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After the unbundling from Mondi Limited and listing of Mpact 
on 11 July 2011, we inherited a substantial number of small 
shareholders who held less than 500 Mpact ordinary shares 
each. As a consequence of the cost of servicing a shareholder 
base of more than 30,000, the Board took a decision to make 
an odd-lot offer to shareholders holding less than 100 ordinary 
shares and a specific offer to the shareholders holding between 
100 and 500 ordinary shares. On 9 July 2012, we announced 
the successful repurchase of a total of 470,820 ordinary shares, 
representing 0.29% of the issued share capital of the company 
for a total consideration of approximately R8.1 million. The 
number of shareholders was reduced by 27,240, representing 
approximately 86% of the total number of shareholders.

THE YEAR IN PERSPECTIVE

This year has been challenging with no signs of the global 
economic turmoil abating, increases in raw material inputs, 
energy and labour costs as well as a highly competitive South 
African market. We also faced competition from international 
companies. As one of the leading paper and plastics packaging 
companies in South Africa, with a secure source of fibre through 
Mpact Recycling, we are less sensitive to some of these factors. 
We are not, however, immune to macro-economic conditions 
and this was evidenced most particularly in the FMCG sector 
where consumer spending came under pressure.

Above-average inflation rates and significant increases in 
fuel, coal, energy and wages were exacerbated by high 
externally-sourced raw material costs. The price of international 
commodities, such as pulp and plastic polymers, are driven 
primarily by the Rand exchange rate and global inventory 
levels. These factors have had an adverse effect on the cost 
of raw materials used in Mpact’s production processes. Mpact 
experienced a lag in the recovery of some of these increases.

On the positive side, the weaker Rand deterred imports and 
enabled the Group to export more of its products, a trend 
mirrored by some of Mpact’s customers such as the export fruit 
producers. During 2012, many of the players in the paper and 
packaging industries also took the opportunity to streamline 
their operations as a result of the changing global and local 
market conditions of weak demand, overcapacity and rising 
input costs.

Taking these factors into consideration, over which Mpact 
has limited control, we are more than satisfied with the 
results achieved by the Group. Mpact continues to place great 
emphasis on consistently improving the quality of its product 
designs, enhancing production efficiencies by upgrading 
or replacing machinery in the manufacturing plants and 
increasing innovation.

CHAIRMAN’S STATEMENT

DEAR STAKEHOLDER

I am pleased to report a credible set of results for the year ended 31 December 2012, 
the first full year of Mpact’s listing on the Main Board of the JSE. The Group has made 
great strides in improving its report ing by implementing King III, the JSE Listings 
Requirements, the Companies Act, as well as other guidelines on Corporate Governance. 
The Board is satisfied that Mpact is moving towards an enhanced Integrated Report.

YEAR IN REVIEW 

Tony Phillips

Chairman
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Mpact endeavours to pursue environmentally sustainable 
practices where possible. This includes an investigation into 
the recycling of plastics.

CORPORATE GOVERNANCE AND SUSTAINABILITY

During the year we established an IT Steering Committee, 
appointed KPMG to fulfil the role of Internal Auditor and 
expanded the functions and responsibilities of the Audit 
and Risk Committee, the Remuneration and Nomination 
Committee and the Social and Ethics Committee. Mpact is 
cognisant of its responsibility to adhere to good corporate 
governance principles and we are satisfied that sufficient 
controls and measures are in place for Exco to manage 
the Group responsibly. 

We strive to uplift the communities in which we operate 
and participated in various social initiatives during the year. 
We are developing measures to further assess the impact 
of our operations on the environment.

The Corporate Governance report is on pages 25 to 31 and 
the 2012 Sustainability Review has been published on the 
Group’s website, www.mpact.co.za.

B-BBee level

Mpact is committed to B-BBEE and currently has a Level 4 
B-BBEE Contributor Status. 

On 25 October 2012, Shanduka notified the company that 
it had disposed of its entire shareholding, being 17,150,154 
ordinary shares, representing 10.48% of the company’s shares 
in issue. Shanduka had acquired an interest in Mondi Packaging 
South Africa Proprietary Limited (as Mpact was then known) 
in 2005 as part of a B-BBEE transaction and received Mpact 
ordinary shares when Mpact was demerged from Mondi 
Limited in July 2011. According to Shanduka, the rationale for 
disposing of their interest was that their private equity fund, 
Shanduka Value Partners 1, reached maturity and they had to 
settle the debt attributable to the fund. The sale of their shares 
in no way reflected their view on the prospects of the company. 
We appreciate the supportive role that Shanduka has played as 
a B-BBEE shareholder in the company.

