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1.0 Introduction 

Welcome to AMANGO PLC, a cross listed, multi-national mining and metal giant founded over a century ago. Within those years 

of unprecedented developments in the corporate world, a compelling body of mission has emerged to deliver returns to its global 

shareholders, working with key stakeholders to create sustainable value; guided by the core values of safety, innovation, 

accountability, care and collaboration. Despite its commitment, the recent commodity collapse coupled with the 37% decrease in 

global market capitalisation has however necessitated its capital expenditure cut backs and asset disposals. 

Against the backdrop of this limitation is a 3-year viability statement; to dispose non-core assets and streamline the group from 8-3 

business units by 2019; deliver operating cost savings of US$5.8 billion in 2017; target Net Debt of US$10 billion by end of 2017; 

and suspend dividend payments to conserve cash in 2017. In the course of effecting the statement, some commercial and ethical 

issues have recently occurred. Hence, the need for a strategic report. 

2.0 Terms of Reference 

This report prioritises and evaluates the issues, involving ethical dilemmas facing the group and offer strategic recommendations. 

3.0 Prioritisation of Key Issues 

The issues highlighted below have been prioritised based on the impact, urgency, risk, financials and stakeholder implications.  . 

However, an intensive SWOT analysis, provided in Appendix 1, justifies the prioritised issues. 

Ø Corporate Reconstruction: This issue is the art of the theatre of AMANGO’s failure and success. On it are the fate of other 

issues binded. If non-core and core assets are not carefully identified (Appendix 1), AMANGO might see the darkness of 

insolvency. The board, understanding its gravity, has held 2 considerable viewpoints. This issue is prioritised first. 
                 Impact                                Urgency                             Financials                         Risk                              Ethical/stakeholder implications  

  

Ø De-leverage or Share Buy-back: A thought-provoking commercial issue embedded with a serious ethical dilemma. Each has a 

significant impact on the group’s financial performance coupled with a significant stakeholders implications (Appendix 2). A 

choice of one without a considerable attention to other might cause AMANGO a fortune. This issue is prioritised second. 
                 Impact                                Urgency                             Financials                         Risk                              Ethical/stakeholder implications  

  

Ø Strategic Disposal in Brazil: Erstwhile favourable BRICs arrangement with AMA-NP is aimed to be halt. A time-bound offer 

is open to AMANGO which has a considerable effect on group’s financial performance. The contentious debate of reconstruction 

to determine whether an asset is core or non-core has a significant concern to this offer. This issue is prioritised third. 
                 Impact                                Urgency                             Financials                         Risk                              Ethical/stakeholder implications  

  

Ø Joint Venture in Canada: Against the backdrop of constructive community activism, resurgence in coal price (Appendix 1), 

endowed Canadian environment and stiff competition, AMANGO has decided a Joint Venture with a foreign firm. This risky 

decision has however necessitated another risky decision of infrastructure. This issue is prioritised fourth. 
                 Impact                                Urgency                             Financials                         Risk                              Ethical/stakeholder implications  

 

o Managing divisional performance group-wide and operational risk and industrial action are treated as ethical issues and have 

been addressed alongside other ethical issue untangled from the above-mentioned commercial issues.  

4.0 Key Recommendations 

Ø Corporate Reconstruction: AMANGO should maintain the identified core business units. 

Ø Deleverage or Share Buy-back: A portion of residential property should be disposed-off to de-lever the balance sheet. 

Ø Strategic Disposal in Brazil: AMANGO should dispose AMA-NP to CMOC. 

Ø Joint venture in Canada: AMANGO should discontinue the joint venture with Cephas for local partner(s).  

B. EVALUATION OF COMMERCIAL ISSUES AND RECOMMENDATIONS 
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1. CORPORATE RECONSTRUCTION AND RE-ORGANISATION 
Underlying issue 
One of the key priorities to ensure AMANGO remains viable against its potential insolvency has attracted a serious debate among 
its board members i.e. dispose  non-core assets and streamline the group from 8 to 3 business units by 2019. A thought-out disposal 
strategy is the question mark; should it be done or not? Hence, the need for evaluation. 
Financial tools employed: Return on Investment (ROI), Economic Value Added (EVA) and Z- Score. 
Relevance of the tools: ROI is used to determine the return of each business unit to the investors, EVA is used to determine the 
value each business unit is adding to the group and Z- scores is employed to know the financial strength. 
Strategic models employed: Boston Consulting Group Matrix (BCG) and Ashridge Portfolio Display Matrix (Parenting Matrix) 
Relevance to the issue: BCG is used to evaluate the performance of each business segment in the market. While Parenting matrix 
is used to assess the role of the parent company to the strategic management of the business in the group. 
 
Evaluation of the business units using the financial tools 
Return on Investment 
There is an increase in ROI of PGM, N&P & coal from 2015-2016 by 24.77%, 3.14% and 43.95% respectively. While Diamond, 
Copper, Iron Ore and Manganese record significant losses of 42.67%, 78.73% and 49.38% respectively in 2015-2016. Nickel, 
corporate & other could not produce any return to investors in 2016, as shown in Appendix 4.1.  
Economic Value Added 
PGM’s profit is not enough to cover all its cost of capital in 2016 though better than that of 2015 with a difference of US$355.74 
million. Diamond, Copper, Iron & Manganese’s profit are not able to cover up for their costs of capital in 2016 which is worse than 
that of 2015. The profits of Coal, and Niobium and Phosphates are able to cover up for their cost of capital in 2016 and are better 
than that of 2015. Nickel, and Corporate and other have not been able to generate any profit to cover up their costs of capital in 
2016, as detailed in Appendix 4.2. 
Z- Score 
Z- Score is below the benchmark of 1.8 which denotes that AMANGO will collapses in no time, as shown in Appendix 9.0.   
 
Evaluation of the business units using the strategic models  
BCG Analysis (Appendix 10.1): 

Market share and growth rate                             Evaluation 
Low market growth and high market share      Cash Cow 
 
 
 

Cash generated by PGM and Diamond can be used to develop 
other business units in the portfolio. They are capable of defending 
and maintaining AMANGO’s market share which are currently 
39% and 34%. 

