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Welcome Note

The 2020 edition of the Mining in Africa Country Investment Guide (MACIG) marks the seventh year of partnership
between Global Business Reports and the African Mining Indaba. The publication will be launched in February 2020
at the event in Cape Town before being further distributed throughout the year.

Since its inauguration in 2014, MACIG has sought to fill a void in the African mining industry by providing a point of
reference for governments, investors and the wider mining community requiring a comprehensive understanding
of the sector. We are pleased to forecast that 2020 will offer new and exciting opportunities across the industry in
Africa. A number of broad-ranging trends underpin our optimistic prognosis. Post-colonial democratization in Africa
has advanced unevenly, but the continent has experienced 26 transitions of power in the last five years — the high-
est turnover since the 1990s — and half of these have occurred by election. Peaceful elections have played a part
in stimulating both foreign direct investment and intra-African trade, with African FDI defying the global downward
trend in 2018 at a growth rate of 11% following successive declines in 2016 and 2017 With expected continued
acceleration of continental economic growth as well progress in the implementation of the African Continental
Free Trade Area Agreement, even higher FDI flows can be expected in 2019 and 2020.

The commodity downturn has awakened African leaders to the necessity of diversifying away from overdepend-
ence on single commaodities: oil-rich countries such as Angola and Mozambique have expanded their mining sec-
tors while established mining jurisdictions like Ghana have sought to dilute their gold-dominated portfolios. Re-
bounding gold prices will present an opportunity for West Africa not only to ramp up gold production but to venture
into less explored minerals, while the long-awaited recovery in the cobalt price will revive the treasure hunt along
the Copperbelt in the DRC.

Continued resource nationalization will remain a fundamental deterrent of mining investment in 2020. To empower
local communities and grant a bigger slice of mining profits to host countries, governments across the continent
are introducing or expanding localization policies. While local empowerment should be encouraged, attempts to
find a good balance between investor attractiveness and host-country benefits so far offer more cautionary tales
than success stories.

Despite both old and new challenges, Africa’s unparalleled mineral endowment coupled with promises of contin-
ued progress towards stability ensure that the continent will be of increasing interest for mining investment as the
new decade dawns. In the pages that follow, we present our readers with updates from some of the continent's
most compelling investment destinations — from the tantalizing opportunities in West Africa’s Birimian greenstone
belts to the more developed prospects in Southern Africa and the high-reward ventures in the DRC. MACIG 2020 is
intended to guide investors through the selected countries with insights formed by hundreds of conversations with
key industry stakeholders as well as quantitative research. We extend our deepest gratitude to our interviewees for
sharing their time and insights, and we would like to wish all of our readers a prosperous 2020. ®
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INTRODUCTION

N Africa Country

2020

Globalization has reshaped global markets and altered the
relationship between the state and the economy. In Africa,
the world'’s second-fastest growing region and home to the
largest free-trade area, state policy has recently focused on
market-driven policies and structural adjustment in an at-
tempt to modernize its emerging economies. Nonetheless,
persisting challenges haunt the region’s 1.2 billion-person
market. Inflation, fuelled by expansionary fiscal policy in
West Africa, is a challenge to the region’s sustainable eco-
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nomic growth; state fragility stalls economic stability in
Central and East Africa; and meanwhile, southern Africa is
projected to experience the lowest growth rate on the con-
tinent, partly as a result of the failing economy of the areas’
mining titan — South Africa.

Economic Growth and the Sino-African Relationship

Despite economic and political instabilities, Africa side-
stepped the global decline in foreign direct investment (FDI)
and has instead experienced a 13% increase in the last
year, with South Africa as the largest investment recipient
followed by Nigeria. The United States and France are Afri-
ca's second and third largest investors, injecting US$30.85
billion and US$34.17 billion in 2018, respectively according
to the Africa Center for Strategic Studies.

Meanwhile, China’s ubiquitous economic presence has
been a topic of global controversy, portrayed by turns as
an express train to continental prosperity, the making of
a future Sino-African superpower or simply thinly veiled
neo-colonialism. Narratives aside, with Sino-African trade
reaching US$200 billion in 2019 (Chinese customs), China
is now Africa's largest trade partner. The old proverb ‘if you
want to prosper first build roads’ seems to have guided Chi-
na's investment strategy, as it currently finances one in five
infrastructure projects in Africa and constructs one in three.
Most funded projects are in transport, shipping and ports,
followed by power and real estate.

China has increased its financial influence in Africa through
what is often called the “Angola Model,” by which coun-
tries are granted low-interest loans with commodities as
collateral. This originally Western approach has in the last
decade been systemized by the China Exim Bank and has
contributed to China securing 52% of cobalt production in
the DRC, two thirds of all major platinum group metals sites
in South Africa and 59% of global lithium resources. Exam-
ples include the 2008 infrastructure-for-minerals deal that
attributed mining rights to China in exchange for substantial
investment into the DRC'’s war-torn infrastructure, as well
as a more recent agreement in which Ghana has agreed to
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If there is an already
established processing
capability, it can facilitate

the process of attracting
investment. Regional
cooperation might also play a
significant role in increasing
processing capabilities and
increasing benefit from export
opportunities.

