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Q&A

with the Chief Executive Officer

Highly disciplined execution will be key
to delivering our strategy.
MEINIE OLDERSMA CHIEF EXECUTIVE OFFICER

You’ve been with SIG for under a year.
What have been your first impressions
of the business?
Meinie Oldersma My view of SIG is that it is a very good
business with great people and strong market positions.
Of course, the Group’s performance has been disappointing
over the last couple of years and SIG hasn’t made the most
of its potential. Whilst the strategic direction was broadly
right during that period, execution proved challenging, and
a number of initiatives that were introduced simply added
complexity and distraction.
I know that there is a good opportunity to bring this
business back to health and, with the help of our people
and branches, I’m confident we can deliver a significantly
improved financial and operational performance over the
medium term.
Read more on our Marketplace on page 12

SIG now has its new leadership
in place, and recently also a new
Chairman. How is that working?
MO Nick Maddock and I are both relatively new to SIG,
but we and our Group Executive Committee are strongly
aligned on our strategy for moving SIG forward.
Andrew Allner has also recently joined the business as
Chairman and is very supportive of our strategic direction.
Along with the Board, he is fully involved and committed to
our ambition to return SIG to financial health and to the way in
which we’re working to deliver on our goal.
We all believe firmly that SIG is a very good business with
a great heritage. We’re all clear on how we see the future
for the Group and that our strategy is the right one for the
future of SIG.
Read more on our Strategy on page 14
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MO As we outline on pages 14 and 15 of this report, our
strategy is to build on the potential that clearly exists within
SIG, to deliver a significantly improved operational and
financial performance. We’ll do this by focusing on what we
do best as a business, and in particular on customer service,
customer value and operational efficiency.
To enable the delivery of our strategy, we’re working to
improve our IT and our access to effective data. We’re also
going to make sure that our teams have the capability to help
us deliver. Our people and branches are key to our success,
and so it’s essential that every employee understands our
direction and is engaged with it, and that our leaders and
people managers are equipped and empowered to lead and
guide their teams to deliver the strategy.

You say that people and branches are
key to the success of the strategy. How
will you empower and incentivise them
to deliver?
MO Each of our countries and operating companies has
issued a bespoke branch charter to every one of its branches.
The charter provides a clear framework for branch managers’
responsibilities and authority levels, and also sets out key
Group-wide bonus measures, translated into specific targets,
which can be tailored to suit each part of the business. The
charter also identifies the key business levers, which will be
the focus for local delivery of the bonus measures.
Setting this out in a straightforward way, and with clarity and
transparency, is just one way in which we are enabling the
business to focus on what’s really important, empowering
people to own the strategy, incentivising them to deliver, and
facilitating robust performance management.

SIG has introduced new strategic goals
and a new leadership team a couple
of times in recent years, but has still
continued to face challenging times.
What makes you think you will be
successful this time?

STRATEGIC REPORT

How would you sum up your strategy
for SIG for the medium term?

MO Firstly, our strategy is a very simple one. We’re focusing
on our core activities – the things which our business and our
people are very good at. We haven’t introduced numerous
new initiatives. Instead, we’re making sure we’re equipped to
deliver excellence across just three simple levers in support
of improved performance: customer service, customer value,
and operational efficiency.
Secondly, we’re investing in our people and our resources, to
equip our teams with the skills, tools, technology and support
to enable the successful delivery of the strategy.
And finally, our strategy has been designed ‘bottom up’, and
not ‘top down’. That is to say that our starting point in putting
our strategy together was to review the business with the
leadership teams in each of our countries and operating
companies. Each part of the Group developed its own
medium term plan, identifying opportunities for significantly
improved operational and financial performance in its own
area of operation.
These plans showed numerous synergies, and came together
to form our overall Group-wide strategy. From this, we’ve
developed detailed delivery plans and charters, which enable
the Group leadership team to ensure highly disciplined
execution and to carefully track progress. So, our strategy is
not one that has been imposed on the business, and it
is set out in a way that is clear and measurable. As such, it
has the buy-in of our people, and is perceived as being
genuinely achievable.
Read more on our Business Model on page 10

Read more on our Performance on page 24

www.sigplc.com
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Our business model

SIG is focused on specialist distribution and
merchanting of specialist products for our business
customers across the construction industry.

Our suppliers

Our branches

INSULATION & INTERIORS

+
Our value add

ROOFING & EXTERIORS

DEPTH AND AVAILABILITY OF STOCK
BREAK BULK
DELIVERY AND LOGISTICS

+
AIR HANDLING

Advantages of specialist focus:
10
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Our people

DEFINED PRODUCT FOCUS

Annual Report and Accounts for the year ended 31 December 2017

KEY SUPPLY NICHE

We play a critical role in the construction industry
supply chain, ensuring that our customers receive the
right product, at the right place at the right time.

STRATEGIC REPORT

Our customers

DEVELOPERS

+
CONTRACTORS

CREDIT PROVISION
SPECIALIST AND TECHNICAL ADVICE

+

PRODUCT ENHANCEMENT

SPECIALIST INSTALLERS

PROJECTS FROM DESIGN TO SUPPLY

+
INDEPENDENT MERCHANTS

PARTNERSHIP WITH BOTH
SUPPLIERS AND CUSTOMERS

MARKET LEADERSHIP

LESS ASSET INTENSIVE THAN
TRADITIONAL MERCHANTS

www.sigplc.com

Stock code: SHI
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Our marketplace

KEY DIFFERENTIATORS OF SIG
 Defined product focus in partnership with both suppliers and customers
 Unrivalled scale of offering and technical support to customers
 Market leadership across geographically diverse business portfolio
 Broad exposure across new build and repairs, maintenance and improvements (‘RMI’) markets
 Technical, diligent and committed employees

MARKET DRIVERS

SIG is a leading distributor of specialist
construction products and operates
in a number of countries and sectors
across Europe. Each country and sector
demonstrates its own specific characteristics,
but all are influenced by common factors.
Economic growth is an important demand
driver for SIG as it stimulates building activity
and industrial output.

Residential

Non-residential

2017
£m

2018
£m

2017
£m

2018
£m

4.8%

1.5%

1.3%

(3.2)%

Ireland**

22.4%

18.7%

14.7%

6.3%

France**

5.1%

3.0%

2.8%

3.1%

Germany**

2.9%

1.0%

1.7%

0.5%

The UK represents c.43% of the Group’s
underlying revenue. According to the
Construction Products Association (‘CPA’), total
year-on-year construction output volumes
slowed to 3.0% in 2017 (2016: 3.8%) and are
expected to remain broadly flat in 2018.

Poland**

7.4%

5.2%

5.7%

4.6%

Belgium**

2.5%

2.6%

0.7%

2.2%

The Netherlands**

8.4%

4.0%

4.9%

5.0%

The residential construction sector, which
equates to c.53% of SIG UK's total revenue,
grew 4.8% in 2017. Despite the flat general
UK housing market, private housing grew
by 5% in 2017 as housebuilders continued
to increase supply and government policies
such as Help to Buy continued to have a
positive impact. Further growth outside
London is expected in 2018, offset by
falls in housebuilding in the capital. The
private housing repairs, maintenance and
improvement (‘RMI’) sector has also seen
growth in 2017, but this is expected to
remain flat in 2018, combined with reduced
spend on public RMI projects resulting in an
overall decline in the residential RMI market.

The residential market in France performed strongly in 2017 (5.1% growth) supported by low
rates of borrowing and measures announced by the government. Following a buoyant year,
growth in this market is expected to slow, but remain positive. A positive macroeconomic
outlook is expected to generate growth of at least 3% in the non-residential sector, benefitting
in particular SIG France’s interiors and ventilation businesses.

THE MARKET IN THE UK

The non-residential commercial sector
(c.23% of SIG UK's total revenue) remained
buoyant in the major cities in the first
part of the year, however new orders,
particularly in central London, have begun
to slow. Activity levels in this sector lag new
orders by 12-18 months and are beginning
to show signs of weakening following a
decline in new contract awards since the
second half of 2016, post EU referendum
and following investor concerns regarding
high pricing. With reductions in activity for
commercial offices, retail and industrial
factories, together with reduced spend on
public sector construction, the overall nonresidential sector is forecast to decline by
3.2% in 2018.
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UK*

* Construction Products Association ** Euroconstruct

THE MARKET IN EUROPE

In Germany, in line with a strong German economy, the residential sector continued to
perform well in 2017, however a reduction in build permits in 2017 is expected to result
in a slowdown in growth in 2018. The non-residential sector returned to growth in 2017,
performing better than expected, with new build performing significantly better than RMI.
This positive performance is expected to continue into 2018.

8%
15%

21%

13%

Group
Revenue

26%

14%

23%

9%

11%

19%

25%

38%

31%

5%
13%

15%

25%

65%

27%
New build residential

18%

RMI residential
New build non-residential

24%

RMI non-residential
Industrial

Read the Financial review
on pages 28 to 41
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UK &
Ireland

8%

26%
France

12%

9%

Germany

Other

INSULATION
& INTERIORS

Largely consolidated markets, with a relatively small number of large
key suppliers manufacturing products to service a large number of
small customers.



Broad product range across technical and structural insulation
and interiors; specialist distribution of both value-add and
commodity products.



Key focus for the business in the UK is on data quality to provide
visibility of end-to-end customer profitability and ensure greater
focus on quality sales.



Key uncertainty in the German market is the availability of skilled
labour in the construction market, however the strong market
should enable continued good performance with a focus on
stronger returns on sales.



Positive trends in the French economy expected to benefit in
particular the French interiors business and further gains in market
share expected.

KEY MARKET DRIVERS AND OTHER FACTORS








Regulatory changes
Construction activity (mainly new build)
Higher energy efficiency standards
Increasingly stringent fire protection and acoustic standards
40% of energy consumption relates to buildings
Demand for higher standard interior fit outs
Clear need for distributors in the supply chain

STRATEGIC REPORT

WHAT THIS MEANS FOR SIG


Opportunity:
Drive performance with sustainable positions and clear strategic rationale

WHAT THIS MEANS FOR SIG

ROOFING &
EXTERIORS

KEY MARKET DRIVERS AND OTHER FACTORS





Regulatory changes
Construction activity (mainly new build)
RMI of existing buildings (particularly residential)
Clear need for distributors in the supply chain



Leading specialist merchanting business in regionally-oriented and
fragmented market.



Strong performances relative to the market in the UK specialist
timber batten and flat roofing materials businesses through strong
service propositions.



Maintained share with local branch account customers in the UK
despite a challenging competitive environment. Market growth in
France expected to continue into 2018.



Sale of Building Plastics during the year reduced the business’s
exposure to the non-essential residential RMI segment whilst
improving the cash position of the Group.



Challenges in the UK within residential RMI and non-residential new
build. The business is focused on select initiatives to increase share
within local markets by enhancing the customer value proposition.

Opportunity:
Drive performance with sustainable positions in core markets

WHAT THIS MEANS FOR SIG

AIR HANDLING

KEY MARKET DRIVERS AND OTHER FACTORS






Regulatory changes
Construction activity (particularly non-residential)
Higher energy efficiency and air quality standards
More rigorous fire protection standards
Clear need for suppliers with expertise providing total solutions
in ventilation



Highly unconsolidated market with many suppliers servicing many
customers.



Improved its leading position as an independent distributor with
unmatched product breadth.



Focus on branding and use of smart communication channels has
led to higher brand recognition of the European brand Cairox.



Sale of the business in Turkey due to unstable political and
economic conditions.



Focus in 2018 on developing ventilation solutions to target growth
in key markets including offices, education, residential and health.



Significant opportunity for continued growth with strong profit
trajectory.

Opportunity:
Highly profitable market potential with opportunity to invest and grow
Read about Performance
on pages 24 to 27

www.sigplc.com
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Our strategy

OUR STRATEGIC GOAL

Our goal is to deliver significantly
improved operational and financial performance
as a leading European supplier of specialist
building materials.

OUR STRATEGIC LEVERS
CS

CV

OE

CUSTOMER
SERVICE

CUSTOMER
VALUE

OPERATIONAL
EFFICIENCY

Sales and service

Pricing and products

Overhead control and
working capital management

KEY STRATEGIC ENABLERS
IT

DATA

CAPABILITY

Optimise ways of working
to deliver effective
solutions focused on
business priorities

Deliver improved reporting,
insight and ability to
make informed decisions

Raise talent levels across the
organisation, supported by
specialist short term change
management

DELIVERING OUR STRATEGY
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SIMPLIFY

FOCUS

DELIVER

Reduce complexity and
get the basics right

Concentrate on what
we do best

Own our strategy and build
on our potential
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OUR STRATEGIC LEVERS
The Group has identified three key strategic levers on which it is focusing to deliver its goal of improved operational and
financial performance: Customer Service; Customer Value; and Operational Efficiency. By concentrating on only a
small number of short term priorities, the Group can ensure discipline around delivery on each priority and ensure that
the transformation is embedded through the whole organisation, right down to branch level.
Our short term focus on operational improvement will ensure that SIG maintains its leading market positions in its three
core markets of insulation & interiors, roofing & exteriors and air handling, while maintaining our reputation for customer
service, technical excellence and added value, and delivering sustainable growth to Shareholders.
STRATEGIC REPORT

This step change in performance will be driven by a closer focus on operational and capital discipline in markets that
offer limited front office synergy and modest top-line growth. SIG aims to simplify the portfolio and enable a strong
balance sheet, targeting a headline financial leverage of less than 1.0x in the medium term (current position 1.9x), to
protect the business from any market downturn.
These strategic levers will ensure that SIG focusses on being a market leading, operationally excellent and low cost-toserve provider in its core distribution markets.

KEY STRATEGIC ENABLERS
Successful execution will require us to invest in three key strategic enablers.
SIG aims to focus on reducing the cost of IT service delivery but maintaining flexibility and choice. Investment will be
made in technology and systems that will help improve our understanding of our customers and our products.
Access to and the use of data is crucial in delivering on SIG’s strategy. By investing in the right tools that will improve
reporting capabilities, management will have the right information in the right place at the right time to make more
informed decisions quicker.
One of the key differentiators of SIG is its talented, loyal, committed people, and their success is our success. SIG aims
to raise the talent levels of all individuals within the organisation, through tailored training and development of existing
employees to support the strategy. We will develop our capability by investing in our skilled and talented people.
Overall this will allow SIG to become more agile and flexible in a changing world.

DELIVERING OUR STRATEGY
To deliver our strategy, we have provided clarity of purpose to the organisation and we are tracking real and measurable
actions to support highly disciplined execution. This requires us to simplify, reduce complexity and get the basics right
to provide our customers with what they need in the simplest possible way; to focus on the execution of customer
service, customer value and operational efficiency by concentrating on what we do best; and to deliver, by owning our
strategy and building on our potential.

www.sigplc.com

Stock code: SHI
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Our strategy
Strategy in action

CUSTOMER SERVICE

SIG is bringing increased value to our business
customers across the construction industry by investing
in the service standards and effectiveness of our sales
force and branches.
EXECUTING OUR STRATEGY
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Invest in trade counter, branch and sales staff training
Establish central telephony-enabled sales teams providing
consistent response levels
Create specialist customer retention teams
Restructure external sales teams to track performance and
increase accountability
Reduce administration distractions
Improve process for inbound leads and use of CRM to drive
quote prioritisation and conversion
Develop enhanced B2B ‘click and collect’ capability

SIG plc
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LINK TO KPIs
Like-for-like sales
Return on sales
Return on capital employed
Headline financial leverage
Lost work day rate (UK & Ireland)
Read about our KPIs on
pages 22 and 23

STRATEGIC REPORT

INVESTING
IN BRANCHES
AND SALES

CASE STUDY:

Serving our Roofing customers

Our customer service strategy in
our UK Roofing business is focused
on enhancing the effectiveness
of our sales force by increasing
investment in our branches, fleet
and staff training. The establishment
of off-site telephony-enabled sales
teams will provide consistent levels
of response to our customers’
orders and enquiries, as well as
providing a platform to support our
branches in customer retention.
Further development of our network
of IT systems, and in particular
CRM, will enable us to increase
the accountability of our sales
teams through improved data
management and performance
tracking, as well as facilitating
swift and robust quote conversion,
ensuring we bring value to our
Roofing customers.

Plans to invest

£1.8m

75 LOCATIONS

Branch trials

10-30%
GROWTH
IN CASH SALES

www.sigroofing.co.uk

www.sigplc.com

Stock code: SHI
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Our strategy
Strategy in action

CUSTOMER VALUE

SIG aims to deliver the right product to the right place
at the right price in support of its customers’ needs.
EXECUTING OUR STRATEGY






Further develop own-label brands and value-add
fabrication capability
Wider use of pricing tools and enhanced pricing data
Systematic and prioritised approach to renegotiate or exit
unprofitable or unattractive business



Review and manage spot pricing



Introduction of carriage and ancillary charges where appropriate
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Expand coverage of specialist product offering

Management focus and training to drive compliance to target
price levels

SIG plc
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LINK TO KPIs
Like-for-like sales
Return on sales
Return on capital employed
Headline financial leverage
Lost work day rate (UK & Ireland)
Read about our KPIs
on pages 22 and 23

STRATEGIC REPORT

DELIVERING
VALUE TO OUR
CUSTOMERS

CASE STUDY:

Delivering customer value in Air Handling

Our European Air Handling business
is building on its position as a
leading distributor with unmatched
product breadth through its focus
on distribution, service and value. An
expansion of the own-label products,
trading as Cairox and Sufix, coupled
with an extension of the e-commerce
offering is enabling the business to
deliver rapid sales growth supported
by the operational efficiency which
can be derived from leveraging the
existing platform.