Low market growth and low market share      Question mark Niobuim and Phosphates will require an additional 
investment in working capital and non-current asset to 
continue operation. 

High market growth and high market share         Star Presently, AMANGO does not have any business unit but 
it might still be able to convert either its PGM, Diamond 
or both to a Star in the future. Star should be able to 
generate more cash for its sustainability. 

iHigh market growth and low market share           Dog Coal, Nickel, Copper, Iron Ore and Manganese fall under this 
category. The segments are likely to make loss and their EVAs are 
probably negative. Their market shares are 4.9%, 4%, 9% and 9% 
which are below standard. There is also a danger that the segments 
will use up cash if AMANGO chooses to spend money to preserve 
its market share. 

Ashridge Portfolio Display (Appendix 10.2): 
§ Heartland Business Unit: These are Business Units (BUs) which AMANGO can add value without any danger of doing harm 

to the units. PGM’s, Diamond, Corporate and others fall under this unit. 
§ Ballast Business Unit: Copper is well understood by AMANGO but it can do little to add value to it. If it is to be included within 

the future strategy of the group, it should be managed with little resources. 
§ Value Trap Business Unit: Coal has the opportunity from the group to add value. However, there is a risk that it might do more 

harm in the future. Value trap should be included in the corporate strategy if the management is convinced that it can be moved 
from trap to heartland. 

§ Alien Business Unit: These are “misfits” within the group. Nickel, Niobium and Phosphates, Iron Ore and Manganese fall under 
this category. They do not fit in well with other business units. 

As a result of the above, the market shares and growth of each business unit have been identified. However, the trend analysis below 
illustrates their diagrammatic representation. 
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Classification into Core and Non-Core business Units based on the Evaluation 

 
Evaluation of the viewpoints using the above financial tools 
Viewpoint 1: Focus on Diamond, PGM, and Copper and monitor others for cash generation or disposal over time. 
Viewpoint 2: Maintain the portfolio without shrinking. 

View points Z-Score ROI EVA Impact 
View point 1 § It maintains 

AMANGO’s 
sustainability- a case 
of China Road and 
Bridge Corporation. 

§ It will ensure 
adequate returns to 

its investors. 

§ Maintained-
business units 

tend to add 
value to the 

group. 

§ Portfolio will be restructured. 
§ Continuity of operation 

(going concern). 
§ Enough capital to fund other 

segments. (Pillar F). 
View point 2 § AMANGO will 

collapse in no time. 
(A case of Lehman 
Brothers).  

§ It does not 
ensure adequate 
return to its 
investors. 

§ All business 
units might not 
be able to add 

adequate value to 
the group. 

§ Continual loss in misfit 
business units. 

§ Low return to investors. 
(Against Pillar G). 

§ Might lead to total collapse. 
Recommended Action 
§ AMANGO should maintain all the above-mentioned core business units. 
§ AMANGO should monitor closely the non-core assets till 2018 in other to make decision on whether to retain or dispose them 

based on their cash generation, but Niobium and Phosphates should be disposed off to CMOC as it is being bided for. 
§ The group’s core competence should be employed on Platinum and Diamond to generate more cash flows to develop other 

business units. While there should be an increase in capital on its Coal segment. 
§ Activity based costing technique should be considered in corporate and other units. 
§ Separate management team should be considered for Niobium and phosphates, Nickel and Iron Ore and Manganese. 
Justification 
§ Niobium and Phosphates is an alien business unit, with a better bid from CMOC it should be disposed off. 
§ Additional capital in Coal might move it from Dog to Cash cow which would increase the future cash flows of the group. 
§ An introduction of Activity Based Costing technique would make each business unit to be accountable for their cost in order to 

reduce arbitrary allocation of cost across all segments. 
§ Management team for each business unit would ensure proper accountability. 
Potential Risk and Mitigation Plan 
There might be a continual loss in non-core business units: Dispose off any non-core business units whenever there is a worthwhile 
bid for it. 
2.0 BALANCE SHEET DELEVERAGE OR SHARE BUY-BACK 

Underlying issue 

0
10
20
30
40
50

P L A T I N U M D I A M O N D S C O P P E R N I C K E L N I O B I U M  
A N D  

P H O S P H A T E S

I R O N  O R E  
A N D  

M A N G A N E S E

C O A L C O R P O R A T E  
A N D  O T H E R

THE MARKET TREND ANALYSIS
Growth Market Share

• Platinum
• Diamond
• Copper
• Coal

• Nickel
• Niobium and Phosphates
• Iron Ore and Manganese
• Corporate and Others

CORE NON-CORE 



6 | P a g e  
Highstein Solutions 

With AMANGO’s plans to dispose its Coal and Iron Ore mines in South Africa, its single largest investor – PIC – threatens to 
offload shares alongside with the demanding Mining law and charter. Against this backdrop, an alternative of unbundling a section 
of its property portfolio has been considered. Should AMANGO proceed to use the proceeds from the sale of the residential property 
portfolio to pay down debt line with its strategy to de-lever the balance sheet? Or should the Coal and Iron Ore mines be disposed, 
benefiting from PIC’s threat to offload shares given the currently depressed share prices to implement a share buy-back scheme? 
Hence, the need for an evaluation. 

Decision option: I. unbundle a portion of residential property portfolio to de-lever the balance sheet. 

                            II. Dispose the coal mines and buy-back the shares threatened to sold by PIC 

Decision criteria1: Impact on group’s financial performance, cost of capital, market value and developments in the country. 

Evaluation of the strategic decision option 

I. Unbundle a portion of residential property portfolio to de-lever the balance sheet 
§ Impact on the group’s financial performance 

If AMANGO should unbundle a section of its portfolio, there would be savings of about 6% on its operating cost that was 
previously expended in maintaining the apartment of its employees. This has a significant impact on its income statement.  In 
addition, there would be another reduction in the 14% nominal return on the value of their property rentals, however, this could 
be compensated for by the prevailing commercial rate of the 29% property portfolio, which would increase investment income. 
AMANGO will not receive an immediate cash consideration but instead a bond issue which should be generating a stream of 
rental income from the lease holder. There is also a reduction in the interpretation in interest liability as a result of interest swap. 

