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1.  INTRODUCTION 

 

The CFO (Chief Financial Officer) is an international, annual multi-round business management and 

leadership-focused case study competition organised by The CharterQuest Institute South Africa. It 

challenges university students around the world to prove they can compete at the highest level: by solving 

a set of complex and integrated finance, operational, strategic and ethical problems that beset a real-world 

global business in the emerging markets. 

 

CharterQuest is a global institute with local and international students, at the forefront of grooming 

financially qualified business leaders of tomorrow working alongside global professional bodies such as: 

the South African Institute of Chartered Accountants (SAICA), the Association of Chartered Certified 

Accountants (ACCA), the Chartered Institute of Management Accountants (CIMA) and the CFA Institute; 

underpinned by 3 core values: 

 Rectitude: Always act ethically and muster the courage to do what is right. 

 Exceptionalism: Aim for exceptional standards for our employees and customers. 

 Determination: Observe teamwork in our relentless pursuit of stakeholder promises. 
 

www.charterquest.co.za 

2.  ASSESSMENT CRITERIA 

 

We seek to highlight the centrality of teamwork, creativity, presentation skills, business acumen as well as 

the value of taking a holistic and strategic approach to management. The CharterQuest Competency 

Framework for grooming financially qualified business leaders will guide the report marking as below: 

 

PROBLEM SOLVING 

ACUMEN 

 

Finance & 

Technical  

Diversity, 

Business, 

Entreprene

urial 

Ethics & 

People 

Presentation 

(incl. Question 

& Answers)   

Innovation 

& 

Integration 

Decisiveness 

& Leadership  

Total 

Strategic analysis  

(Prioritisation & focus) 

5% 10%     15% 

Strategic choice (Impact & 

options evaluation)  

10% 10% 10% 10% 5%  45% 

Strategic implementation 

(Recommendation & Actions) 

  5% 10% 5% 20% 40% 

 

 

15% 20% 15% 20% 10% 20% 100% 

For best practice interpretation and application of the above marking grid, it is crucial that teams and 

mentors access samples of good reports, examiner’s comments and also watch our 'Master Class Videos' 

1 of 2 Scene 1 of 3, 2 of 3 and 3 of 3 in our Case Study Resources section. 

file:///D:/CFO%20CASE%20STUDY%20COMPETITION/2017%20EDITION/CASE%20PRODUCT/www.charterquest.co.za
http://www.charterquest.co.za/page/case-study-resources
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3.  SUBMISSION FORMAT AND RULES 

 
In addition to the standard Competition Rules, your final report should be in English Language, not more 

than 15 pages or 4000 words -inclusive of appendices, and must not contain any text, sound or images that 

we, in our sole opinion; find vulgar, offensive or inappropriate for public viewing. Reports with attachments 

must be submitted ONLY by the team leader as a single document/file in ‘word’ and ‘pdf’ no more than 

5MB, through the same CFO account you used to register.  Submission deadline is 30 April, 2017 at 

midnight without any exceptions. You will receive an automatic message to confirm that upload was 

successful. Once you submit, no communication is allowed until we announce. The submitted report should 

be the original work of the team members alone and should not contain internal information from any other 

organisation.  You may be disqualified and other penalties applied in case of any violations. 

 

4.  DISCLAIMER AND WARNING 

 

The case study is based on an existing company and attempts to simulate the strategic decisions its Group 

CFO and the Board faced (or potentially faces). While the facts cited are intended to re-create the general 

circumstances that exist or once existed, this case study has been adapted for the purpose of The CFO 

Case Study Competition 2017 and now provides a hypothetical situation. All data provided is for illustrative 

purposes only, and does not necessarily represent current or historical events or projections from any of 

the companies cited therein. Whilst you are encouraged to review publicly available information about 

similar or comparable companies to deepen your appreciation of the industry and related technical terms, 

you are ONLY required to use or cite data or information provided to you in this case study pack unless you 

are doing so purely to score marks as part of 'Diversity & Business' in the marking criteria.  Any discussion 

with the staff, associates or competitors of any real life companies comparable to the case company is 

strictly prohibited and is cause for disqualification. You are not allowed to discuss the case with anyone 

other than your mentor (who must be formally registered on 'The CFO' portal).  

5.  THE REQUIRMENT  

It is March  1, 2017! 

 

The Board of Directors meets next week. Your task is to prioritise and evaluate the issues, including ethical 

dilemmas facing the group and provide strategic advice. You are accordingly required to produce and 

present such report directly to the Board. 

NOTE: 

Your report should focus on the 6 separate yet highly interconnected problems/issues provided in section 5.3 (pages 16 – 25). Sections 

5.1 and 5.2 provide useful background/context ONLY. These 6 issues have been broadly defined and deliberately so, to allow a 

considerable degree of good judgment in deciding the core matters your report must address. A separate tutorial article has been 

published in our 2nd edition of The Future CFO Magazine; you may find it helpful. It’s FREE! Subscribe and Download Now! 

http://charterquest.co.za/magazine/october_16
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5. THE AMANGO PLC CASE STUDY 

 

AMANGO GROUP MINING PLC (in short: AMANGO), a multinational Mining and Metals giant was founded 

over 100 years ago with initial Headquarters in South Africa but now Headquartered in London (UK). It 

operates a primary listing on the London Stock Exchange and a secondary listing on the Johannesburg 

Stock Exchange (JSE, South Africa).  It is owned by a diverse base of global institutional investors with 

over 60% held outside the African continent; although its single largest investor with 15% holding is the 

Public Investment Corporation (PIC) -wholly owned by the South African government. The PIC is the largest 

investment fund manager on the African continent with an asset base of almost US$ 0.13 trillion (ZAR 1.972 

trillion); set up to deliver superior shareholder returns to meet the retirement expectations of government 

employees, including contributing to the country’s socio-economic and development priorities.  

 
AMANGO has operations in 45 countries in all continents and major geographies around the world, and 

160,000 employees. Just as its employees are highly unionised, often collaborating globally, the group 

collaborates with other mining groups in each country of operation in their collective bargaining activities as 

well as in the ‘chambers of mines’ –industry bodies that represent and lobby various bodies and 

governments in matters of mutual interest. It adopts the currency of its host country as its functional currency 

and the US$ as its presentation currency. Its year end is December 31 and it is audited by Del-Tsu Inc, a 

major global auditing firm. As one of the world’s top mining groups, its most direct competitors include BHP 

Billiton Plc., Rio Tinto Plc., Glencore Plc. and Vale SA. Once South Africa’s largest company and the world’s 

biggest miner, having grown organically, and inorganically -notably through Joint Ventures (JVs) as well as 

Mergers and Acquisitions (M&As), it is today, though still a major player, not amongst the world’s top 10. 

5.1 THE GLOBAL METALS AND MINING INDUSTRY   

 
Standing in front of most value chains, the global Metals and Mining industry is a critical supplier of essential 

materials, and a global generator of trade, employment and economic development. The industry is 

dedicated to the extraction of Metals and Minerals (e.g. platinum, gold and coal) for profit and/or use in 

jewelry-making, industrial applications and investments. Mining in a wider sense includes the extraction of 

any non-renewable resource such as petroleum, natural gas, or even water; but for the purpose of this case 

study, it is limited to the Metals and Mining sector, in which AMANGO operates. 

5.1.1 Mining development and lifecycle 

The modern mining process, which may be surface or underground mining –as the names imply, broadly 

consists of 6 distinct steps: 1) Prospect –identification of land containing promising mineralisation for a more 

detailed examination by geologists; (2) Explore – the most promising of the prospects identified is subjected 

to an advanced exploration program to assess the size, quality and distribution of a mineral deposit, and to 

determine whether there is the potential (i.e. commercial viability) for it to be mined; (3) Establish feasibility 

to confirm that extraction is economically mineable/viable -to determine whether or not to commit and  

https://en.wikipedia.org/wiki/Coal_mining
https://en.wikipedia.org/wiki/Non-renewable_resource
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arrange/raise funds to commence development work; (4) Mine & Move which entails developing the mine 

infrastructure (mine shaft), including deploying the required equipment; removal of mineral resources from 

the earth and the transportation of broken rock of desired grade (called ore) from source to processing 

destination; (5) Extract, Process and Refine saleable products from industrial mineral/metal ore & further 

processing of these into higher value added products; (6) Market & Sell the product to the customers in 

terms of awareness, availability, quality, customisation, pricing, payment/contractual terms, supply logistics 

and other such related activities enabling revenue and profit generation, and (7) Reclamation -to restore 

the land to good alternative use. 

