to trend 
downwards as the result of a multiple-year production 
surplus.

As GDP growth across Africa continues to increase 
at a rate in excess of other developed economies 
across the globe, the prospect for enhanced levels 
of consumption growth on the continent remains 
positive.

EU refined prices in the current year have corrected 
downwards in response to an over-supplied market 
and to a repositioning of EU sugar producers prior to 
the abolishment of sugar quotas in 2017.
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Approximately 70% of total world sugar production 
is consumed in the country of origin. Brazil represents 
around 50% of global exports.
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Southern African Development Community statistics

Sugar production by country (million tons)
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Sugar production across the SADC reflects 
good growth, with the estimated production 
of 5.8 million tons in 2013/14 international 
sugar season.

Exports from the SADC region to Europe are 
still growing, while world market imports 
into the SACU region have displaced a 
significant quantity of sugar onto the world 
market. 

Sugar consumption continues to 
demonstrate good growth with SADC 
sugar-producing countries contributing to a 
combined growth of around 3.4%.

The southern African sugar season runs from April to March

SADC countries
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South African Custom Unions statistics

South African statistics

Cane production (million tons)
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Sugar production and markets (million tons)
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Cane production in Swaziland remained 
relatively stable, while improved climatic 
conditions in South Africa led to a significant 
improvement in cane yield and sugar 
production. 

On the back of improved weather conditions 
in South Africa, combined SACU production 
grew by 14%.

Increased and higher quality cane supplies 
resulted in total South African production 
of 2.344 million tons of sugar. The South 
African sugar industry’s domestic market 
continued to be impacted negatively 
by increasing imports of sugar entering 
the country duty-free. It is expected that 
this trend will be reversed following the 
imposition of improved SACU customs 
protection against low-priced imports.

A return to normal growing conditions after 
an extended period of drought resulted in 
a production increase of almost 2.8 million 
tons of cane in 2013/14. 

Local consumer markets were again 
negatively affected by the influx of duty-free 
imports, largely from Brazil.

Industrial market sales also felt the negative 
impact of increasing volumes of duty-free 
imports entering South Africa.
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South Africa
Mozambique
Tanzania
Swaziland
Zambia
Malawi

Cane production (million tons)

7.0

6.0

5.0

4.0

3.0

2.0

1.0

0 07
/0

8

08
/0

9

09
/1

0

10
/1

1

11
/1

2

12
/1

3

13
/1

4

Adverse growing conditions in some 
areas reduced the cane crop by our own 
agricultural operations to 6.1 million tons 
(2013: 6.5 million tons) whilst total cane 
from independent farmers increased to 9.4 
million tons (2013: 8.4 million tons), driven 
mainly by the full recovery from the recent 
years’ drought conditions in South Africa.

Mozambique
Tanzania
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Malawi
Zambia
South Africa

Sugar production (million tons)
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Increased throughput and improved 
performance in the South African mills and 
a full season of operation at the expanded 
capacity in Swaziland resulted in a 4.8% 
increase in sugar production over that of the 
previous season to 1.83 million tons, which 
is a production record from the current 
installed capacity.

Tanzania
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Malawi
Swaziland
South Africa

Refined sugar production (000 tons)
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Refined sugar production was lower than 
that of the previous season, with production 
in South Africa pulled back to match 
demand.
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Approximately 58% of the group’s sales 
volume continues to be sold into the 
domestic markets where we produce sugar. 
In 2013/14, these sales amounted to  
1.06 million tons, sold via a range of 
pre-packed and bulk industrial and direct 
consumption sugars in brown and refined 
sugar offerings.

Rainfed
Irrigated

Raw material throughput
(million tons/including outgrowers)
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Around 60% of cane throughput provided 
by the group’s own agricultural estates 
and by private growers is cultivated under 
irrigation. Excluding South Africa, this 
proportion increases to 90%.

Illovo
Industry

Illovo share of industry production (%)
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Illovo remains a significant producer in each 
of the countries in which it operates.


