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1.

INTRODUCTION

The CFO Junior is a National High School Case Study Competition, a cadet version of the globallyacclaimed ‘CFO Case Study Competition’ for universities around the world. Organised along-side this main
global competition, it challenges teenage students -in South African High Schools -with career aspirations
in finance and business, to prove their leadership potential: by competing to solve a set of ‘common sense’
real-life business management problems -drawing from their knowledge of Accounting, Business Studies
and Economics in the High School curriculum.

CharterQuest is a global institute 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), and the Chartered
Institute of Management Accountants (CIMA) -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

Finance &

Diversity,

Ethics &

Presentation

Innovation

Decisiveness

ACUMEN

Technical

Business,

People

(incl. Question

&

& Leadership

& Answers)

Integration

Entreprene

Total

urial
Strategic

analysis

5%

10%

Strategic choice (Impact &

10%

10%

15%

(Prioritisation & focus)
45%

10%

10%

5%

5%

10%

5%

20%

40%

15%

20%

10%

20%

100%

options evaluation)
Strategic

implementation

(Recommendation & Actions)
15%

20%

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.
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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. The 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
Junior Case Study Competition 2017 and now provides a hypothetical situation. All data provided is for
illustrative purposes only and does not 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 the related technical terms, you
are ONLY required to use or cite data or information provided to you in this case study pack. 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 interconnected problems/issues provided in section 5.3 (pages 12 - 15). 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 will find it helpful. It’s FREE! Subscribe and Download Now!
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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) but reports in US$. It is owned by a diverse base of global institutional
investors with over 60% held outside the African continent; although its single largest investor with 15%
holding is the Public Investment Corporation (PIC) -wholly owned by the South African government. The
PIC is the largest investment fund manager on the African continent -with an asset base of almost US$
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. 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

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 resources 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 feasibilityto confirm that extraction is economically mineable/viable to determine whether or not to commit and
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arrange/raise funds to commence with mine development; (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
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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.
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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
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

Group business segments and structure

The AMANGO group comprises of a Corporate Office (Headquarters) and 7 subsidiaries -named after the
key metal each one produces: Platinum Limited; Diamonds Limited; Copper Limited; Nickel Limited;
Niobium and Phosphates Limited; Iron Ore and Manganese Limited; and Coal Limited. Each subsidiary is
headed by a Chief Executive Officer (CEO) with 5 direct reports. These direct reports are executives that
head the key functions -Chief Financial Officer (CFO), Chief Risk Officer (CRO), Chief Operating Officer
(CMO), Chief Human Resources Officer (CHRO) as well as the group Chief Technology Officer (CTO).
Appendix 2.5 provides pertinent detail of each subsidiary such as revenues and contribution to group
earnings.
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The Corporate Office, and obviously the whole group is headed by a group CEO who has 7 direct reports;
being executives that oversee key functions group wide: These include group CFO, group CRO, group
COO, group CHRO, group CTO as well as two extra functions only performed at the group level –group
Chief Marketing Officer (CMO) and the group Chief Legal Officer (CLO). The functional executives at each
subsidiary follow a matrix reporting arrangement in which they report to their subsidiary’s CEO as well as
to the group executive responsible for their function.
5.2.3

Risk Management

The AMANGO Board considers risk management to be a key part of its mandate. Mindful of other risks
such as adverse exchange rates, poor industrial and community relations, the Board has identified the
following top 5 risks for their focused attention:
1. Commodity prices: Sustained low commodity prices leading to poor cash flows, gearing, profitability
and valuation resulting in rating downgrade that threatens future growth and performance (Pillar G).
2. Political and Regulatory: License to operate (mining rights) depends on uncertain factors e.g.
regulations; leading to increased costs, lack of confidence in making investment decisions including
political instability from civil unrest or nullification of existing agreements or licenses (Pillars C, F & G).
3. South Africa Power: Unplanned outages and failure of the national grid arising from the state’s
(Eskom’s) lack of investment in generating capacity, leading to production shortfalls impacting
revenues, costs, profitability, and the safety of underground mines. (Pillars A, C, E, F & G).
4. Safety: 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).