 
Mining operations usually create a negative environmental impact hence most governments who typically 

are the custodians of mining rights and operating licenses, have passed regulations to decrease the 

environmental impact, including furthering other socio-economic interests such as job creation, tax 

revenues, infrastructure development and economic empowerment. Health and Safety have long been a 

concern, and indeed, together with the environment, ability to raise finance and cost competitiveness, are 

amongst the critical success factors in the industry.  Levels of metal recycling are generally low effectively 

placing Mineral and Metal resources amongst the world’s non-renewable resources. Together with fossil 

fuels used in the extraction of oil & gas and many others, this industry often attracts its fair share of the 

global spotlight on climate change and sustainability initiatives. 

 
5.1.2 Market prices for metals and commodities 

 
Metals such as gold and platinum are commodities just like oil/gas and as such, are constantly traded via 

futures contracts on commodity exchanges such as the London Commodity Exchange, Chicago Mercantile 

Exchange and the New York Mercantile Exchange (NYMEX). These contracts obligate the holder to buy or 

sell a commodity at a predetermined price on a delivery date in the future. This means the market price of 

say gold or platinum as quoted in the news is the price of the corresponding futures contract supply or 

delivery in the relevant period, defined typically within the next month or quarter. As with equity securities, 

a commodity futures price is determined primarily by the market supply and demand for the commodity.  

These futures contracts are termed derivatives because they in turn derive their value from the underlying 

demand and supply fundamentals of the commodity in question.  Many market traders use commodity 

futures to speculate on future price movements. They enter long or short futures positions depending on 

which direction they believe supply and demand will move, a practice called arbitraging. This means all 

metal and indeed commodity producers such as AMANGO are price takers; they adopt the equilibrium 

prices established in these commodity exchanges, and as such cannot individually set their own prices.  

 

5.1.3 Strategic homogeneity and heterogeneity in the mining industry 

 
As all mining companies are price takers and are all ISO-accredited as an official requirement to trade, 

there is hardly any quality differentials between their products; as such, the ability to find and own quality 

https://en.wikipedia.org/wiki/Recycling
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ore reserves, execute the business strategy and produce the final products most efficiently and cost 

effectively, tends to reflect a homogenous set of strategic priorities that most mining companies enact. 

However, different institutional and political factors in different geographies around the world in which these 

mining companies operate inadvertently also leads to a fair degree of strategic heterogeneity. 

 

5.1.4 Global mining industry review 2015/16 (High level) 

 
Over the past decade, global demand for commodities and prices were largely driven by unprecedented 

Chinese growth. China’s economic direction points to its aspiration to transition from a manufacturing-based 

(investment-led) economy to a service-based (consumption-led) economy. This transition which started in 

2010 coincided with the 2011 plunge in commodity prices. The trend through 2016 and into 2017 suggests 

commodity prices are starting to recover, analysts however predict the worse may still be ahead. 

 

 

2016 saw a massive programme of capital expenditure cut backs and asset disposals as global mining 

companies sought to deleverage their balance sheets. The market capitalisation for the Top 40 was $494 

billion coming into 2016 – a 37% decrease coming from 2015 and the lowest level seen since 2004. All 

gains made during the commodity super-cycle were effectively wiped out. The collapse was all the more 

painful for producers in 2015 because the value destruction was perceived as self-inflicted, whereas during 

the global financial crisis, by contrast, extraneous market forces drove valuations down across multiple 

sectors.  

 

5.2      AMANGO GROUP STRATEGY AND OPERATIONS 

AMANGO engages in exploring, mining, processing and smelting Precious Metals, Base Metals and Bulk 

Commodities.  Precious Metals are classification of metals that are considered to be rare and/or have a 
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high economic value. Often used in industrial processes and as investment vehicles, the most popular ones 

include gold, diamond and the Platinum Group Metals (platinum, palladium, rhodium, ruthenium, iridium 

and osmium). Base Metals are metals that oxidize, tarnish or corrode relatively easily when exposed to air 

or moisture. They are more abundant in nature and therefore far cheaper than Precious Metals and are 

also widely used in commercial and industrial applications (e.g. copper, nickel, zinc, niobium and phosphate 

fertilizers). Bulk Commodities are non-liquid, non-gaseous commodities shipped loose or in mass and 

ordinarily requiring heavy-lifting (e.g. iron ore and coal).  

5.2.1 Mission, Values & Business Model 

 
The group’s mission is to deliver returns to its global base of shareholders, working with key stakeholders 

to create sustainable value that makes a real difference; guided by the core values of safety, innovation, 

accountability, care and respect, integrity and collaboration. To achieve this mandate, the group has fully 

subscribed to the principles of corporate governance and integrated reporting, expressing its basic business 

model and key priorities into 7 Pillars of Value (labelled Pillars A – G) as below: 

 Pillar A: Safety and Health: Do no harm to the workforce;  

 Pillar B: Environment: Minimise harm to the environment;  

 Pillar C: Socio-Political: Partner in the benefits of mining with local communities and government; 

 Pillar D: People: Resource the organisation with engaged and productive workforce;  

 Pillar E: Production: Mine, move, extract and process ore reserves sustainably;  

 Pillar F: Cost: Be competitive by operating as efficiently as possible, and  

 Pillar G: Financial: Deliver sustainable returns to shareholders. 

 

5.2.2 Strategic Portfolio (Segments) 

 

As detailed in Appendix 2.5, the group has 8 segments aligned to the structure of the existing business 

units based around commodities. Each business unit has a management team that is accountable to the 

Group CEO, and in the instance of copper, nickel, niobium and phosphates, the same management team 

is responsible for the management of all four business units, collectively referred to as Base Metals and 

Minerals. Niobium and Phosphates is aggregated, having previously been presented separately. To align 

with the management structure of the group’s businesses and the way their results are internally reported, 

all subsidiaries irrespective of the country of operation which produce the same end product are aggregated 

and reported as a segment. For instance, AMANGO COAL AUSTRALIA LTD, AMA COAL SOUTH AFRICA 

and PEACE RIALA COAL INC CANADA (See Appendix 2.5.2) are aggregated and reported as the Coal 

segment. ‘Corporate and other’ comprise the Other Mining and Industrial business unit, together with 

unallocated corporate costs and exploration costs. Exploration costs represent the cost of the group’s 

exploration activities across all segments. 

 

http://www.investopedia.com/terms/e/economic-value.asp
http://www.investopedia.com/terms/i/investmentvehicle.asp
http://www.investopedia.com/terms/p/platinum.asp
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The Group Management Committee evaluates the group and segments’ financial performance principally 

with reference to Underlying Earnings before Interest and Tax (underlying EBIT) and Return on Capital 

Employed (ROCE). Underlying EBIT is operating profit presented before special items and re-

measurements and includes the group’s attributable share of associates’ and joint ventures’ underlying 

EBIT. Segment revenue includes the group’s attributable share of associates’ and joint ventures’ revenue.  

 
5.2.3 Risk Management 

 
AMANGO is committed to an effective and robust system of risk identification and management.  The 

Board’s risk appetite is defined in relation to each risk based on the severity or consequences, any relevant 

internal or external factors influencing the risk and the status of management mitigating actions. A scale is 

used to help determine the limit of appetite for each risk, recognising that risk appetite will change over 

time. Risks are assessed as ‘within the risk appetite’, ‘at the limit’ or operating ‘outside the Board’s appetite.’ 

If a risk exceeds the Board’s risk appetite, it will threaten the achievement of objectives and may require a 

change to strategy. Risks within or approaching the limit of the Board’s risk appetite may require 

management actions to be accelerated or enhanced in order to ensure the risks remain within appetite 

levels (Further particulars on the status of Risk Management is contained in Appendix 1).  

 
5.2.4 3 Year Viability Statement 

 
The Board has confirmed the group will remain viable over the next three years, a period selected for 3 

main reasons: (1) the group’s strategy and budgeting process is aligned with a three-year cycle; (2) the 

current volatility in commodity markets makes confidence in a longer assessment of prospects highly 

challenging and (3) the group will undergo a significant transition over the next 3 years (refer to Appendix 

3 for context). To deliver on this commitment, the Board has set the following 1-3 year strategy: 

 
1. Radical portfolio restructuring-  

KPI: Dispose non-core assets and streamline the group from 8 to 3 business units by 2019; 

 
2. Drive operational discipline- 

KPI: Deliver operating cost savings of US$5.8 billion in 2017  

 
3. Protect the balance sheet- 

KPI: Target Net Debt of US$10 billion by end of 2017. 