- Fred Kabanda,

Division Manager of
Extractives,

African Development Bank

cede 5% of its bauxite reserves in ex-
change for a US$2-billion infrastructure
investment. For African nations that
typically suffer from low credit ratings
and scarce national fiscal resource,
China will remain an attractive source
of finance. The extent to which China
can play the role of a valuable strategic
partner will depend on the strength of
the host countries institutions and the
resulting capacity to consolidate the
gains from Sino-African deals.

Power and Downstream
Beneficiation

Africa has enormous renewable ener-
gy potential; yet, the continent’s elec-
tricity access rate sits at just 40%. For
the mining industry, electricity short-
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ages entail costly operational inter-
ruptions that have steered the sector
towards increased self-sustainability.
“In the past, we always assumed that
the state would be the energy provid-
er. We are now seeing a change in dy-
namics, and mines have to come up
with their own solutions,” explained
Nick Holland, CEO of Gold Fields. “If
you want to build a mine, you have to
make sure you are in control of energy
resources, which means you can con-
trol the costs better.”

While partial energy self-reliance is
steadily becoming the norm, not all
companies have the financial capacity
to install renewable power solutions
and such efforts in many jurisdictions —
such as South Africa — are undermined
by economic protectionism aimed at
empowering state-owned electricity
providers. South Africa’s electricity
price has skyrocketed with a baffling
523% increase since 2006, ramping
up the already daunting costs of tap-
ping the world’'s deepest mines. Ac-
cording to the country’s minerals coun-
cil, the hike in electricity prices will
cost the South African mining industry
approximately 90,000 jobs in the up-
coming three years. The World Bank
has identified rampant electricity costs
as a main driver leading to Ghana's sur-
passing of South Africa as Africa’s top
gold producer. Nonetheless, Ghana's
overdependence on thermal and hydro
sources of electricity has also resulted
in supply shortages.

Economic development institutions
have since established that the only
path to omni-African electricity access
is regional collaboration. Nations with
stable power supply, such as Botswa-
na — which is currently extending its
grid throughout its northern region -
would need to coordinate with neigh-
bors to share excess power. “The gov-
ernment is well advanced to get power
down to Ghanzi, which is our nearest
town,” said to Julian Hanna, manag-
ing director of MOD Resources. “This
power will provide us with a much
cheaper option for our processing in
particular, thus lowering our unit costs
of production.”

An example is the 2,000-MW trans-
mission line that will link the grids of
Kenya and Ethiopia. The line is set for
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INTERVIEW

Nick
Holland

CEO,
Gold Fields

Gold Fields has the vision to be the
global leader in sustainable gold
mining. Can you explain the strategy
to achieve this goal?

Sustainability can be measured in a
number of ways — we are here, we are
profitable, and our strategy is integrat-
ed with what the society we interact
with requires. We are not an isolated
company, but part of a micro-economy.
We want to impact our communities
and the environment in a positive way.
We always try and employ locally from
the areas surrounding our sites and also
try to procure goods and services from
enterprises in these areas. Our goal is
to have a positive impact on the lives of
people surrounding us in terms of cre-
ating jobs, infrastructure investments
and partnerships with government.
Globally, the cost of energy is rising
exponentially, and this is a key issue
for industry. At the same time, climate
change is having an impact on business
causing severe droughts and flooding,
amongst other problems. We believe
that we need to make our contribution
to the carbon footprint reduction initia-
tive. Gold Fields is, for example, install-
ing 30,000 solar panels at our Agnew
and Granny Smith mines in Australia.

What are the main energy challenges
mining companies face from an op-
erational standpoint?

Carbon taxes are on the rise, there are
indirect imposts on energy, and there
are import taxes on fuels as it is seen
as a captive revenue source for govern-
ment. All these aspects can impact the
profitability and sustainability of mining
companies. We expect that there are
going to be gaps in terms of the energy
availability going forward relative to en-
ergy demands. If we do not do some-
thing different, we are going to struggle
to find reliable supplies of energy.

In the past we always assumed that the
state would be the energy provider. We
are now seeing a change in dynamics
and mines are having to come up with
their own solutions. If you want to build
a mine you have to make sure you are
in control of energy resources, which
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means you can control the reliability of
supply as well as costs in a far more
effective way. National utilities have
not always been well maintained by
governments in developing countries
as there have been other greater social
needs. If we believe that energy costs
are going to increase faster than infla-
tion, we have to manage these costs.
The best way to manage them is to
find cheaper sources of energy, such
as gas and renewables, which are also
less carbon-intensive. This is a win-win
situation for both the business and the
environment.

In 2019, Ghana took over as the lead-
ing gold producer in Africa. To what
do you attribute South Africa’s de-
cline in this regard?

The South African gold industry has
been on the decline for approximate-
ly 30 years. The ore is getting deep-
er, grades are declining, distances to
workings are getting longer, and there
is higher inherent structural inflation
than other countries. Electricity costs
and wages are above inflation, which is
a great challenge. Innovation could save
the South African gold industry, but un-
fortunately this reality is not around the
corner. With policy uncertainty, there
is also a question mark on how much
time and effort companies will put into
gold mining in South Africa.