Market

€7-8bn

AND GROWING

FY17 revenue
increased by

18.2%

FROM PRIOR
YEAR TO £245.1M

www.sigairhandling.com

www.sigplc.com

Stock code: SHI
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Our strategy
Strategy in action

OPERATIONAL EFFICIENCY

SIG is targeting robust cost and capital discipline as it
strives for greater operational efficiency.
EXECUTING OUR STRATEGY
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Downsize Group and functional structure
Organisation redesign across major operating companies to
allow for leaner structure and quicker decision-making
Process standardisation and system integration at operating
company level to generate front and back office synergies
Optimise branch resource activity
Close sub-performing branches and centralise stock
around ‘hubs’
Short term levers to reduce working capital: changes to
purchasing rules, stockholding guidelines, number of SKUs,
centralised stock control
Medium term structural reduction in net working capital:
stock, rebates

SIG plc
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LINK TO KPIs
Return on sales
Return on capital employed
Headline financial leverage
Lost work day rate (UK & Ireland)
Read about our KPIs on
pages 22 and 23

STRATEGIC REPORT

ROBUST COST AND
CAPITAL DISCIPLINE

CASE STUDY:

Delivering operational excellence in France

In France, SIG is pursuing a change
programme aimed at leveraging
best practice across the three
French businesses. This is focused
on driving operational excellence
through organisational structure,
process standardisation and
data alignment supported by
the implementation of modern
systems. At LiTT this has started to
deliver demonstrable results with a
transformation of sales processes
and a diversification of customer
and product portfolios, delivering
strong sales performance in the
latter part of 2017.

Like-for-like
sales (LiTT)

c.10%

AHEAD OF
PRIOR YEAR

Underlying
operating profit
margin of LiTT up
by 120bps to

5%

www.litt.fr www.lariviere.fr
www.ouestisol.fr

www.sigplc.com

Stock code: SHI
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Our KPIs

How we measure performance

In setting our medium term strategy, SIG has identified
five key performance indicators against which we will
assess and measure the Group’s success.
DEFINITION

WHY IS THIS KPI IMPORTANT?

SUPPORTING PERFORMANCE MEASURES

The percentage growth/(decline)
in the Group’s sales per day (in
constant currency) excluding
any current and prior year
acquisitions and disposals. Sales
are not adjusted for branch
openings and closures.

This measure shows how
the Group has developed
its revenue for comparable
business relative to the prior
period. As such it is a key
measure of the growth of the
Group during the year.

Underlying revenue growth (%)

The ratio of underlying
operating profit divided by
underlying revenue.

Return on sales provides the
key measure of the profit the
Group can deliver for a given
level of sales.

Underlying gross margin (%)

The ratio of underlying operating
profit less taxation divided
by adjusted average capital
employed (average net assets
plus average net debt).

Return on capital employed
(‘ROCE’) is a measure of value
creation for our stakeholders
and is a measure of how
efficiently the Group is using
the capital and resources it
has available.

Underlying operating profit (£m)

The ratio of covenant EBITDA
(earnings before interest, tax,
depreciation and amortisation) to
covenant net debt as defined in
the Group’s banking and private
placement arrangements.

This ratio is a bi-annual
covenant of the Group’s
principal medium and long
term funding facilities and has
a maximum permitted ceiling
of 3.0x.

Underlying operating profit (£m)

LIKE-FOR-LIKE SALES (%)
£2,323.3m

£2,587.4m

£2,778.5m
Underlying
revenue

3.8%
-0.4%

0.4%

2015

2016

Like-for-like
sales

2017

RETURN ON SALES (%)
4.2%

2015

3.5%

3.4%

2016

2017

Underlying operating costs as
% of sales

RETURN ON CAPITAL EMPLOYED (%)
12.2%

2015

10.2%

10.3%

2016

2017

Like-for-like working capital as
% of sales

HEADLINE FINANCIAL LEVERAGE
Leverage
2.4×

2.0×

2015

1.9×

LOST WORK DAY RATE (UK & IRELAND)
26.8
22.9
18.8

2015

22
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2016

Net debt (£m)

As such it is a measure of
balance sheet strength
and resilience to economic
downturn.

2017

2016

Trading cash (£m)

The ratio of lost working days
(due to accidents and incidents)
per 100 employees.

All employees, customers
and suppliers should be able
to work in a safely managed
environment across every part
of the SIG Group.

2017

Annual Report and Accounts for the year ended 31 December 2017

n/a

RELEVANCE TO STRATEGY

CS CUSTOMER SERVICE
CV CUSTOMER VALUE
OE OPERATIONAL EFFICIENCY

MEDIUM TERM TARGET

LINK TO STRATEGY

The refocus on customers and scaling back
of internal initiatives, along with improving
construction market conditions across
Mainland Europe, has resulted in SIG
delivering like-for-like sales growth of 3.8%
for the year (2016: 0.4%), comprising 1.6% in
UK & Ireland and 5.9% in Mainland Europe.
On a statutory basis, SIG reported sales of
£2,878.4m, up 1.2% on the prior year.

Growth in line
with market

CS

Maintain market
share

CV

In a year of considerable change and challenge,
return on sales for the Group has decreased
slightly by 10bps to 3.4% (2016: 3.5%),
supported by property profits of £13.7m (2016:
£3.3m). Excluding these property profits, return
on sales decreased by 40bps to 2.9% (2016:
3.3%), due in part to a 20bps decrease in gross
margin, reflecting market pressures for UK
& Ireland and competitive and operational
challenges at SIGD.

c.5%

CS

ROCE increased 10bps to 10.3% (2016:
10.2%), reflecting an improved working capital
performance with like-for-like working capital to
sales down 90bps at 9.0% (2016: 9.9%). ROCE
for previous periods has been rebased to reflect
the impairments arising on the sale of closure of
non-core businesses. On an unadjusted basis,
ROCE increased from (12.3%) in 2016 to (5.4%),
reflecting the reduction in statutory operating
loss and the impact of impairments reducing
capital employed for the Group.

c.15%

Headline financial leverage closed the year
at 1.9x, which is 50bps lower than 2.4x
(restated) reported for 31 December 2016.
This reduction reflects the short term strategy
implemented during 2017 to increase cash
generation from debt factoring, improved
working capital practices and from the sale of
owned assets. Levels of working capital and
debt vary through the year, with specific short
term actions taken to reduce working capital
and net debt around period ends.

Under 1.0x

The Group has been experiencing a sustained
decline in accident rates and continues to put
steps in place for further improvements.

Zero accidents in
any given period

However, the only acceptable result in all
locations is to experience a zero accident ratio.

PRINCIPAL RISK
 Delivering the

change agenda

 Systems and data

quality

LINK TO REMUNERATION

Profit measures
in annual bonus
scheme for senior
management and staff.

 Market conditions

 Delivering the

change agenda

CV

 Systems and data

OE

 Market conditions

quality

STRATEGIC REPORT

PERFORMANCE

Profit measures
in annual bonus
scheme for senior
management and staff.

 Supplier rebate

income

CS
CV
OE

CS
CV
OE

CS
CV

 Delivering the

change agenda

 Systems and data

quality

 Working capital and

cash management

 Delivering projects

aligned to strategy

 Working capital and

cash management

Capital measures
(working capital and
ROCE) in annual bonus
scheme for senior
management and staff.
Longer term
plans focused on
Shareholder
value creation.

Capital measures
in annual bonus
scheme for senior
management and staff.

 Access to finance

 Health and safety

Safety gateway
in annual bonus
scheme for senior
management and staff.

OE

KPIs have been updated in 2017 to align with the new medium term strategy. In the prior year gross margin and like-for-like working capital
to sales were considered key performance measures; these are now included as supporting performance measures. The Group’s KPIs are
reconciled to the Financial Statements in Note 32 of the Financial Statements.
www.sigplc.com

Stock code: SHI
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Performance

We are beginning to make initial progress
towards the Group’s medium term
financial targets.

"We have achieved much
this year, beginning to
stabilise the business,
returning SIG Distribution
to underlying profitability
and rationalising the
loss-making Offsite
Construction division.
We have begun to get a
grip on operating costs
and working capital and
we have made significant
steps in refocusing the
portfolio, exiting from
eleven businesses as we
continue to strengthen our
balance sheet."
MEINIE OLDERSMA CHIEF EXECUTIVE OFFICER

24
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LIKE-FOR-LIKE SALES

Total Group revenue

RETURN ON SALES

(2016: 0.4%)

(2016: £2,845.2m)

(2016: 3.5%)

£2,878.4m

OVERALL PERFORMANCE

In 2017, the Group delivered its first improvement in underlying operating profit in three
years as well as an improvement in its underlying profit before tax (‘PBT’), up 4.3% to £79.2m
(2016: £75.9m). Progress has been made in the year against the Group's medium term
financial targets of like-for-like sales and headline financial leverage, with return on sales
and return on capital employed stabilised at similar levels to the prior year. Included in the
underlying PBT for the year is £13.7m (2016: £3.3m) of property profits relating to ongoing
property portfolio management.
On a statutory basis, the Group made a loss before tax of £51.2m in the year (2016: £110.0m
restated) after £130.4m (2016: £185.9m restated) of non-underlying items.

STABILISING THE BUSINESS

Following a disappointing 2016, the Group has taken a number of preliminary actions over
the past year to stabilise the business under its new leadership. In particular, management
has restored customer focus by reducing the distraction from internal initiatives, is
bringing cost increases under control, is starting to reduce levels of working capital and
debt (including through debt factoring), and is simplifying the business through ongoing
portfolio management.
Internal initiatives which have been stopped or slowed down during 2017, in order to free
time for branch employees to refocus on customers, include the suspension of the Group’s
Regional Distribution Centre programme and the completion of roll-out of a new ERP system
across the core UK businesses. In combination with improving construction market conditions
across Mainland Europe and Ireland, this renewed focus on our customers has helped the
Group to deliver LFL sales growth of +3.8% in 2017 (2016: +0.4%) and a 1.2% increase in total
revenue to £2,878.4m (2016: £2,845.2m).
The Group has also looked to address the rapid rise in costs across the business; eliminating
duplication and reducing discretionary expenditure. Group functions have been significantly
scaled back and a number of layers of management have been removed, including the
UK & Ireland executive management team. The back office support functions for both the

REPORTING OUR PROGRESS

Medium term
financial targets
 Like-for-like sales growth (%)
 Return on sales (%)
 Return on capital employed (%)
 Headline financial leverage (x)

Other indicators
of progress
 Opex as % of sales
 Working capital as % of sales

Key financial
outputs
� Revenue (£m)
� Underlying gross
margin (%)
� Underlying PBT (£m)
� Underlying EPS (p)
� Dividend per share (p)
� Net debt (£m)

3.4%

insulation and roofing businesses in the UK
have been combined and co-located in a
single shared services centre in Sheffield.
A number of headcount reductions have
also been made in the back office team in
Germany. The Group has terminated the
lease on its corporate office in Paddington
and will move to smaller, fit-for-purpose
premises in April 2018. SIG’s historical head
office in Hillsborough, Sheffield, has been
sold and will be vacated later this year.

STRATEGIC REPORT

3.8%

As a result, underlying operating costs
(excluding profits from property disposals)
have now begun to fall as a percentage
of underlying revenue to 23.3% in the
second half, from a peak of 23.9% in the
first half. Further progress is expected in
2018, benefitting from the full year impact
of actions taken in 2017 and some further
initiatives currently in progress.
Initial steps have also been taken to bring
levels of working capital under control.
Like-for-like working capital as a percentage
of sales fell from 9.9% at the end of 2016
to 9.0% at the end of 2017, benefitting
from a number of non-recourse factoring
arrangements and other short term actions
to improve the balance sheet. Management
continues to focus on delivering sustainable
improvements in the Group’s working capital,
in particular its levels of stock, with the aim
of reducing average working capital levels
throughout the year and beyond.

SUBDUED UK TRADING
ENVIRONMENT

The UK & Ireland business generated 1.6%
like-for-like sales growth, primarily reflecting
industry price inflation, with volumes falling
2.9%. Operating margins fell 50bps as
the business only partially recovered the
deterioration in performance seen in the
second half of 2016.
UK trading conditions have become
increasingly challenging in recent months,
reflecting increased macro uncertainty and
recent events in the construction industry.
Whilst new housing starts continued to grow,
RMI markets remained subdued and there
have been some delays to new starts in
commercial new build.
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RETURN TO UNDERLYING
PROFITABILITY IN SIG
DISTRIBUTION

On 1 February 2018, the Group announced
that it had identified accounting irregularities
relating to rebates and other potential
supplier recoveries at SIG Distribution, the
core insulation and interiors business in the
UK, resulting in an overstatement of profit
for the years ended 31 December 2016 and
31 December 2015, further details of which
are set out on page 31. In addition, the
business saw intensified competition and a
weaker performance during 2016, resulting
in the business falling into loss in the second
half of the year.
From this loss-making position, management
has made some initial progress during
2017 in restoring underlying profitability
to SIG Distribution. The business returned
to profitability in the first half of 2017 and
delivered full year underlying operating profit
of £9.9m (2016: restated £18.2m) on revenue
of £797.5m (2016: £781.2m).
The business has a new leadership team
which is placing particular focus on
operational efficiency through improved cost
and working capital control, and on customer
value from effective pricing pass-through
and improved management of customer
profitability. Following the accounting
irregularities identified during the year, the
team is also further developing the controls
environment within SIG Distribution.
Although there remain competitive pressures
in the UK specialist insulation and interiors
sector, the business is optimistic that it can
make further increases in profitability in 2018
at both a gross and operating margin level.

EUROPEAN RECOVERY

The Group’s Mainland Europe businesses
benefitted from improving construction
market confidence during 2017, with LFL
revenues increasing by 5.9% for the full year.
Underlying revenues increased by 12.8% to
£1,473.2m (2016: £1,305.9m). Margins were
largely in line with 2016 and, as a result,
underlying operating profit increased by
23.5% to £59.4m (2016: £48.1m).
In particular, SIG France posted an
improvement in underlying operating profit,
up £1.8m on 2016 at £26.2m. Underlying
revenues grew by 12.1% to £660.7m, with
LFL sales in France up by 5.9%. SIG operates
three market leading businesses in France,
and management anticipates all three
continuing to grow through 2018.
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The Group’s Air Handling business also
finished the year on a record high, delivering
growth of 22.2% in underlying revenues,
benefitting from a healthy LFL sales growth
of 10.9%. Management expects the air
handling market to continue to outperform
the wider construction sector due to
continuing strong demand drivers,
including higher energy efficiency and air
quality standards.
As we move into 2018, the early signs are
that the market confidence witnessed across
our European business is continuing and we
do not expect any erosion in gross margin.
However, management recognises that
there were some indications of both labour
and capacity constraint during the second
half of 2017, and so will continue to monitor
developing trends closely.

ONGOING PORTFOLIO
MANAGEMENT

The Group’s medium term strategy
recognises that there are a number of
smaller businesses which are peripheral to
its core focus. Management has identified
a number of businesses as potential exit
candidates, representing around 13% or
£0.4bn, of the statutory Group revenues
(as reported at the FY 2016 results), either
because they have limited fit with Group
strategy or because their small scale is a
management distraction. In many cases,
these businesses are also suffering from
poor financial performance.
At the end of FY 2016, the Group announced
the disposal of Carpet & Flooring, a UK
distributor of floor covering products, as
well as the sale of its joint venture interest
in Drywall Qatar, an independent material
supplier and specialist installer of interior
finishing materials. During the first half
of 2017, the Group closed Metechno,
the offsite manufacturer of bathroom
pods and utility cupboards (part of its UK
Offsite Construction division) and exited
its small-scale Austrian operation, WeGo
Systembaustoffe Austria. During the year,
the Group also completed the disposal
of Building Plastics, a leading provider of
roofline, drainage and building plastics
products to the UK construction industry.
The sale of SIG’s majority shareholding in its
small Air Handling business in Turkey, ATC
Turkey was also finalised in December 2017.
In the same month, SIG Poland ceased the
processing of insulation product at its
Sitaco subsidiary.

Annual Report and Accounts for the year ended 31 December 2017

RETURN
ON CAPITAL

EMPLOYED

10.3%

Since the 2017 year end, the Group has
confirmed the disposal of the trade and
assets of SIG Building Systems, its UK
modular offsite construction business,
and also of GRM, a small manufacturer
of phenolic pipe insulation serving UK
industrial and HVAC markets. The Group
has also disposed of IBSL, a UK fabricator
and supplier of cryogenic and hightemperature insulation solutions used by
the petrochemical, power generation, and
offshore exploration industries. SIG has also
recently announced the exit from its Dubaibased distribution business, SIG Middle
East, which will be completed over the
coming months.
A reconciliation of underlying revenue
to statutory revenue for 2017 as a result
of these portfolio changes is set out on
page 33 and in Note 32 of the Financial
Statements, together with the impact on
2016 comparatives.
In total, this means the Group has exited
11 businesses since 2016, representing
9.1% of statutory Group revenue reported
in the 2016 full year results. The Group
continues to review its ownership of a
number of other peripheral businesses
and will update on further changes to the
portfolio in due course.

RATIONALISATION OF UK OFFSITE
CONSTRUCTION DIVISION
As part of the portfolio rationalisation, the
Group has continued to review the potential
for sustainable profits from the UK Offsite
Construction division during the year and,
as a result, has now concluded an exit from
two of the three businesses in that division.
The only remaining offsite construction
business is RoofSpace, a panelised room-inroof manufacturer serving the UK new
build residential market, which continues
to deliver above-market growth at attractive
margins, and has been transferred into
SIG Distribution for management and
reporting purposes.

At 31 December 2016, the Group reported
headline financial leverage of 2.1x, based
on net debt of £259.9m and made leverage
reduction a key priority for the Group during
2017. Management accordingly took a
number of short term actions to strengthen
the balance sheet, including asset disposals,
debt factoring and a tighter control over
cash, coupled with some short term working
capital improvements and temporary
constraints over capital expenditure. In the
first half of the year, this enabled the Group
to reduce headline financial leverage to 1.6x
(as reported at the half year).
On 9 January 2018, the Group announced
that it had identified a historical
overstatement of cash and trade payables
related to cash cut-off procedures in SIG
Distribution, associated with the issue of
cheques around previous period ends. This
resulted in a overstatement of net cash
of £19.8m at 31 December 2016, which,
when adjusted, led to a restated net debt at
31 December 2016 of £279.9m and headline
financial leverage of 2.4x. The restated
headline financial leverage at 30 June 2017
increased to 2.0x.
The Group ended 2017 with net debt of
£223.8m and headline financial leverage of
1.9x, an improvement of 0.5x on the restated
2016 closing position. A reconciliation of the
improvement in net debt in the year is set
out on page 34.
This is still considered by management to be
at a higher level than is desirable, taking into
account cyclical risk, and further leverage
reduction remains a key priority. Accordingly,
a number of actions have been initiated with
the aim of delivering sustainable reductions
in levels of working capital, as well as seeking
to monetise a number of businesses for
cash proceeds as part of the refocusing of
the portfolio.
These actions are expected to deliver further
reductions in net debt during 2018, which,
coupled with improvements in the level of
profitability, mean the Group continues to
target a 1.0-1.5x leverage range during 2018.
SIG's infill acquisition programme remains
suspended until leverage has been brought
under control and the Group continues
to target leverage below 1.0x over the
medium term.