 
4. Change dividend policy- 

KPI: Suspend dividend payments to conserve cash in 2017, and return to dividend payment in 2018; 

changing from dividend growth to earnings ratio policy.  
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STRATEGIC RISK REPORT:  APPENDIX 1 

 

PRINCIPAL RISKS AT A GLANCE 2015 / 2016 

 

 

Principal Risks (which include Catastrophic risks) are risks or combination of risks that threaten the group’s 

business model, future performance, solvency or liquidity. In addition to these risks, the group continues to 

be exposed to and manages other risks related to currency, inflation, information and cyber security; 

industrial and community relations, environment, infrastructure, and human resources. Catastrophic risks 

are very high severity, yet very low likelihood events that could result in multiple fatalities or injuries, an 

unplanned fundamental change to strategy or the way the group operates, and have significant financial 

consequences. AMANGO does not consider likelihood when assessing Catastrophic risks as the potential 

impacts mean these risks must be treated as a priority.  

 

1. Commodity prices: Sustained low commodity prices from slowdown in China and other emerging 

markets, leading to poor cash flows, gearing, profitability and valuation. The resulting rating 

downgrades could threaten future growth and performance (Pillar G). This risk is currently outside the 

Board’s risk appetite. 

 

2. Political and Regulatory: License to operate (mining rights) depends on uncertain factors e.g. 

regulations or tax rates; leading to increased costs, lack of confidence in making investment decisions 

or to execute strategic initiatives. This includes political instability from civil unrest or nullification of 

existing agreements or licenses (Pillars C, F & G). This risk is currently at the limit of the Board’s risk 

appetite. 
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3. Organisational change: Failure to accelerate or deliver on change efforts resulting from constraints in 

different geographies, including employment regulations leading to loss of shareholder confidence and 

value. This includes poor cash flows, lower levels of profitability and debt rating downgrades, with a 

resultant increased cost of debt and possibly reduced access to financing. Employee morale and 

retention of key skills may also be affected (Pillars D, E, F & G). This risk is currently at the limit of the Board’s 

risk appetite. 

 

4. Portfolio restructuring: Inability to divest assets in the timeframe required and/or for the expected 

value, due to a depressed commodity price environment or from often, a very complex sales process 

involving numerous stakeholders –such as regulators, government, joint venture partners, employees 

and local communities –with conflicting expectations. Weakened levels of cash flow, reduced 

profitability and a negative impact on group valuation may result, along with an inability to reduce debt 

and improve financial performance. Rating downgrade may increase the cost of debt, while an inability 

to deliver portfolio changes could result in loss of investor confidence and reputational damage (Pillars 

C, D, F & G).  This risk is currently at the limit of the Board’s risk appetite. 

 

5. Minas Rio: Delays in obtaining the operating license extension and inability to achieve production 

targets due to shortage of water/rainfall in Brazil.  Increased regulatory scrutiny for the licence extension 

can be expected as a result of a major tailings dam incident involving loss of life at a competitor facility. 

This could impact on costs and revenues leading to loss of investor confidence and reputational 

damage (Pillars B, C, D, F & G). This risk is currently within the Board’s risk appetite. 

 

6. South Africa Power: Unplanned outages and failure of the national grid arising from the state’s 

(Eskom’s) lack of investment in generating capacity and a maintenance backlog, leading to production 

shortfalls with a negative effect on revenues, costs and profitability with safety implications, particularly 

for underground mines. Loss of computing systems can also interrupt normal business activities (Pillars 

A, C, E, F & G). This risk is currently within the Board’s risk appetite. 

 

7. Safety: Failure to deliver a sustained improvement in safety performance arising from a failure of 

management interventions to translate into employee and contractor behavioural changes leading to 

loss of life, workplace injuries, fatalities and safety-related stoppages -impacting on production; while 

over the longer term, such factors are also a threat to securing mining permits and the requisite license 

to operate (Pillars A, C, D, E & G). This risk is currently at the limit of the Board’s risk appetite. 
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 2016    2015 

Before special 
items and 

 re-measurements  

Special items and re-
measurements (1) 

 

 

 
Total 

 Before special 

items and 
re-measurements 

Special items and 
re-measurements 

(note 6) 

 

 
 

Total 

 

 

 

KEY FINANCIAL AND NON FINANCIAL DATA: APPENDIX 2 

(All figures in US$ millions, except for ratios & non-financial data or except where explicitly stated) 

 

2.1 Consolidated income statement  

for the period ended December 31, 2016 

 
 
 
 

Group revenue 
Operating costs (2) 

 20,455 
(18,417) 

– 
(6,150) 

20,455 
(24,567) 

27,073 

(22,560) 

–  
       (4,375) 

27,073 

(26,935) 
Operating (loss)/profit 3

, 
4 

2,038 (6,150) (4,112) 4,513        (4,375) 138 
Non-operating special items  – (1,278) (1,278)    –          (385) (385) 
Share of net (loss)/income from associates and       
joint ventures 3

, 
1
3 

48 (269) (221) 254            (46) 208 
Loss before net finance income/(costs) and 

Investment income 
Interest expense 
Other financing gains 

Net finance income/(costs) 

tax 
 

 
 
 

 

2,086 (7,697) (5,611) 4,767 (4,806) (39) 

172            – 172 242            – 242 
(489) (54) (543) (497) (65) (562) 
(141) 669 528 (1)  101 100 
(458) 615 157 (256)  36 (220) 

Loss before tax  1,628 (7,082) (5,454) 4,511 (4,770) (259) 

Income tax expense (3)  (435) 47 (388) (1,267)           2 (1,265) 
Loss for the financial year 1,193 (7,035) (5,842) 3,244 (4,768) (1,524) 

 
Notes: 

 

1. Special items and re-measurements are those items of financial performance that, due to their size and nature, the group 

believes should be separately disclosed on the face of the income statement to assist in the understanding of the underlying 

financial performance achieved by the group. Special items that relate to the operating performance of the group are 

classified as operating special items and principally include impairment charges and restructuring costs. Non-operating 

special items include costs in relation to closure of operations, profits and losses on disposal of investments and businesses 

as well as certain adjustments relating to business combinations. Re-measurements include:  

a. Unrealised gains and losses on financial assets and liabilities that represent economic hedges, including 

accounting hedges related to financing arrangements. Where the underlying transaction is recorded in the income 

statement, the realised gains or losses are reversed from re-measurements and are recorded in underlying 

earnings in the same year as the underlying transaction for which the instruments provide the economic hedge. 

If the underlying transaction is recorded in the balance sheet, for example capital expenditure, the realised amount 

remains in re-measurements on settlement of the derivative. Such amounts are classified in the income statement 

as operating when the underlying exposure is in respect of the operating performance of the group and otherwise 

as financing; and 

b. The re-measurement and subsequent depreciation and amortisation of a previously held equity interest as a result 

of a business combination. 

 

2. Over 50% of operating costs is salaries, wages and other employee benefits. 

 

3. Effective tax rate nonetheless to be used for all computations involving tax should be 31% (also see Appendix 2.4). For all 

computations in this case study requiring this tax rate to be applied, assume all tax is paid in the year in which it arises.. 
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2.2 Consolidated statement of financial position (Balance sheet)  

As of December 31, 2016 

                                                                                                                                                                                                                                      2016                             2015  

ASSETS  
 
 

3,394 

 
 

3,912 
Non-current  assets  
Intangible assets  

Property, plant and equipment  29,621 38,475 
Environmental rehabilitation trusts  290 358 

Investments in associates and joint ventures  1,817 4,376 
Financial asset investments  846 1,266 

Trade and other receivables  539 745 
Deferred tax assets  914 1,351 
Derivative financial assets  460 986 

Other non-current assets  335 233 
Total non-current assets 38,216 51,702 

Current assets  4,051 4,720 
Inventories  

Trade and other receivables  1,983 2,568 
Current tax assets  152 125 

Derivative financial assets  689 147 
Cash and cash equivalents  6,895 6,748 

Total current assets  13,770 14,308 
Assets classified as held for sale  27 – 
Total assets 52,013 66,010 

LIABILITIES  
 

 
(2,753) 

 

 
(3,515) 

Current liabilities  
Trade and other payables  
Short term borrowings  (1,649) (1,618) 