Gold Fields has committed to use
20% renewables at any new mine
built. Can you explain this, and will
this increase moving forward?

The 20% is a minimum and will definite-
ly increase moving forward — it is over
the life of mine of these operations. At
Agnew, we did 50% renewables on a
retrofit, which we did not think was
even possible. What we achieved at
Agnew with regard to renewables has
raised the bar for Gold Fields and hope-
fully the mining companies around us.
Carbon taxes are becoming a reality
which will eventually erode margins.
Moving towards renewables is the way
forward for the mining industry to re-
main profitable and sustainable. ®
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transmission by April 2020 and will open more power-shar-
ing opportunities for neighbouring countries. Larger projects
have also been initiated, most notably the Grand Inga hydro-
electric dam project, which would allow the DRC's roaring
rivers to produce 40,000 MW of power — sufficient to pow-
er half of the continent. To be constructed in six phases, of
which the Inga Il Dam is the first phase, the project will
cost a total of US$80 billion and generate twice as much
power as the largest dam in the world — the Three Gorg-
es Dam in China. In addition to financial contributions from
the African Development Bank, South Africa also pledged
to buy the excess electricity from the Inga dam. However,
many have dismissed the ambitious project as a far-flung
fantasy, pointing to the unlikelihood that a poor and corrupt
country can handle the US$80-billion price tag — especially
since the World Bank's withdrawal in 2016 and with the ini-
tial construction phase already responsible for a substantial
part of the DRC's debt burden.

The lack of reliable electricity is also stalling the establish-
ment of downstream capacity, which will be key for the
continent’s future sustainable development. So far, weak
domestic markets have undermined development of down-
stream capacities. “One of the key recommendations from
the studies of the Africa Natural Resources Centre is the
need for regional processing centers in order to benefit from
economies of scale,” said Fred Kabanda, division manager
of extractives at the African Development Bank. “If there is
an already established processing capability, it can facilitate
the process of attracting investment. Regional cooperation
might also play a significant role in increasing processing
capabilities and the benefits from export opportunities.”
Downstream beneficiation is also necessary for augment-
ing the trickledown effect of mining benefits to host-coun-
try populations. In some of the fastest growing and most
well-developed economies on the continent, financial gains
have not considerably affected poverty and unemployment
rates. In lvory Coast, Africa’s fastest growing economy, a
decade of growth has only decreased domestic poverty
rates from 48.9% in 2012 to 45% in 2018, and in South
Africa, unemployment levels are estimated at above 35% —
the primary reason for the riots in Johannesburg in 2019. In
Africa, economic instability often translates to political insta-
bility; countries with the highest poverty levels — the DRC,
Liberia, Guinea and Togo - also have some of the highest
fatality rates resulting from armed conflict.

Above the Ground Risk and Local Content

Investors are becoming increasingly concerned with above
the ground risk — incorporating everything from armed con-
flict, political instability and cyber threats to regulatory un-
certainty, corruption and climate change — and are thus de-
manding presentation of tangible data before committing to
a project. “There is an interplay between the mining regime,
the financial viability of a given project and the country’s his-
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tory,” stated John Welborn, managing director and CEO of
Resolute Mining. “For example, if you run an underground
mining operation in an unstable geological setting, you have
to mitigate that risk, which will bring additional costs.”
Efficient data and on-the-ground intelligence gathering as
well as frequent communication with the government are
ways for companies to keep their fingers on the pulse. But
as risk profiles vary across the continental spectra, compa-
nies run the risk of relying too heavily on the possibility of
transferring expertise from one country to another.

"Often, the issue is not mining companies being dishon-
est about the risks, but rather that they lack the appropriate
experience and skill sets,” Welborn continued. "My experi-
ence is that if you are honest, deliver on your promises and
demonstrate that you are aware of the various risk factors,
investors will trust you.”

Andrew Dinning, CEO of West African gold explorer and de-
veloper Sarama Resources, further explained: “There are
no guarantees, and, like many jurisdictions, the operating
environment varies over time. It is important that you re-
main good corporate citizens and you need to be able to
work through periods of flux."

As a wave of resource nationalism has swept across Afri-
ca in the last few years, regulatory changes have become
the most difficult risks for mining companies to manage.
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In addition to the regulatory uncer-
tainty brought on by changes in lead-
ership, African countries are increas-
ingly adopting local content laws to
guarantee host-country benefits from
resource extraction through local em-
ployment, technology and skills trans-
feras well as procurement of local good
and services. Local employment in the
mining sector supports economic and
political priorities for job creation, hu-
man capital development and inclusive
economic growth, but, at the local lev-
el, host communities are increasingly
resisting project development as they
perceive the costs of mining activities
as outweighing the derived benefits.
Thus, incentives to increase local ben-
efits should be encouraged, but Afri-
ca's nascent empowerment policies
have so far offered more cautionary
tales than viable blueprints. A common
issue has been insufficient legal defi-
nitions that leave too much room for
creative interpretation. In South Africa,
a 2015 assessment of the mining char-
ter led to a court dispute between the
Department of Mineral Resources and
the Chamber of Mines over conflict-
ing interpretations of the ownership
requirement while in the DRC, local
hiring requirements for subcontractors
have caused confusion as the minis-
try is yet to stipulate the definition of
“subcontractor.” Another shortcoming
has been implementation gaps due to
lack of enforcement mechanisms, as
exemplified by George Kwatia, senior
partner at PwC Ghana: “The local con-
tent law states that mining companies
have to use local Ghanaian resources
to transport raw material, but this reg-
ulation is not monitored or supported
by industry.”