SIGNIFICANT BENEFIT FROM
PROPERTY PROFITS

One of the actions taken by the Group to
reduce leverage during 2017 was the sale of
a number of properties across the Group’s
portfolio for a total net cash consideration
of £33.4m (£5.7m being received in January
2018), on which it realised an underlying
profit of £13.7m and a non-underlying profit
of £5.8m. The non-underlying element
relates to the unutilised proportion of
property and land and therefore not related
to the ongoing operations of the Group.
Excluding the underlying property profits,
SIG’s underlying PBT was £65.5m
(2016: £72.6m).

STRATEGY REVIEW – BUILDING
ON OUR POTENTIAL

In parallel with operational improvements
to stabilise the business, management
conducted a review of the Group’s strategy
during 2017. This review concluded that
there is considerable opportunity for a
significant improvement in the operational
and financial performance of the Group
over the medium term. To deliver that
improvement, management is focusing
on the execution of initiatives across the
operating companies in support of three key
strategic levers: customer service, customer
value and operational efficiency.
Customer service activities focus primarily
on investment in sales capability and the
effectiveness of the sales effort to deliver LFL
sales growth and gross margin improvement.
Customer value targets improved
management of pricing and customer
profitability, along with the development
of the Group’s specialist and own-label
product offerings to drive LFL sales growth
and gross margin improvement. Operational
efficiency seeks to deliver improved control
over operating costs and working capital,
to improve return on sales and return on
capital employed.
Delivery of these initiatives is being
supported by investment in three key
enablers: data, IT and capability. During
2018, SIG is rolling out a consistent data
foundation, making it easier to analyse and
improve performance. In IT, SIG is working
towards a common infrastructure and
central portfolio management, with projects
delivered under a standard framework,
building a platform for future integration.

In parallel, SIG is reinforcing the breadth
and depth of its management capability to
improve on a poor track record of delivering
successful changes to the business.
During the initial weeks of 2018, the
leadership team presented the strategy and
detailed action plans across the operating
companies to around 1,200 managers from
eleven countries, followed by a cascade of
the same key messages to all employees
across the Group. All parts of the business
have aligned around the key strategic
priorities, with robust messaging about
the need to simplify, focus and deliver.
Performance management mechanisms
have been revised to support the strategy,
with tools now in place for close monitoring
and support, and the realignment of reward
structures up and down the organisation.
There remains considerable work to be
done to improve returns over the medium
term and highly disciplined execution will be
critical to success.

STRATEGIC REPORT

INITIAL PROGRESS ON LEVERAGE

CURRENT TRADING
AND OUTLOOK

2017 has been a year of challenge and
change for SIG, reporting an underlying
profit before tax of £65.5m (2016: £72.6m)
excluding property profits.
As the Group moves into 2018, we are
seeing increasingly confident markets across
Mainland Europe and Ireland, but also the
first signs of capacity and labour constraint
in buoyant construction markets. In contrast,
we are seeing an increasingly challenging
environment in the UK, created by macro
uncertainty and recent events in the
construction industry, such as the liquidation
of Carillion. Notwithstanding this outlook, we
see considerable potential for a significant
improvement in operational and underlying
financial performance, with execution largely
within management’s control, and we are
working to ensure effective delivery.
The Group will provide a further update on
trading and outlook on 10 May 2018, when it
will hold its Annual General Meeting.
Read about KPIs on pages 22 and 23
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In a year of challenge and change, the Group
delivered its first improvement in underlying
operating profit in three years, including the
benefit of property profits.

"During the year, we have
brought operating cost
increases under control,
started to reduce levels of
working capital and debt,
and simplified the business
through ongoing portfolio
management.
We see considerable potential
for a significant improvement
in operational and financial
performance and are
working hard to ensure
effective delivery.”
NICK MADDOCK CHIEF FINANCIAL OFFICER
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Headline
financial leverage

CAPITAL EMPLOYED

1.9x

10.3%
(2016: 10.2%)

(2016: 2.4x)

2017
£m

2016
(Restated) **
£m

Change

7.4%

2,878.4

2,845.2

1.2%

6.6%

752.5

747.9

0.6%

(6.7)%

(53.4)

(100.8) (47.0)%

89.7

5.1%

(33.9)

(94.7) (64.2)%

75.9

4.3%

(51.2)

(110.0) (53.5)%

279.7

(20.0)%

223.8

279.7

2017
£m

2016
(Restated) **
£m

Change

2,778.5

2,587.4

736.5

691.1

Operating profit/(loss)
excluding property sales

80.6

86.4

Operating profit/(loss)

94.3

Profit/(loss) before tax

79.2
223.8

Revenue
Gross profit

Net debt

REVENUE AND GROSS MARGIN

Statutory

(20.0)%

Other performance measures
3.8%

0.4%

340bps

n/a

n/a

n/a

26.5%

26.7%

(20)bps

26.1%

26.3%

(20)bps

Return on sales

3.4%

3.5%

(10)bps

(1.2)%

(3.3)%

210bps

Basic earnings/(loss) per
share (pence)

9.8p

9.7p

0.1p

(10.1)p

(20.6)p

10.5p

Total dividends per share

n/a

n/a

n/a

3.75p

3.66p

0.09p

9.0%

9.9%

(90)bps

8.8%

10.5% (170)bps

10.3%

10.2%

10bps

(5.4)%

(12.3)%

690bps

n/a

n/a

n/a

1.9x

2.4x

(0.5)x

Like-for-like sales growth
Gross margin

Working capital to sales
Post-tax return on capital
employed (‘ROCE’)
Headline financial leverage
(covenant net debt/
covenant EBITDA)

* Underlying results are stated before the amortisation of acquired intangibles, impairment charges, losses on agreed sale
or closure of non-core businesses and associated impairment charges, net operating results attributable to businesses
identified as non-core, net restructuring costs, acquisition expenses and contingent consideration, the defined benefit
pension scheme curtailment loss, other specific items, unwinding of provision discounting, fair value gains and losses on
derivative financial instruments, the taxation effect of Other items and the effect of changes in taxation rates.
Alternative performance measures are referred to as “underlying” and “like-for-like”. These are applied consistently
throughout this report and the calculations to these are found in Note 32 of the Financial Statements.
** R
 estated for the historic overstatements described on page 31.

OVERVIEW

The Group delivered higher revenues and like-for-like sales growth which, together with
return on sales at similar levels to 2016, enabled it to deliver an improved underlying
operating profit performance for the first time in three years and an increased dividend. Net
debt came down sharply, principally due to debt factoring and the sale of property, despite
the adverse impact of a historical overstatement of net cash, meaning that headline financial
leverage fell. Return on capital employed stabilised at a similar level to 2016.
During 2017 the Group undertook a strategic review of its operations and has made
significant operational steps to stabilise the business in preparation for sustainable medium
term growth. The Group Board believes that it can deliver and has set financial targets of a
c.5% return on sales and c.15% post tax return on capital employed in the medium term.
Key financial metric

Medium term
target

2017
Performance

2016
Performance

Like-for-like sales

Market growth

3.8%

0.4%

5%

3.4%

3.5%

Return on capital employed

15%

10.3%

10.2%

Headline financial leverage

<1.0x

1.9x

2.4x

Return on sales

Group revenue from underlying operations
increased 7.4% to £2,778.5m (2016:
£2,587.4m), benefitting from foreign
exchange translation (+3.9%) and
acquisitions (+0.2%), though offset by fewer
working days (-0.5%). As a result LFL sales
were ahead by 3.8%. On a statutory basis
Group revenue was up 1.2% to £2,878.4m
(2016: £2,845.2m).

STRATEGIC REPORT

Results from
underlying operations*

In the UK & Ireland, revenue from underlying
operations increased 1.9% to £1,305.3m
(2016: £1,281.5m), benefitting from
acquisitions (+0.2%) and foreign exchange
translation (+0.5%), offset by fewer working
days (-0.4%). LFL sales increased 1.6%. In
Mainland Europe revenue increased 12.8%
to £1,473.2m (2016: £1,305.9m), benefitting
from foreign exchange translation (+7.3%) and
acquisitions (+0.2%) offset by fewer working
days (-0.6%). LFL sales increased by 5.9%.
Underlying operations excludes the results
from the businesses divested during the year
or in the process of being divested as at 31
December 2017, in order to give a better
understanding of the underlying earnings
of the Group. These businesses reported a
combined operating loss of £14.3m in 2017
(2016: £7.9m) on revenue of £99.9m
(2016: £257.8m).
The Group’s underlying gross margin
declined by 20bps to 26.5% (2016: 26.7%),
due to a 40bps decrease in the UK & Ireland
to 25.5% (2016: 25.9%) and by a 10bps
decrease in Mainland Europe to 27.4%
(2016: 27.5%). On a statutory basis the
Group’s gross margin decreased by 20bps to
26.1% (2016: 26.3% restated). The decrease
in gross margin in the UK & Ireland is largely
attributable to the market and operational
challenges at SIG Distribution, which had a
significant impact on underlying profitability
in the business from the second half of 2016,
albeit with some initial recovery seen in 2017.

OPERATING COSTS AND PROFIT

SIG’s underlying operating costs, excluding
the benefits of property profits, increased by
£51.2m to £655.9m in 2017 (2016: £604.7m),
due to a foreign exchange translation cost
of £23.6m, the full year impact of additional
costs from 2016 acquisitions of £3.2m, and
other cost increases of £24.4m. As a result,
operating costs (excluding property profits) as
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a percentage of sales increased from 23.4%
in 2016 to 23.6% in 2017. Costs peaked in the
first half of 2017 at 23.9% of revenue.
The LFL sales growth and the favourable
impact from the foreign exchange translation
of improved European profitability were
partially offset by lower gross margins and
higher costs. This meant that the Group’s
underlying operating profit increased
by 5.1% to £94.3m (2016: £89.7m) with
return on sales, one of the Group’s primary
performance metrics, decreasing 10bps to
3.4% (2016: 3.5%).
In the UK & Ireland, underlying operating
profit fell 9.2% to £47.6m (2016: £52.4m) and
underlying operating margin declined 50bps
to 3.6% (2016: 4.1%). In Mainland Europe,
underlying operating profit increased by
23.5% to £59.4m (2016: £48.1m), including a
£3.7m foreign exchange translation benefit,
with underlying operating margin increasing
slightly, up 30bps, to 4.0% (2016: 3.7%). The
Group made a statutory operating loss of
£33.9m in 2017 (2016: £94.7m).
SIG’s underlying net finance costs increased
by £1.3m to £15.1m (2016: £13.8m), mainly
due to higher average borrowings during
the year, which offset some of the increase
in operating profit, resulting in underlying
profit before tax increasing 4.3% to £79.2m
(2016: £75.9m). Excluding underlying
property profits, underlying profit before tax
declined 9.8% to £65.5m (2016: £72.6m).
On a statutory basis the Group made a
loss before tax of £51.2m (2016: £110.0m)
after non-underlying items of £130.4m
(2016: £185.9m).
Underlying basic earnings per share from
underlying operations increased by 0.1p to
9.8p (2016: 9.7p). On a statutory basis the
Group made a basic loss per share of 10.1p
(2016: loss per share 20.6p).

RETURN ON CAPITAL EMPLOYED

Post-tax return on capital employed (‘ROCE’)
is one of the Group’s primary performance
metrics and is calculated on a rolling
12 month basis as underlying operating
profit less tax, divided by average net assets
plus average net debt. As at 31 December
2017 Group ROCE was 10.3% (2016: 10.2%).
This improvement primarily reflects reduced
levels of working capital and debt at the
year end, with working capital falling from
9.9% of sales in 2016 to 9.0% of sales at
31 December 2017, and net debt falling from
£279.7m to £223.8m.

UK & IRELAND

Revenue
(£m) Change

LFL
change

Gross
margin

Change

Underlying
operating
profit (£m)

Change

Reported
operating
profit/
(loss)
(£m)***

1.2% (110)bps

(25.1)

Underlying
operating
margin

SIG
Distribution*

797.5

2.1% +2.3%

23.9% (60)bps

9.9

SIG Exteriors*

409.5 (1.3)% (1.1)%

28.6% (20)bps

32.9

8.0%

60bps

2.8

98.3 15.0% +8.1%

25.0% (70)bps

4.8

4.9%

60bps

(39.9)

25.5% (40)bps

47.6

3.6% (50)bps

(62.2)

Ireland &
Other UK*
UK & Ireland*
Non-core
businesses

1,305.3

1.9% +1.6%

80.3 (62.8)%

n/a

13.7% (780)bps

(13.7)

UK & Ireland** 1,385.6 (7.5)%

n/a

24.8% (50)bps

33.9

(17.1)%

n/a

n/a

2.4% (50)bps

(62.2)

* Before results attributable to businesses identified as non-core.
** O
 n a statutory basis 2017 revenue was £1,385.6m, operating loss was £62.2m and operating margin was (4.5)%. The
Other division has been removed as it primarily related to SIG’s activities in the Middle East which are in the process of
being closed. SIG Spain, which was also part of Other and had revenue of £1.8m in 2017 (2016: £1.5m), is now reported
in SIG Distribution. The UK Offsite Construction division has also been removed as SIG has exited from two of the three
businesses in that division, with the remaining business, Roofspace, transferred to SIG Distribution for management and
reporting purposes. Roofspace had revenue of £17.6m in 2017 (2016: £15.0m).
*** Reported operating profits/(losses) are shown on a segmental basis including the operating result of non-core businesses

Underlying revenue in SIG Distribution (‘SIGD’), the Group’s market leading specialist UK
insulation and interiors distribution business, was up 2.1% to £797.5m (2016: £781.2m) and
by 2.3% on a LFL basis. The underlying operating margin for the full year of 1.2% represents
a decline on 2016 (2.3%). As a result, underlying operating profit for the full year of £9.9m
reflects a decline of 45.6% on 2016 (£18.2m). Excluding property profits, underlying operating
profit decreased by 36.6% to £9.0m (2016: £14.9m). On a statutory basis, after taking into
account Other items, SIGD reported an operating loss of £25.1m (2016: profit £5.7m).
SIG Exteriors (‘SIGE’), the market leading and only national specialist UK roofing business, saw
underlying revenues down by 1.3%, at £409.5m (2016: £414.8m), and by 1.1% on a LFL basis.
As expected at the half year, trading conditions in the second half continued to be weak in
the UK repairs, maintenance and improvement (‘RMI’) sector, to which the business has a high
degree of exposure. As a result, the business saw underlying operating profit fall by £5.3m
to £25.2m. Including £7.7m of property profits recognised by the division, total underlying
operating profit was £32.9m (2016: £30.5m).
In Ireland & Other UK, SIG grew underlying revenue by 15.0%, benefitting from foreign
exchange movements and by 8.1% on a LFL basis, as the business continues to benefit from
favourable market conditions in Ireland. This helped the business grow underlying operating
profit by £1.1m to £4.8m. On a statutory basis after taking into account Other items, Ireland &
Other UK reported an operating loss of £39.9m (2016: £49.3m).

MAINLAND EUROPE
Revenue
(£m) Change

LFL
change

Gross
margin

Underlying Underlying
operating operating
Change profit (£m)
margin

Reported
operating
profit
Change
(£m)***

France

660.7

12.1%

5.9%

27.6%

(10)bps

26.2

4.0%

(10)bps

25.2

Germany*

425.9

10.5%

4.8%

26.4%

(50)bps

11.5

2.7%

70bps

9.1

Poland

142.8

24.1% 13.7%

20.0%

–

1.0

0.7%

(20)bps

–

Benelux

101.7

2.0% (4.3)%

25.8%

60bps

6.3

6.2%

210bps

1.5

Air Handling*

142.1

22.2% 10.9%

38.4%

110bps

14.4

10.1%

90bps

5.2

12.8%

27.4%

(10)bps

59.4

4.0%

30bps

41.0
n/a
41.0

Mainland
Europe*
Non–core
businesses
Mainland
Europe**

1,473.2

19.6 (53.1)%
1,492.8

10.8%

5.9%
n/a

26.4%

140bps

(0.6)

(3.1)%

(560)
bps

n/a

27.4%

–

58.8

3.9%

30bps

* Before results attributable to businesses identified as non-core.
** On a statutory basis 2017 revenue was £1,492.8m, operating profit was £41.0m and operating margin was 2.7%.
*** Reported operating profits/(losses) are shown on a segmental basis, including the operating result of non-core businesses
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Improved market conditions in France have
helped revenue this year, particularly in the
residential sector which accounts for 64%
of revenue in the country. The business has
also benefitted from some of the actions
taken at LiTT to drive improved operational
performance, which are now also being
applied to the Larivière business. As a
result, SIG France overall had a strong year,
delivering £26.2m of underlying operating
profit, up £1.8m on 2016.
Underlying revenue in Germany grew by
10.5% to £425.9m (2016: £385.6m), as it
benefitted from foreign exchange translation.
LFL sales grew by 4.8%, as the Group sought
to improve its performance and reposition
the business towards the higher growth
segments of the German market, such as
the residential sector. Underlying operating
profit increased by £3.8m to £11.5m
(2016: £7.7m). Excluding property profits,
underlying operating profit decreased by
9.1% to £7.0m (2016: £7.7m)
In Poland, SIG grew revenues by 24.1%
to £142.8m, benefitting from strong
sales performance and foreign exchange
translation. Following last year’s subdued
performance, resulting from political and
economic uncertainty, construction markets
stabilised in the first quarter of 2017. There
was then significant improvement during the
remainder of the year, leading to a 13.7%
increase in SIG’s LFL sales growth for the
year. After operating cost inflation and other
cost increases, the business delivered an
underlying operating profit of £1.0m in 2017
(2016: £1.1m).