Provisions for liabilities and charges  (620) (680) 
Current tax liabilities  (340) (375) 

Derivative financial liabilities  (477) (539) 
Total current liabilities (5,839) (6,727) 

Non-current liabilities  (26) (25) 
Trade and other payables  
Medium and long term borrowings (Book value = Market Value)  (16,318) (16,917) 

Retirement benefit obligations  (667) (1,073) 
Deferred tax liabilities  (3,253) (4,498) 

Derivative financial liabilities  (1,986) (1,785) 
Provisions for liabilities and charges  (2,565) (2,808) 

Total non-current liabilities  (24,815) (27,106) 
Liabilities directly associated with assets classified as held for sale  (17) – 
Total liabilities (30,671) (33,833) 

Net assets 21,342 32,177 

EQUITY  
 
 

772 

 
 

772 
Called-up share ordinary capital (US$0.25 per share nominal)   

Share premium account  4,358 4,358 
Own shares  (6,051) (6,359) 

Other reserves  (10,811) (7,205) 
Retained earnings  28,301 34,851 

Equity attributable to equity shareholders of the Company  16,569 26,417 
Non-controlling  interests  4,773 5,760 
Total equity 21,342 32,177 

 
 
Important market data applicable to AMANGO (March 1, 2017) 
(Applicable to international valuations and investments, dollar-denominated or otherwise) 

 
Market price per share US$ 3.75 

 

Risk free rate and Market risk  premium 3% and 5% respectively 

 

Beta of debt Raised from 0 to 4 due to recent credit downgrade. 
 

Cost of debt US$ LIBOR plus 70 basis points. US LIBOR is currently 5.5%.   
 

Effective tax rate Provided as note 3 in Appendix 2.1 
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2.3 Consolidated cash flows statement  
                for the year ended 31 December 2016 

 

                                                                                                                                                                                                                                          2016                 2015 

Cash flows from operating activities   
(5,454) 

 
(259
) 

Loss before tax  
Net finance (income)/costs including financing special items and re-measurements  (157) 220 
Share of net loss/(income) from associates and joint ventures  221 (208

) Non-operating special items  1,278 385 
Operating (loss)/profit  (4,112) 138 
Operating special items and re-measurements  6,150 4,375 

Cash element of operating and non-operating special items  (118) (100
) Depreciation and amortisation  2,381 2,591 

Share-based payment charges  151 170 
Decrease in provisions  (239) (200

) Increase in inventories  (84) (129
) Decrease in operating receivables  187 576 

Decrease in operating payables  (78) (438
) Other  adjustments  2 (34) 

Cash flows from operations  4,240 6,949 
Dividends from associates and joint ventures  324 435 
Dividends from financial asset investments  9 25 

Income tax paid  (596) (1,298
) Net cash inflows from operating activities 3,977 6,111 

 
Cash flows from investing activities 

  

 
(4,053) 

 

 
(5,974
) 

Expenditure on property, plant and equipment  
Cash flows from derivatives related to capital expenditure  (200) (157) 

Proceeds from disposal of property, plant and equipment  30 71 
Investments in associates and joint ventures  (80) (81) 

Purchase of financial asset investments  (1) (12) 
Net loans advanced  (216) (80) 
Interest received and other investment income  101 157 

Net proceeds from disposal of subsidiaries and joint ventures  1,745 44 
Repayments of capitalised loans by associates  67 – 

Other investing activities  (7) (93) 
Net cash used in investing activities (2,614) (6,125

)  
Cash flows from financing activities 

  

 
(810) 

 

 
(833) Interest paid  

Cash flows from derivatives related to financing activities  (170) 203 
Dividends paid to Company shareholders  (1,078) (1,099

) Dividends paid to non-controlling interests  (242) (823) 
Proceeds from issuance of bonds  2,159 3,165 

Proceeds from other borrowings  1,160 1,419 
Repayment of borrowings  (1,987) (2,801

) Issue of shares to non-controlling interests  46 42 
Proceeds from sale of shares under employee share schemes  11 14 
Purchase of shares by subsidiaries for employee share schemes   (42) (111

) Other financing activities  6 (3) 
Net cash used in financing activities (947) (827

) Net increase/(decrease) in cash and cash equivalents 416 (841
)  

Cash and cash equivalents at start of year 
 

 
 

6,747 
 

7,702 

Cash movements in the year  416 (841
) Effects of changes in foreign exchange rates  (274) (114
) Cash and cash equivalents at end of year  6,889 6,747 

 

   Exchange rate data  

 Convention Spot rates (Today 

1/03/2017) 

December 31, 2016 January 1, 2016 

AUSTRALIAN $ AUD/US$ AUD 1 = US$ 0.72101 AUD 1 = US$ 0.8502 AUD 1 = US$ 0.9002 

GREAT BRITISH POUNDS GBP/US$ GBP 1 = US$ 1.2341 GBP 1 = US$ 1.2300 GBP 1 = US$ 1.2134 

BRAZILIAN REAL BRL/US$   BRL 1 = US$ 0.3100 BRL 1 = 0.6122 BRL 1 = 0.9155 

CANADIAN $ CAD/US$ CAD 1 = US$ 0.7501 CAD 1 = US$ 0.7409 CAD 1 = US$ 0.7235 

SOUTH AFRICAN RANDS ZAR/US$ ZAR 1 = 0.0732 ZAR 1 = 0.0934 ZAR 1 = 0.1120 
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2.4 10-year group financial ratios   

 

Income statement measures 
23,003 

 
30,988   33,063 

 
32,785  36,548 

 
32,929   24,637  32,964 

 
30,559 

 
29,404 Group revenue including associates and joint ventures 

Underlying EBIT 2,223 4,933 6,620 6,253   11,095 9,763 4,957   10,085 9,590 8,888 
Underlying EBITDA  4,854 7,832 9,520 8,860   13,348 11,983 6,930   11,847 12,132 12,197 

Group revenue (statutory measure) 20,455 27,073   29,342 28,680   0,580 27,960   20,858 26,311 25,470 24,991 
Net finance costs (before special items and re-
measurements) 

(458
) 

(256) (276) (299) (20) (244) (273) (452) (137) (110
) (Loss)/profit before tax (5,454

) 
(259)     1,700 (171)  10,782 10,928 4,029 8,571 8,821 8,443 

(Loss)/profit for the financial year (5,842
) 

(1,524) 426 (564)    7,922 8,119 2,912 6,120 8,172 6,922 
Non-controlling interests 218 (989)  (1,387) (906)  1,753) (1,575) (487) (905) (868) (736

) (Loss)/profit attributable to equity shareholders of the 
Company 

(5,624
) 

(2,513) (961) (1,470)   6,169 6,544 2,425 5,215 7,304 6,186 
Underlying earnings 827 2,217 2,673 2,860 6,120 4,976 2,569 5,237 5,761 5,471 

Balance sheet measures 
32,842 

 
43,782   46,551 

 
49,757 

 
41,667 

 
42,135   36,623  29,808 

 
24,401 

 
28,285 Total capital employed  

Net assets 21,342 32,177   37,364 43,738 43,189 37,971   28,069  21,756 24,330 27,127 
Non-controlling interests (4,773

) 
(5,760)   (5,693) (6,127) (4,097) (3,732)   (1,948)(1,535) (1,869) (2,856

) Equity attributable to equity shareholders of the Company 16,569 26,417   31,671 37,611 39,092 34,239   26,121 20,221 22,461 24,271 

Cash flow measures 
4,240 

 
6,949 7,729 

 
7,370 

 
11,498 

 
9,924 4,904 9,579 

 
9,845 

 
10,057 Cash flow from operations 

Capital expenditure (4,177
) 

(6,018)   (6,075) (5,947) (5,672) (4,902)   (4,707)(5,282) (4,002) (3,575
) Metrics and ratios 

 
 

1.73 2.09 
 

2.28 
 

5.06 
 

4.13 2.14 4.36 
 

4.40 
 

3.73 Underlying EBIT margin 9.7% 15.9% 20.0% 19.1% 30.4% 29.6% 20.1% 30.6% 28.4% 25.4% 
Effective tax rate 31.0% 29.8% 32.0% 29.0% 28.3% 31.9% 33.1% 33.4% 31.8% 33.0% 

 

 
 
2.5 5-year group non-financial performance data   
 
 