The exit of Shanduka as a shareholder may have an effect on 
Mpact’s B-BBEE ownership; however, we intend to continue 
working on all elements of the B-BBEE scorecard to ensure 
that a competitive rating is maintained. In the interim, the 
current accreditation and Level 4 B-BBEE Contributor Status 
remains valid until early July 2013. We do not believe this 
will have a material impact on existing business with the 
Group’s customers.

Mpact is aware of the revised B-BBEE Codes of Good Practice 
currently issued for public comment. The company will 
endeavour to align its B-BBEE initiatives, in consultation 
with the various interested stakeholders, once certainty 
and clarity on the parameters of the new B-BBEE Codes has 
been obtained.

BOARD CHANGES

Following the retirement of Les Leong on 30 June 2012, 
Brett Clark assumed the role of CFO on 1 July 2012. Other than 
this change, there have been no other changes to the Board at 
the date of this Integrated Report.

OUTLOOk

We expect macro-economic conditions to remain unchanged 
over the short term. The various business interventions 
undertaken by the Group during 2012 should start to bear fruit 
in the 2013 financial year.

We are constantly investigating potential acquisitions; however, 
we apply stringent criteria and we will only acquire businesses 
that have the potential to increase shareholder value.

APPRECIATION

I would like to thank my fellow Board members for their 
valuable input and guidance during the year; it is much 
appreciated.

To Bruce Strong, his management team and the employees of 
Mpact, I would like to express my appreciation on behalf of the 
Board for their efforts and commitment to the company. 

Tony Phillips
Chairman

CHAIRMAN’S STATEMENT (continued)
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Whilst there were early indications of an economic recovery, 

albeit modest, the South African economy showed subdued 

real GDP growth, rising raw material input and administered 

prices, high levels of unemployment, strikes across many 

sectors, above-inflation wage increases and a weak Rand, all 

of which underpinned a very competitive trading environment.

Despite this, the weaker Rand helped us regain market share 

from imports in the Paper Manufacturing business and achieve 

good growth in sales to export fruit producers who also 

benefited from improved fruit yields.

2012 OVERVIEW

The Group reported an increase of 8.6% in revenue to 

R6.8 billion (December 2011: R6.3 billion), largely as a result 

of sales volumes which were up 5.7% compared to 2011. Sales 

volumes in the continuing businesses (i.e. the Group excluding 

Paperlink which was sold in March 2011) were up 7.8% and 

the associated revenue 10.9%. I am especially satisfied with 

the growth achieved by the business as market conditions 

remained competitive.

Underlying operating profit increased by 13.2% to R585 million 

and the Group’s operating margin to 8.6% (December 2011: 

8.2%) for the year under review. The operating profit, as well as 

margin, was positively influenced by improved productivity and 

stringent cost control and was achieved despite the challenging 

trading environment limiting our ability to realise price 

increases to cover inflation. 

Underlying profit before taxation was up by 77.3% to 

R466 million (December 2011: R263 million), reflecting the 

improved trading performance, as well as the effect of the 

lower finance costs, as a result of net debt having been 

substantially reduced as part of the capital restructuring prior 

to listing in July 2011.

The effective tax rate for the year to 31 December 2012 was 

30% (2011: 38.6%) mainly due to disallowed non-productive 

loan interest. Mpact has recognised tax losses amounting to 

R495 million.

Underlying earnings and headline earnings were R313 million 

and R307 million for the year ended 31 December 2012 

(December 2011: R169 million and R89 million), respectively. 

The Board declared a total gross dividend of 70 cents per share 

Bruce Strong

Chief Executive Officer

2012 marks the first full financial year for Mpact as a listed company. The Group has 
delivered a commendable set of results, despite being faced with numerous challenges 
during the year. 

CHIEF EXECUTIVE  
OFFICER’S REPORT
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(December 2011: 40 cents per share) during the year, which 

amounts to an increase of 75% and equates to a dividend cover 

ratio of 2.7 times.

Cash generated by operations, before working capital, 

remained strong at R914 million (December 2011: 

R765 million).

The Group reported a net asset value per share of 1,615.4 cents 

compared to the 1,470.3 cents achieved in the prior year. 

The Group’s Statement of Financial Position remained solid with 

a net debt position of R1.1 billion (December 2011: R1.3 billion) 

and an acceptable net gearing ratio of 29% (December 2011: 

35%). Mpact has funding facilities in place of R2 billion. The 

ROCE for the financial year was 16.0% (December 2011: 13.8%), 

which is above the target set by the company of 15% through 

the cycle.