5.2.4

3 Year Viability Statement/Turn-around Strategy

On the back of major collapse in commodity prices as outlined in 5.1.4 and as reported in Appendix 1, the
Board has set the following key objectives for the next 3 years:
1. Radical portfolio restructuringKPI: Dispose non-core assets and streamline the group from 8 to 3 business units by 2019;
2. Drive operational disciplineKPI: Deliver operating cost savings of ZAR5.8 billion in 2017
3. Protect the balance sheetKPI: Target Net Debt of ZAR10 billion and by end of 2017.
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KEY NON FINANCIAL AND FINANCIAL DATA: APPENDIX 2
(All figures in US$ millions, except for ratios & non-financial data or except where explicitly stated)

1.1

5-year group non-financial performance data
2016
2011

Safety
Work-related fatalities
Fatal-injury frequency rate (FIFR)
Lost time injury frequency rate (LTIFR)
Environment
Total CO2 emissions (Mt CO2e)
Total energy consumed (million GJ)
Human Resources
W omen in m anagem ent (%)
Historically Disadvantaged South Africans in managem ent (%)
Redundancies (%)
Social
Corporate Social Investment (CSI) spend (as % of Operating Profit)
Procurement: BEE spend (Rand billion)

2015

2014

6
0.003
0.35

15
0.008
0.49

13
0.007
0.58

17
0.009
0.64

17
108

17
106

18
113

19
102

60
3.5

24
60
0.9

23
64
4.1

23
62
0.6

22
51
1.4

6
36.3

136
3
39.3

127
2
32.4

146
3
25.8

129
1
23.3

6
0.004
0.47
18
106
25

1.2

2016 Subsidiaries/Business segment information

1.2.1

Segment/Subsidiary results

Revenue

Platinum Limited
Diamonds Limited
Copper Limited
Nickel Limited
Niobium and Phosphates Limited
Iron Ore and Manganese Limited
Coal Limited
Corporate and other
Segment measure

1.2.2

2016

2015

4,900
4,671
3,539
146
544
3,390
4,888
925
23,003

5,396
7,114
4,827
142
666
5,176
5,808
1,859
30,988

2013

Operating Profits
2016

2015

263
571
228
(22)
119
671
457
(64)
2,223

32
1,363
1,193
21
124
1,957
458
(215)
4,933

Capital employed (Equity + Long-term debt) all in Nominal/Par Values
(All long-term debt is intragroup debt owed specifically to Parent/AMANGO PLC)

Platinum Limited
Diamonds Limited
Copper Limited
Nickel Limited
Niobium and Phosphates Limited
Iron Ore and Manganese Limited
Coal Limited
Corporate and others
Capital employed

2016

4,392
8,642
6,332
1,968
834
6,666
0
4,079
(71)
32,842

2015

7,010
10,058
7,062
1,931
896
9,837
5,575
1,413
43,782

1.2.3 Foreign currency exchange rate data
Convention

Spot rates (Today

December 31, 2016

January 1, 2016

1/03/2017)
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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1.3 Consolidated income statement
for the period ended December 31, 2016
2016
20,455
26,066
(5,611)
172
(329)
(5,454)
(388)
(5,842)

Group revenue
Operating costs (50% comprises of salaries, wages and other employee benefits )
Operating profit
Investment income
Interest expense
Loss before tax
Income tax expense
Loss for the financial year

2015
27,073
(27,112
(39)
100
(320)
(259)
(1,266)
(1,524)

1.4 Consolidated statement of financial position (Balance sheet)
As of December 31, 2016
2016

ASSETS
Non-current assets
Intangible assets
Property, plant and equipment
Environmental rehabilitation trusts
Investments in associates and joint ventures
Financial asset investments
Trade and other receivables
Deferred tax assets
Derivative financial assets
Other non-current assets
Total non-current assets
Current assets
Inventories
Trade and other receivables
Current tax assets
Derivative financial assets
Cash and cash equivalents
Total current assets
Assets classified as held for sale
Total assets
LIABILITIES
Current liabilities
Trade and other payables
Short term borrowings
Provisions for liabilities and charges
Current tax liabilities
Derivative financial liabilities
Total current liabilities
Non-current liabilities
Trade and other payables
Medium and long term borrowings –interest bearing (Book value = Market Value)
Retirement benefit obligations
Deferred tax liabilities
Derivative financial liabilities
Provisions for liabilities and charges
Total non-current liabilities
Liabilities directly associated with assets classified as held for sale
Total liabilities
Net assets