§ Cost of capital and market value 
The WACC after de-leverage is 5.5% as a result of reduction in gearing without any alteration to equity. The market value of debt 
has reduced to US$9,917million which indicates the deleverage (Appendix 7.6) 

§ Socio-political developments in South Africa 
De-leveraging the balance sheet would depict that AMANGO is committed to meeting the targets set out in the ever-demanding 
Mining Law and charter. With the de-leverage of some property into commercial terms, employees would be given the right to 
first refusal to enter into operating lease. 
 

Ø The overall impact of balance sheet de-leverage  
§ There would be a reduction in the medium and short term borrowing. 
§ De-leveraging the balance sheet portrays AMANGO’s commitment to the mining law and charter mooted by South African 

government. However, there would not be an immediate increase in cash and cash equivalent, due to issuance of bond as a 
consideration.  

§ There would be an avoidance of threat from PIC to offload shares. 
§ The level of gearing would reduce from 58% to 46% (Appendix 7.1). 
§  There would be a continuation of operation in South Africa. 

International Accounting Standard Applied for Balance Sheet Deleverage 
§ Investment property of 29% should be accounted for using IAS 40. The available for sale property portfolio of 71% should be 

recognised in accordance with International Financial Reporting Standard (IFRS 5); both at its fair value, as shown in Appendix 
7.0. The other 50% residential property and the Fixtures, Fitting and Equipment should be accounted for in accordance with IAS 
16 (PPE) at their revalued amount as shown in Appendix 7.0. 
 

II. Dispose the coal and iron ore mines and buy-back the share threatened to be sold by PIC 
§ Impact on the group’s financial performance 

There would be a 19% reduction in operating cost however this has been incorporated in the 2015 financial statement. In addition, 
there is a retrenchment cost of US$1 billion to be paid immediately so also a once-off productivity enhancement initiative cost of 
US$ 500 million. 

§ Cost of capital and market value 
AMANGO may increase its level of gearing in order to achieve an optimal financial structure which can be shifted in favour of 
debt- as was the case with Siemen in November 2007. This will reduce the cost of capital to 9% (Appendix 5.3). When shareholders 
are temporarily depressed, purchases will benefit investors who continue to hold their shares. Shares below their intrinsic value 
will transfer wealth from investors that sell to those that continue to hold, recent decline in commodity price may not bring the 
best value to AMANGO and the investors. 

§ Socio-political developments in South Africa 

 
1 Decision criteria are based on the board’s request in the case. 
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Engaging in a share-buyback scheme will be tantamount to a significant reduction in the number of employees. There would be a 
negative effect on the socio-economic needs of the employees and their families. 
 
Ø Overall impact of share-buyback 
§ A share-buyback announcement may send a wrong signal to all investors. 
§ There would be a huge downsize in the workforce. 
§ It also sends a wrong signal to South African government. 

Recommendation 
§ AMANGO should embark on balance-sheet deleverage. 

Justification 
§ Share-buyback does not always enhance the wealth of investors, contradicting Pillar G and F. 
§ AMANGO would be able to achieve some of its 3-year viability statement on delivering an operating cost savings, and also 

protection of the balance sheet. 
§ The balance sheet deleverage would be able to pay down its debt by reducing the level of gearing by 26%. 
§ AMANGO is working towards conserving cash in order to return to dividend payment in 2018, therefore its distributable profit 

cannot be used to carry out the share-buyback in order to achieve it viability statement. 

Potential risk and Mitigation Plan 
§ The probability of a default in the rental income stream by the leaseholders in which the consideration on the property might 

not be fully recovered: Appropriate provisions should be made to cover-up for the default.  
  

3.0 STRATEGIC DISPOSAL IN BRAZIL 
Underlying issue 
As part of the reconstruction process in determining whether an asset is core or non-core, AMA FOBIUM FOASTATOS 
LIMITADA in Brazil is currently an immense concern in the face of a strategic offer. Hence, the need to evaluate the offer. 
Decision option: Acceptance of the offer or rejection of it. 
Decision criteria2: Appropriate value to shareholders, political risk, foreign exchange rate volatility, timing of sales, mutual benefits, 
outcome of reconstruction, and effects on balance sheet.  

Evaluation of the Offer 
§ Outcome of the corporate reconstruction 

The outcome of the corporate reconstruction depicts that Niobium and Phosphates is a non-core asset. However, further evaluation 
is done to affirm the position of AMA-NP. 

§ Appropriate value to the investors  
Disposing AMA-NP to CMOC will result in a benefit of US$249.55 million. In continuation of AMA-NP, there is a need for an 
additional investment in working capital and non-current assets which bring the total negative value of equity to US$ 769.22 
million. In addition, the total net worth of AMA-NP is discounted to its present value which gives a significant corporate value of 
US$119.78 million compared to the purchase consideration of US$1500 million. In synopsis, this meets AMANGO’s basic 
business models and Pillars (F&G) which is to deliver sustainable return to shareholders and saving the cost of US$32 million 
working capital and non-current asset, as detailed in Appendix 5. 

§ Political risk in Brazil 
Michel Temer’s aim to halt the interventionist economic policies, pointing stringent pending fiscal austerity, exchange controls 
and tougher dividend repatriation laws is a huge threat on AMA-NP, as discussed in Appendix 3. 

§ Timing of sales 
Over 14 years, AMA-NP hardly recorded any profit with its initial investment. However, due to the BRICs arrangement which 
Brazil entered almost the same year with the time when AMA-NP recouped 90% of its investment, AMA-NP seems to be currently 
profitable. Alas, the newly elected president aims to halt the interventionist economic policies and fiscal recklessness as the growth 
rate is not reliable. An analogous example of this is Britain exiting European Union at the stake of domestic companies operating 
abroad. 

