Results for Q2 FY20 — the period ended March 2020
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Cashflow and debt
Net cash generated for the quarter was break-even. Net debt increased by US$199 million
relative to the equivalent quarter last year. Liquidity comprised cash on hand of US$268
million and US$642 million available from the undrawn committed revolving credit facilities.

Q2 FY19 US$1,680 million

Strong packaging and specialities
performance and solid results in graphics paper,
could not offset the significant impact of historically
low dissolving pulp (DP) prices and reduced sales
volumes.
Significant market share gains in the graphics
paper segment contributed to maintaining
profitability despite weak market conditions.
DP market prices fell by US$233/ton in
the last twelve months and anticipated price
improvements did not materialise, principally as
a result of the outbreak of Covid-19 in China.
Covid-19 had a relatively small impact on
profitability during the quarter. During the last
few weeks of the quarter there was minimal
disruption to production.

Towards the end of Q2 we began to receive
significant cancellations of DP and graphic
paper orders scheduled to be delivered in
Q3; new orders for both categories slowed
considerably. DP sales volumes in April were
approximately 35% lower than expected.
The impact of Covid-19 on people, business
and society has been severe. Sappi’s
approach to the outbreak of Covid-19 is
guided by our values and purpose. Our
priority remains the safety of our people
across all of the territories where they are
present. This ensures that our operations
continue in a safe and uninterrupted manner.
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Our strategy

Through intentional
evolution we will
continue to grow

Achieve
cost
advantages

Rationalise
declining
businesses

Maintain
a healthy
balance sheet

Accelerate
growth in higher
margin growth
segments

Continuously
improve
cost position

Maximise
production
at low-cost mills

Maintain net
debt/EBITDA ~2x

Grow DWP capacity,
matching market demand

Continue to
maximise

Continuously
balance paper supply
and demand in all regions

Continuously improve
working capital

Continue to expand and
grow packaging and
speciality papers in all
regions, targeting 25% of
group EBITDA by 2020

Sappi into a profitable
and cash-generative
diversified woodfibre
group — focused on
dissolving wood pulp,
paper and products
in adjacent fields.

global benefits
Best-in-class
production
efficiencies

Continue to transition
graphic papers capacity
to higher margin and
growing packaging and
speciality papers

Continue to monitor
bond market for
opportunities

Commence
commercialisation of
biotech opportunities

Our values are underpinned by an unrelenting focus on and commitment to safety.

Outlook

Current liquidity headroom in the group is strong. To ensure we have adequate
liquidity for the duration of the difficult period ahead, we negotiated the suspension
of our credit facility financial covenants from June 2020 to March 2021, subject
to customary conditions for this kind of relief.
We expect significantly lower demand for dissolving pulp (DP) and graphic
paper in the short term.

Our approach to Covid-19
We remain in close contact with our customers and
suppliers as we try to minimise any negative
impacts within government constraints, helping
local economies to mitigate the negative economic
consequences of the various measures imposed.

Lockdown regulations across the globe and reduced consumer confidence and
spending induced by the pandemic have severely impacted clothing retailers and
textile demand throughout the supply chain. Major customers notified us of their
intention to reduce Q3 orders. We will reduce DP production to lower costs
and maximise paper pulp production at Cloquet and Ngodwana, mitigating the
impact on profitability. Some additional DP sales volumes may be placed in China.

We also assist with efforts to help mitigate the
impact of the virus on local communities. We
understand that overcoming the impact of Covid-19
and returning to normal business operations will
require significant time and effort, for which we are
preparing

The packaging and specialities segment continues to grow. With much of
our volumes sold into the food and hygiene sector, we should be more resilient
during the crisis. Machine conversions will continue to ramp-up but testing
for new customers may be delayed. South African containerboard sales have
been positively affected in April and the citrus season outlook is encouraging.

The group’s focus is to preserve liquidity and
cash flow, and we have implemented various cost
saving measures across our operations, curtailed
excess production and where possible deferred nonessential capital expenditure and applied measures
to optimise working capital.

April sales for graphic paper were materially weaker, with volumes 27%
lower in Europe and North America. In South Africa the lockdown had a severe
impact on newsprint and office paper volumes. This has necessitated extensive
downtime on various machines in all regions, with certain staff in Europe and
North America being placed on temporary economic unemployment to reduce
fixed costs. To date, paper prices have not shown any material weakness and
variable cost trends are favourable.

We will not be providing a profit forecast or
guidance as the potential impact of the Covid-19
virus cannot be estimated reliably.

A number of steps have been taken to reduce capital expenditure for the
remainder of 2020. As a result of a force majeure declaration, the Saiccor
expansion project is likely to only be completed in FY2021. We have also
postponed all remaining material discretionary projects and pushed back annual
maintenance shuts as late as possible. We now expect capital expenditure for
the remainder of FY2020 to be approximately US$200 million.
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The business improved performance
compared to last year, with lower variable
costs and improved profitability from
the packaging and speciality segment
offsetting lost coated mechanical paper
sales attributable to an industry strike in
Finland.