The 2% increase in underlying revenue in Benelux reflects foreign exchange translations,
with LFL sales decreasing by 4.3%. Following a construction market recovery during 2016,
conditions became tougher in 2017, with increased price competition for interior products
and a weaker demand for technical insulation. However, robust cost management ensured
that underlying operating profit improved by £2.2m to £6.3m.

HISTORICAL OVERSTATEMENTS

On 9 January 2018, the Group announced that it had identified during initial year end close
processes, historical overstatements of net cash and trade payables related to cash cut-off
procedures associated with the issue of cheques around previous period ends. There was no
impact from this on the Consolidated Income Statement, but it resulted in an understatement
of net debt of £19.8m (comprising £19.5m in SIGD and £0.3m in Ireland) at 31 December
2016 and £27.2m at 30 June 2017 (£26.9m in SIGD and £0.3m in Ireland).

STRATEGIC REPORT

Revenue in France, where SIG operates
three businesses (Larivière, the market
leading specialist roofing business; LiTT, the
leading structural insulation and interior
business; and Ouest Isol / Ouest Ventil, a
leading supplier of technical insulation and
air handling products), increased by 12.1% to
£660.7m (2016: £589.2m), having benefitted
from foreign exchange translation. On a LFL
basis sales were up by 5.9%.

As a result, net debt has been restated to £279.7m at 31 December 2016 (previously
reported £259.9m) and to £193.4m at 30 June 2017 (previously reported £166.5m) and
headline financial leverage has been restated to 2.4x at 31 December 2016 (previously
reported 2.1x) and 2.0x at 30 June 2017 (previously reported 1.6x).
In addition on 1 February 2018, the Group announced that following a whistleblowing
allegation of potential accounting irregularity at SIGD, it had identified that a number of
balances relating to rebates and other potential supplier recoveries were overstated at
31 December 2016, in some cases intentionally. This resulted in an overstatement of profit
for the year ended 31 December 2016 of £3.7m, with a further £0.4m overstatement of profit
relating to the year ended 31 December 2015, and a further £2.5m overstatement of profit
for the half year ended 30 June 2017.
Both of these overstatements have been restated in the results presented in this Annual
Report. In response to these issues, the Group has implemented a number of priority controls
recommendations in relation to both rebates and cash. With support from KPMG, the Group
has completed a review of financial reporting controls at SIGD, which has identified no further
material accounting cause for concern, although it has made some controls recommendations
which are now being implemented. A number of employees are leaving the business following
disciplinary investigations into the circumstances. Further details on the overstatements and
actions taken are also included in the Corporate governance report on page 61.
SIG is in the process of formalising and rolling out a key controls framework across the Group,
which will provide additional discipline around the appropriate design and effective operation
of key controls going forward.

Air Handling, the largest pure-play specialist
air handling distributor in Europe, grew
underlying revenue by 22.2% as it benefitted
from a healthy LFL growth of 10.9%, and
from acquisitions and foreign exchange
translations. The air handling market
continues to grow at a faster rate than the
wider construction sector, due to strong
demand drivers, including higher energy
efficiency and air quality standards. As a
result, Air Handling delivered an improved
underlying operating profit performance up
£3.6m to £14.4m.

www.sigplc.com
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RECONCILIATION OF STATUTORY RESULT TO THE UNDERLYING
TRADING PERFORMANCE

Income statement items are presented in the column of the Consolidated Income Statement
entitled Other items where they are significant in size and either they do not form part of the
trading activities of the Group or their separate presentation enhances understanding of the
financial performance of the Group.

Underlying profit before tax

2017
£m

2016
£m

79.2

75.9

and other restructuring costs of £14.4m
(2016: £6.7m), comprising supply chain
review costs £11.7m (2016: £6.7m) and
redundancy consultancy costs £2.7m
(2016: £nil).


Acquisition expenses and contingent
consideration - £9.8m (2016: credit
of £4.6m) relating in particular to the
acquisition of HC Groep by Air Handling
in 2015. Acquisition expenses and
movements in contingent consideration
linked to employment contracts or other
targets where the measurement period
has expired vary depending on the
number, size and future profitability of
acquisitions.



Defined benefit pension scheme
curtailment loss – £nil (2016: £0.9m). On
30 June 2016 the UK defined pension
scheme was closed to future benefit
accrual. The change in assumptions
associated with the closure resulted in a
curtailment loss of £0.9m in 2016. Further
details can be found in note 29c to the
Financial Statements.



Other specific items – credit of £5.5m
(2016: £5.9m). Other specific items
include the profit on sale of nonoperational property of £5.8m (2016:
£2.8m) and other costs of £0.3m (2016:
credits of £0.4m). In 2016 Other specific
items also included impairment charges
and other costs following the cessation
of the UK eCommerce project of £9.7m,
a net charge arising as a result of
movements in provisions associated with
businesses disposed of in previous years
of £0.5m, fair value gains on fuel hedging
contracts of £0.4m and a credit of £0.7m
arising as a result of the reassessment of
the provision associated with the closure
in 2015 of the Group’s operations in the
Kingdom of Saudi Arabia.



Net fair value losses on derivative financial
instruments and unwinding of provision
discounting – £2.2m (2016: £1.5m).
Amortisation of amounts previously
recorded in reserves from the cancellation
of certain interest rate derivative contracts
in 2009 are being amortised through the
Consolidated Income Statement over the
life of the associated debt to 2018 in line
with the relevant accounting standards
(2017: £1.8m; 2016: £1.9m). Also included
within finance costs is a credit of less than
£0.1m (2016: credit of less than £0.1m)
relating to hedge ineffectiveness incurred
on the Group’s financial instruments
and a net charge of £0.5m in respect of
unwinding of provision discounting (2016:
charge of £0.1m).

Other items – impact operating profit:
Amortisation of acquired intangibles

(9.3)

(10.3)

Impairment charges

(6.8)

(110.6)

Losses on agreed sale or closure of non-core businesses and
associated impairment charges

(72.4)

(40.1)

Net operating losses attributable to businesses identified as non-core

(14.3)

(7.9)

Net restructuring costs

(21.1)

(13.3)

(9.8)

4.6

Acquisition expenses and contingent consideration
Defined benefit pension scheme curtailment loss
Other specific items

–

(0.9)

5.5

(5.9)

(2.2)

(1.5)

(130.4)

(185.9)

(51.2)

(110.0)

Other items – impact net finance costs:
Net fair value losses on derivative financial instruments and
unwinding of provision discounting
Total Other items
Statutory loss before tax

Amounts reported in the Other items column of the Consolidated Income Statement which in
total amounted to a loss before tax of £130.4m (2016: £185.9m) are as follows:
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Amortisation of acquired intangibles
– £9.3m (2016: £10.3m). Intangible
amortisation is dependent upon the
number and value of acquisitions made
by the Group over time. The Accounting
Policies section on page 109 and Note 13
of the Financial Statements on page 135
provide details of what is included within
intangible assets and over what periods
the assets are amortised.



Losses on agreed sale or closure of
non-core businesses and associated
impairment charges - £72.4m (2016:
£40.1m). The charge was recognised
in respect of the agreed sale or exit of
businesses during the year. Further detail
of the nature and breakdown of this
charge can be found in Note 11
of the Financial Statements on pages
128 to 131.



Impairment charges – £6.8m (2016:
£110.6m). An impairment of £6.8m
has been recognised in relation to the
carrying value of the UK ERP system,
Kerridge K8. In the prior year a goodwill
and intangible asset impairment
charge of £100.4m associated with the
Larivière Cash Generating Unit (‘CGU’)
was recognised as a result of the annual
impairment review following continued
challenging conditions in the French
roofing market, and growing uncertainty
around market growth, macroeconomic
conditions and uncertainty within the
European Union in the medium term. In
addition, a goodwill impairment charge of
£10.2m associated with the Poland CGU
was recognised following a change in
short term forecast profitability.



Net operating losses attributable to
businesses identified as non-core in
2017 – £14.3m (2016: £7.9m). The 2017
results of businesses sold or agreed to
be sold or closed, together with their
2016 comparatives have been reported
as Other items on the basis of their
non-recurring nature and to provide an
indication of the underlying earnings of
the Group.



Net restructuring costs – £21.1m (2016:
£13.3m). The Group performed a strategic
review of its cost base and commenced a
series of restructuring actions during the
year to improve the efficiency of its fixed
cost base. These actions have resulted in
redundancy costs of £3.9m (2016: £1.7m),
property closure costs of £2.8m (2016:
£4.4m), rebranding of £nil (2016: £0.5m)
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TAXATION

2017
£’m

2016
£’m

Losses on agreed sale or closure of non-core businesses and
associated impairment charges

(72.4)

(40.1)

Net operating losses attributable to businesses identified
as non-core

(14.3)

(7.9)

Total

(86.7)

(48.0)

During the year the Group has exited or has resolved and is in the process of exiting a
number of businesses that are deemed to be non-core and which offered a low probability
of significant improvements in performance over the medium term. Total losses of £86.7m
(2016: £48.0m) have been recognised in Other items on the face of the Consolidated
Income Statement in relation to these. The revenue and profits/(losses) attributable to these
businesses are shown in the table below. The table also shows the impact on profit of the
historical overstatement in order to derive comparatives for the underlying Group.
2017

Revenue
£m

Statutory Group revenue as
reported at 2016 full year
results
Drywall Qatar1
Carpet & Flooring

1

Underlying Group as
reported at 2016 full year
results

2016
Underlying
profit/(loss)
before tax
£m

Not applicable

Revenue
£m

Underlying
profit/(loss)
before tax
£m

2,845.2

n/a

(1.2)

1.4

(7.9)

2.8

(11.4)

0.7

(97.5)

3.0

67.0

2,739.8

77.5

(1.3)

3.4

(3.3)

0.1

(7.6)

0.2

(27.6)

(0.6)

Building Plastics3

(34.5)

(0.9)

(63.0)

(2.9)

Middle East

(19.5)

0.7

(30.4)

(0.9)

Metechno2
WeGo Austria

2

3

Underlying Group as
reported at 2017 half year
results

2,865.8

2,802.9

70.4

2,615.5

73.2

(12.0)

0.4

(14.2)

(0.2)

Building Systems5

(8.0)

7.6

(9.2)

6.2

GRM Insulation

(2.6)

0.8

(2.6)

0.6

IBSL6

(1.8)

–

(2.1)

(0.2)

Historical overstatement

n/a

n/a

n/a

(3.7)

2,778.5

79.2

2,587.4

75.9

ATC Turkey

4

5

Underlying Group at 2017
full year results
1

First announced at SIG’s 2016 full year results on 14 March 2017.

2

First announced in SIG’s AGM trading update on 11 May 2017.

3

First announced at SIG’s half year results on 8 August 2017.

4

First announced in SIG’s trading update on 9 January 2018.

5

First announced on 28 February 2018.

6

First announced on 9 March 2018.

Further details of these non-core businesses are included in Note 11 of the Financial
Statements on pages 128 to 131.

The Group’s approach to tax matters is to act
in a responsible manner and in accordance
with the laws and objectives of the territories
in which we operate. The Group seeks to pay,
at the right time, the correct amount of taxes
due, both direct and indirect, in accordance
with all relevant tax laws and regulations.
The Group takes appropriate advice
from reputable professional advisers to
ensure compliance with applicable rules
and regulations, and to consider potential
mitigating actions in order to manage
tax risks.

STRATEGIC REPORT

DIVESTMENTS AND CLOSURE OF NON-CORE BUSINESSES

The Group aims to establish and maintain
transparent and constructive relationships
with all relevant tax authorities. Should a tax
related dispute arise then we aim promptly
to address and resolve the issue with the
relevant tax authority, in a responsible,
cooperative and timely manner.
The Board has overall responsibility for
managing and controlling risk, including tax
risk, within the Group. The Board recognises
the importance of tax risk management as
part of the day-to-day management of the
business. The Group has a Tax and Treasury
Committee that provides regular updates
to the Board, which enables the Board to
consider the tax implications of significant
strategic decisions on a timely basis.
In accordance with UK legislation the
Group publishes an annual tax strategy,
which is available on the Group’s website
(www.sigplc.com).
The Group recorded an income tax charge on
underlying profits from ongoing operations
amounting to £20.5m (2016: £18.1m) which
represents an underlying effective rate of
25.9% (2016: 23.8%). On the statutory loss
before tax of £51.2m (2016: £110.0m), the
income tax charge of £7.4m represents an
effective rate of negative 14.5% (2016: 14.5%).
These differences arise as a result of amounts
included as Other items in the year.
Cash tax payments amounted to £18.8m,
£1.7m below the £20.5m income tax charge
on underlying profits primarily as a result of
the restructuring costs incurred in the year
included within Other items and also the
utilisation of the Group’s brought forward UK
non-trading tax losses (c.£8m gross utilised
during the year).
The Group’s underlying effective tax rate in
2018 will be determined by the mix of profits
from different jurisdictions. It is anticipated
that the underlying effective tax rate in 2018
(excluding any prior year effects) will be c.27%.

www.sigplc.com
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SHAREHOLDERS’ FUNDS AND
RETURNS TO SHAREHOLDERS

CASH FLOW AND FINANCIAL POSITION

Shareholders’ funds decreased by £58.7m
to £476.8m (2016: £535.5m). The decrease
comprised the following elements:

Taking into account the restatement of the opening net debt position, the Group ended 2017
with net debt of £223.8m and headline financial leverage of 1.9x. The £55.9m reduction in
net debt includes the benefit of £48.7m of receipts relating to non-recourse debt factoring
arrangements.
2017
£m

2016
Restated
£m

Cash inflow from trading

62.8

95.2

Cash inflow from factoring arrangements

48.7

–

£m

Loss after tax attributable to equity
holders of the Company

(59.6)

Exchange differences on assets and
liabilities after tax

11.7

Gains and losses on cash flow hedges
Movements attributable to share
options
Actuarial gain on pensions schemes
(net of deferred tax)

2.5
0.5
4.4

Dividends paid to equity holders of the
Company

(18.2)

Decrease in Shareholders’ funds

(58.7)

In 2017, the Group delivered an improved
underlying earnings per share in 2017 of
9.8p (2016: 9.7p). As a result the Board is
recommending payment of a final dividend
for the year of 2.50p (2016: 1.83p) per
share. Together with the interim dividend
of 1.25p (2016: 1.83p) per share, this gives
a total dividend for the year of 3.75p (2016:
3.66p) per share, in line with the Group’s
stated policy to target a dividend pay-out
in the range of 2-3x earnings cover (on an
underlying earnings per share basis).
Subject to approval at the Group’s AGM, the
final dividend is expected to be paid on 6 July
2018 to Shareholders on the register at the
close of business on 8 June 2018. The exdividend date will be 7 June 2018.

SIG plc

(15.3)

99.7

79.9

Interest and tax

(31.4)

(22.1)

Maintenance capital expenditure*

(22.8)

(29.5)

Cash inflow from operations

The Company pays dividends out of the
Parent Company retained earnings and has
sufficient distributable reserves to pay the
final dividend for 2017 and an appropriate
interim dividend for 2018. When required
the Company can repatriate cash from
its subsidiaries to increase distributable
reserves. Further details are included in Note
12 of the Company Financial Statements.
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(11.8)

Increase in working capital

45.5

28.3

–

(10.4)

Proceeds from sale of property, plant and equipment

34.6

39.5

Cashflow from divested businesses

17.6

–

Free cash flow available for investment
Investment capital expenditure

Acquisition investment (including deferred consideration)
Foreign exchange (losses)/gains
Issue of shares
Dividends paid to equity holders of the Company
Other items (including fair value movements)

(23.9)

(29.6)

(4.2)

(11.6)

0.1

–

(18.2)

(28.0)

4.4

(8.1)

55.9

(19.9)

Opening net debt (restated)

(279.7)

(259.8)

Closing net debt

(223.8)

(279.7)

Movement in net debt

* Where net capital expenditure is equal to or less than depreciation (including amortisation of computer software), all such
net capital expenditure is assumed to be maintenance capital expenditure. To the extent that net capital expenditure
exceeds depreciation, the balance is considered to be investment capital expenditure.

This is still considered by management to be a higher level than desirable taking into account
cyclical risk and accordingly further leverage reduction remains a key priority. In particular,
management has initiated a number of actions to deliver sustainable reductions in levels of
working capital as well as seeking to monetise a number of businesses for cash proceeds as
part of the refocusing of the portfolio.
These actions are expected to deliver further reductions in net debt during 2018 which,
coupled with improvements in the level of profitability, mean the Group continues to target
a 1.0 – 1.5x headline financial leverage range during 2018. SIG’s infill acquisition programme
remains suspended until leverage has been brought under control and the Group continues
to target headline financial leverage below 1.0x over the medium term.
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FIXED ASSETS
Net capital expenditure (including computer software) was a net cash inflow of £11.8m
(2016: £0.4m outflow), representing a capex to depreciation ratio of negative 0.44x (2016:
positive 0.01x). Capital expenditure includes new vehicles, new brownfield sites and
investment in plant and machinery.
The capex to depreciation ratio has been strongly influenced in the year by the level of
proceeds from the sale of property, plant and equipment, which were £34.6m (2016: £39.5m).
Excluding these proceeds, the capex to depreciation ratio would be 0.86x (2016: 1.35x).

FOREIGN CURRENCY TRANSLATION

Overseas earnings streams are translated at the average rate of exchange for the year while
balance sheets are translated using closing rates. The table below sets out the principal
exchange rates used:
Average rate

Movement

Closing rate

Movement

2017

2016

%

2017

2016

%

Euro

1.14

1.22

(6.6)%

1.13

1.17

(3.4)%

Polish Zloty

4.85

5.32

(8.8)%

4.70

5.16

(8.9)%

The impact of exchange rate movements on the translation of the Group’s overseas earning
streams, net assets and net debt can be summarised as follows:
Impact of currency movements
in 2017

Underlying revenue

£101.7m

3.8%

Statutory revenue

£103.6m

3.7%

Underlying operating profit

£4.0m

4.5%

Statutory operating profit

£2.5m

6.9%

Underlying profit before tax

£3.6m

4.7%

Statutory profit before tax

£2.1m

3.9%

£11.6m

2.5%

£4.2m

1.9%

Consolidated net assets
Net debt

Fluctuations in exchange rates give rise to translation differences on overseas earnings
streams when translated into Sterling. Further details of SIG’s foreign exchange policies are
detailed in the Foreign Currency Risk section on page 37.