 
Safety 

6 
 

6 
 

15 
 

13 
 

17 Work-related fatalities 
Fatal-injury frequency rate (FIFR) 0.004 0.003 0.008 0.007 0.009 

Total recordable case frequency rate (TRCFR) 0.93 0.80 1.08 1.29 2.01 
Lost time injury frequency rate (LTIFR) 0.47 0.35 0.49 0.58 0.64 

Occupational health 
163 

 
175 

 
209 

 
174 

 
197 New cases of occupational disease (NCOD) 

Occupational disease incidence rate (per 200,000 hours) (ODIR) 0.177 0.175 0.217 0.185 0.205 

Environment 
18 

 
17 

 
17 

 
18 

 
19 Total CO

2  
emissions (Mt CO

2
e) 

Total energy consumed (million GJ) 106 108 106 113 102 
Total new water consumed (million m3) 222 196 201 156 124 
Human Resources 

25 
 

24 
 

23 
 

23 
 

22 Women in management (%) 

Historically Disadvantaged South Africans in management (%) 60 60 64 62 51 

Resignations (%) 1.9 2.0 2.0 2.4 2.7 
Redundancies (%) 3.5 0.9 4.1 0.6 1.4 
Dismissals (%) 1.4 1.0 1.5 1.4 1.1 

Other reasons for leaving (%) 4.2 1.9 2.7 2.4 0.3 

Social 
124 

 
136 

 
127 

 
146 

 
129 CSI spend (total in US$ million) 

CSI spend (% of underlying EBIT) 6 3 2 3 1 

Procurement: BEE spend (rand billion) 36.3 39.3 32.4 25.8 23.3 
Businesses supported through enterprise development initiatives 62,661 58,257 48,111 40,217 38,681 

Jobs created/maintained through enterprise development programmes 108,423 96,873 76,543 64,927 47,070 

 

 

 

 

 

 

     2016           2015            2014          2013           2012   

2011 

     2016     2015       2014          2013         2012       2011      2010       2009        2008      2007 
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 Revenue   Underlying  EBIT 

2016 2015  2016   2015 

 

 
 

 
 

                                                           (All long-term debt is intragroup debt owed specifically to Parent/AMANGO PLC) 2016 2015   

 

 

2.5 2016 SEGMENT INFORMATION 
 
2.5.1 Segment results   

    
Platinum 4,900 5,396 263                  32 

Diamonds 4,671 7,114 571   1,363 
Copper 3,539 4,827 228   1,193 

Nickel 146 142 (22)                  21 
Niobium and Phosphates 544 666 119   124 

Iron Ore and Manganese 3,390 5,176 671   1,957 
Coal 4,888 5,808 457   458 
Corporate and other 925 1,859 (64)  (215) 
Segment measure 23,003 30,988 2,223   4,933 

 

 

2.5.2 Capital employed (Equity + Long-term debt) all in Nominal/Par Values 

       

Platinum 4,392 7,010 
Diamonds 8,642 10,058 
Copper 6,332 7,062 

Nickel 1,968 1,931 
Niobium and Phosphates 834

0 

896 

Iron Ore and Manganese 6,666 9,837 
Coal 4,079 5,575 

Corporate and other (71) 1,413 
Capital employed 32,842 43,782 

 

 
2.5.2 Subsidiary by geography by segment by earnings contribution by number of employees 

 
SUBSIDIARY UNDERTAKING 

(ALL UNLISTED) (1) 

GEOGRAPHY  
(Country of incorporation & region of 

operation) 

SEGMENT 

(/Business/Division) % of Equity  
Earnings 

Contribution  

No. of 

employees 

AMAPLATINUM LIMITED SOUTH AFRICA PLATINUM 78% 10% 18,100 

DE BELS LIMITED BOTSWANA DIAMONDS 80% 7% 12,200 

DE BELS SOCIETE ANONYME LUXEMBOURG DIAMONDS 85% 2% 3,000 

AMA SUR SA CHILE COPPER 50.1 6% 15,300 

AMA QUELAVECO SA PERU COPPER 80% 2% 6,100 

AMA NORTE SA CHILE COPPER 82% 6% 9,,200 

AMA COLOMBIA CO COLOMBIA COAL AND IRON ORE 100% 1% 4,300 

AMA BASIL LIMITADA BRAZIL NICKEL 100% 5% 9,600 

AMA NIOBIUM FOASTATOS 
LIMTADA 

BRAZIL 
NIOBIUM & 

PHOSPHATES 
100% 4% 

7,200 

AMA FEROUS BRAZIA SA 
BRAZIL 

IRON ORE AND 
MANGANESE 

100% 7% 
14,800 

KULDA IRON ORE LIMITED SOUTH AFRICA 
IRON ORE AND 

MANGANESE 
68% 7% 

13,500 

SIHENO IRON ORE LIMITED 
SOUTH AFRICA 

IRON ORE AND 
MANGANESE 

74% 3% 
7,400 

AMANGO COPPER AUSTRALIA 
LTD 

AUSTRALIA COPPER 100% 6% 
9,600 

AMANGO COAL AUSTRALIA LTD AUSTRALIA COAL 80% 4% 4,900 

AMA COAL SOUTH AFRICA COAL 100% 5% 14,300 

PEACE RIALA COAL INC CANADA COAL 100% 1% 1,100 
PROPORTIONATELY 
CONSOLIDATED JOINT 
OPERATIONS 

  
  

 

DE-DIAMOND MINING LTD BOTSWANA DIAMONDS 50% 3% n/a 

NAMBI HOLDINGS LIMITED NAMIBIA DIMONDS 50% 3% n/a 

COMPANIA SCM CHILE COPPER 44% 6% n/a 

HUDSON MANITOBA CANADA COPPER 50% 6% n/a 

OTHERS 
COUNTRIES OTHER 

THAN ABOVE. 
All of the above  - 6% 

 
8,400 

 

(1) These are the principal subsidiaries, joint operations, joint ventures and associates of the AMANGO Group, where each is incorporated and 

operating and the percentage equity capital. All these are consolidated within the financial statements. Earnings contribution represents the 

approximate percentage to group earnings from each subsidiary/country/geography. 
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INTERNATIONAL NEWS ARTICLE:  APPENDIX 3 

AMANGO Credit Rating Downgraded to Junk 
Miner continues to face difficulties in restructuring  
 

By Alec Iwirna and Scole Pittsburg reporting for Wall Street Journal  

Updated Feb. 15, 2016 3:59 p.m. ET 

 
LONDON –AMANGO Plc., suffered a fresh blow Monday when S&P slashed its credit rating to junk status, 

cutting it three notches from Baa3 to Ba3; saying the London company faces substantial hurdles in trying 

to execute the massive restructuring and debt-reduction plan it unveiled in December 2016. S&P said 

AMANGO is the first among the world’s top mining companies to see its credit rating cut to below investment 

grade. The credit ratings of Swiss miner Glencore  and Vale S.A, the Brazilian iron-ore miner, sit just one 

notch above junk, while the ratings of Bhp Billiton and Rio Tinto both remain well above junk. 

 
The downgrade highlights the challenges AMANGO’s CEO, Mike Cutika, is facing amid a global rout in the 

commodities. The company just posted its disappointing 2016 full-year earnings showing low commodity 

prices cut deeper into its balance sheet. While miners are scrambling to unload unprofitable assets, they’ve 

wrestled to find willing buyers, since many potential investors remain concerned commodity prices will 

continue to spiral lower.  

 
Investors are piling pressure on AMANGO to move more quickly on its restructuring program, launched 

when Mr. Cutika took over in 2013. It now involves more radical elements that include getting rid of a huge 

chunk of its mines and cutting more than half of its workforce. Though Mr. Cutika has said the company 

has made substantial headway on the turnaround, some investors remain frustrated. “PIC is concerned 

about the haphazard sales including divestments from coal and ore in South Africa,” said Dani Mvelo, CEO 

of South Africa’s state-owned Public Investment Corporation (PIC). The company now plans to get rid of 

more than half of its mines and shed 85,000 jobs, shrinking to a workforce of about 50,000 by an unspecified 

date. It has also suspended dividend payments, cut capital expenditures on growth projects but plans to 

restore dividend payments in 2018, departing from its traditional dividend growth model to earnings ratio. 