However, in certain countries, such as
Zambia, Senegal and Ivory Coast, local
content laws have, to some extent,
served their purpose in increasing cit-
izen employment and the transfer of
skills without drastically undermining
investment. The common denomina-
tor is a softer policy and gradual chang-
es, which might suggest a viable path
forward. “The mining sector in Ivory
Coast is currently working with the
World Bank to increase national local
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content, and we hope that the laws will
serve their purpose while not under-
mining business,” stated Stanislas de
Stabenrath, CEO of X&M Dirilling. “It
should be added that many companies
already source from local suppliers,
reasoning that domestic growth will
increase local stock and supply capa-
bilities. Due to this, my guess is that
Ivory Coast will choose to stay clear of
very strict local content rules.”

Conclusion

The continent’s core performers are
continuing to attract investment on the
back of rebounding commodity prices.
With the fourth industrial revolution
underway, a recent World Bank study
inferred that the world will need to
double the current volume of produced
minerals and metals — a stable pros-
pect for the world’'s most mineral-rich
area — and new deposits of future
metals will be exploited as demand
for clean energy increases. Gold pro-
ducing countries are also likely to ben-
efit from the pull away from the dollar
brought on by global conflict. African
gold mining destinations such as South
Africa, Ghana, Mali and Burkina Faso
are now in a good position to develop
their downstream capacities though in-
creased regional cooperation.

The primary threats to the mining
sector are synonymous with the
long-standing plagues of the region;
poverty, violent conflict, institution-

al fragility and access to power must
be overcome to build a robust mining
industry with the capacity to generate
government revenues, employment
opportunities and better access to ed-
ucation and stability.

In this year's edition of the Mining
in Africa Country Investment Guide
(MACIG), we have chosen to feature
South Africa, Angola, Mozambique, the
DRC, Ghana, Senegal and Ivory Coast.
While each country boasts superb
mineral potential, equally they must
address their own unique challenges
as they vie for the attention of the
international investment community. In
the south, Angola leverages its natural
resources to accelerate the recovery
from the kleptocratic leadership of
José Eduardo dos Santos, while on
the east coast, Mozambique has
emerged to assert a more central
position in the mining game. The
region's long-reigning gold titan,
South Africa, scrambles to revive its
declining precious metals sector while
Ghana, the new continental leader in
gold production, loses ground to the
freshman jurisdiction of Senegal. The
DRC's unrivalled mineral wealth is an
aberration even by African standards,
but corruption, political instability and
tattered infrastructure threatens the
jurisdiction’s long-term attractiveness.
Ivory Coast has raced to the top at
a back-breaking pace following its
rapid post-war recovery, yet its future
remains uncertain as election worries
are building for 2020. e
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Mines grapple with
social transitioning in
mine closure

In Africa, international standards in mine
closure have tended to precede national
ones, but several countries have put in
place national legal requirements for social
closure as part of the closure planning pro-
cess. South Africa, Ghana, Ethiopia, and
Tanzania are among these. Such standards
acknowledge the economic dependency a
mine creates relative to its host commu-
nity." This is a good start. However, while
the technical aspects of closure might well
be understood and carried out, the socio-
economic transitioning aspects are gener
ally not. Because one cannot be done suc-
cessfully without the other, the challenge
mines face is how best to integrate socio-
economic transitioning into closure.

Socioeconomic transitioning
challenges

Simply put, socioeconomic transitioning is
preparing a community to shift their social
and economic welfare away from a de-
pendence on mining activity. This is not an
endpoint to be reached, but a process. The
dependency starts early in a mine's life,
and so must the response. (This is partly
why the term socioeconomic transition-
ing is preferred to social closure.) Socio-
economic transitioning therefore requires
deliberate, collaborative attention among
the many technical disciplines involved in
closure—as opposed to working in silos.

To break out of those silos, each discipline
involved in mining must begin to under
stand more about the other disciplines,
whether social or technical. In other words,
they need to foster collaboration and the
ability to constantly see past the bounda-
ries of their own disciplines. For example,
the social disciplines often bring aspira-
tional ideas to the planning and mitigation
processes. While these might not always
fit immediately with what is technically vi-
able, they are vital insights which technical
disciplines need to understand relative to

the demands of the social licence-to-mine.
Nonetheless, there are areas where practi-
tioners have made steady progress toward
integrating socioeconomic considerations
into closure, such as post-closure land use.