PENSION SCHEMES

In total, the Group operates six defined
benefit pension schemes, the largest of
which is a funded scheme held in the UK
which was closed to future accrual on
30 June 2016. The remaining five defined
benefit pension schemes are unfunded
book reserve schemes held in the Group’s
Mainland European businesses. Together the
UK defined benefit scheme and the five book
reserve schemes are referred to as “defined
benefit pension schemes”.

STRATEGIC REPORT

Notwithstanding the current levels of headline financial leverage, the Group retains
considerable headroom against its financing facilities, with total debt facilities of £553m as
at 31 December 2017 (31 December 2016: £549m) and only £78m drawn from the Group’s
£350m Revolving Credit Facility at the year end (2016: £161.9m drawn).

At the last triennial valuation of the UK
scheme, the Trustees and the Company
agreed a long term funding plan where the
Company is paying contributions of £2.5m
a year to the UK defined benefit scheme.
The next triennial actuarial valuation is
effective as at 31 December 2016 and work
is underway. The Trustees are aiming to
conclude the valuation by the end of March
2018. The overall gross defined benefit
pension schemes’ liability decreased during
the year by £6.7m to £30.4m (31 December
2016: £37.1m).
In addition to the defined benefit pension
schemes, the Group also operates a number
of defined contribution pension schemes.
Further details of the pension schemes
operated by SIG are set out in Note 29c
of the Financial Statements on pages 153
to 156.

CAPITAL STRUCTURE

The Group manages its capital structure
to ensure that entities in the Group will be
able to continue as a going concern while
maximising the return to Shareholders
through the optimisation of the debt and
equity balance. The Group is focused on
strengthening the balance sheet as it has
accumulated losses at 31 December 2017.
The main measure used to assess the
appropriateness of the Group’s capital
structure is its net debt to EBITDA (see
Note 3 of the Financial Statements) ratio
(i.e. leverage), thus ensuring that the Group’s
capital structure is aligned to the Group’s
debt covenants.
As at 8 March 2018, SIG’s share price
closed at 149.8p per share, representing
a market capitalisation of £886m at that
date. SIG monitors relative Total Shareholder
Return (‘TSR’) for assessing relative financial
performance. This has been detailed in the
Directors’ Remuneration Report on pages 94
and 95.

www.sigplc.com
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Treasury risk management

TREASURY RISK – INTRODUCTION

SIG’s Finance and Treasury Policies set out the Group’s approach to managing treasury risk. These policies are reviewed and approved by the
Board on a regular basis. It is Group policy that no trading in financial instruments or speculative transactions be undertaken.

FUNDING OF OPERATIONS

SIG finances its operations through a mixture of Shareholders’ equity, bank funding, private placement and other borrowings. A small
proportion of SIG’s assets are funded using fixed rate finance lease contracts.
The Group’s net debt is made up of the following categories:

Obligations under finance lease contracts

2017
£m

2016
Restated
£m

9.9

11.2

Bank overdrafts

29.6

22.7

Bank loans

84.2

171.9

204.2

200.7

17.0

2.7

Private placement notes
Loan notes and deferred consideration
Derivative financial instruments (liabilities)
Total

3.5

3.8

348.4

413.0

(1.3)

Derivative financial instruments (assets)
Gross debt (after derivative financial assets)
Cash on deposit (restated)

408.5

(121.8)

(127.0)

–

Other financial assets

(1.5)

Deferred consideration
Net debt

(4.5)

347.1

(1.1)
(0.7)

223.8

279.7

2017
£'m

2016
£'m

223.8

279.7

11.8

3.5

This reconciles to net debt used for covenant calculations as follows:

Net debt
Other covenant financial indebtedness

(1.5)

Foreign exchange adjustment
Covenant net debt

(6.4)

234.1

276.8

The Group’s gross financial liabilities can be further analysed as follows:
2017
£m

2017
%

2016
£m

2016
%

Gross financial liabilities with a maturity profile of greater than five years

141.7

40.8%

136.3

33.4%

Gross financial liabilities held on an unsecured basis

336.8

97.0%

396.6

97.1%

Details of derivative financial instruments are shown in Note 19 of the Financial Statements on pages 140 to 143.
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MANAGEMENT OF TREASURY RISKS

Treasury risk management incorporates liquidity risk, interest rate risk, foreign currency risk, commodity risk, counterparty credit risk and the
risk of breaching debt covenants. These specific risks, and the Group’s management of them, are detailed below.

LIQUIDITY RISK AND DEBT FACILITIES

Liquidity risk is the risk that SIG is unable to meet its financial obligations as they fall due.
In order to mitigate the risk of not being able to meet its financial obligations, SIG seeks a balance between certainty of funding and a flexible,
cost-effective borrowing structure, using a mixture of sources of funding in order to prevent over-reliance on any single provider. The key
sources of finance are private placement note investors, being mainly US-based pension funds, and principal bank debt. In addition the Group
commenced non-recourse factoring during the year.

Facility
amount
£m

Bank debt

Amount
drawn
£m

Amount
undrawn
£m

Date of expiry

350.0

78.0

272.0

May 2021

Private placement loan notes

20.0

20.0

–

November 2018

Private placement loan notes

26.7

26.7

–

October 2020

Private placement loan notes

17.8

17.8

–

October 2021

Private placement loan notes

44.4

44.4

–

October 2023
August 2026

Private placement loan notes

94.2

94.2

–

553.1

281.1

272.0
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The maturity profile of the Group’s debt facilities at 31 December 2017 is as follows:

SIG has no immediate refinancing requirements, and can repay the £20.0m of Private Placement loan notes maturing in November 2018
through existing resources. SIG has sufficient funding headroom with existing facilities to support its medium term plans.

INTEREST RATE RISK

The Group’s interest costs in respect of its borrowings will increase in the event of rising interest rates. To reduce this risk the Group monitors
its mix of fixed and floating rate debt and enters into derivative financial instruments to manage this mix where appropriate. SIG has a policy of
aiming to fix between 50% and 75% of its average net debt over the medium term.
The percentage of net debt (on an average basis) at fixed rates of interest at 31 December 2017 is 81% (2016: 73%) and on a gross debt basis
is 75% (2016: 60%), which is within the Group’s targeted medium term range.

FOREIGN CURRENCY RISK
INCOME STATEMENT
SIG has a number of overseas businesses whose revenues and costs are denominated in the currencies of the countries in which the
operations are located. 57% of SIG’s 2017 underlying revenues (2016: 54%) were in foreign currencies, being primarily Euros and Polish Zloty.
Less than 3% of SIG’s sales and purchases are cross-currency. When cross-currency transactions occur, it is SIG’s policy to eliminate currency
exposure at that time through forward currency contracts, if the exposure is considered to be material.
SIG faces a translation risk in respect of the local currencies of its primary foreign operations, principally being Euro and Polish Zloty revenues
and profits. SIG does not hedge the income statement translational risk arising from these income streams.
SIG also faces a translation risk from the US Dollar in respect of interest on its private placement borrowings. This risk has been eliminated
through the use of cross-currency swaps, which swap the US Dollar private placement debt into Euros.

www.sigplc.com
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BALANCE SHEET
The Consolidated Balance Sheet of the Group is inherently at risk from movements in the Sterling value of its net investments in foreign
businesses and the Sterling value of its foreign currency net debt.
For currencies where the Group has significant balance sheet translational risk, SIG seeks to mitigate this risk by holding financial liabilities
and derivatives in the same currency to partially hedge the net investment values. The Group’s policy is that for currencies where a material
balance sheet translational exposure exists, the Group will hold financial liabilities in that particular currency in proportion to the overall Group
ratio of net debt to capital employed.
SIG had the following net debt denominated in foreign currencies, held partially to hedge the assets of overseas businesses (including cash
and cash equivalents):

Euro
PLN
Other currencies
Total
% of net debt

2017
Local
currency net
borrowings/
(cash)
LC’m

2017
Sterling
equivalent
borrowings/
(cash)
£m

2016
Sterling
equivalent
borrowings/
(cash)
£m

163.9

145.6

152.7

(81.8)

(17.4)

(14.6)

1.5

8.2

129.7

146.3

58%

52%

multiple

Euro net debt at 31 December 2017 represented 65.1% of Group net debt (2016: 54.6%).
IMPACT OF FOREIGN CURRENCY MOVEMENTS IN 2017
The overall impact of foreign exchange rate movements on the Group’s Consolidated Income Statement and Consolidated Balance Sheet is
disclosed on page 35 of this Strategic Report.

COMMODITY RISK

The nature of the Group’s operations creates an ongoing demand for fuel and therefore the Group is exposed to movements in market fuel
prices. The Group enters into commodity derivative instruments to hedge such exposure where it makes commercial and economic sense to
do so.
In 2015 the Group entered into four commodity derivative instruments to hedge a portion of the UK, Polish and French fuel requirements for
2015 and 2016. At 31 December 2016 these commodity derivative instruments had matured, and the Group has not entered into any further
commodity derivative instruments.

COUNTERPARTY CREDIT RISK

SIG holds significant investment assets, being principally cash deposits and derivative assets. Strict policies are in place in order to minimise
counterparty credit risk associated with these assets.
A list of approved deposit counterparties is maintained. Counterparty credit limits, based on published credit ratings and CDS spreads, are in
place. These limits, and the position against these limits, are reviewed and reported on a monthly basis.
Sovereign credit ratings are also monitored, and country limits for investment assets are in place. If necessary, funds are repatriated to the UK.
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DEBT COVENANTS

The Company’s debt facilities in place at 31 December 2017 contained a number of covenants to which the Group must adhere. The Group’s
debt covenants are tested at 30 June and 31 December each year, with the key financial covenants being leverage and interest cover.

Requirement

Year
ended
31 December
2017

Year
ended
31 December
2016
Restated

>£400m

£476.8m

£538.5m

Interest cover ratio2

>3.0x

5.0x

6.2x

Leverage ratio

<3.0x

1.9x

2.4x

Consolidated net worth

1

3

1.

The consolidated net worth covenant is applicable to the private placement debt only.

2.

 ovenant interest cover is the ratio of the previous 12 months’ underlying operating profit (including the trading losses and profits associated with divested businesses) to net financing
C
costs (excluding pension scheme finance income and finance costs).

3.

Covenant leverage is the ratio of closing net debt (at average exchange rates) to the underlying operating profit before depreciation, adjusted if applicable for the impact of acquisitions
and disposals during the previous 12 months (‘EBITDA’).

STRATEGIC REPORT

The ratio for each of the debt covenants is set out below:

Detailed calculations of the interest cover ratio and leverage can be found in Note 32 of the Financial Statements on pages 158 to 164.
As can be seen in the table above, the Group is in compliance with its financial covenants and has a reasonable level of headroom.
The 2017 year end headline financial leverage has decreased as a result of short term prioritised actions undertaken by the Company, but
is still above the Group’s medium term target of below 1.0x. Going forward, the Group will continue to prioritise leverage reduction by more
tightly focusing on its cash generation, moderating capital expenditure and suspending its infill acquisition programme.
The Group is expecting leverage to increase at 30 June 2018 over the 1.9x reported at 31 December 2017 due to normal seasonal working
capital patterns.

VIABILITY STATEMENT

In accordance with the requirements of the 2016 UK Corporate Governance Code (‘the Code’), the Directors confirm that they have performed a
robust assessment of the principal risks facing the Group, including those that would threaten its business model, future performance, solvency
or liquidity. Details of the risk identification and management process and a description of the principal risks and uncertainties facing the Group
are included in this Strategic Report on pages 42 to 45. As such, the key factors affecting the Group’s prospects are:


Market positions: SIG retains top three positions in its core business, which will continue to offer sustainable positions over the
medium term.



Specialist business model: SIG is focused on specialist distribution and merchanting of specialist products for our business customers.
A defined product focus means SIG occupies a key supply niche, partnering both suppliers and customers to add value.



Sales mix: A diversified portfolio of products, market sectors and geographies means SIG has a resilient underlying portfolio of customers,
and as a result, competitors, diversifying the risk around sales for the Group.

The Board has determined that a three-year period to 31 December 2020 is the most appropriate time period for its viability review. This
period has been selected since it gives the Board sufficient visibility into the future, due to industry characteristics, business cycle and the
tenor of existing financing, to make a realistic viability assessment. This aligns with the turnaround plans for the business.

www.sigplc.com
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THE ASSESSMENT PROCESS AND
KEY ASSUMPTIONS

As part of the Group’s strategic and financial
planning process a medium term business
plan including detailed financial forecasts for
the first three years was produced covering
the period to 31 December 2020. The process
included a detailed review of the plan, led by
the Chief Executive Officer and Chief Financial
Officer in conjunction with input from
divisional and functional management teams.
The Board participated fully in this process
by means of an extended Board meeting to
review and approve the plan.
The key assumptions within the Group’s
financial forecasts include:
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Modest but realistic growth: The Group
is targeting top-line sales growth in line
with the market over the medium term.
Other than the strategic levers and the
impact of the annualising cost saving
actions taken in 2017, trading is assumed
in be on a ‘business as usual’ basis.



Strategic levers: Improvements are
assumed as a result of the delivery of the
three strategic levers:
——

Operational efficiency:
operating cost savings and working
capital reduction;

——

Customer value:
pricing and product, enhancing
gross margin for the Group; and

——

Customer service:
sales and service improvements.



Dividends: No change in the stated
dividend policy.



Availability of financing: No change
in capital structure as the refinancing
undertaken in 2016 ensures that SIG has
sufficient funding headroom and liquidity
in place to support its plans over the
medium term.

SIG plc

ASSESSMENT OF VIABILITY

In order to assess the resilience of the Group to threats to its viability posed by those risks in
severe but plausible scenarios, this model was subjected to thorough multi-variant stress and
sensitivity analysis together with an assessment of potential mitigating actions. This multi-variant
stress and sensitivity analysis included scenarios arising from combinations of the following:
Variant

Link to principal risks and
uncertainties

SIG’s recent track record highlights the challenge in
delivering lasting change. On this basis, the sensitivity
analysis has been modelled as if the improvements from
the Group’s strategic levers will not be achieved during the
assessment period.

Delivering the change
agenda

The implications of both a challenging economic
environment and a growing market on the Group’s
revenues (both pricing and volume impacts) have been
modelled by assuming a severe but plausible reduction in
sales volume throughout the period.

Market conditions

The impact of the competitive environment within which
the Group’s businesses operate and the interaction with
the Group’s gross margin has been modelled by assuming
a severe but plausible reduction in revenue and gross
margins throughout the period.

Delivering the change
agenda

The impact of a severe and prolonged economic downturn
on the Group’s financial results was modelled using a
scenario based on the 2009 economic crisis.

Market conditions

Market conditions
Working capital and cash
management

Market conditions

The resulting impact on key metrics was considered with particular focus on solvency
measures including debt headroom and covenants such as leverage. The impact of a severe
prolonged downturn in the markets in which the Group operates would affect the carrying
value of the Group's assets and have an impact on the consolidated net worth covenant.
The Group has controls in place to monitor these risks. In the case of these scenarios
arising, various mitigating actions are available to the Group, including further cost reduction
programmes, a reduction in non-essential capital expenditure and a moderation of dividend
payments.
After conducting their viability review, and taking into account the Group's current position
and principal risks, the Directors confirm that they have a reasonable expectation that the
Group will be able to continue in operation and meet its liabilities as they fall due over the
three-year period of their assessment to 31 December 2020.

Annual Report and Accounts for the year ended 31 December 2017

In determining whether the Group’s 2017
Annual Report and Accounts can be
prepared on a going concern basis, the
Directors considered all factors likely to
affect its future development, performance
and financial position, including cash flows,
liquidity position and borrowing facilities
and the risks and uncertainties relating to its
business activities. These are set out in the
Chairman’s Statement and Strategic Report
on pages 2 to 45 and in the Notes to the
Financial Statements.
The key factors considered by the
Directors were:


the implications of the challenging
economic environment and the
continuing weak levels of market demand
in the building and construction markets
on the Group’s revenues and profits;



projections of working capital
requirements taking into account normal
seasonality trends and short term
working capital management;



the impact of the competitive
environment within which the Group’s
businesses operate;



the availability and market prices of the
goods that the Group sells;



the credit risk associated with the Group’s
trade receivable balances;



the potential actions that could be taken
in the event that revenues are worse than
expected, to ensure that operating profit
and cash flows are protected; and



the committed finance facilities available
to the Group.

Having considered all the factors above
impacting the Group’s businesses, including
downside sensitivities, the Directors are
satisfied that the Group will be able to
operate within the terms and conditions
of the Group’s financing facilities, and
have adequate resources to continue in
operational existence for the foreseeable
future. Accordingly, they continue to adopt
the going concern basis in preparing the
Group’s 2017 Annual Report and Accounts.