§ Mutual benefits 
Apart from the quite obvious factor of AMA-NP giving an appropriate return to the investors, not the least in mutual benefits is 
the total earnings of CMOC after the acquisition which will result to a potential increase of 45.6% (Appendix 5.6). 
 

§ Effects on the balance sheet 
Rejection of the offer will erode the opportunity of meeting the 3-year viability statement of targeting net debt to US$10 billion 
by the end of 2017, as the intra-group debt is planned to be cleared. 

§ Foreign exchange rate volatility 

 
2 The decision criteria are carefully selected cardinal variables embedding the strategic disposal 
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Since the purchase consideration of US$1500 million will be paid directly to AMANGO’s bank account, then, there will be no 
form of foreign exchange risk. 

Recommendation 
§ AMANGO should dispose AMA-NP to CMOC. 

Justification 
§ Result of the corporate reconstruction depicts AMA-NP is a non-core asset. 
§ Considering the valuation, AMA-NP depicts to be a non-core asset.  
§ It also delivers an appropriate return to investors factoring the timing of sales, foreign exchange risk and political risk. 
§ It somewhat meets the viability statement of protecting the balance sheet 
§ This picture was the case with Australmin Holdings Ltd that disposed its 100% equity to Newcrest Mining Limited in 1990. 

Action plan 
§ Mike Cutika should draft an acceptance of the offer and send it to China Molybedenum Co.Ltd (CMOC). 
§ The disposal should be communicated clearly and honestly to employees. 

Potential risk and Mitigation plan 
§ CMOC rescinding the offer: AMANGO should discontinue the operation of AMA-NP and classified it as held for sale (IFRS 5). 

 

4.0 STRATEGIC JOINT VENTURE DECISION IN CANADA 
Underlying issue 
Amidst the countless of banes impeding the socio-politico cum business climate in Canada, AMANGO has established 50-50% JV 
with a foreign firm. This risky decision however, poses some fundamental questions on AMANGO’s financial and risk standing; 
should the JV continue with the proposed infrastructure? Or should the JV be discontinued for local partners, or AMANGO resume 
alone? 
Answers to these questions are the bases on which the strategic decision options are framed. 
Framework for Evaluation: “Modified” Enterprise Risk Management Framework. 
Usefulness of the Framework: It is used to identify, assess and manage the risks arising from the possible consequences of strategic 
decisions taken by the organisation. 
Relevance of the framework to the issue: Its four objective components only expose the risks associated with aboriginal band, the 
financial implication of the standalone long wall, the operational activities and the overall consequences of the strategic decision. 

Strategic 
Options 

Strategic & 
Operation 

Financial Reporting               Compliance     Risk3 
Dashboard                                                           

§ Continue the 
Joint Venture 
and the 
Infrastructure 

§ Synergic benefit of 
sharing risk and capital 

§ Enjoy economies of 
scale. 

§ Best business practices 
like Lonmin plc and 
Wallbridge Mining 
Ltd 

§ Differences in 
management style 

§  As detailed in Appendix 6, 
design 3 is the best choice 
with the highest expected 
value of 7.75 

§ AMANGO’s cost is 
US$181.9m compared to 
US$69.3m profit. 

§ Design 3 will start to have a 
significant impact on 
AMANGO’s cashflow in 
2021.4  

§ Delay might occur with Canadian 
government in granting license to 
execute the infrastructure. This 
might pose a limit on the 
proposed two years for the wall. 

§ Aboriginal band can influence 
government’s policies against 
foreign companies like Quinta. 

§ Any indigensiation policy might 
deal a serious loss to AMANGO 
 

  High risk 

§ Discontinue 
the Joint 
venture for 
Local partners 
 

§ Synergic benefit of 
risk and profit 

§ Timely benefiting on 
price resurgence  

§ Enjoy economies of 
scale, local networking 
and prior knowledge 
of market conditions 

§ Low establishment cost is 
required 

§ Low or no cost of 
development of a new 
infrastructure 

§ Advantage of the resurgence 
would have a timely impact 
on financial performance 
 

§ It shows a huge compliance with 
Aboriginal agreement. 

§ Acting in the interest of 
community activism (Idle no 
more).  

§ Any indigenisation policy still 
maintains a going concern 

 
 
 
 
           Calcu-                  
culated    lated 
                   Risk 

§ Discontinue 
the JV and 
operate alone 
 

§ No synergic benefit 
§ No economies of scale 
§ No local networking 

§ The financial risk is high 
when the resurgence sees a 
turn around 
 

§ Indigenisation policy might 
change AMANGO’s objectives 

 

 
            High 
          risk 

 
 
 
 

 
3 Risk dashboard is the risk appetite AMANGO can accept on each strategic option. Red signifies high risk, green low risk, light green calculated risk 
4 2years of construction plus the 2years 5 months of operation 
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In the light of the above, option 2 i.e discontinue the JV for local partners, seemingly appears to have more strategic benefits than 
others. However, this corrective strategy is further evaluated using Johnson, Scholes and Whittington’s SAF model. 

Relevance of this Model: SAF model is used to assess and structure the second strategic option 

Strategic Option Suitability Acceptability Feasibility Impact 
Discontinue the JV  
For local partners 

§ It aligns the strategic 
requirement of 
AMANGO’s Pillar G 
& C with community 
activism 

§ The risk involved is 
within the board’s risk 
appetite  

 

§ It would be acceptable 
to the investors as it 
produces low risk, high 
and immediate expected 
return on their 
investment. (Appendix 
2) 

§ Getting the support of 
the Aboriginal band 

§ Both have the prior 
knowledge of 
prevailing market 
conditions 

§ Low establishment 
cost is required 
 
 
 

§ It allays the fear of 
market insulation 

§ It enhances  financial 
performance  

§ It promotes competitive 
advantage 

ADDRESSING THE TRADITIONAL MANAGEMENT ACCOUNTING SYSTEM 
In compliance with ISO 14000 and UK’s sustainability report required of listed companies, the following options are hereby 
considered for addressing traditional management accounting systems that does not capture the true environmental cost in 
AMANGO’s integrated report. 
Triple bottom line reporting: This recognises social and environmental issues in its business models and reporting systems. 
Environmental activity-based costing: This is the application of environmental costs to activity-based accounting. The cost drivers 
for environment-related costs may be the volume of emissions or waste, the toxicity of emissions or wastes.  
Environmental life cycle costing: This a method of costing that looks at the costs of a product over its entire life. This does not 
respond swiftly to the environmental cost. 