Socioeconomic transitioning
and land use

Mine closure plans are developed to limit
long-term risks and to return land to sta-
ble and safe conditions that support pro-
ductive post-mining uses. This aligns with
sustainable development principles that
help ensure current socioeconomic needs
are met without compromising the needs
of future generations.? Closure plans must
therefore consider how land will be used
after mining.?

To this end, a land use viability assessment
based on a structured, iterative decision
making is required. Ideally this will include
all stakeholders collaborating on which
post closure land uses will contribute to
socioeconomic transitioning goals while
being practical for and compatible with site
specific conditions. Key criteria used to de-
fine post-closure land use include soil, wa-
ter quality, biodiversity, surrounding-land
uses, geotechnical conditions, and socio-
economic context.

There remain challenges, however. The
general stakeholder engagement ap-
proach presumes, for example, all stake-
holders are part of the engagement pro-
cess. This is increasingly not the case,
especially with the spread of artisanal and
small-scale mining (ASM).*

Socioeconomic transitioning and
artisanal or small-scale mining

ASM contributes 15-20% of global miner
al production, and in many countries con-
stitutes an important component of rural
livelihoods.® It is most often conducted in-
formally, outside of any legal structure. So,

EXPERT OPINION

By Jeff Parshley,
Group Chairman and
Corporate Consultant,
SRK Consulting

managing ASM through normal mine per
mitting processes is generally difficult, if
not impossible. In addition, gold mining is
in many places is considered a birth right,
further blurring the lines of legality.®

With more than 10 million artisanal and
small-scale miners globally and over 100
million people indirectly dependent on this
sector’, the disruptive effect on unplanned
post-closure land use is unsurprising. Such
uncontrolled land use may be partially mit-
igated through robust cooperation with
stakeholders to honestly recognise related
technical and social contexts. However, be-
cause of the in-perpetuity nature of mine
closure combined with local socioeconom-
ic pressures, creating a truly successful
closure that achieves environmental and
socioeconomic objectives may be difficult
to achieve in these types of situations.®

Socioeconomic transitioning
and the future

The good news is the mining industry,
learning from good and bad mine closures,
has come a long way over the past several
decades. Responsible closure has become
an integral part of the industry's culture.
Good international industry practice and
many jurisdictions now stipulate socioec-
onomic transitioning must be considered
during project planning®. This is a critical
step in helping host communities to shift
their social and economic welfare away
from a dependence on mining activity. ®
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Mining companies pitch their projects to a panel of judges who provide instant live feedback.
The judges, who are made up of high-profile investors, decide who wins in each category and the winners
battle it out in the semi-finals and later the finals.
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Southern
Africa

Historically, Africa’s mining sector has been
marked by labor intensity, mostly due to
low labor costs that have allowed the sector
to largely ignore technological advances.
rrently, we are at a watershed moment with
increasing labor cost coupled with decreasing
commodity prices. These developments have
forced the African mining sector to embrace
innovation in order to remain profitable and
competitive.

- Wayne Sterley,

Regional Business

Line Manager/Drilling Solutions,
Epiroc

Image courtesy of
Gold Fields
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EDITORIAL

Introduction to
Southern Africa

Half of the world's platinum, vanadium
as well as diamonds originate in South-
ern Africa, and the region's develop-
ment has been inextricably linked to the
mining sector. But Southern Africa is
projected to experience slower growth
than the rest of the continent in 2020,
a fact driven by rising government debt,
high inflation and South Africa's weak
economic performance, which has been
compounded by the country’s high un-
employment rates, economic turbulence
and political instability. The impending
downfall of South Africa's gold and plat-
inum sector will be a hard knock for the
region, which currently derives roughly
one-third of its accumulative GDP from
its southernmost member.

South Africa's economy, steadily de-
clining due to poor governance, soaring
electricity costs and outdated mining
methods, reached a growth rate of 2.2%
in 2019, down from 2.8% in 2018 — part-
ly due to the poor performance of the
mining sector, which represents 18% of
GDP The mining sectors of Angola and
Zambia, Southern Africa's second and
third-largest economies respectively,
have seen a more stable 2019; higher
copper prices and improved domes-
tic production are expected to support
Zambian sector performance in 2020,
but regulatory uncertainty, tattered in-
frastructure and unreliable power supply
are simultaneously deterring investors.
Some 1,100 km west, Angola seeks
to exploit its largely untapped depos-
its of diamonds, iron ore, copper, gold
and manganese in an effort to diversify
away from its historical oil dependency.
Diamonds will be the focal point, with
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some 60% of resources still unexploit-
ed. The new president, Jodo Lourenco,
has pledged to increase production from
9.4 million carats in 2017 to 14 million
carats in 2023. To bolster investments,
Lourenco has pushed through anti-cor
ruption and privatization reforms as well
as implemented a new mining code
— measures that are likely to increase
diamond flow to the country's new af-
filiate, Antwerp World Diamond Centre.
Perhaps most relevant, reforms include
the possibility for producers to select
their buyers with prices comparable to
international benchmarks rather than
having politically connected buyers ne-
gotiate the purchase price of diamonds
at below-market value.