2015

3,394

3,912

29,621
290
1,817
846
539
914
460
335
38,216

38,475
358
4,376
1,266
745
1,351
986
233
51,702

4,051

4,720

1,983
152
689
6,895
13,770
27
52,013

2,568
125
147
6,748
14,308
–
66,010

(2,753)

(3,515)

(1,649)
(620)
(340)
(477)
(5,839)

(1,618)
(680)
(375)
(539)
(6,727)

(26)

(25)

(16,318)
(667)
(3,253)
(1,986)
(2,565)
(24,815)
(17)
(30,671)
21,342

(16,917)
(1,073)
(4,498)
(1,785)
(2,808)
(27,106)
–
(33,833)
32,177

EQUITY
Called-up share ordinary capital
Share premium account
Own shares
Other reserves
Retained earnings
Equity attributable to equity shareholders of the Company
Non-controlling interests
Total equity

772
4,358
(6,051)
(10,811)
28,301
16,569
4,773
21,342

772
4,358
(6,359)
(7,205)
34,851
26,417
5,760
32,177
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INTERNATIONAL NEWS ARTICLE: APPENDIX 2

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,
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. 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).
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 one of the worst performer on the JSE last year, declining
75%. The group’s shrinking market value could eject the global miner from the JSE at the next reshuffle in
April 2017, potentially triggering a broader sell-off. It is estimated its financial gearing (interest-bearing debt
to equity) needs to improve to below 50% to regain its lost credit standing.
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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 the subsidiary executives. Bonuses are linked to operating profits and form a
substantial part of their earnings. As a result subsidiary executives are beginning to:
1. Postpone standard service schedules for safety critical equipment;
2. Retrench workers even from mines that are still economically viable; and
3. Not recording material financial transactions into the online financial accounting system.

Problem/issue: Strategic joint venture (JV) decision in Canada
A grassroots aboriginal protest movement in Canada, "Idle No More" is threatening to undermine the
country's coveted reputation for low-risk resource development; targeting mining companies including
AMANGO, and pressing for more benefits of mining to accrue to original native Canadians. Despite the
unrests, a trend has been noted with competitors setting up joint ventures (JVs) with local partners -mostly
inclusive of representatives of ‘Idle No More’. Coal which had reached a 10 year low only 6 months ago,
trading at US$13.00 per tonne has pulled a come-back to US$50.24 per tonne.
AMANGO has decided to resume coal mining in Canada by going into a 50/50 JV with a US-owned private
international mining law practice called Cephas. The JV entity is called Quinta; with 50% of its managers
from AMANGO and the other 50% from Cephas. The AMAGO Board is looking to sink the relevant mining
infrastructure into the ground but is unsure how to proceed as it is worried the coal demand coal can vary
between 5 million tonnes at the minimum, 7.5 million tonnes at the median, and up 10 million tonnes at the
maximum levels. Whilst the variable cost per tonne of coal which is currently set at US$26.38, will be
applicable to the minimum demand, due to the need for excessive overtime hours worked by miners, these
costs will rise by 35% for the median, and by 50% to meet the maximum demand and hence production
volumes: the fixed costs of operating the constructed facility will vary depending on its size and depth. The
CharterQuest Institute has compiled the following data regarding the 3 construction design choices:
Fixed costs (US$)
Design 1

Small & shallow

75,000,000

Design 2

Medium size and depth

87,500,000

Design 3

Large and deep

100,000,000
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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 news 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 US$ 2-3 billion from disposals in 2017, we will only
complete those transactions which deliver appropriate value for our investors”.
One of the strategic investments earmarked for disposal back in 2012/2013 was the group’s 100% equity
stake in Nobium and Phosphates Limited which happens to be in Brazil. AMANGO has just received a final
offer from CMOC to buy its Niobium and Phosphates business (AMA-NP) for US$750 million (US$ 0.75
billion). The CEO, in a recent 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 US$10 billion at the end of 2017. We however have 7 days to
decide on the offer.’’
The CharterQuest Institute has compiled the following 2016 financial data regarding AMA-NP (all figures
are Book Values an in Brazilian Real (BRL) millions):