RECOMMENDATION 
§ AMANGO should discontinue the joint venture with Cephas and with immediate effect, it should start considering another joint 

venture with local partners 
§ AMANGO should employ environmental activity-based costing. 

JUSTIFICATION 
§ Other competitors preferring to set up JV with local partners tend to meet up the rising demand in South East Asia by having 

larger market share against Quinta’s uncertain time frame with Canadian government to commence operation. 
§ Operational activities of Quinta tend to be a target for the aboriginal band. A supporting example of this is the Niger Delta Militants 

in Southern part of Nigeria that continually disrupts operations of the multi-national oil mining giants e.g Exxon Mobil, based on 
the same claim with the “Idle no more”. However, discontinuance strengthens the relationship with the band.  

§ It satisfies one of AMANGO’s basic business models and pillars i.e the socio-political which supports partnering in the benefits 
of mining with local communities and government (Pillar C). 

§ The best choice of the proposed standalone long wall mining will have a significant impact on AMANGO’s cashflow until 2021. 
However, AMANGO’s share of total cost of US$ 181.9 million has a significant effect on the targeted Net Debt. 

§ Unlike triple bottom line reporting, environmental activity-based costing does not override the current traditional management 
accounting systems but rather complements them. 

ACTION PLAN 
§ Mike Cutika should draft a decline of the joint venture, and send to Cephas but indications that options outside Canada can be 

reviewed. 
POTENTIAL RISK AND MITIGATION PLAN 
Managerial risk: All the managers earlier deployed to Quinta should be engaged in the decision to engage local partners so as to 
prevent “managerial flight”. 
 

 

 

 

C. ETHICAL CONSIDERATIONS 

1.0 MANAGING DIVISIONAL PERFORMANCE GROUPWIDE 

Underlying issue 
In the course of delivering an operational cost savings of US$5.8billion across group-wide, AMANGO issues performance-related 
bonus to its divisional managers. Although this is a critical success factor, some divisions, subject to the backdrop of this bonus 
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boost their divisional performances. In relation to the performance-related bonus, there exists a conflict of interest on the part of 
some divisional managers which has led to some unethical practices. This scenario is one of the significant ethical issues about 
remuneration that somewhat necessitated the global financial crisis. An example of this occurred with Goldman Sachs – the very 
year of the collapse –when US$ 4.82 billion was paid in bonuses to its executives.5 

Approaches employed for evaluation: Teleological and deontological analyses of business ethics. 
Relevance of these approaches to the issue: The teleological approach justifies the morality of the actions exhibited by the divisional 
managers towards achieving an operational cost savings of US$5.8 billion, and the deontological approach holds the divisional 
mangers to the professional code of conduct, and also AMANGO’s basic business models and key priorities (7 pillars of value). 

Considering the foregoing, it is excruciatingly clear that the bonus system cannot stand the test of time. In addition, a survey of 
Directors’ Compensation 2005 in the UK KMPG found that bonus payments to senior executives had risen at a fast rate, but were 
hardly ever linked to the long term strategy of the company and the shareholders’ value.6 This phenomenon of rewarding short-term 
gains and suffering long-term losses is referred to as “paying-for-peril”.7 In ameliorating this, the following are hereby 
recommended. 

Recommended Action 
§ AMANGO should scrap the huge cash performance-related bonus system, and employ share options as the new incentive for 

rewarding and evaluating divisional managers. 
§ An independent compliance and ethics committee should be set up to ensure compliance with the company’s code of conduct. 

 
Justification 
§ Share options are granted as a long-term compensation to executives, to link their personal interests more closely to the interests 

of the shareholders. 
§ It drives cost savings itself by avoiding huge bonuses earlier paid in cash. 

Potential Risk and Mitigation Plan 
§ Dilution of earnings per share: The long-term benefits of share options should be communicated clearly to the existing 

shareholders. 

 

 

2.0 OPERATIONAL RISK AND INDUSTRIAL ACTION IN AUSTRALIA 

Underlying ethical issue 
In the face of stoppage daily reporting of hazards, prohibited notices by state inspectors and a controlled shutdown, results of the 
initial inquiries into the controlled shutdown have leaked to the unions who are threatening strike action at a copper mine in 
Australia. In a separate dilemma in Australia, workers at the AMANGO Coal Australia are continuing a protected strike. However, 
workers’ demand rejected by AMANGO Coal Australia still binds on Mr Cutika’s directive of restructuring the group. In having a 

 
5 Sharfman, B. S (2011). Using the law to reduce systemic risk. Journal of Corporation Law, 36 (3), 607 – 634. 
6 Emile Woolf International: Institute of Chartered Accountants of Nigeria’s Performance Strategic Financial Management Study Text 
7 Donaldson, T. (2012). Three ethical roots of the economic crisis. Journal of Business Ethics, 106 (1) 5-8 doi:10.1007/s10551-011-1054-z 

                              ACTIONS                                                   Teleological                                                 Deontological  
                                                                               (Actions justified by consequences)             (Actions  justified by  rules) 
Ø Cutting expenditure on training and 

postponing standard schedule of 
equipment 

§ ROI increase slightly by 0.7% 
while operating cost reduces 

§ Workforce productivity and 
quality control decline. 

Divisional managers violate: 
§ Safety& Health (Pillar A) 
§ Professional due care    

Ø Production ramped up to build closing 
stock 

§ Despite ramping closing stock, 
low inventory turnover period 
(78 days) reduces profit. 

§ Abuse of workforce might 
attract union’s strike action 

  Divisional managers violate: 
§ Safety & Health, Reduction in 

returns to shareholders (Pillars A & 
G) 

§ Professional competence 
Ø Outsourcing and excessive internal 

charges 
§ Exposing its core competence 

(e.g Pepsi cola outsourced 
bottles from Coca cola) 

§ Reduction in the annual profit 
of AMANGO. 