Meanwhile, Zimbabwean President Em-
merson Mnangagwa is implementing
policies to mitigate the foreign currency
crisis that, if successful, will help to re-
vive the mining sector, which is at the
heart of the national development strat-
egy. On the east coast, Filipe Nyusi has
fought to overcome the "tuna bonds"
scandal that crippled the Mozambican
economy and was followed by devastat-
ing cyclones in early 2019. The develop-
ment of the country's gas and graphite
industries form the basis for hope with
the IMF predicting double-digit growth
by 2023.

While numerous countries in the region
are making significant leaps towards
better exploiting their mining poten-
tial, the perennial issues of insufficient
downstream beneficiation and regional
cooperation persist. After the elections
of Mnangagwa in Zimbabwe and Cyril
Ramaphosa in South Africa, hopes were
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MINING & QUARRYING SECTORAL
CONTRIBUTION TO GDP BY
COUNTRY TO REGIONAL TOTAL
2010-2018

Source: SNL
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high that the region would grow in tan-
dem with two revived economies. Two
years later, Mnangagwa still struggles
to patch up an economy brought to its
knees by Mugabe's 40-year reign, and
each day, hope dwindles in South Africa
as Ramaphosa is unable to reduce pov-
erty rates and drive through decisions
on key issues such as the redistribution
of land, nor has he been able to unite
his fragmented party around a set of
economic principles. In Botswana, a
country whose diamond mines are esti-
mated by many to be rendered econom-
ically unviable in 40 years, the attempt
to establish a domestic cutting and
polishing industry has largely failed. In
addition, resource nationalization brings
investor uncertainty as governments
attempt to increase host-nation bene-
fits from the mining sector. In 2019, the
Zambian government announced plans
to increase mining royalties in 2020 as
well as replace its VAT scheme with a
direct non-refundable sales tax along
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with other tax amendments — the 10th
tax change miners have faced in the past
16 years — while in South Africa, a new
mining charter imposed more strict local
content compliance obligations on an al-
ready fragile industry.

Regulatory uncertainty might be espe-
cially harmful to junior explorers that al-
ready suffer from a perceived high risk
profile. As investors seek lower risk and
better returns from both larger players
and newer industries, only a fraction of
the capital flowing into the tentatively
revived mining sector is received by jun-
iors — a challenge compounded by the
increasingly cumbersome process of
acquiring licenses due to a more acute
attention to social and environmental im-
plications of mining activity. Part of the
issue is also due to the historical disincli-
nation among juniors to take project into
production stage.

“The problem lies with a previous mis-
use of capital by the junior/development
market, as companies were building
mines with the view to sell them — rath-
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er than really building to move into sus-
tained production,” said Jed Richardson,
president and CEO of Canadian explora-
tion and development company Trigon
Minerals that has copper projects in
Namibia and Morocco. “The few com-
panies that have successfully navigated
the path from exploration to production,
such as Osisko, are held in a rarefied air
because of they are the exception rather
than the rule.”

Numerous countries in the region, such
as Botswana and Angola, offer caution-
ary tales about overdependence and
bolstering exploration will have to be a
strategic priority as governments seek
to diversify their minerals portfolios.
While the dream of a fully integrated
Southern African mining hub has tem-
porarily been suspended, rebounding
commodity prices will offer a window
to focus on developing the industry, and
the region's overall stability makes it an
attractive destination for investors who
are hesitant to venture into the more vol-
atile regions of West, Central and East
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Africa. In addition, South Africa has the
most sophisticated financial infrastruc-
ture in Africa and remains a continental
center of mining expertise — both vital
factors for increased regional collabora-
tion. The relative stability of the region
has also allowed stakeholders across
the board to benefit from a longstand-
ing mining tradition. In an encouraging
2019 study, the World Bank estimated
the contribution of the mining sector
to Southern African economies, taking
into account workers, investors, gov-
ernment, communities and other parts
of society, and found an overall positive
net outcome. The study continues to
suggest that when countries perceive
mining as beneficial to their economies,
they are more likely to develop a policy
environment that attracts further invest-
ments. From that viewpoint, Southern
Africa should not be counted out as
the future center of mining in Africa,
as stability might prove a more reliable
long-term development prospect than
impressive growth numbers.

ENGINEERING THE WORLD OF TOMORROW
Committed to delivering projects safely, efficiently, ethically and sustainably
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Angola

Population: 30,809,762 (\World Bank 2018)

Land Area: 1,246,700 sq km

Main Official Language(s): Portuguese

Capital: Luanda

Chief of State: Jodo Lourenco (since 26 September 2017)
GDP (PPP): 161billion (World Economics 2018)

GDP PPP Annual Growth Rate: -2.6 (\/Vorld Economics 2018)
GDP Per Capita (PPP): 5725.33 (Trading Economics 2019)

Industry: Petroleum, Diamond, Agriculture and Fishing (World Atlas 2018)

Top Exports: Mineral fuels including oil: US$40.7 billion (96.8% of total exports), gems,
precious metals: $972.7 million (2.3%), fish: $132.5 million (0.3%), salt, sulphur, stone,
cement: $39.7 million (0.1%), wood: $33.5 million (0.1%), machinery: $31.2 million
(0.1%) (World's Top Exports 2018)