CAUTIONARY STATEMENT

This Strategic Report has been prepared to
provide the Company’s Shareholders with
a fair review of the business of the Group
and a description of the principal risks and
uncertainties facing it. It may not be relied
upon by anyone, including the Company’s
Shareholders, for any other purpose.
This Strategic Report and other sections
of this report contain forward-looking
statements that are subject to risk factors
including the economic and business
circumstances occurring from time to time
in countries and markets in which the Group
operates and risk factors associated with
the building and construction sectors. By
their nature, forward-looking statements
involve a number of risks, uncertainties
and assumptions because they relate to
events and/or depend on circumstances that
may or may not occur in the future and could
cause actual results and outcomes to differ
materially from those expressed in or implied
by the forward-looking statements. No
assurance can be given that the forwardlooking statements in this Strategic Report
will be realised. Statements about the
Directors’ expectations, beliefs, hopes, plans,
intentions and strategies are inherently
subject to change and they are based on
expectations and assumptions as to future

events, circumstances and other factors
which are in some cases outside the Group’s
control. Actual results could differ materially
from the Group’s current expectations. It
is believed that the expectations set out
in these forward-looking statements are
reasonable but they may be affected by a
wide range of variables which could cause
actual results or trends to differ materially,
including but not limited to, changes in risks
associated with the level of market demand,
fluctuations in product pricing and changes
in foreign exchange and interest rates.
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GOING CONCERN BASIS

The forward-looking statements should
be read in particular in the context of the
specific risk factors for the Group identified
on pages 42 to 45 of this Strategic Report.
The Company’s Shareholders are cautioned
not to place undue reliance on the
forward-looking statements. This Strategic
Report has not been audited or otherwise
independently verified. The information
contained in this Strategic Report has been
prepared on the basis of the knowledge and
information available to Directors at the date
of its preparation and the Company does not
undertake any obligation to update or revise
this Strategic Report during the financial
year ahead.
The Strategic Report (comprising pages
1 to 55) was approved by a duly authorised
committee of the Board of Directors on
8 March 2018 and signed on the Board’s
behalf by Meinie Oldersma and
Nick Maddock.
MEINIE OLDERSMA

NICK MADDOCK

CHIEF EXECUTIVE
OFFICER

CHIEF FINANCIAL
OFFICER

8 March 2018

8 March 2018
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Principal risks and uncertainties
The Group has this year formalised a three lines of defence model to provide a
simple and effective way to enhance communication on risk management and
control by clarifying essential roles and duties. By ensuring that there is effective
and sufficient control within each line, SIG management co-ordinates activity
effectively to ensure that there are neither ‘gaps’ in controls nor unnecessary
duplications of coverage.
THE BOARD
AUDIT COMMITTEE
GROUP EXECUTIVE COMMITTEE

1st line of defence

2nd line of defence

BUSINESS OPERATIONS

OVERSIGHT FUNCTIONS

3rd line of defence
INTERNAL TO SIG

EXTERNAL TO SIG

INTERNAL
AUDIT

OTHER 3RD PARTY
ASSURANCE
PROVIDERS

FINANCIAL CONTROLS
OWN &
MANAGE RISK

MANAGEMENT
CONTROLS

COMPLIANCE
RISK MANAGEMENT

1st line of defence

2nd line of defence

3rd line of defence

BUSINESS OPERATIONS

OVERSIGHT FUNCTIONS

INDEPENDENT ASSURANCE

Functions that own
and manage risks

Functions that oversee or
who specialise in compliance
or the management of risk

Functions that provide
independent assurance

In SIG this includes local senior
management in operating companies
and individual functions such as Sales
and Operations.

In SIG this includes Financial
Controllers, the Group Risk Manager
and Health and Safety.

RISK MANAGEMENT FRAMEWORK

A comprehensive risk management framework is necessary to ensure
that SIG is able to sufficiently manage its risks to deliver its threeyear strategic plan. The Board sets the strategy for the Group and
monitors performance in all key areas. It also assesses and monitors
risk through implementation of the SIG risk management framework.
During 2017 this framework was strengthened in several ways. The
framework is outlined below along with the improvements.
The SIG risk management framework is based on identification of
Group risks by the Group Executive Committee (‘GEC’). These risks
are aligned to the three-year strategic plan. Each risk is owned by a
GEC member and sponsored by either the Chief Executive Officer
or Chief Financial Officer who are also members of the Board. This
addition to the risk management framework in 2017 strengthened
risk management in the Group.
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In SIG this includes Group
Internal Audit.

Risks are assessed at both a gross and net level using an agreed risk
scoring methodology. Each risk on the register is managed to an
acceptable level through a series of control activities identified by the
risk owner and, in some instances, Group policies which are included
in new starter inductions (through online tools) or implemented
through business as usual activities. This includes policies such
as those relating to fraud and theft, whistleblowing or gifts and
hospitality. Where it is not possible to manage risks effectively
through existing controls, the risk owners identify actions to enhance
the control environment and allocate owners for each action with
completion dates. These are followed up by the Group Risk Manager
and progress reported back to the GEC and Board. Whilst the risk
process at the GEC takes place formally every 6 months, the GEC also
examines in detail an individual risk from the Group Risk Register on
a monthly basis. This addition to the risk management framework
in 2017 strengthened risk management in the Group. Examples of
risks reviewed in this way in 2017 include the Delivering the Change
Agenda and the Working Capital and Cash Management risks.
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ASSURANCE ACTIVITY

Once the Group Risk Register process has been completed by
the GEC, the Board reviews it to ensure that the right risks have
been identified and that the controls framework is sufficient and
proportionate to the level of risk. The overall process with the GEC
and Board is now well established.

Internal Audit bases its annual audit plan on the Group and individual
operating company risk registers. It also reviews all key controls in
each operating company on a two-year cycle. Whilst most of the work
is performed by an in-house team of qualified auditors, expertise
for specialist areas such as IT and change programmes is obtained
through a co-source arrangement. The plan for 2018 includes a
Group-wide review of controls over the supplier rebates process,
following the issues identified during the year.

In 2017 the Group has started to monitor Key Risk Indicators
(KRIs) for the seven risks on the Group Risk Register. KRIs are lead
indicators of risk, helping the Group to identify when a risk profile
may be changing. KRIs can lead to implementation of additional
measures to further manage risk or even prevent it from crystallising.
The KRIs are monitored on a monthly dashboard by the GEC and
shared with the Board on a quarterly basis. As an example of a KRI,
the Group monitors developing market conditions by tracking the
Purchasing Manager’s Index (a recognised measure of construction
sector economic health in specific countries).

The audit team obtains updates from management on progress
towards completion of agreed actions and tests the controls where
management consider that the actions are complete. The status of
management agreed actions is monitored on a monthly basis by
the Chief Financial Officer and on a quarterly basis by the GEC and
the Audit Committee. The impact on the local risks of internal audit
findings is assessed by management.

A similar process occurs at the operating company level where the
risk register comprises risks based on the local Medium Term Plans
(MTP) which are aligned to the Group strategy. Local management
teams take into account Group risks during the risk identification
process. Local Key Risk Indicators are monitored by each operating
company management team.
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Whilst independent assurance on control activity comes from Group
Internal Audit, second lines of defence provide additional comfort
to management that controls are designed appropriately and are
working effectively. Examples include the programme of branch visits
by the Health and Safety team or the Controls Self-Assessment for
key controls.

PRINCIPAL RISKS
4

6

IMPACT

3

3

4

5

7

1

2

The matrix opposite illustrates the seven principal risks
identified by the Board as having a potential material
impact on the Group. The risks have been plotted by net
impact and likelihood (after taking account of mitigating
actions). The risks are described in detail in the table on
pages 44 and 45.
1 	DELIVERING THE CHANGE AGENDA

2

2

SYSTEMS AND DATA QUALITY

3

ACCESS TO FINANCE

4 	WORKING CAPITAL AND CASH MANAGEMENT
5

1

MARKET CONDITIONS

6 	HEALTH AND SAFETY

1

2

3

7

4

SUPPLIER REBATE INCOME

LIKELIHOOD

DEVELOPMENTS IN 2017

A number of developments for the management of risk have taken
place in the year. The highlights are:

IMPROVEMENTS PLANNED FOR 2018

SIG will continue to improve its risk management processes with a
number of initiatives:



Detailed focus at GEC and Board of specific strategic risks to
promote risk awareness and management.



Implementation of new systems in operating companies as
assessed on a case-by-case basis.



Hiring of an experienced Director of Risk and Internal Audit to
support and develop Group-wide risk management.



Creation of a Group data warehouse to improve Group reporting.



Development of a risk assurance map to identify assurance gaps
and inefficiencies.



Roll-out of the new key controls framework.



Approval of a new IT strategy, including a plan to enhance
cybersecurity controls further.



The introduction of a Portfolio Management Review Board to
prioritise IT resource and identify and manage project risks.



The establishment of an information and data forum to improve
data management and security.



A Group-wide revision of the controls self-assessment process,
with a greater focus on key financial controls.



A revision of the Delegation of Authority Policy to reinforce
authorisation principles of operating and capital expenditure.

The Board monitors approximately 18 risks on the Group Risk Register
which includes risks which are significant but not considered to be
principal, such as relating to legislative breaches or cybersecurity.
The key controls and planned future actions for all of the risks on the
Group Risk Register are documented and updated by the GEC and
reviewed by the Board on a regular basis. In view of the Group's new
strategy to re-affirm its focus on its core business of distribution and
merchanting of specialist products, principal risks were identified in
2017 which were different from the previous year but could still impact
its performance, future prospects and reputation. The management of
these risks will result in potentially stronger outcomes for the Group.
An example of this is the change agenda risk (included in the Principal
Risk table) which recognised the importance of executing key initiatives
across the Group.
www.sigplc.com
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SIG assesses and monitors risk through the
implementation of the SIG risk management
framework.
RISK TITLE

1

DELIVERING
THE CHANGE
AGENDA

CS
CV

RISK DESCRIPTION

Without appropriate
and sufficient capability
and capacity, the Group
will suffer initiative
overload resulting in
management stretch
and failure to focus on
core activities.

RISK MOVEMENT
IN 2017

NEW

KEY MITIGATION ACTIVITIES
 Medium term plans for each operating

company have been reviewed and
prioritised from the outset and KPIs
are monitored by senior management
through local and Group dashboards.

 Appropriate resources and personnel

FOCUS FOR 2018
 Development of Group

dashboard to monitor delivery
of initiatives.

 Incentive plans to be aligned to

delivery of change agenda.

are brought in to deliver and support
initiatives, for example, consultants,
delivery directors and programme
managers.

 Appointment of a Group Transformation

Director to support delivery of initiatives
in the operating companies.

2 S
 YSTEMS

AND DATA
QUALITY

CS
CV
OE

3 A
 CCESS

TO FINANCE

CS
CV

Lack of appropriate
systems and availability
and reliability of data
and Management
Information have an
adverse impact on the
ability of the business to
make properly informed
decisions, identify
override/ weakness of
controls and to conduct
processes consistently
and accurately.

 There are adequate firewalls, offsite

 Deliver the Group’s IT strategy, which

 A dedicated team is responsible for

 Select and implement new or

The Group may not
reduce its leverage
sufficiently in order to
gain access to funds for
further investment and
growth. This will impact
its ability to grow profits.

 The Group has strong relationships with

 Leverage reduction strategy will

 Capex and other expenditure is tightly

 Working capital targets to be

back up and Disaster Recovery plans to
safeguard existing systems.
preparing appropriate management
information for the business.

 A new IT strategy for the Group has

been approved by the Board.

 New overlay systems in development to

fill the gaps that exist in diverse systems
and to define common master data.

its banking partners.

controlled through robust planning,
budgeting, and monitoring controls at
operating company and Group level.

 A Delegation of Authority policy is in

place to ensure expenditure is approved
at the right level.

 Leverage position closely scrutinised

through a series of senior forums.
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includes considerations around data
availability, consistency and reporting.
improved systems for specific
processes (such as supplier rebates)
or countries (such as France).

 Define an upgrade approach for

stable applications and desktop/enduser solutions.

 Embed the new key controls

framework across the Group to
ensure that weaknesses in systems
or paucity of data is compensated by
a stronger control environment. GEC
members will assess the 'tone from
the top' in their individual operating
companies and make changes as
necessary.

be pursued.

tracked throughout 2018 against
budget at Group level.

 Establishment of Group forums

to monitor operating costs.

 Strengthening of performance

management team.

RELEVANCE TO STRATEGY

UNDERSTANDING MOVEMENTS IN BUSINESS RISKS

CS CUSTOMER SERVICE

Increase

CV CUSTOMER VALUE

Decrease

No change

OE OPERATIONAL EFFICIENCY

4

WORKING
CAPITAL
AND CASH
MANAGEMENT

CS

RISK DESCRIPTION

RISK MOVEMENT
IN 2017

Failure to manage
working capital
effectively may lead to
a significant increase
in the Group’s net
debt, thereby reducing
the Group’s funding
headroom and liquidity.

KEY MITIGATION ACTIVITIES

FOCUS FOR 2018

 Working capital forum has been

 Cash flow forecasting capabilities

 Budgets set for all areas of the business,

 Deliver targeted process

established to develop workstreams to
optimise stock, debtors and creditors.
with accountability for performance
established.

 Stretch targets on inventory reduction

have been applied to all branches.

 Working capital is closely monitored at

operating company and GEC level.

 Weekly cash flow forecasting has been

to be improved in all operating
companies, following pilot.

improvements across operating
companies for pay to procure and
order to cash cycles.

 All operating companies will

eliminate use of manual cheques
with exceptions to be approved
by the Chief Financial Officer only.

developed and piloted in the UK.

5 M
 ARKET

CONDITIONS

CS

Market downturn,
impacting our ability to
meet budget and City
expectations.

 The Group’s geographical diversity

 Development of mitigation

 Medium term plans for each operating

 Further consideration of the

reduces the impact of changes in
market conditions in any one business.
company include consideration of
forecast market conditions.

 Cost reduction plans for each operating

company have been agreed and are
monitored monthly.

 Industry-based KPIs are monitored

monthly at operating company and
Group level.

plans that can be triggered in
the event of a major downturn.
Brexit risk at the Board.

 Continue to build balance sheet

strength across all operating
companies.

 Ensure that key measures

around the direction of the
economy have been identified
within each country.

 Monitor the potential impact of

the failure of Carillion and take
necessary steps; identify other
customers who have a similar
risk profile to that of Carillion.

6 HEALTH

SAFETY

AND

Health and safety
risks, including major
injury or loss of life.

NEW

CS

 Health and safety policy and procedure

documents in place for use in all
branches and risk assessments
performed as appropriate.

 Improve health and safety

controls in targeted areas.

 The Group maintains its health and

safety accreditation for ISO 18001
management systems.

CV

 Targeted training and awareness is

delivered to relevant personnel.

OE

 Health and safety KPIs are monitored at

Group level.

7 S
 UPPLIER

REBATE
INCOME

Rebate income
recognised is not fully
supported by rebate
agreements.

NEW

 Regular review of rebate income

and rebate debtors by commercial
and finance teams in operating
companies.

 Monthly reconciliations of rebate

debtor balances.

 Rebate forecasts and assumptions

are reviewed monthly and changes
agreed between commercial and
finance teams.

 Regular review of rebate

income and rebate debtors by
commercial and finance teams
in operating companies.
 Monthly reconciliations of
rebate debtor balances.
 Rebate forecasts and
assumptions are reviewed
monthly and changes agreed
between commercial and
finance teams.
 Review of rebate controls in all
operating companies as part of
the Internal Audit plan.

www.sigplc.com
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RISK TITLE

Sustainability

Principles

SIG recognises its corporate responsibilities towards its Shareholders,
employees, customers and suppliers and is committed to socially
responsible business practice. In 2017 SIG continued to integrate
Corporate Responsibility ('CR') across the Group.
The Group implements policies that include social and environmental
issues in our decision-making process, and is investing in the
development and wellbeing of its people and communities. SIG
believes this approach supports the Group in achieving its business
goals as well as growing Shareholder value. As a constituent of the
FTSE4Good Index of socially responsible companies, SIG is pleased
to inform stakeholders of the measures it is taking to continually
develop its approach to CR, including how it monitors and improves
performance reporting.

BUSINESS PRINCIPLES AND CODE OF ETHICS

The Group has in place Group-wide Ethics, Anti-Bribery and
Corruption, and Ethical Trading and Human Rights policies. These
policies, which are regularly reviewed, underpin the Group’s CR
programme and support its business integrity.

ETHICS POLICY

SIG issues to all employees a Group-wide Ethics Policy which sets
out the standards and behaviours that are expected throughout
the Group’s operations. The policy is designed to ensure that the
business conforms to the highest ethical standards. The policy can be
viewed on the Company’s website (www.sigplc.com).
The policy sets out the following key principles:

The Ethical Trading and Human Rights Policy covers the main issues
that may be encountered in relation to product sourcing and sets
out the standards of professionalism and integrity which should be
maintained by employees in all Group operations worldwide.
The policy expresses the standards concerning: safe and fair working
conditions for employees; responsible management of social
and environmental issues within the Group; and the international
supply chain.
SIG promotes human rights through its employment policies and
practices, through its supply chain and through the responsible use
of its products and services.
There is no separate policy in place which deals specifically with
human rights; however, SIG will keep under review the need for a
specific human rights policy over and above its existing policies.

ANTI-BRIBERY AND CORRUPTION POLICY

SIG has a number of fundamental principles and values that it
believes are the foundation of sound and fair business practice, one
of which is a zero tolerance position on bribery and corruption. The
Group’s Anti-Bribery and Corruption Policy clearly sets out the ethical
values required to ensure compliance with legal requirements within
countries in which SIG and its subsidiary companies operate.
Anti-bribery and corruption training is provided across the Group for
all senior management through to branch managers and external
salespeople. This training is provided via our online training resource,
and also includes modules on competition law.



To abide by the laws applicable to each country of operation.



Not to tolerate any kind of discrimination or harassment.



To be a responsible partner within local communities.



To take into account the legal and moral rights of others in
business transactions.



To maintain a safe and healthy working environment.

Its aim therefore is to limit its exposure to bribery and corruption by:



To be proactive in managing responsibilities to the environment.



Setting out a clear policy on anti-bribery and corruption.



Not to knowingly make misrepresentations.





Not to make political donations.

Training all employees so that they can recognise and avoid the
use of bribery by themselves and others.



Not to give or receive bribes.





To avoid, and in all cases report conflicts of interest.



Encourage employees to report any suspected wrongdoing.

Encouraging employees to be vigilant and to report any suspicion
of bribery, providing them with suitable channels of communication
and ensuring sensitive information is treated appropriately.



Rigorously investigating instances of alleged bribery and
assisting the police and other appropriate authorities in any
resultant prosecution.



Taking firm and vigorous action against any individual(s) involved
in bribery or corruption.

A confidential and independent hotline service is available to all
employees so that they can raise any concerns about how the Group
conducts its business. SIG believes this is an important resource
which supports a culture of openness throughout the Group.
The service is provided by an independent third party with a full
investigation being carried out on all matters raised and a report
prepared for feedback to the concerned party.