 
Moody’s, for its part, doesn’t ascribe any value to the company’s planned disposal program. “We think that 

any disposals will be very challenging in this environment,” said one analyst, Phil Troussier. If the company 

is unable to find buyers, Mr. Cutika said AMANGO would prefer to shut the mines down rather than lose 

money. AMANGO, once South Africa’s biggest company and the world’s biggest mining company, is among 

the largest and most high-profile victims of the commodity collapse. Weighed down by borrowing and with 

too many mines that don’t make money, it became the worst performer in the UK’s FTSE 100 Index last 

year, declining 75%. The group’s shrinking market value could eject the global miner from London's blue-

chip equity index at the next reshuffle in April 2017, potentially triggering a broader sell-off. 
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5.3.  THE CASE SCENARIOS (Your Task/For ACTION) 

 
Problem/issue: Managing divisional performance group-wide 

 

One of the measures taken to drive operational discipline across the group was to review the current system 

of evaluating and rewarding Divisional Managers. Bonuses form a substantial part of their earnings. The 

following concerns have been noted with the system: 

1. As it is linked primarily to Underlying EBIT and ROCE, some divisions are resorting to cutting 

expenditure on training and postponing standard service schedules for safety critical equipment; 

2. Production is ramped up to build closing stock towards year-end to declare better results; and 

3. Divisions that used to rely on the Base Metal refineries of one of the Divisions are now resorting to 

using the refineries of outside competitors for their refining needs due to excessive internal charges.  

 
Problem/issue: Strategic joint venture (JV) decision in Canada   

 

The grassroots aboriginal protest movement in Canada, "Idle No More" is threatening to undermine the 

country's coveted reputation for low-risk resource development. Idle No More, with little centralised 

leadership, swept across Canada late last year with the help of social media; targeting the activities of 

mining giants and singling out AMANGO. Protesters blocked roads and rail lines, and staged big rallies in 

the country's largest cities to press for a sweeping human rights and economic development agenda. 

Aboriginal bands seek to renegotiate old agreements and seize more control over mining developments. 

Canada is the world's No. 1 potash producer, No. 2 uranium producer, and home to massive reserves of a 

number of base and precious metals, the main attraction for AMANGO in first setting up operations there 

some 10 years ago. 

 

The recent decline in coal prices had seen AMANGO scale back its coal mining activities in Canada; just 

as some of its global competitors had done in major coal mining jurisdictions around the world. A global 

operational and market review however, points to a number of rivals resuming coal mining operations, 

notably in China, Australia and the USA.  Despite the unrests, the same trend was being noted in Canada 

with more competitors preferring to set up Joint Ventures with local partners -mostly inclusive of 

representatives of ‘Idle No More’. Rising demand in South East Asia is increasingly pronounced as the main 

reason for the resurgence in prices. Coal which had reached a 10 year low only 6 months ago, trading at 

USD13.00 per tonne has pulled a come-back to US$50.24 per tonne. Economists however predict the 

resurgence is only a temporary blip; they argue coal is a dying industry: emissions from burning coal for 

heat and energy fuel global warming, making coal the single greatest threat to climate.  

 
AMANGO has decided to resume coal mining in Canada through its recently established 50-50% JV (called 

Quinta) with its JV partners -Cephas, a 100% privately owned international mining law practice. Based in 
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the US, Cephas’ focus is applying for and securing coal mining permits around the world and then entering 

into a JVs to explore and/or develop the mine.  Quinta is run by a group of Managers deployed by AMANGO 

and Cephas, and is about to commence its 1st coal mining project: and has decided a ‘standalone long wall 

mining’ is the best method to proceed. This will require the construction of a very expensive surface 

infrastructure, the development of long wall panels and underground infrastructure which will require 2 

years. Whilst the variable cost per tonne of coal currently set at US$26.38 will stay the same, the fixed costs 

of operating the constructed facility will vary depending on its size and depth. The CharterQuest Institute 

has compiled the following data regarding the 3 construction design choices: 

 

  Fixed costs 

(US$ million) 

Design 1 Small & shallow 75 

Design 2 Medium size and depth 87.5 

Design 3 Large and deep 100 

 

Coal demand (million)  Probability  

 Design 1 Design 2 Design 3 

5 85% 25% 20% 

7.5 10% 50% 50% 

10 5% 25% 30% 

 

In a separate development, the Board is pleased with an Award it has just received from a major global 

body on the degree of excellence in the quality of its 2016 Integrated Report. Although the report shows a 

slight increase in CO2 emissions and new water consumed (Appendix 2.5), the board is concerned the true 

environmental costs against which the overall quality of the group’s environmental performance can be 

judged is not being adequately captured by the current traditional management accounting systems the 

company has hitherto relied on. 

 
Problem/issue: Strategic disposal in Brazil  

 
Owing to the ratings downgrade, AMANGO has decided to step up its Asset Disposal Programme. The 

CEO, Mike Cutika, has been quoted in a investor conference as saying, ‘we remain very cautious about the 

timing of any sales and the level of proceeds they will generate as other mining companies are also seeking 

to divest assets at this time. Although we seek to raise $3-4bn from disposals in 2017, we will only complete 

those transactions which deliver appropriate value for our investors”. 

One of the strategic investments earmarked as non-core and  due for disposal back in 2012/2013 was the 

group’s 100% equity stake in AMA NOBIUM FOASTATOS LIMITADA (in short: AMA-NP) in mineral-rich 

Brazil. AMANGO’s initial entry into Brazil dates back over 2 decades but 90% of its investments was made 
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in the last 6 years; largely to secure more mineral reserves to sustain its growth. With the entry of South 

Africa into the BRICs arrangement, the Brazilian government of Luiz da Silva granted preferential access 

to, and actively supported mining giants ‘from’ the BRICS member countries. More recently, Brazil managed 

to pull-off the Rio Summer Olympics and approved a painful austerity package to jump start an ailing 

economy. Michel Temer (of the PMDB Party), the provisional president who was sworn in after Dilma 

Rousseff was impeached on Aug. 31, 2016 is aiming to halt the interventionist economic policies and fiscal 

recklessness pursued by Rousseff’s (and  Luiz da Silva’s) Workers’ Party.  It is not clear if the once 

AMANGO (or BRICS’s)-friendly policies of the Workers Party’s will be continued as recent reports point to 

stringent pending fiscal austerity, exchange controls and tougher dividend repatriation laws.   

AMANGO has just received a final offer from China Molybdenum Co. Ltd (“CMOC”), a Chinese Mining giant 

with substantial investments in Brazil, to buy and integrate as a going concern, its Niobium and Phosphates 

business (AMA-NP) in that country for US$1,500 million, structured in two parts: (1) BRL 1, 452 million to 

settle AMA-NP’s intra-group debt and (2) Balance to acquire AMANGO’s 100% equity. AMA-NP has no 

external debt and CMOC has offered to pay in US$ directly to AMANGO’s US$ bank account.  

The CEO, in the same investor conference, is quoted as saying, ‘’ the proceeds, together with the ongoing 

productivity and cost improvements we are driving through the business will enable us to achieve our 

targeted level of Net Debt of less than $10 billion at the end of 2017 and we can finally see our EBIT to Net 

Debt being over 2.5 at the end of 2017, the point at which we expect our credit rating to notch upwards. 

The Transaction is conditional upon customary People's Republic of China regulatory approvals, and the 

approval of CMOC shareholders. We have received binding commitments from the two major CMOC 

shareholders holding 63 per cent of CMOC shares to support the deal and we expect to close it in the 

second half of 2017. We however have 7 days to decide on the offer.’’ 

The CharterQuest Institute has compiled the following financial data regarding AMA-NP and CMOC: 

 
2016 Financial Data for AMA-NP (in Brazilian Real as functional currency, BRL millions) 

 Book Values (all re-valued)  

Non-current assets 3,719  

Net current assets 806  

Long term liabilities (1,452) Full amount consists of intra-group debt 

 3,073  

 

Underlying EBIT 159.75 After charging depreciation of BRL3.95 million 

Finance charge (3.96)  

Tax (49.51)  

Earnings 106.28  
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The management of AMA-NP has established that there needs to be an investment in working capital and 

non-current assets of BRL 103.23 million per annum in order to maintain the current level of operations. 

AMANGO believes despite the generally depressed commodity prices, the prices of Nobium and Phostates 

will support a growth in Free Cash Flows of just about 6% a year into the foreseeable future. 

 
Financial Data for CMOC (USD$ millions): 

As CMOC and AMA-NP have a similar level of business risk and financial gearing, AMANGO has decided 

to use CMOC as a proxy to evaluate the offer, amongst other evaluation methods. 