Top Imports: refined petroleum ($457M), raw aluminium ($392M), aluminium oxide
($376M), chromium ore ($222M) and copper ore ($175M) (OEC 2017)

Top Export Destinations: China 61%, India 12%, US 7.9%, South Africa 4.4%, Spain
3.2% (OEC 2017)
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Angola
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Reforms open the door for
private-sector investment

When Jodo Lourenco, former defense
minister in José Eduardo dos Santos’
ruling MPLA party, was chosen to suc-
ceed Africa’s second-longest-serving
president after being singled out as
the favorite by his predecessor, one
would be forgiven for treating promis-
es of reform with a certain skepticism.
Nevertheless, in the two years since
being officially sworn into office on
26 September 2017 Lourengo has
backed up his rhetoric to an extent
most onlookers would scarcely have
believed considering the entrenched
and endemic corruption that engulfed
the previous regime. If 2018 was
marked by an anti-corruption cam-
paign and efforts to regain control of
the country’s dire forex situation, the
prevalent themes of 2019 have been
a concerted push for transparency and
the subsequent opening up of a previ-
ously-closed business environment for
private investment.

The share capital held wholly or partial-
ly by the Angolan state in 195 differ
ent companies will be sold between
2019 and 2022 under the privatization
program published in the Diario da
Republica official bulletin. The program
states that 175 companies will be sold
via public tender, 11 by public auction
and nine through Initial Public Offering
(IPO), with the government expected
to launch public tenders in 2019 for
80 companies as well as one IPO. In
2020, 81 companies are due to be sold
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through public tender, six through auc-
tion and three via IPO, and in 2021 and
2022 the remainder will be sold. The
most well known companies involved
in this process are state oil company
Sonangol, airline TAAG and diamond
company Endiama.

What will the privatization of Endiama
mean for Angola’s diamond producers?
Endiama is one of the main sharehold-
ers of Sociedade Mineira de Catoca
(Catoca), the Angolan mining compa-
ny that produces around 80% of all
Angolan diamonds by volume. “Once
Endiama is privatized, Catoca will need
to realign its regenerated strategy with
its new shareholders,” explained Ben-
edito Paulo Manuel, Catoca's director
general, adding: “In this context, the
long-term view of the company (Ca-
toca) will depend to some extent on
external factors inherent in Endiama's
new path, with which we must neces-
sarily be aligned. However, in terms of
operating capacity and growth poten-
tial, Catoca is well placed to become
the world's largest diamond producer.”
Already within the top six diamond
producers in the world, Catoca's in-
ternal reforms administered since the
new management team took charge
in August 2018, in addition to gov-
ernmental reforms to create a more
transparent business environment,
combine to make an attractive prop-
osition for private sector investment.
“Financers can be assured that their

investments will be well applied and
offer a substantial return,” affirmed
Paulo Manuel.
While Angola's prowess in diamond
production is not in question, its per
ceived risk as a destination for direct
foreign investment remains. This per
ception, however, may be due for a
change. In specialist intelligence firm
EXX AFRICAs 2019 Investment Risk
Report, Angola ranked second behind
Ethiopia in a list of the top five African
countries for investment as markets
opening up to structural reform and
liberalization were favored over gov-
ernments advocating state interven-
tionism.
To this end, the government is being
proactive in its efforts to attract private
investment. In July 2019, an Angolan
delegation led by the Minister for Min-
eral Resources and Petroleum, Dia-
mantino Azevedo, went to Lisbon for
the seminar "Investment Opportunities
in the Mining Sector of Angola." Part of
this delegation was Canga Xiaquivuila,
director general of the Geological Insti-
tute of Angola, whose National Plan of
Geology project (Planageo) — a nation-
wide survey of Angola’s geology — is
one of the key initiatives in the quest
to diversify the country’'s economy.
“The current strategy to attract foreign
investment is to promote the opportu-
nities that Angola has, as from an inter
national standpoint our mining sector
is low-profile,” commented Xiaquivuila.
26>>
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Dr.
Benedito
Paulo
Manuel

Director General
Sociedade Mineira de Catoca

Since you assumed the position of
Director General at Catoca in August
2018, what challenges has the new
administration had to overcome?

The first challenge was from a techno-
logical standpoint, particularly with Ca-
toca's new mine KT42, which had gone
into operation without the requisite due
diligence that should have been taken
to determine its viability. After further
analysis by the new administration, we
decided the quality of these diamonds
would not be sufficient, and proposed
the closure of this mine to Catoca's
shareholders.

Another challenge came from the fleet
of equipment, as a new line from Belaz
had been introduced in 2016, but the
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material conditions had not been estab-
lished to support this change. Therefore
a dependence on a foreign third party
company to assist with this equipment
had created a legal issue that we had to
overcome.

Furthermore, a lack of skilled human re-
sources with technical labor leaving the
industry affected operational quality and
forced a restructuring and strengthen-
ing of an integrated management sys-
tem. Fortunately, the measures taken to
tackle these issues have produced pos-
itive results, resulting in a profit rise, a
growth in the company’s reserves, and a
reduction in costs.