DIVERSITY AND EQUAL OPPORTUNITIES POLICY

The Group has published its Diversity and Equal Opportunities Policy
on its website (www.sigplc.com). SIG is committed to developing a
working culture that is fair and inclusive, enabling all employees to
make their distinctive contributions to the benefit of the business.
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SIG values its reputation for ethical behaviour, financial probity and
reliability. It recognises that over and above the commission of any
crime, any involvement in bribery will also reflect adversely on its
image and reputation.

A copy of the Anti-Bribery and Corruption Policy is available to view
on the Company’s website (www.sigplc.com).

MODERN SLAVERY ACT 2015

The Group has published its Group anti-slavery statement in respect of
the year ended 31 December 2016 on its website (www.sigplc.com),
in line with Home Office guidance. The Group continues to work with
its supply chain to ensure there is a zero tolerance policy to slavery.
The Board is in the process of reviewing progress in order to provide
an updated statement to 31 December 2017. The statement will be
uploaded to the Company website within six months of the financial
year end.

Annual Report and Accounts for the year ended 31 December 2017

Sustainability

Our People

CASE STUDY

Developing our people

OUR VISION AND VALUES

At SIG, our vision is Stronger Together, which is underpinned by six
values guiding the way we work with one another, with our customers
and suppliers, and also in our communities. These values are Trust,
Respect, Integrity, Commitment, Teamwork and Fun.
Our vision and values sit alongside and complement our strategy, with
its focus on our people as key to successful delivery across the Group.

INVESTING IN OUR PEOPLE AND CAPABILITY

Colchester branch leads
the way for apprenticeships
SIG Distribution’s Colchester branch has no less than
six team members who are either on an apprenticeship
programme, or who have completed one.
The apprenticeship programme and the associated NVQ
training is of benefit not only to the apprentices themselves,
but also to longer-serving branch colleagues, who have
found that it can give them a different perspective on how
things are done in the work environment.
Nick Holliday, the Branch Director says: “Recruiting
apprentices brings new challenges, as some candidates
have no, or very little, work experience and in all cases
require closer support and more attention than someone
who has been working for years. However, the rewards
and benefits make it very worthwhile. There is so much
satisfaction in seeing these young people develop into skilled
and professional employees of whom the Company can be
exceedingly proud.”

The six past or current apprentices on the Colchester team
are Connor Aves (NVQ in Customer Service); Becky Cutmore
and Holly Birkett (NVQs in Business Admin and Customer
Service); Tom Blackiston (Warehouse and Distribution); Kurt
Excell (Business Admin); and Charlie Blackiston (currently
doing his NVQ in Customer Service).

STRATEGIC REPORT

We firmly believe that our people and our branches are central to our
success, and that their development is essential for them and for our
business. Ensuring that our people have the skills and capability to
take SIG forward is a key focus of our strategy to deliver excellence in
customer service, customer value and operational efficiency.
When new starters join the Group, their local induction programme
informs them about our history, culture, values and strategy.
Induction is an important part of welcoming a new joiner into the
business and explaining and embedding our Stronger Together ethos
and strategy. Over the last year, we have been reviewing our local
induction programmes to ensure that they are refreshed and reflect
the current direction of SIG, and to check that they are a valuable and
positive experience for all of our new joiners.
Our Performance Development Review (‘PDR’) process ensures
all managers and employees know what is expected of them in
their roles from year to year, and helps measure and manage their
performance. The PDR process also provides an opportunity for
employees to discuss their career aspirations, and set individual
development plans. 2017 has seen a review of our PDR processes
across the Group. SIG Benelux, Air Handling and the UK & Ireland
business have all revised their local processes to make sure they
provide the best support for their part of the Group and for their
people. We are currently reviewing our senior leadership PDR
process, with a view to refreshing it to provide the most effective
support for our needs.
The intention is to simplify the process and ensure there is a focus
on individuals’ developmental needs, to support them in their
careers, through in-depth conversations. We continue to support
our managers, with training and materials to help them conduct an
effective performance review, and over 80% of our colleagues now
benefit from an annual, and sometimes bi-annual, review.
Alongside our PDR process, our annual Talent Review is a key
mechanism for identifying our top performers, and those with
potential for growth. In 2017 we worked with the leaders of all
business areas across the Group to highlight our high performers
and also our high-growth-potential employees. The aim is to
develop these individuals through on-the-job experience, projects,
international assignments, coaching or mentoring from internal and
external managers, and also via our new programme specifically
created for our high-potential individuals - known as the RISE
programme. This scheme, which was launched in November 2016,
draws together our high-potential middle managers on an 18-month
development programme that is focused on:


creating a cohort of leaders equipped to drive the strategic growth
of SIG;



embedding a stronger culture of collaboration and understanding
across the Group; and



accelerating the development of high-potential managers,
ensuring that we significantly improve our talent pipeline and
support succession plans.
www.sigplc.com
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The training and development of employees at all levels remains
a key investment area, to support our people and develop the
capability necessary for our future growth. We continue to invest
in e-learning solutions to give more of our people access to a
convenient and efficient learning opportunity. We are continuing
to develop our language skills across the Group, particularly at our
middle manager level.

Developing our people

GROWING OUR TALENT

Finding talented people, and developing and retaining them as they
begin their careers is key to our future success.

APPRENTICESHIPS

Apprentices continue to be an important source of new talent for
our business. We are committed to supporting the emerging careers
and development of people as they come into our business, through
a variety of local apprenticeship schemes. Following the launch of
the apprenticeship levy in the UK in 2017, we have had an increased
incentive to widen the apprenticeship offering in our business. The
UK now provides driver, administration, operations and commercial
trainee apprenticeships, and we are also considering offering
Executive MBA qualification support via a levy-funded scheme.
In 2017, eleven apprentices joined our UK business, and 26 new
apprentices joined us in SIG Germany. In the UK, our focus has been
on upskilling our existing workforce, and by the end of 2017, we had
signed up a further 33 employees from our existing workforce to
apprenticeship programmes.

GRADUATES

Our International Graduate Programme is well established within
the Group. The new recruits who joined us in September 2016 as
Cohort 2 moved through their programme and rotations throughout
2017. Cohort 1, who joined us in September 2015, completed their
programme in August of 2017. A number of them were retained in
roles within the business after the completion of the programme.
While we continue to recruit graduates directly into specific functional
areas on a country-by-country basis, the international graduate
programme provides successful applicants with greater insight and
exposure across our whole business. 2017 has seen international
graduates complete their overseas rotations in Germany, Belgium,
Poland, France, UK, and for the first time in the UAE. The two-year
programme is aimed at attracting high-calibre individuals who are
capable of becoming our leaders of the future. It involves four rotations
in different business areas and five extensive development modules
supported by both internal and external development expertise.
Alongside our internal work with graduates, we continued to support
Enactus as a Gold Sponsor throughout 2017, sponsoring a number
of aspects of the Enactus World Championships held in London in
September. Enactus is a community of students, academics and
business leaders that develops outreach projects to improve the lives
of people across the world.
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The Gold standard
in respect
Paweł Strzelecki, Deputy Finance Director in
SIG Poland, won an SIG Stronger Together Gold
award in the Respect value category.
This category recognises colleagues who
encourage others to strive for high standards, act
as a role model, share knowledge and expertise
to support others, treat others well and inspire
admiration.
Paweł was given the award for showing that he
is a true ‘people person’, who is committed to
creating a positive and collaborative working
environment. Paweł prides himself on working
closely with all his colleagues across the Group
- from team mates at the Polish headquarters
in Krakow to operational colleagues in local
branches and colleagues from other operating
companies.
He was recognised for consistently striving to
find better ways of working, for encouraging
his peers to do the same, and for taking a
proactive approach in all his projects – from
the implementation of a standardised rebate
management system, to the introduction of a new
incentive scheme for sales and branch colleagues.

Annual Report and Accounts for the year ended 31 December 2017

Two-way internal communication is recognised as essential in
SIG and is well supported by our leadership. We reach our senior
leadership through interactive leadership conferences, broadcast
calls at least monthly, email bulletins, and face-to-face briefings. Our
leaders are responsible for cascading key messages and information
to their teams, in support of direct colleague communications.
Group-wide communications include a quarterly digital magazine
in employees’ local languages, direct emails, posters and intranet
articles, print materials and roadshow events, all of which support
local print, digital and face-to-face communications.
In 2017, we introduced a Group-wide communications campaign
week in support of our Stronger Together vision, with the intention of
a similar campaign week becoming an annual event.
A key communication campaign to engage employees with our
strategy also launched in 2017. The ‘Building on our Potential’
campaign introduced the key strategic levers, enablers and, more
importantly, behaviours underpinning the strategy across the Group,
through a leadership conference, a series of local country roadshows
and an onward cascade to all employees. This is set to form the basis
for our communications throughout 2018.

ENGAGED EMPLOYEES

‘SIG Listens’ is our employee engagement survey. It gives our people
the chance to have a voice and to tell us what we are doing well,
how we can improve, and how we can make SIG an even better place
to work.
In 2017, we continued to focus on the areas for improvement that
were highlighted in our last survey carried out in 2015, such as the
need for better communication across the Group. Our quarterly
e-zine was established and is shared across the business in five
different languages in response to this. Our Polish business created
focus groups, and in the Benelux a review of communications and
improved cascade mechanisms were carried out.
The SIG Listens survey also highlighted a need for improved induction
processes across the Group – which led to the creation of two
Induction Manager roles in the SIG Exteriors business.
During 2017, we ran a smaller SIG Listens pulse survey across a
randomly selected 20% of our population, to take a temperature
check of the business at a time of some change. We plan to run the
next full SIG Listens survey in the first quarter of 2018.

RECOGNISING OUTSTANDING PERFORMANCE

A key aspect of the SIG culture is to recognise and celebrate our
employees’ excellent performance and successes.
The SIG Awards, which cover employees across the Group, are
awarded on an annual basis, and give our leaders the chance
to nominate employees who have gone ‘above and beyond’ for
SIG. Senior leaders present the awards and the winners are then
recognised and celebrated through newsletters and intranet articles
across the organisation.
Following the introduction of our Values in Practice (ViP) recognition
programme in the UK last year, a number of our mainland European
businesses are also now interested in launching this programme.
This scheme allows peer-to-peer recognition of colleagues who have
demonstrated our values.

EMPLOYEE BENEFITS

We adopt a fair and consistent approach to both fixed and variable
pay throughout the organisation, and it is regularly benchmarked
both externally and internally.
The bonus schemes we have in place are designed to reward
exceptional performance across the business.
The bonus operates to an aligned reward framework across
the Group for our Senior Leadership population, and it focuses
specifically on Group-wide deliverables and performance outcomes.
The bonus awards are also made in the local operating businesses,
where they are aligned to local performance results. This year, we are
focusing in particular on aligning our bonus objectives to our medium
term planning process across the organisation, to ensure delivery of
key financial and operational improvements.

STRATEGIC REPORT
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We also encourage all of our employees and new joiners to become
Shareholders in the Company. Our Long Term Incentive Plan operates
at the senior level, and across our whole UK organisation we operate a
Share Incentive Plan (SIP) that gives one matching share for each share
purchased by the employee up to a maximum of £20 per month. As at
31 December 2017, there were 768 employees participating in the SIP.

EQUAL OPPORTUNITIES

Throughout SIG, our policy is to provide equal opportunities to
all existing and prospective employees. We recognise that our
reputation is dependent upon fair and equitable treatment of all
our employees and we prohibit discrimination on the grounds of
race, religion, gender, disability, sexual orientation, age, nationality or
ethnic origin. Equal employment opportunities are available to all.
We value inclusion and diversity of thinking and see this as critical
in generating new innovative ideas and solutions for our business
and customers. Employment opportunities are available to disabled
people in accordance with their abilities and aptitudes, on equal
terms with other employees. If an employee becomes disabled
during our employment, we make every effort to ensure that they can
continue in employment with us, by making reasonable adjustments
in the workplace and also by providing retraining for alternative work
where necessary.

DIVERSITY

Across the total workforce as of 31 December 2017, 1,864 (20%)
of all employees are female and 7,351 (80%) are male. Two Board
members (25%) are female and six Board members (75%) are male.
Nine senior managers (16%) are female and 47 senior managers
(84%) are male. The Board considers SIG to be diverse in other areas
including age and race. In line with its Diversity Policy, published on
the Company's website (www.sigplc.com), SIG continues to work
towards improving all aspects of diversity across its workforce.

GENDER PAY GAP

SIG welcomes the UK Government’s requirement for large companies
to be more transparent on gender pay. This year, for the first time, UK
companies with over 250 staff have to report on their gender pay gap.
We’re committed to creating a diverse and inclusive place to work where
our people can be themselves and be at their best. SIG is confident
that its gender pay gap does not stem from paying men and women
differently for the same or equivalent work. Rather its gender pay gap
is the result of the roles in which men and women work within the
organisation and the salaries that these roles attract. The Gender Pay
Gap reporting is published on the Company’s website (www.sigplc.com).

www.sigplc.com
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HEALTH AND SAFETY

The Group’s Health and Safety management system is modelled on
the internationally recognised Health and Safety Standard BS-OHSAS
18001:2007 with the UK business’s management system accredited
to the standard for more than 10 years through its partnership
with Intertek.
SIG’s Zero Harm health and safety programme is fully embedded
across the Group. The programme has delivered on its aims to move
away from compliance based auditing to a risk based process and
to transfer ownership of health and safety back to management and
away from the technical support. Achieving these aims has brought
about significant benefits to the business including a 39% reduction
in the Accident Incident Rate (‘over three day’ and ‘specified major
injury’) (AIR) since its launch in 2014.
These achievements have resulted in SIG receiving the prestigious
RoSPA Gold standard for occupational health and safety in each year
since the launch of the Zero Harm programme. Retaining the Gold
Standard in 2017 for the third year running is external recognition
of SIG’s very high level of performance, with a well-developed
occupational health and safety management system, outstanding
control of risk and very low levels of error, harm and loss.
Despite this being a UK-based award scheme, the submission
represents the Group’s Health and Safety programme and the
achievement reflects the hard work and dedication of the Health
and Safety team across the Group, as well as the leadership of SIG’s
management at all levels in taking ownership of health and safety and
driving the key initiatives.
The SIG Charter for Zero Harm which commenced in 2016 provided
new impetus to the programme in 2017 with management and
colleagues committing to high standards of health and safety.
Within the programme is a commitment to twelve ‘Life Saving Rules’
developed to target SIG’s risk profile. A communication programme
including business presentations, tool box talks, workshops, posters,
e-learning and monthly information updates targeting the ‘rules’
commenced in 2017 and will continue in 2018.
A key element of the success to date has been the introduction of the
RoSPA accredited SIG Certificate in Health, Safety and Environmental
Management modular training programme, delivered to managers
and supervisors. The programme continued throughout 2017, and
has been supplemented with regionally-based training workshops
in ‘Supervising Safely’, ‘Working Safely’ and ‘Work at Height’, targeting
local supervisors and branch employees.
A robust Risk Assessment and Management Review process is in
place through dedicated Health, Safety and Environmental (‘HSE’)
professionals across the Group through which the key health and
safety risks are identified. This is supplemented by an Accident
Review Panel process involving senior management to identify
learnings from accidents and near misses.

SIG has a zero tolerance to anyone being unfit for work due to drugs
or alcohol and reserves the right to provide for testing of individuals
subject to the legislative constraints within the countries where
it operates. A routine programme of random testing by in-house
testers is provided in the UK & Ireland businesses for employees
and others engaged in safety critical roles. ‘For cause’ testing is
also provided for instance following an accident or where there is
reasonable suspicion.
The Zero Harm programme continues to deliver significant
reductions in accidents, both in terms of numbers and the AIR per
1,000 employees for ‘over three day’ and ‘specified major injury’.
Since its launch in 2014, the AIR has fallen by 39% across the Group,
and the number of accidents in this category has fallen by 36%. The
rate of RIDDOR reportable accidents and equivalent has reduced
over that time by 35% for the Group, by 52% in the UK & Ireland and
by 22% in Mainland Europe businesses.

OCCUPATIONAL ROAD RISK

SIG recognises that its drivers represent the business and its values
whilst they are on the road and it promotes through its policy and
training the requirement for drivers to drive with due care and
courtesy to others and to obey the law and site rules.
The Group also recognises that driving is among the most hazardous
tasks performed by its employees. Drivers are assessed for
competence and selected through an authorisation and licence check
procedure. Road vehicles and the compliance of each business with
fleet procedures are subject to routine audits and inspections. A fleet
maintenance and inspection programme for commercial vehicles is
managed centrally.
Road traffic accidents and statistics are reviewed through the
Accident Review Panels to identify high-risk areas, to enable the
Group’s operational management to focus its attention accordingly.
Significant issues are communicated to Board level and the Group
shares this information with its insurers and brokers.
SIG is keen to adopt road safety schemes, including the voluntary Fleet
Operator Recognition Scheme (FORS) scheme which encompasses all
aspects of safety, fuel efficiency, economical operations and vehicle
emissions and is designed to help improve operators’ performance in
each of these areas. SIG is also an active champion of the Construction
Logistics and Cyclist Safety Group with the aim of minimising the risk to
vulnerable road users such as cyclists and pedestrians and has taken
part in Safer Urban Driving courses, which are essential to SIG drivers
in understanding the cyclist’s point of view. In support of this, new
innovative solutions are being tested, such as lower windows in vehicle
doors to improve visibility. SIG will continue to work with the major
manufacturers in developing new processes.