 

 Nominal Value Today’s Market values  

Ordinary shares at US$ 1 per share 500 5.8 per share 

8% irredeemable US$ 1 Preference shares 200 1.35 per share 

6% Bond maturing in 3 years’ time at par 1,200 103 per US$ 100 

 

Other information: 

 CMOC however has a P/E ratio of 13 and a debt beta of zero. 

 The risk free rate, market risk premium and equity beta for AMANGO, AMA-NP and CMOC are same. 

 AMANGO estimates that CMOC could achieve economies of scale by merging with AMA-NP of 

approximately BRL 28.16 million a year after tax indefinitely. 

 Effective tax rate is same for all three companies as provided in note 3 of Appendix 2.1. 

 

Problem/issue: Balance sheet de-leverage or share buy-back   

 

South Africa’s Public Investment Corporation (PIC), is meeting next week to discuss a possible challenge 

to AMANGO’s plans to dispose its coal and iron ore mines in South Africa, worried the commodity price 

environment will not deliver the best value but also the broader impact of disinvestments on the socio 

economic development of the country. If AMANGO does sell, South Africa’s government is keen to support 

“new black economic empowerment champions,” Mineral Resources Minister M. Zane said. Zane wants to 

increase black ownership of the mining industry, which formed the bedrock of the economy under white-

minority rule that ended in 1994. Should the PIC not get its way and the sale plan proceeds, it plans together 

with a few other investors, to start-off loading AMANGO’s shares on the market by the end of 2017.  

 

In a separate development, a Mining law and charter is being mooted by the South African government that 

requires all miners to sell 50% of their produce locally; return all mining permits to the government that will 

in turn reassign it in a manner consistent with its black economic empowerment policies and surrender 10% 

of their turnover as royalties for all permits re-assigned. The draft charter says companies must at all times 

be at least 26% black-owned, even if some of the black shareholders choose to sell out (the principle of 
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‘once-empowered, always-empowered) in an ongoing effort to redress the imbalances of white apartheid 

rule. Failure to meet the empowerment targets could result in mining permits or rights being revoked.    

Worried about the foregoing, AMANGO is considering an alternative proposal: instead of disposing its coal 

and iron ore mines in South Africa, it could rather unbundle a section of its property portfolio. The difficulty 

of finding good accommodation close to the mining areas in South Africa had necessitated AMANGO, over 

the years, to build residential apartments which it assigned on commercial lease terms to its employees 

most of whom are blacks. These apartments have been the foundation on which huge mining towns have 

developed over these years with schools, roads, hospitals and amenities built to cater for the socio 

economic needs of these employees and their families (most of whom deem the right to eventually own the 

property as a benefit) as well as many others who have lived there from one generation to the other.  

With the disposals and planned closure of unprofitable mines, the group’s employees will shrink from 

160,000 to just under 60,000 with the bulk of that shrinkage in South Africa, meaning most of these 

residential apartments to be sold will not be needed, saving about 6% of operating costs –previously spent 

on maintaining these apartments. Even if there was a shortage of residential properties after the unbundling, 

employees will be given the ‘right of first refusal’ to enter into operating lease contracts on commercial terms 

with the new owners. A further 19% reduction in operating costs will come from wages saved from closing 

the unprofitable mines already fully implemented and incorporated in the 2015 financials but for which actual 

wage savings was only to take effect from this year, together with a once-off retrenchment cost of US$ 1 

billion to be paid. A number of once-off productivity enhancement initiatives costing US$500 million will be 

implemented this year to fully mitigate the impact on production. Commodity futures contracts, fixed at the 

average prices for 2016 cover all sales commitments for 2017. 

The board is considering using the full proceeds from the sale of the residential property portfolio to pay 

down debt in line with its strategy to de-lever the balance sheet (Option 1). There is nonetheless an 

alternative view: given the currently depressed share prices and the PIC threat to offload shares, it is the 

opportune time to implement a share buy-back scheme (Option 2).  The Board will like to assess the likely 

impact of each option on the group’s financial performance, cost of capital and market value but also the 

broader socio political developments in the country. The CharterQuest Institute has extracted the 2016 

Property, Plant and Equipment as below: 

US $ millions Land and buildings Fixtures, fittings and equipment Assets under 

construction 

Total  

 

Year end 2016     

At revaluation 16,780 29,510 1,250 47,540 

Accumulated depreciation  (17,919)  (17,919) 

Net book value 16,780 11,591 1250 29,621 
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The property portfolio was revalued at the end of 2016. The assets under construction relate to the 

residential apartments under construction before the commodity price plunge. Property rentals currently 

earn nominal returns of 14% on their current asset values. 50% of the property portfolio (‘land and buildings’ 

and ‘assets under construction’) constitute the residential apartments -all held in South Africa, of which 71% 

constitute what is up for sale –29% will remain in the property portfolio for continued use by the employees 

at the prevailing commercial rates. The other 50% is not residential property (these constitute offices, land 

and mine buildings deployed in mining activities).  The residential apartments would be sold to a newly- 

established property holding company called Black Economic Empowerment Properties (BEEP) that would 

issue bonds backed by the assured rental income stream from lease holders. AMANGO plans to structure 

the sale as part of its empowerment commitment to meet the targets set out in the Mining law and charter. 

Within the debt AMANGO seeks to pay down (i.e. the Medium and long-term borrowings of US$ 16,318 

million), it has identified two loan notes it seeks to settle: the medium term one is due in 2018 and the long-

term note is due in 2022, both issues are equal in value and carry a floating rate of US$ LIBOR plus 70 

basis points. The interest liability on the six year notes has been swapped at a fixed rate of 5.5% in 

exchange for US$ LIBOR. The reduction in AMANGO’s gearing implied by Option 1 is expected to improve 

its credit rating and reduce its current credit spread by 30 basis points. There are doubts as to whether the 

change in gearing resulting from Option 2 will have any material impact upon the group’s credit rating. 

There has been no alteration in the rating of the company since the earlier rating down downgrade 

(Appendix 3). AMANGO’s equity beta is currently 1.824. A representative portfolio of commercial property 

companies has an equity beta of 1.25 and an average market gearing (adjusted for tax) of 50%. The risk 

free rate of return, equity risk premium and effective tax rates remain as provided in Appendix 2.1.  

Problem/issue: Operational risk and industrial action in Australia 

 

5 months ago, an earthquake in Chile affected production in all four of AMANGO’s mines in that country. 

Although production has resumed, the group was blamed for failing to respond swiftly, resulting in major 

injuries and legal claims. 4 months ago, there was industrial unrest in its Peru, Colombian and South Africa 

operations over wages and declining safety standards. It lasted 3 months before the workers resumed work 

without a full resolution to their demands. Last month, there was a shutdown of a smelter furnace in South 

Africa, after a leak was detected –the resulting panic led to 2 deaths. Last week, a controlled shut down of 

one of its copper mines in Australia, was hurriedly effected by Nigel Payne, CEO of AMANGO Copper 

Australia Limited and 560 personnel evacuated due to safety concerns with 6 reported deaths and 80 

miners trapped in deep underground mines and subsequently rescued. The shaft systems in a newly 

constructed mine shaft, costing US$130 million had failed in its first week in operation due to faulty 

geotechnical design causing a near collapse of the mineshaft. The contract to build the shaft was awarded 

3 years in anticipation of resurgence in prices by the time the mine shaft was to become operational. 
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Initial inquiries regarding the controlled short down reveal in the final weeks of 2016, corners were cut at 

the expense of workers' safety to meet increased production targets with a reduced workforce following the 

lay-offs arising from the ongoing group-wide restructuring.  A union official was quoted as saying daily 

reporting of hazards also stopped in the last six weeks. State inspectors on two occasions issued five 

prohibition notices, all associated with safety in relation to 12 injuries and 2 fatalities (deaths) and 

inadequate traffic management in the stockpile area, none of which had been recorded in the online group-

wide safety incident information system. 

 
The CEO, Mike Cutika is frustrated about the resulting bad publicity and investor scrutiny including the 

impact of the US$250,000 daily loses on the quarterly trading update due in a few weeks. Experts have 

warned that any attempt to resume production without fully detecting and addressing the problem could 

cause a total collapse and deal a fatal blow to safety. A safer alternative is being considered: to close down 

the mine shaft and construct a new one nearby. It is estimated that the new shaft will only be operational in 

a year’s time (March 1, 2018) and that it will deliver pre-tax cash flows of US$ 30.43 million each year for 9 

years starting on March 1, 2018. Mike Cutika has however issued instructions to Nigel Payne to resume 

production immediately at the current shaft and inform investors that the shutdown was only temporary due 

to a minor operational problem that is expected to be resolved in a matter of days. Constructing a new shaft 

will require capital expenditure of another US$130 million in 2017 and US$5 million of closure costs on the 

current dangerous shaft in 2017; both, payable at the end of February 2018. Reclamation costs of US$ 5.0 

million for the new shaft will be incurred at the end of February 2027. 