Divisional managers violate: 
§ Mining & processing of  oil and 

operating as efficient as possible 
(Pillars E& F) 

§ and conflict with the group’s interest 
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capsule view of the issue at hand, the following depicts the affected stakeholders and the consequences of the scenario on each of 
them. 

The employee: In copper mine Australia, the safety and health of workforce (Pillar A) has been contradicted in the event of cutting 
expenditure of workers’ safety and reporting of hazards which was brought to a halt. While in Coal Australia, workers have downed 
tools over Enterprise Bargaining Agreement (EBA). A credible example of this occurred in 2010 with Apple at its Pegatron factories 
in China. 

Trade union: The unions are threatening strike action owing to the results of the initial inquiries. However, workers at AMANGO 
Coal Australia are continuing a protected strike over EBA– as was the case in the strike in South Africa platinum sector in January 
2014. 

Local communities and government: A portion of Australian workers are downsized in the process, thereby contradicting Pillar 
C – socio-political. Production has been put to a halt. Hence, the tax accruing to government at the end of the year dwindles. 
Australian government might also react with a hefty fine. 

Investor: Shareholders’ return worsens as the impact of the US$250,000 loses on the quarterly trading update continues. 

Managers: Mike Cutika’s instructions to Nigel Payne to resume production and inform investors that the shutdown was only 
temporary coupled with his provocative directive to AMANGO Coal Australia and other divisional managers in Peru, Colombia 
and South Africa to cut cost at all cost seems to violate some ethical principles. Focus is on managers because of the fact that their 
unethical decisions and actions are binding on other stakeholders. Tucker 5 question model is used to evaluate their decisions. 

Managers’ decisions Is it profitable?     Is it legal?    Is it fair?       Is it right? Is it sustainable? 
§ Resume operation 

on  
the current shaft 

No, NPV for the new 
shaft is positive 

No, it an abuse 
of right to life 

No, it would 
deal fatal blow 

to safety 

No, it contradicts 
professional due 

care 

No, the current 
shaft is near 

collapse 
§ Wrongly Informed  

Investors 
Yes, Investors’ 
return continues but 
for a short-term 

No, it negates 
the law of 

agency 

No, it is 
against the 

interest of the 
investors 

No, it violates 
integrity & 
fiduciary 

responsibility 

No, ROI dwindles 
as there would be 
total collapse of  

 current shaft 
§ Stop reporting of 
Hazards 

Yes, it saves safety 
cost 

No, it attracted 5 
prohibited 

notices 

No, safety of 
the workers is 
at stake 

No, it prevents 
mitigation of 
potential risks 

No, it might lead 
to seizure of 

license to operate 
§ Rejected demands 

on 
Increase wages 

 

No, it alters the 
operating activities 

No, it is against 
the EBA 

No, 
employees’ 

income 
reduces 

No, it is against 
the contractual 
agreement 

No, without 
workers 

production cannot 
start 

§ Cutting 
expenditures on  
safety  

Yes, there would be 
cost savings 

No, it is abuse of 
right to life 

No, it would 
lead to 

fatalities 

No, it contradicts 
due care 

No, it will affect 
productivity 

 
Recommended Action 
§ A closed door meeting should be called with representatives of the trade union of AMANGO Coal Australia and AMANGO 

Copper Australia Limited. In this meeting, Mike Cutika, should table before the unions their current position of reporting hazards, 
improvement of safety of the workers and reversing the decision of cutting wages and basic conditions of workers. 

§ The independent and ethics compliance committee should summon Mike Cutika and Nigel Payne for warning on their unethical 
decisions and practices; and the committee should ensure written agreement against future reoccurrence is made to the effect. 

§ Production should be discontinued with current shaft for the immediate construction of the new shaft which is a viable project 
as it produces a positive NPV of US5.6185 million 

§ AMANGO should adopt a better strategy of laying-off the workers e.g. communicate clearly and honestly 

Justification 

§ The closed door meeting has the tendency of preventing further strike action of the trade union. As was the case in South Africa 
§ Discontinuance of production with the new shaft ensures workers’ safety. 
§ Construction of the new shaft is more sustainable, as it guarantees the plans to restore dividend payment in 2018. 

Potential risk and the Mitigation Plan 

§ High bargain demand by the trade union: The group should continually renegotiate until a win-win agreement is reached. 
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3.0 PIC’S THREAT AND RESIDENTIAL PORTFOLIO UNBUNDLING 

As a result of the interconnectedness of the commercial issue with the ethical issue in this scenario, Business Ethics Synergy Star 
(BESS) technique is employed to untangle the ethical issue from the commercial. 

Relevance of the Bess technique: It is used to deduce an ethical dilemma from a decision that morally requires two or more courses 
of action which are in practice incompatible with each other. 

Aim:                                                         AMANGO Plans to dispose Coal and Iron Ore mines in South Africa 

Conditional upon:                         Threat to offload shares by PIC coupled with demanding Mining law and charter 

Objective:                                                             AMANGO wants to meet the 3-year viability statement     

Dilemma:            Dispose its Coal and Iron Ore mines                                    Do not dispose its Coal and Iron Ore mines rather    

Possible course of action: buy-back Shares giving the current                       Unbundle a portion of its residential property portfolio    

                                            Depressed price                                     so as not to contradict the interest of its single  

               largest  investor- PIC- Mining Law and charter .       

Ethical dilemma 1: In order to meet the 3-year viability statement, AMANGO wants to dispose its Coal and Iron Ore mines to 
buyback PIC’ shares given the currently depressed prices. Yet, it does not want to contradict the interest of its single largest investor, 
South African Mining law and charter. 

Ethical dilemma 2:  In order to meet the 3-year viability statement, AMANGO alternates to unbundle the residential portfolio and 
still not want to leave some of its employees homeless. 

In determining the stand of each plan against ethics, Tucker 5 question model is employed. 