SIG’s Risk Profile is reviewed annually to inform the Group’s HSE Plan.
Occupational road risk and deliveries, along with traffic management,
have been identified as areas of significant exposure to be targeted
in 2018. Manufacturing also remains an area of focus following
the growth of this area in the Group in 2016. A dedicated HSE
team provides competent support and manages the HSE plan for
continuous improvement for this group of businesses.
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ACCIDENTS AND INCIDENTS
UK & IRELAND
Rate per 1,000 employees
2017

2016

Major injury

1.6

2.3

2.3

2.5

Injury resulting in over three absence days from work

6.4

6.8

10.8

12.1

Average UK & Ireland headcount*
Lost work day rate – number of work days per 100 employees

2014

5.8

6.5

9.3

10.9

4,968

5,569

5,174

4,880

19.2

22.2

26.3

32.9

STRATEGIC REPORT

All RIDDORs

2015

MAINLAND EUROPE
Rate per 1,000 employees
2017

2016

2015

2014

1.1

1.7

1.8

1.6

Injury resulting in over three absence days from work

12.4

12.6

13.2

18.7

All RIDDORs (equivalent)**

12.2

11.0

13.0

15.7

4,688

4,746

4,467

4,395

27.5

28.1

29.9

44.3

Major injury

Average Mainland Europe headcount
Lost work day rate – number of work days per 100 employees

GROUP
Rate per 1,000 employees
2017

2016

2015

2014

Major injury

1.3

2.0

2.1

2.0

Injury resulting in over three absence days from work

9.3

9.5

11.9

15.2

All RIDDORs (equivalent)*

8.9

8.5

11.0

13.2

9,674

10,315

9,641

9,275

Average Group headcount

* Includes Middle East ** This includes accidents in non-UK businesses that would meet the criteria for reporting in the UK under RIDDOR.

QUALITY ASSURANCE AND MANAGEMENT SYSTEMS
The Group’s management systems are maintained to a high
standard through management review and internal auditing. Where
it is commercially advantageous the quality and chain of custody
management systems are externally certificated to ISO 9001:2015 ,
FSC0STD 40-004 and PEFC-ST 2002:2013 standards. These universally
recognised standards are fully integrated into the daily operations of
the business and ensure that the products and services consistently
meet customers’ expectations. It also ensures that quality and
responsible procurement is constantly maintained and improved. The
Group’s ongoing commitment to maintaining the highest possible
quality standard is demonstrated by the successful transition from the
UK ISO 9001:2008 to the ISO 9001:2015 accreditation in July 2017.

ENVIRONMENT

SIG operates a combined Health, Safety and Environmental (HSE)
Policy and management system to OHSAS 18001 for health and
safety and ISO 14001 for the environment. SIG’s UK operations’
management systems are accredited to both standards through
external verification by Intertek.

The Board member responsible for HSE is the Chief Executive
Officer, who has stated that “The safety of our people is paramount
and will always be more important than anything else” and is the
signatory to the Group’s HSE policy, a copy of which is displayed in
the local language at each operating branch. The Group’s HSE plan
is reviewed annually and supports the objectives of the Group’s
strategic business plan. It is managed and supported by the Group
HSE Manager and a team of directly employed HSE professionals in
each part of the Group.
Continuous improvement is maintained through a programme of
objectives set at Group, operating company and local level with
regular reviews of associated key performance indicators (‘KPIs’),
including those set out in this report and on the Company’s website.
The risks associated with SIG’s operations are set out in qualitative
and quantitative, generic, model and task-specific risk assessments,
and the Group’s Aspects and Impacts Register and are regularly
reviewed. Significant findings are formally communicated to
management and operatives. Compliance and the integrity of
any control measures are reviewed through a Group-wide audit
programme and local management inspections, with significant risks
recorded and progress on actions reviewed up to Board level.

www.sigplc.com
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ENVIRONMENTAL MANAGEMENT

The potential impact of SIG’s operations on the local and global
environment is set out in the Aspects and Impacts Registers provided
for the Group and its operating sites along with a Corporate
Environmental Risk Assessment.
SIG is committed to maintaining good environmental management
standards across its operations to meet its statutory obligations
and best practice, and has continued its excellent record of
environmental legal compliance and environmentally sound
operations throughout 2017 with no prosecutions or actions from
the authorities.

CARBON MANAGEMENT

The Group’s Low Carbon Policy supports its HSE Policy and is signed
by the Group’s Chief Executive Officer who is responsible for the
Group's environmental performance.
SIG’s carbon footprint accounting process is annually verified to
ISO 14064-3 to a limited level of assurance. In 2017, following a
detailed assessment, both qualitative and quantitative, of the Group’s
Greenhouse Gas ('GHG') emissions assertions, SIG has achieved the
standard for the fourth year in succession.
The emphasis for the Group’s environmental objectives for 2017 is
derived from its Low Carbon Business Policy, which aims to reduce
fuel, energy and water consumption as well as reduce waste. This
report details the progress made by the business.
In addition to internal scrutiny by the Group and the operating
companies and publication on the Group’s website, environmental
KPIs are published externally through the voluntary Carbon
Disclosure Project (‘CDP’) and the UK’s statutory Energy Savings
Opportunities Scheme (‘ESOS’).
CDP works with investors, companies, and governments to drive
environmental disclosure and action that will deliver a sustainable
economy, prevent dangerous climate change and protect natural
resources. SIG achieved a performance rating of band 'B' in 2017
against an average of all respondents and industry activity group
of band 'C'.
The Group continues its investment in both capital projects and
energy-efficient technology installations across the property portfolio,
including refurbishment of existing buildings, along with the fit out of
new sites. Together with the continued consolidation and upgrade of
the Group’s road vehicle fleet, this has contributed to the continued
reduction in the Group’s GHG emissions.

TRANSPORT

Vehicle fuel consumption is the primary KPI for SIG, with road vehicle
fuel consumption making up 75.6% of the Group’s total carbon
footprint emissions. The Group target in 2017 to reduce the absolute
consumption was achieved, with a reduction of 2.4% compared
to 2016.
Reductions in fuel consumption have been achieved through a
range of projects, including branch consolidation and fleet sharing
programmes; the installation of Masternaught Telematics in vehicles
across the Group providing accurate driving efficiency measurement;
a Group wide initiative to introduce a Vehicle Routing and Scheduling
System ('VRS') to improve journey planning; and the investment
in new Euro 6 standard vehicles fitted with fuel consumption
reducing features, enabling commercial vehicle access to ‘Low
Emissions Zones’.
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Driver awareness and behaviour is a primary focus for the reduction
of fuel consumption. Driver eco training courses and the fiveyear ‘Driver Certificate of Professional Competence’ (CPC) training
programme continued throughout 2017. Fleet management
driver trainers also provided an auditing and advice programme.
The highlight of the 2017 programme was the Driver of the Year
competition which reached its conclusion in June. Awards were
issued in several categories and the overall winner was Steven Miller
from SIG Distribution Eurocentral.
A review of the Company car policy within SIG has led to the
introduction of hybrid and Plug In Hybrid Electric Vehicles (‘PHEVs’) as
an option. The hybrid vehicles are more fuel efficient through the use
of on-board battery technology, when compared with their normal
diesel or petrol counterparts. These types of vehicle are also more
tax beneficial for the individual user.

ENERGY

Electricity consumption is SIG’s second highest priority for carbon
management, accounting for 12.9% of the Group’s Scope 1 and 2
emissions in 2017 (2016: 14.4%).
SIG has maintained a programme of energy auditing through internal
and external competent persons in compliance with both voluntary
and statutory carbon accounting schemes. Initially working with the
Carbon Trust (‘CT’) and achieving the CT Standard in compliance with
the CRC Energy Efficiency Scheme, for the past three years SIG has
worked in close partnership with Carbon Credentials to improve the
data accounting process, achieve the ISO verification standard and
continue the downward trend for carbon emissions.
SIG’s carbon accounting programme meets all the requirements of
the UK Government’s statutory Energy Saving Opportunities Scheme
(‘ESOS’) and the energy efficiency opportunities identified through
ESOS, and the ongoing internal audit processes continue to feed into
the objectives for the business for 2018 and beyond.
SIG continues to invest in capital projects, including energy efficient
movement and daylight sensored LED lighting systems, energyefficient heating and cooling systems and energy-efficient hand
driers. These systems are installed at both new sites and existing
sites undergoing refurbishment. In 2017 SIG invested £0.25m
on such energy efficient projects. This has not only improved
the efficiency of the building stock, but provided a safer working
environment. Emissions from electricity consumption reduced by
13.7% in 2017 compared to 2016.

GREENHOUSE GAS (‘GHG’) EMISSIONS

SIG’s carbon footprint includes all emission sources as required
under the Large and Medium-sized Companies and Groups
(Accounts and Reports) Regulations 2008 as amended in August
2013, and in order to maintain accurate and consistent data, the
emission factors from the UK Government’s GHG Conversion
Factors for Company Reporting 2014 are applied to calculate its
GHG disclosures.
SIG is committed to providing full and accurate data for its carbon
footprint across all of its operational businesses. That is why for
the fourth year in succession in 2017 it has achieved external
verification of its carbon accounts by Carbon Credentials to the
ISO 14064-3 standard.
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SIG is committed to providing full, accurate and actual data for its
footprint with minimal reliance on estimates. For this reason SIG’s
emission accounting period is non-coterminous with the Group’s
financial year, with current year data reflecting the year to 30
September 2017. This policy enables the Group’s businesses to

dedicate the appropriate time and resource to enable more accurate
carbon reporting and for a suitable audit of the process. In 2017,
95.1% of calculations are based on actual data (2016: 96%).
Estimates are prepared on the basis of agreed and verified
accounting processes.
Following a small increase in the emissions in 2016 due to an
increase in the number of operational sites, headcount and turnover,
SIG has recorded a decrease of 3.7% in Scope 1 and 2 emissions in
the last reporting year.
The overall footprint of the business for Scope 1, 2 and 3 emissions
showed a decrease of 3.7% in the last reporting year.
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The Group’s carbon footprint includes Scope 1 CO2 emissions, for
which businesses are directly responsible, and Scope 2 CO2 emissions
from the generation of electricity by a third party resulting in indirect
emissions. The Group has also disclosed Scope 3 CO2 emissions over
which the business has limited control, being third party air and rail
transportation.

CO EMISSIONS – SCOPE 1 – DIRECT
2

Metric
tonnes
2017

Metric
tonnes
2016

Metric
tonnes
2015

Road vehicle fuel emissions1

62,950

64,510

63,352

Plant vehicle fuel emissions2

5,287

5,335

4,562

Natural gas3

3,072

2,894

2,772

46

51

45

Coal/coke for heating4
Heating fuels (Kerosene & LPG)

5

Total
Data source and collection methods

689

722

801

72,044

73,512

71,532

4.

1.

Fuel cards and direct purchase records in litres converted according to BEIS guidelines.

4.

Purchases in tonnes converted according to BEIS guidelines.

2.

Direct purchase records in litres converted according to BEIS guidelines.

5.

Purchases in litres converted according to BEIS guidelines.

3.

Consumption in kWh converted according to BEIS guidelines.

CO2 EMISSIONS – SCOPE 2 – INDIRECT
Metric
tonnes
2017

Metric
tonnes
2016

Metric
tonnes
2015

10,677

12,371

12,307

Metric
tonnes
2017

Metric
tonnes
2016

Metric
tonnes
2015

570

586

352

Metric
tonnes
2017

Metric
tonnes
2016

Metric
tonnes
2015

Scope 1

25.1

25.8

27.9

Scope 2

3.7

4.4

4.8

28.8

30.2

32.7

0.2

0.2

0.1

29.0

30.4

32.8

Electricity1
Data source and collection methods
1.

Consumption in kWh converted according to BEIS guidelines.

CO2 EMISSIONS – SCOPE 3 – OTHER INDIRECT

Third-party provided transport (air and rail)1
Data source and collection methods
1.

Distance travelled converted according to BEIS guidelines.

Emission per £m of revenue

Scopes 1 & 2 as required by GHG Protocol
Scope 3
Scopes 1, 2 & 3

The data relating to CO2 emissions has been collected, where practicable, from all of the Group’s material operations and is based on a
combination of actual and estimated results where actual data is not available. The 2017 data includes the Carpet and Flooring business and
the businesses classified as non-core in the Financial Statements for the year ended 31 December 2017.

www.sigplc.com

Stock code: SHI

53

Sustainability

Health Safety
and Environment

WATER CONSUMPTION

SIG has two manufacturing sites in Southport (UK) and Alizay (France)
that use a small amount of water as part of a manufacturing process.
Both installations maintain water filtering, recycling and reuse
practices to minimise any wastage of potable water.
In excess of 95% of the Group’s water consumption is consumed for
welfare purposes. Water efficiency is a key element of the specification
for new and refurbished properties and facilities, including dual flush
and cistern management systems for toilet facilities. SIG continues to
identify significant opportunities for water consumption efficiencies
through the branch audit and bill validation process.

Third-party provided water
supply from national network for
processes and welfare

Litres
(‘000)
2017

Litres
(‘000)
2016

Litres
(‘000)
2015

114,113

116,122

104,999

SIG also offers waste take-back schemes to its customers for ‘off-cut’
materials including plasterboard and plaster products and fibre
ceiling tiles as well as packaging return programmes for reusable
pallets and bearers.
Due to the difficulties in measuring and quantifying the amount of
waste disposed of in a year, the KPI for waste management remains
the percentage of waste diverted from landfill. However, the Group
continues its programme to reduce overall the amount of waste
generated, by adopting paperless delivery processes, online activity
reports and the consolidation of photocopying and printing facilities.
SIG is a member of the Valpak compliance scheme and continues
to comply with its commitments under the Producer Responsibility
Obligations (Packaging Waste) Regulations.

HAZARDOUS WASTE
Absolute
tonnes*
2017

The above data is based on a combination of actual and estimated data.

Landfill

WASTE MANAGEMENT

Recycled

SIG’s main objective for waste management is to minimise the
production of waste. As a break bulk supplier of products, the
primary source of waste is through packaging opened on the
premises. Where practicable these materials, for instance cardboard
boxes, pallets and bearers, are reused or returned to the supplier.
Where reuse is not an option, materials are segregated for recycling
and for this purpose each of the Group’s businesses has partnered
with a waste management business. Waste contracts are managed
and monitored centrally and through the environmental audit and
inspections process. Waste bailers and compactors are provided
where practicable, to maximise waste segregation and recycling
opportunities and minimise storage and welfare hazards.

Incinerated
Total

Absolute
tonnes*
2016

0.0

5.0

2.0

147.4

87.0

28.0

–

–

–

147.4

92.0

30.0

Absolute
tonnes*
2017

Hazardous waste per £m of
revenue

Absolute
tonnes*
2015

Absolute
tonnes*
2016

0.05

0.03

Absolute
tonnes*
2015

0.01

NON-HAZARDOUS WASTE
Absolute
tonnes*
2017

Landfill
Incinerated
Total

Absolute
tonnes*
2016

Absolute
tonnes*
2015

Absolute
tonnes*
2014

3,635.35

4,426.00

4,469.00

0.00

8.00

15.00

12.00

3,635.35

4,434.00

4,484.00

5,638.00

5,626.00

OTHER WASTE DIVERTED FROM LANDFILL
Absolute
tonnes*
2017

Absolute
tonnes*
2015

Absolute
tonnes*
2014

WEEE (Waste, Electrical and Electronic Equipment)

1.8

7.0

2.0

Glass

0.2

5.0

1.0

3.0

Wood

1,893.0

1,586.0

1,145.0

904.0

8.0

Metal

870.0

1,072.0

1,249.0

1,098.0

Plasterboard^

461.0

195.0

973.0

2,502.0

Paper/cardboard

970.0

1,212.0

747.0

588.0

Plastic

295.0

267.0

353.0

383.0

Other

10,643.0

8,601.0

8,284.0

6,573.0

Total

15,134.0

12,945.0

12,754.0

12,059.0

Absolute
tonnes*
2017

Non-hazardous and other waste per £1m of revenue
* Volume per annum converted to tonnes.
^ Recycling facility withdrawn in 2015.

The above data is based on a combination of actual and estimated data.

54

Absolute
tonnes*
2016
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6.5

Absolute
tonnes*
2016

6.1

Absolute
tonnes*
2015

5.0

Absolute
tonnes*
2014

6.7

Sustainability

Community
and charity

Across the SIG Group, we are committed to supporting the
communities in which we operate, in a wide variety of ways.
For example, in the UK, we have been working with business students
at Sheffield Hallam University as they study for a course module on
strategy, and our WeGo business in Germany was recognised during
the year for its support of AfB, a Social Enterprise employing people
with disabilities, which is engaged in recycling discarded IT hardware.
Our German business has also supported a community project to
construct a new building at a local fire station, and has donated
materials to aid the work.
In Belgium, our Air Handling business sponsors The Red Dragons –
the national Belgian men’s volleyball team.
With a focus on safety, SIG Poland took a significant role in the
annual industry-organised Safety Week campaign, by hosting safety
presentations at construction sites across the country.

CHARITABLE ACTIVITY

In 2017, SIG relaunched its charitable activity policy internally, with
the aim of encouraging colleagues to take part in activities to support
local and national charities. The policy encourages colleagues to ‘give
something back’ through team or individual volunteering, payroll
giving and fund raising.
During the year, colleagues took part in a diverse range of fund-raising
activities, individually and in teams. As a Group, we are committed to
supporting their efforts, by matching the amounts they raise by up
to £500 (or equivalent). We also help to publicise their fundraising
activities, and support them with branded clothing and materials.

STRATEGIC REPORT

COMMUNITY

Employees’ individual activities have ranged from running in the
London Marathon, to raise funds for charities like Cancer Research
UK and the Alzheimer’s Society, taking part in a 12k Iron Run race
for Macmillan Cancer Support, and supporting the Teenage Cancer
Trust and the Rainy Day Trust by driving through 10 countries in the
Pavestone Rally – to list but a few.
Our WeGo team in Germany has also once again supported the
Hanau Soapbox Derby, hosted by the not-for-profit Hanau Family
Network Association. Colleagues volunteered at the event and raised
funds, alongside a direct donation from WeGo.
Other charitable donations made by SIG as a business include
€30,000 given by SIG Air Handling as an element of its partnership
with the European Federation of Allergy and Airways Diseases
Patients’ Associations (EFA). Air Handling has also extended its
commitment to support EFA as a partner into 2018.
In all, in 2017, the Group donated £63,589 to charity (2016: £64,395),
including donations made through our matched funding scheme.
It is the Group’s policy not to make political donations and no such
donations were made in the year (2016: £nil).
Employees in the UK can also make charitable donations through
our payroll giving scheme. In 2017, £13,765 was raised through this
scheme (2016: £14,490).
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