 
The results of the initial inquiries into the controlled shutdown has leaked to the unions who are now 

threatening strike action in 7 days unless serious action was taken to confirm the group’s safety stance. 

One union official was quoted as saying, ‘we sold our labour to AMANGO and not our lives.’ Meanwhile 

workers at the AMANGO Coal Australia’s coal mine in central Queensland have downed tools and are 

continuing a protracted protected strike over a new trade union Enterprise Bargaining Agreement (EBA) 

through which the company is seeking to cut wages and basic conditions instead of yielding to the 16% 

increase in pay rates and benefits.  AMANGO Coal Australia’s rejected demands for improved accident, no 

further casualisation of the workforce and an end to the practice of terminating the employment of workers 

suffering work-related and non-work injuries flows from a directive issued by the group’s CEO, Mike Cutika 

when he announced a radical restructure of the group. ‘’Assets in nickel, coal and iron ore will have to 

compete and demonstrate their ability to drive the cost curve, with the ability to deliver cash through the 

cycle,” he warned. “If not, they won’t be in the portfolio, it’s that simple.’’ 

 

Problem/issue: Corporate reconstruction and reorganisation   

In yet another twist of the PIC displeasure, the CEO of PIC, in a news conference announced, ‘It seems 

odd to me AMANGO is panicking to sell assets when the industry is under pressure. I’m sure they’ll probably 

re-assess what’s core and what’s non-core in six months’ time, when coal is doing well and something else 
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is doing badly’’. We will only invest in and support companies that do not only deliver superior shareholder 

return but care deeply about the socio-economic development needs of South Africa. At a time when our 

country needs inward investments, we cannot be investing in a group that disinvests from the country.’ 

In the last Board, Mike Cutika had tabled the ‘3-Year Viability Statement’. It was fairly easy for the Board to 

agree on priority 2, 3 and 4, however priority 1 attracted a contentious debate especially in the light of 

investor concerns that the group had not followed a well though-out disposal strategy in terms of what is 

core and what is non-core. There was one board consensus but two separate viewpoints: The Board agreed 

the buoyant commodity demand and price environment over the last decade, except for the global recession 

in 2008, was fuelled by a massive infrastructure and investment-led spending in China; and that the country 

was now rapidly recalibrating its economy away from infrastructure towards consumption spending in a bid 

to reduce its export-dependent strategy and meet rising middle class demands. 

View Point 1: The CEO argued forcefully, ‘’We will focus the portfolio on our global leadership positions in 

diamonds and PGM’s and our world class position in copper. This unique combination of assets, enhanced 

by our commercial marketing expertise, will position us to benefiting from the ongoing shift from 

infrastructure to consumer-driven demand.’ He went on, ‘We will manage our other assets, in bulk 

commodities and other minerals, for cash generation or disposal over time.’ 

View Point 2: The Board Chair -Job Panter, championed the view to take account of the recent US vote 

with President Donald Trump’s election slogan: ‘Make America Great Again.’ Recalling Ronald Reagan’s 

‘Supply side Economics’ of the 80’s, he argued that Trump’s 10 year US$ 1 trillion infrastructure plan to fix 

US inner cities, highways, airports, schools and put millions back to work will be more than enough to make 

up for the demand shortfall in China. He countered, ‘We acquired these assets around the world in the 

wake of the infrastructure investment boom in China raking up huge debts. The wisdom of disposing these 

assets at this time is not only questionable in the light of the infrastructure upswing we are about to see in 

the US but will hardly deliver good asset values in such a low commodity price environment. My point is 

that we should rather maintain our current portfolio or broaden it to compete with the likes of Bhp Billiton, 

Rio Tinto and seek to return to our glory days as the world’s largest mining group by market capitalisation, 

market share and cost-effectiveness. If anything, size, economies of scale and scope continues to be a 

major driver of value in this industry. For me, shrinking the portfolio is out of question.’ 

 
The CharterQuest Institute has compiled the following data pertinent to these deliberations: 
 

Segments by 2016 global revenue by company/group 

(in US$ millions) 

Coal Nickel PGMs Corporate 

and other 

Diamonds Copper Nobium 

Phosphates  

Iron Ore and 

Manganese 

Shenhua Energy 37,149 350 -  - - -  

BHP Billiton PLC 148 478 1358  1,450 2,094 4,185 7,157 

Rio Tinto PLC 80 150 2650  2,050 2678 2,647 8,663 

Coldelco-Freeport-McMoRan 68 240 -  - 16,515 2230 2,529 

Alrosa - 100 -  3,289 - 270  

Impala Platinum - - 2,764  420 - -  
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Vale S.A 230 547 80  1315 2223 3100 9,686 

Glencore Xtrata - 390 -  - 2050 3120 2099 

CMOC - 420 -  - - 4,060  

Coal India  29,328 510 -  - - 3780  

ALL OTHERS 30,757 465 5,712  5,214 13,762 3,808 7,533 

TOTAL SALES 97,760 3,650 12,564 n/a 13,738 39,322 27,200 37,667 

CAGR = Compound Annual Growth Rate Coal Nickel PGMs Corporate 

and other 

Diamonds Copper Nobium 

Phosphates  

Iron Ore and 

Manganese 

Prior 10 Year CAGR 1.4% 5.5% 3.3% n/a 5.2% 4.20% 4.8% 6.5% 

10 Year Forecast (GAGR) to 2027 0.95% 4.5% 1.5% n/a 4.2% 3.64% 5.5% 3.2% 

 
Fit of Segment’s Critical Success Factors (CSFs) with 

Group/Parental Skills & Resources   

Coal Nickel PGMs Corporate 

and other 

Diamonds Copper Nobium 

Phosphates  

Iron Ore and 

Manganese 

Safety and Health -8 -4 9 10 8 -5 8 -9 

Environment -10 -7 9 10 10 -8 -10 -9 

Social-Political -9 4 9 10 9 2 -9 2 

People 5 8 8 10 8 8 5 3 

Production  8 4 9 10 9 7 9 7 

Cost 6 6 9 10 10 6 8 7 

Financial 7 9 9 10 10 7 9 8 

Prospecting 8 4 10 10 8 9 -4 8 

Exploration 7 6 10 10 9 8 -4 6 

Feasibility study 3 5 9 10 8 4 -2 -7 

Marketing & Sales 5 8 8 10 9 2 -4 4 

Reclamation -10 5 9 10 10 -4 6 -6 

Weighted Average Score  = Low  and 10 = High ) 1 4 9 10 9 3 1 1 

 
Fit of Segment’s Parenting Opportunities with 

Group/Parent’s Skills and Resources  

Coal Nickel PGMs Corporate 

and other 

Diamonds Copper Nobium 

Phosphates  

Iron Ore and 

Manganese 

ISO 45001 –Health and Safety support 10% 10% 90% 100% 70% 80% 10% 10% 

ISO 140011: Environmental Management skills 10% 20% 80% 100% 90% 80% 40% 10% 

Production Management support 10% 20% 100% 100% 90% 80% 20% 50% 

Support cost reduction programmes 50% 40% 100% 100% 80% 90% 10% 40% 

ISO 9000 – Total Quality Management 60% 40% 100% 100% 70% 50% 30% 50% 

Professional Marketing Skills 80% 50% 100% 100% 60% 90% 20% 40% 

Financial risk management support 70% 60% 90% 100% 100% 90% 30% 70% 

Central technical support  70% 50% 90% 100% 100% 80% 20% 90% 

Innovation and data analytics 50% 40% 80% 100% 100% 90% 20% 60% 

Supply chain support 70% 60% 80% 100% 80% 90% 10% 20% 

Leadership development support 80% 60% 90% 100% 70% 80% 10% 20% 

Strategic funding support 40% 30% 80% 100% 50% 60% 20% 20% 

Weighted Average Score (1% = Low  and 100% = High ) 50% 40% 90% 100% 80% 80% 20% 40% 

 

 

=====================================The End============================== 