EBITDA excluding special items remained
constant year-on-year as the improved
contribution from the graphic paper,
packaging and speciality segments and
inclusion of the Matane mill, following the
acquisition in November, offset the impact
of weaker DP prices.

Market conditions remained very difficult,
with DP prices at historic lows and domestic
demand for packaging, newsprint and
graphic paper depressed by the weak local
economy.

Sales volumes in the packaging and
specialities business were 5% higher
than the prior year, with food and hygienerelated packaging experiencing especially
strong demand, while release liner and
digital imaging papers were negatively
impacted by the Covid-19 lockdowns.

Packaging and speciality segment
volumes grew 68% year-on-year, and 49%
versus the prior quarter, driven mainly by the
ramp-up of paperboard grades on PM1 at
Somerset, but also strong growth in label
paper volumes. Product mix improved and,
along with increased machine utilisation, led
to enhanced margins for the segment.

10 Production facilities
14 Sales offices

Market share gains in coated woodfree
paper helped partially offset market fragility
and a marked slowdown in orders and
deliveries in the latter half of March, as
the economic and social impacts of the
Covid-19 outbreak started to take effect.
Industry demand for coated woodfree
and mechanical papers declined by
approximately 9% and 13% respectively,
with March particularly weak.
Average selling prices declined in line
with variable cost decreases and were on
average 2% lower than the prior quarter.
The business curtailed production by
20,000 tons compared to 46,000 tons in
the equivalent quarter last year.
Prices of all major variable cost categories
declined compared to the comparable
period last year, led by a significant drop
in paper pulp and chemicals.

The graphic paper business benefited from
strong volume growth following marketshare gains, despite the industry’s apparent
consumption declining by an estimated 7%
during the quarter.
Average coated paper prices were 6%
below those of last year; however, margins
improved due to better machine utilisation
and lower input costs.
Commercial downtime of 24,000 tons was
taken during the quarter, less than the
39,000 tons taken in the prior year.
The impact of lower DP sales volumes and
prices was mitigated partially by increasing
paper pulp production at Cloquet.
Variable costs declined significantly as a
result of improved efficiencies and lower pulp,
chemical and energy prices.
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DP sales volumes were 9% below that of last
year, as ongoing logistics challenges at the
Durban port, exacerbated by the Covid-19
lockdown late in the quarter.
Paper pulp trials at Ngodwana impacted
sales volumes.
Average net selling prices were US$245/
ton below that of last year or 23% lower in
local currency.
The combination resulted in materially lower
profitability.
Containerboard sales volumes recovered
from those experienced in the first quarter,
but were 4% below those of the prior year,
as the local demand remained below
average for the early part of the season,
with a recovery expected in the rest of the
fiscal year. Sales prices and costs declined
marginally compared to the prior year.
The weak domestic economy negatively
impacted newsprint sales volumes, while
office paper and tissue volumes improved.
Variable costs for the region were lower, with
lower chemical costs in particular, offsetting
higher energy prices.
Fixed costs increased in line with inflation.
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Chief Executive Officer
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Sappi and COVID-19: Supplying
consumers with useful essential goods
As a business in the forestry, pulp and paper industry, supplying chemicals, pulp, paper and
packaging material for food products, cleaning, hygiene products and medical and hospital
supplies – amongst a host of other essential services – Sappi plays a crucial role in ensuring that
these essential goods reach the consumer. Our supply chain customers need the required raw materials
and products from Sappi in order to produce and deliver to the broader public.

Our products and services continue to add value to people’s lives.
Products produced:
Dissolving pulp, a sustainable raw
material used in multiple products
that meet critical needs of people
around the globe every day.

Consumer end uses:
Products related to fashion and food,
household comfort, personal beauty and
hygiene, as well as a healthy lifestyle. Examples
include pharmaceuticals (tablets), non-wovens
(wipes, feminine hygiene products), diapers
and food packaging products.

Packaging and speciality papers
provide an extensive range of
innovative products and services,
increasing the attractiveness,
efficiency, effectiveness and
profitability of brands.

End products in different segments, including
flexible packaging and labels for food, and non-food
(eg cleaning and medical) products, paperboard for
food products and COVID-19 test kit packaging, pet
food bags, as well as containerboard for corrugated
boxes to transport goods.

Graphic papers, consisting
of coated, coated mechanical,
uncoated and newsprint paper.

Communication and brand building, with end
uses that include magazines, newsprint, medical
brochures, pamphlets and posters for public info
and health campaigns, catalogues and direct mail.

Casting and release papers,
surface textures for synthetic
leathers, coated materials, films
and laminates.

Used to impart texture and gloss to commonly
used items, including clothing and foot apparel,
decorative laminates, automotive interiors/
exteriors and more.

Biomaterials, extracting more
value from trees in new and
adjacent markets.

Mostly used to provide a natural resource
solution as an alternative to fossil-based
composites.

Forestry – R&D facilities,
nurseries, planting, harvesting
and forestry management
services.

Sappi requires the woodfibre from our trees to
manufacture essential products required
by consumers. The company employs
worldclass scientists, engineers and foresters
focused on innovative, sustainable products.