Sector Price to Earnings (P/E) Ratio

13

Non-current assets

1,915

Earnings (Profits after tax)

110

Net current assets

775

Long-term debt

270

Total long-term debt + Equity

2,690

Operating Profit (EBIT)

157

Problem/issue: Balance sheet de-leverage
South Africa’s Public Investment Corporation (PIC) is challenging AMANGO’s plans to dispose its coal and
iron ore subsidiaries in South Africa; worried the commodity price environment will not deliver the best value
but also about the broader impact of disinvestments on the socio economic development of the country.
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 release 16% of
their companies to Black South Africans; in line with the new government Black Economic Empowerment
policy, and surrender 10% of their turnover as royalties to government.
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Worried about these developments, AMANGO is considering an alternative proposal: instead of disposing
its coal and iron ore subsidiaries 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 Black Africans –but with the right to buy and own the property at 90%
discount after serving for 15 years.
With the disposals and planned closure of unprofitable mines, employees would shrink from 160,000 to just
under 60,000 with the bulk of that shrinkage in South Africa –home to 60% of the employees. 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.
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 and The CharterQuest Institute has extracted the
2016 Property, Plant and Equipment as below:
US $ millions

Land and buildings

Fixtures, fittings and equipment

Assets under

Total

construction

Year end 2016
At revaluation

16,780

Accumulated depreciation
Net book value

29,510

1,250

(17,919)
16,780

11,591

47,540
(17,919)

1250

29,621

The assets under construction relate to the residential apartments under construction before the commodity
price plunge. 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 mooted Mining law and charter.

Problem/issue: Operational risk and industrial action in Australia
Last week, a controlled shut down of one of AMANGO’s copper mines in Australia, was hurriedly effected
-by Nigel Payne, CEO of the Copper Limited subsidiary with heard quarters in Australia - and 560 personnel
evacuated due to safety concerns. Six deaths were reported; together with 80 miners trapped in deep
underground mines who have now been rescued. The shaft systems in a newly constructed mine shaft had
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failed in its first week in operation due to faulty geotechnical design; causing a near collapse of the
mineshaft. The initial inquiries reveal consistent over delivery on production targets which unions attribute
to excessive overtime, and a number of incidents –injuries and fatalities, including over 10 deaths in 2016
which were not been reported.
Experts have warned that any attempt to resume production at the faulty mine shaft without fully detecting
and addressing the problem could cause a total collapse -dealing a fatal blow to safety. The CEO, Mike
Cutika is frustrated about the resulting bad publicity and investor scrutiny, including the impact of the
US$250,000 daily loses; and has ordered that mine shaft be re-opened for production to resume. 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 commitment to safety.

Problem/issue: Corporate reconstruction and reorganisation
In yet another twist of the PIC displeasure, the CEO of PIC, announced in a news conference, ‘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
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.’ The
Board is in agreement that there is need to sell some of their subsidiaries to pay down debt but are unsure
which ones to sell and how to assure the PIC that the group has a sound strategic and financial rationale
for the subsidiaries it seeks to dispose-off.
The CharterQuest Institute has compiled the following data pertinent to these deliberations:
Segments by 2016 global revenue by company/group (in US$
millions)

Co al

Nickel

Platinum

Diamonds

Copper

Nobium

Iron Ore and

Limited

Limited

Limited

Limited

Limited

Phos phates

Mangane se

Limited

Limited

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

-

100

-

3,289

-

270

Alrosa
Impala Platinum

-

2,764

420

-

-

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

13,738

39,322

27,200

37,667

Vale S.A

-

CAGR = Compound Annual Growth Rate

Prior 10 Year CAGR
10 Year Forecast (CAGR) to 2027

1.4%

5.5%

3.3%

5.2%

4.20%

4.8%

6.5%

0.95

4.5

1.5

4.2%

3.64%

5.5%

3.2%

==================================The end==============================
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