Capital expenditure for the year of R363 million was 

higher than the depreciation charge of R310 million 

and was principally to maintain competitive capacity in 

existing businesses. 

REVIEW OF OPERATIONS

The Paper business performed well on the back of volume 

increases as a result of improved agricultural sector 

growth and market share gains against imported product. 

Revenue increased by 10.3% to R5,042 million (December 

2011: R4,573 million) with operating profit up 10.1% to 

R511 million (December 2011: R510 million). This business 

was able to maintain its operating profit margin at 11.2% 

through cost containment, particularly waste paper and 

improved productivity.

The Plastics business continued to make good progress over 

the year with revenue up 12.8% to R1,778 million and operating 

profit up 16.7% to R117 million. Approximately 3% revenue 

growth is attributable to the RA Plastics acquisition earlier 

in the year with the balance of 9.8% attributable to higher 

average selling prices and good volume growth. The integration 

of the PET tray business (RA Plastics) acquired early in 2012 

has progressed well. In 2013 we will look to further optimising 

the operations and product offering of this business which we 

believe offers good growth potential. 

Agreements have been concluded with Amalgamated Beverage 

Industries (ABI) for the supply of preforms and closures until 

2017. While operating margins in the initial period are slightly 

lower than 2011, the returns for Mpact over the full duration 

of the agreement are acceptable.

The operational review of the Paper and Plastics businesses is 

set out in detail on pages 21 to 23 of this Integrated Report.

SUSTAINABILITY

Mpact is committed to sound sustainability principles which 

underpin our business strategy and operations. We believe 

that our leading market position can only be maintained 

with business practices that are based on long-term 

sustainable development. 

In the Sustainability Review available on our website, we 

attempt to describe how we practice and implement the 

principles of sustainable development where we have 

direct influence and impact on economies, societies 

and environments.

STRATEGY

Our strategy going forward will continue to be based on three 

key pillars which are:

1.  Leading market positions

2.  A customer-focused operating structure

3.  A focus on performance across all aspects of the business

To sustain and grow our leading market positions we will 

continue to look for opportunities to generate new business 

and grow our market share in key products and geographical 

areas. Our focus at this point remains rigid plastics and paper 

based packaging in sub-Saharan Africa. We will also consider 

acquisitions where we are able to find value and strategic fit. 

Over the past 18 months we have spent considerable time 

and effort evaluating opportunities for growth in the rest 

of Africa beyond our existing operations and exports, which 

constituted approximately 10% of turnover in 2012. There is 

no doubting the good growth currently being realised in certain 

countries that also have scale and the potential of critical 

mass in terms of packaging. Our preferred approach will be 

to work alongside strategic partners in their home markets to 

exploit those opportunities where we can realise long-term 

value for our shareholders. We will continue to invest in our 

existing operations and our geographic footprint in order to 

meet the changing needs of our customers and also to remain 

cost competitive.

CHIEF EXECUTIVE OFFICER’S REPORT (continued)



19
MPACT INTEGRATED REPORT 2012

While we are ambitious to grow we will remain focused on 

doing so while delivering good returns to our shareholders.

PROSPECTS

For the foreseeable future, we expect GDP and consumer 

demand growth to remain subdued in South Africa. We 

anticipate continued upward pressure on input costs such as 

labour, transport, electricity and municipal services.

Consequently, the Group expects trading conditions to remain 

highly competitive with the associated margin pressure.

Our focus for the year will be on maintaining our market 

positions, productivity improvement and finding new 

business opportunities.

The Group is confident that its strategy and resilience positions 

Mpact well in the sectors in which its operates.

APPRECIATION

I would like to extend a heartfelt thanks to the Board for their 

support and guidance during this year. To my fellow Exco 

members and Mpact employees, thank you for your hard 

work and dedication during a year where we have faced many 

economic and trading challenges; the results are testimony 

of your invaluable input.

In July 2012 we welcomed Brett Clark as CFO, replacing 

Les Leong who retired. Brett has settled well and is already 

making an invaluable contribution to the management of the 

Group. We thank Les for his contribution to the Group’s success 

and wish him well in his retirement.

I would also like to express my gratitude towards our 

customers, suppliers, advisers and shareholders for your 

support during the year. We are expecting 2013 to remain 

challenging, but we assure you of our commitment to meet 

the challenges and in the process unlock stakeholder value.

Bruce Strong

Chief Executive Officer
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