AMANGO’S plans Is it profitable? Is it legal? Is it fair? Is it right?                     Is it sustainable? 
§ Dispose the Coal  

mines 
 

No, sourcing for 
cash adds to the 

wound of  potential 
insolvency 

No, it negates 
law of agency  

No, it declines the 
South African 
development 

No, it contradicts 
duty of care; and 
conflicts interest 

No, it sends 
wrong signals to 

all investors 

§ Unbundle the  
Residential portfolio 

Yes, it has effects 
on AMANGO 
(Pillar G and F). 

Yes, It complies 
with Mining law 
and charter 

Yes, provisions 
has been made for 

employees 

Yes, there is no 
conflict of interest 

 

Yes, the balance 
sheet is 

protected 
 

Recommended Action 

§ AMANGO should not dispose its Coal and Iron Ore mines in South Africa. 
§ Unbundling the residential portfolio has been as addressed above. 

Justification 

§ AMANGO should be acting in the interest of its investors (Agency theory). As was the case with Apple’s Macintosh and investors. 

Potential Risk and Mitigation Plan 

§  PIC further demanding outside the board’s risk appetite: The benefits of AMANGO’s position should be communicated clearly 
and honestly to PIC.

 

 

 

 

 

APPENDICES

Appendix 1.0: SWOT analysis 

Strengths                                           Opportunities 

§ Global leadership position in       - AMANGO singled out in the  
Diamonds and PGMs                   protest staged by “Idle no more”       

§ World class position in Copper    - Resurgence in coal price 

Weaknesses                                         Threats 

§ Some divisional managers       - Sustained low commodity  
operating unethically                prices from slowdown in China  
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                                                     and other markets. 
§ Inability to employ a well       - PIC threat to offload shares 

 disposal strategy                     - Shrinking market value could  
                                                     eject AMANGO from         

§ Failure to deliver sustained          London’s index 
Improvement in safety                 - Trade union’s strike action 

Appendix 2.0: MENDELOW STAKEHOLDER MATRIX 

 

 
 

 

 

 

 

 

 

 

 

 

Appendix 3: PEST Analysis 

Political 
§ Michel Temer’s aim to halt the interventionist economic and 

 fiscal policies which has led to stringent pending fiscal  
austerity; and tougher dividend repatriation laws could pose a  
threat to the operation of AMANGO’s mines in South Africa. 

Economic 
§  There is a reduction in credit rating of AMANGO cutting its  

B notches from Baa3 to Ba3 which is a disadvantage  
compared to  other mining giants; and the impact of 
 disinvestment in the socio-economic development in South  
Africa. 

Social  
§ Grassroots aboriginal protest movement in Canada,“Idle no  

more” 
§ Workers of AMANGO Coal Australia’s protected strike 

 action. 

Technological 
§  The construction choices of the standalone long wall mining. 
§  The new shaft to be constructed to ensure safety of workers. 

Appendix 4 

ROI = PAT/Capital Employed 

EVA = NOPAT-WACC*Capital Employed 

   2016  2015 
PGM    4.13%  24.77% 
Diamond   5.36%  9.35% 
Copper    2.48%  11.67% 
Nickel        -      -  
N & P   9.85%  9.55% 
Iron Ore & Manganese 6.95%  13.73% 
Coal    7.73%  13.73% 

Corporate & Other       -              - 
EVA  
PGM   (147.93)  (503.67) 
Diamond   (185.16)  186.12 
Copper   (317.58)  293.52 
Nickel      -  (130.3) 
N & P   19.6  18.36 
Coal    9.405  (102.03) 
Corporate & Other                -                            - 
 

Appendix 5: Financial Analysis of AMA-NP 

Translation of AMA-NP’S Financial Data: 
5.1: Translation of Statement of Financial Position                                                                            
            US ’Million 
Non - current Asset    2,277 
Net current Asset        493 
Total Assets     2770 
Long Term Liabilities     (889) 
Net Asset     1,881 
 
Profit or loss Statement 
EBIT      49.52 
Finance charge         (1.23) 
Tax@31%     (15.35) 
Earnings:     32.94  
 
Depreciation     US$1.22Millon 
 
5.2 Purchase Consideration for 100% Equity 
Total Consideration minus intra-group debt 
US$1,500million – US$889   =US$611 
Investment in capital expenditure                = US$32 
 
Translation Method 
Asset & liabilities                          – closing rate (0.6122) 
Income & Expenses                          – Spot rate (0.3100) 
Capital Expenditure                           – Spot rate (0.3100) 
 
5.3 WACC 
Source    Mv  r  mv*r 
Equity  2,900  0.1212  351.48 
Pref. Shares 270  0.59   15.93 
Bond  1,236  0.022   27.19 
  4,406     394.6 
WACC >    mvr/mv= 9% 

 

 

