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A resilient and disciplined business

“ Trafigura once again
demonstrated the resilience
of its business model while
expanding the provision of
services to its global roster
of clients.”
I am pleased to present the 2018 Annual Report from the Trafigura
Group. This was the year in which our company celebrated its
25th anniversary and for us it was another year of strong trading
and financial performance. Despite market headwinds, especially in
oil trading, Trafigura once again demonstrated the resilience of its
business model while expanding the provision of services to its global
roster of clients. Benefiting from our global scale and disciplined
approach, we increased overall volumes traded and generated a
profit comparable with the previous year from trading and from our
asset investment strategy.
Global GDP growth continued to support demand for energy and
industrial commodities, with interest rates only slowly rising from
the historic lows of recent years. On the other hand, the oil market
presented a number of challenges, including intense competition,
compressed margins, reduced arbitrage opportunities and a pricing
structure in which spot prices persistently exceeded forward prices.
Consistent profit performance and growth over time
Trafigura achieved a strong financial performance in aggregate. Profit
for the year was USD873 million, broadly comparable to the figure of
USD887 million recorded in 2017, while gross profit was six percent
higher at USD2,384 million. The Metals and Minerals Trading
division had one of its best years, making the largest contribution
to gross profit. The Oil and Petroleum Products Trading division had
a difficult first half, but performance recovered by the end of the
year. A pre-tax profit contribution amounting to USD191 million was
realised from the sale of some of our infrastructure assets to a newly
formed joint venture with global fund manager IFM Investors.
Our business is conducted with a long-term perspective and
these year-on-year fluctuations serve to underline the benefits
of our model, built around three separate strands of activity with
uncorrelated commercial cycles: oil trading, metals and bulk
minerals trading, and asset investments. These three strands rely

on a single, deep talent pool and shared skill base in the company
and are supported by integrated systems, processes and governance,
including a newly formed nine-strong Management Committee; all
three are important drivers of our business and the combination
has enabled us to establish a consistently profitable track record in
recent years, including this year.
Realising the benefits of global scale
Commodities trading remains a high-volume, low-margin business.
In 2018, we continued to build out our global network of trading
hubs, which enable us to reap efficiencies and economies of scale,
manage risk and derive the maximum benefit from our investment
in bespoke IT systems. We were thus able to expand volumes traded
and market share, while controlling costs and exercising a disciplined
approach to allocation of capital and to financial leverage.
Central to our approach was a rapid reaction to changes in market
conditions that were this year often driven by political decisions and
events. The growing tariff conflict between the US and China, as well
as US sanctions aimed at Russia, disrupted markets and traditional
commodity flows, but also created opportunities for traders with
the agility to respond.
In the oil market, where backwardation set in shortly after the
start of our fiscal year, we moved quickly to restructure our trading
book and reduce storage commitments. This put the business on a
stronger footing as the year progressed.
I am pleased to report that we were able to expand our access to
funding from USD51 billion to USD58 billion during the year while
innovating and diversifying our sources of finance by region, by
instrument and by currency. At the same time, we were able to
reduce our leverage substantially, with adjusted debt to net equity
falling by year-end below 1x, which we have always stated is our
target ratio over time.
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Export facility at Huelva, Spain forming part of the Impala Terminals joint venture with IFM Investors

We maintained our focus on expanding our portfolio of longerterm supply, marketing and offtake arrangements with leading
producers, processors and end-users of commodities around the
world. Particularly worthy of mention is the continuing growth
of our footprint in the US, where we have captured a significant
share of the growing export flows from the country that is now
the world’s largest oil producer. This position has been established
in just three years, and would not have been possible without our
global network and the capacity this provides to optimise flows for
the market and net-backs for US producers. On the metals side,
we continued to build market share and volumes, with highlights
including further growth of our footprint in the copper belt of
sub-Saharan Africa, further diversification into nickel and cobalt, and
innovation in the coal trade in China and India.
A disciplined approach to asset investment
An important strategic development that took place towards the
end of our fiscal year was the agreement whereby IFM Investors
Global Infrastructure Fund is investing in a certain number of the
wholly-owned assets we have developed and operated as part of
our Impala Terminals subsidiary. The 50:50 joint venture established
with IFM Investors under this transaction will own and operate a
network of terminals in Mexico, Spain and Peru that play a key role
in global movements of copper, lead and zinc concentrates, among
other logistical assets. In addition to the profit derived from the
transaction, this joint venture creates a new partnership for future
investment in infrastructure related to commodities flows.
This marks a continuation of an approach that has long been integral
to our strategy – in which we invest in establishing infrastructure
projects in support of commodity flows and bring in external
partners to expand the opportunity and share the risk, while
maintaining access to those assets for our trading business.

Outlook: strongly positioned in a consolidating industry
Having again demonstrated the resilience of our business model
this year, we believe Trafigura is positioned to perform well in 2019.
We expect the market environment to remain challenging in some
respects, especially as the global interest rate cycle continues slowly
to ratchet upwards and banks become more selective in deploying
credit beyond the leading firms in the sector. Global economic
growth is likely to slow in the year ahead, with inevitable implications
for the strength of demand growth in commodity markets.
Having said that, the structural factors propelling demand for energy
and industrial raw materials – population growth, industrialisation,
urbanisation, infrastructure development and electrification – are
still in place; if anything they are becoming more evident. It is
also clear that commodities market volatility is on a rising trend.
Supply-demand balances have tightened as a consequence of recent
under-investment in new production, while markets are also prone
to major geopolitical dislocations that will continue to create trading
opportunities for the nimble.
So our key strategic assumptions are that, first, demand for the
commodities we trade will continue to grow for some years, even
as the world embarks on the transition towards a lower-carbon
economy; and second, that in a consolidating industry there will be
a growing market need for well-resourced companies providing the
logistical and supply chain services we deliver. Our organisational
structure is robust and efficient, and therefore, we are well positioned
for further profitable growth.
Jeremy Weir
Executive Chairman and Chief Executive Officer