5.4 FREE CASHFLOW TO CONTINUE OPERATION 

                                                                                  US ’Million 
EBIT                                                                                  49.52 
Tax@                                                                                (15.35) 
Depreciation                                             1.22 
Capital Expenditure                        (32.00) 
Free Cashflow              3.39 
PV of FREE CASHFLOW 
PV =   FCF (1+ g)    = 3.39 (1.06)      = US$119.78 million 
           WACC-g            0.09-0.06 
Corporate Value = Value of Debt + Value of equity 
              112.94     =      889     +     X 
                  X = (776.06) 
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5.5 FREE CASHFLOW TO END OPERATION 
                                                                                  US ’Million 
EBIT                                                                                  49.52 
Tax@                                                                                (15.35) 
Depreciation                                             1.22 
Free Cashflow              35.39 
PV =   FCF (1+ g)    = 35.39 (1.06)      = US$1250million 
           WACC-g              0.03 
Corporate Value = Value of Debt + Value of equity 
              1250     =      889     +     X;                   X = US$361.4m 
Benefit of disposal: PV- consideration= (1172.29-1500)                                                                                    
                                                             =US$327.71million 
5.6 CMOC’S COMBINED EARNINGS  
Value of CMOC before acquisition = MPS = 5.8 * 500=$225m 
                                                              P/E       13 
BENEFIT:    % Total earnings of CMOC   
                       % = 327.71 – 225   = 45.6% 
                                      225 
Appendix 6: Estimated Total cost of Each Design   
                                       Design 1            Design 2           Design 3 
                                     US ’Million      US ’Million       US ’Million 
Variable cost                      131.9                197.85              263.8 
 Fixed cost                            75                      87.5               100.00 
 Total cost                         206.9                  285.35             363.8 
AMANGO’S Share (/2)   103.45                 142.65             181.9 
6.1 The Projected Profit of each Design  
                                       Design 1            Design 2           Design 3 
                                     US ’Million      US ’Million       US ’Million          
Contribution                       119.3              178.95               238.6                                       
Fixed cost                           (75)                 (87.5)                (100) 
Total profit                          41.3                 91.45                 138.6 
AMANGO’s share (/2)      22.15                 45.73                  69.3 
6.2 Expected Value of Each Design 
Design 1 
     Demand ‘M                   Probability           Expected value (D’M) 
             5                                   0.85                            4.25 
            7.5                                 0.10                            0.75 
            10                                  0.05                             0.50 
                                                                                      5.50         
Design 2 
     Demand ‘M                   Probability           Expected value (D’M) 
             5                                   0.25                            1.25 
            7.5                                 0.50                            3.75 
            10                                  0.25                             2.50 
                                                                                      7.50 
Design 3 
     Demand ‘M                   Probability           Expected value (D’M) 
             5                                   0.20                            1.00 
            7.5                                 0.50                            3.75 
            10                                  0.30                             3.00 
                                                                                      7.75 
NB: variable cost and contribution are multiply by the coal 
demand 
 
APPENDIX 7: Abridged Financial Statement as at 31st 
December 2016 
ASSETS                                                                         US$ ’Million 
Non-current assets  
Intangible assets                                                                     3,394 
Property, plant and equipment*                                          201,606 
Investment property*                                                             2,604 
Environmental rehabilitation trust                                            290 
Investments in associates and Joint Venture                         1,817 
Financial asset investments                                                      846  

Trade and other receivables                                                     539 
Deferred tax asset                                                    914 
Derivatives financial assets                                                      460 
Other non-current assets                   335 
Total non-current asset                                                   31,815 
Total current asset                                13,770 
Asset classified as held for sale          27    
Total assets                                                                45,612                                                      
LIABILITIES 
Total current liabilities             (5,839) 
Non-current liabilities 
Trade and other payables                         (26) 
Medium and long term borrowing*                                     (9,917) 
Retirement benefit obligations                                                 (667)  
Deferred tax liabilities                                                            (3,253) 
Derivative financial liabilities                                              (1,986) 
Provision for liabilities                                                          (2,565) 
Total non-current liabilities                   18,414 
Liabilities directly associated with assets classified 
as held for sale                                                                          (17) 
Total liabilities                                                         (24,270) 
Net asset                                                                              21,342 
Equity                                                                 US ‘MILLION 
Equity attributable to shareholder                                   16, 569                       
Non-controlling interest               4,773                   
Total equity                                                                      21,342               
NB: Reduction in medium and long term loan =    (6318 - 6401) 
                                =          9,917 
7.1 Gearing ratio  
Before deleverage 
           Debt           =       16318              = 58.49% 
   Debt + Equity         16318+ 11580 
After deleverage 
           Debt           =       9,917             =    46% 
   Debt + Equity         9,917 + 11580 
7.2 The Revalued Amount:                                   US ‘MILLION 
Land and Building                                                           16,780                                                
Assets under construction                                                  1,250 
           18, 030 
Residential apartments:               50% *18,030 = US$9,015 million 
(i) Held for sale:                 71% *9,015   = US$6014 million 
(ii) Investment property      29%* 9,015 = US$2,614 million 
Non-residential apartments: 50% *18,030 = US$ 9,015million                   
7.3 Asset Beta of a Proxy Company 
βa = βe + (E/E+D(1-t) 
βa = 1.25*(28/28+50) 
βa = 0.449 
7.4 Cost of Equity of Ungeared Company 
0.449 = Keu + 54/54+46 (1-t) 
Keu = 0.71 
 
7.5 Cost of Equity of the Company after the Deleverage  
CAPM = Rfr + βe(market premium) 
CAPM = 3% + 0.71(5%) 
CAPM = 6.55% 
7.6 WACC of the New Company 
WACC = ke × E/E+D + Kd (1-t) × D/ E+D 
WACC = 0.0655 × 11580/11580+9917 + 0.062(1-0.31)× 

9917/11580+9917 
WACC = 5.5% 
* Debt = 16,318 – 6,401 = US$9,917 million 
* Equity = US$11,580 million 
* Proportion of Debt = 9917/9917 + 11580 = 46% 
* Proportion of Equity = 100% - 46% = 54%. 
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7.7 WACC of AMANGO 
Ke = Rf +βe(premium) 
Ke = 3%+1.824(5%)= 12.12%    
Kd = Kd(1-t) 
Kd = 6.2%(1-0.31)= 4.278% 
WACC = 2101.58/27898*100 
WACC = 7.53% 

 Appendix 8.0  NPV of the New Shaft 
Year  Cashflow   df@7.53  Present value 
                                            US$Million 
1 (135)      0.9300     (125.55) 
1-9     20.9967        6.3708       133.77 
9    (5)      0.5203      (2.6015) 
NPV           5.6185 

 

Appendix 9.0 Calculation of Z-Score  
Z-Score = 1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X5 

 

X1 = Working capital /total assets 

X2 = Retained earnings/total assets 

X3 = Earnngs before interest and tax/total assets 

X4 = Market value of equity/total liabilities 

X5 = Sales/total assets 

Z- Score = 1.2(0.15) + 1.43(0.54) +3.3(-0.107) + 0.6(0.377) +  
                  1.0 (0.39)  
Z –Score = 1.0039. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

APPENDIX 10.0 Models for Reconstruction 

10.1 BCG Matrix 
      High Market Share         Low Market Share 

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 10.2  Ashridge Portfolio Display  

Opportunities to apply parent skills                                                           
Low    High 
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