To what extent will the proposed pri-
vatization of Endiama impact Cato-
ca’s aim to become the world’s larg-
est diamond producer?

The Angolan state intends to privatize
many public companies, including one of
the main shareholders of Catoca - Endi-
ama. We believe that the Government's
vision will lead to boosting Endiama to
seek the top spot among world produc-
ers. In this context, the long-term view
of the company (Catoca) will depend to
some extent on external factors inherent
in Endiama's new path, with which we
must necessarily be aligned. In terms of
operating capacity and growth potential,
Catoca is well placed to become the
world's largest diamond producer. But
we have to be honest and recognize that
it is not enough to have the conditions,
it is necessary to make a way and that
is not easy.

Is Catoca actively looking for partners
to advance the exploration and pro-
duction of diamonds in DRC's copper-
belt?

We have been thinking about the DRC
copper belt, but today our priority is
working on the Luaxe concession. We
are looking for partners to fund this ven-
ture and have made contact with various
financial institutions with this in mind.

INTERVIEW

In the context of a growing synthetic
market, what would you say regard-
ing the importance of maintaining
a robust industry for traditional dia-
monds?

For me this is a clear question. On one
hand, synthetic diamond producers have
created an attractive marketing strategy
that evokes an activity that is ecological-
ly clean, transparent, void of exploitation
and corruption. This, they say, is contra-
ry to the vision of traditional diamond
production and the image of “blood di-
amonds” However, if we analyze what
each industry gives to their respective
beneficiaries, the production of synthet-
ics will never come close to offering the
level of benefits that natural production
does.

This question transcends the direct ben-
eficiaries of the production, and goes to
the root of politics and the direction the
world is heading. | say this with respect
to employment and how certain tech-
nologies are condensing wealth into the
hands of a select few. In the east of An-
gola the diamond industry is the second
biggest direct employer, with an average
remuneration 13 times higher than the
national average. As well as impacting
the families of the workers directly in-
volved in mining operations, this wealth
has created a vast ecosystem of third
party beneficiaries ranging from catering
to machinery to logistics.

Do you have a final message from Ca-
toca to the international mining com-
munity?

Lessons can be drawn from history that
show the business one undertakes will
impact not just the life of an individual,
but the lives of whole communities and
regions. Therefore, the integration and
cooperation of all stakeholders in an in-
dustry fundamental to the sustainable
development of a country is paramount
to ensure that future generations are af-
forded better living conditions than they
have today. ®
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“The Geological Institute of Angola
is accumulating information about all
mineral resources in the country to
showcase the possibilities and make
the process easier for investors,” add-
ed Xiaquivuila, noting that further road
shows will continue throughout 2019
and 2020.

Diversifying an Oil-Based Economy

Despite pro-business reforms imple-
mented by the Lourenco regime that
indicate a brighter future, the scale of
the economic recovery that must take
place in Angola should not be underes-
timated. In June 2019, the IMF report-
ed that Angola’s public debt stood at
91% of GDP in 2018, in stark contrast
to the 26.7% figure in 2012. With over
half of Angola's gross domestic prod-
uct coming from the oil and gas sec-
tor, production down from a high of 1.8
million barrels per day (bpd) to 1.2 mil-
lion bpd, and a global move away from
fossil fuel-dependence, the need to
diversify an oil-based economy is clear.
In August 2019, at the opening ses-
sion of the Ministry of Mineral Re-
sources and Petroleum’s Third Adviso-
ry Council, Minister Azevedo outlined
plans for the strategic diversification
of Angolan industry under the motto
“Restructuring of the mineral and oil
resources sector: A commitment to
the socio-economic development of
the country.” Azevedo announced that
several companies had acquired pros-
pecting licenses in Angola, including
Atabamaik, which plans to explore
copper; Chinese General Mining,
which is seeking out rare earths; and
Vig World, in partnership with Spanish
company Tolsa in search of lithium.

Even within Angola’s mining sector,
greater diversity in the country’s port-
folio of mining projects in an industry
traditionally dominated by diamonds
is part of the government's agenda.
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“Angola is known as a diamond coun-
try, but has a wealth of other mineral
resources to take advantage of, such
as gold and copper,’ observed Xiaquiv-
uila, giving the example of an Austral-
ian junior company currently in the
process of completing an evaluation
stage study for rare earth elements,
which could start production as early
as 2021. "The government of Angola
is trying to diversify its dependency
on oil and diamonds, as the country
has vast mineral potential sitting in an
extension of the copper belt that runs
through DRC and Zambia, for exam-
ple,” he added.

On 27 August, 2019, presentations
of the first public tender for granting
diamond, iron and phosphate mining
rights took place in Luanda, which
were followed by presentations in Du-
bai in September, and later in London
and Beijing. The process aims to bring
to tender five mining concessions:
two for diamonds in the Angolan prov-
inces of Lunda Norte and Lunda Sul,
one iron concession in the province of
Kwanza Norte, and two for phosphates
in the provinces of Cabinda and Zaire.
Minister Azevedo related that the
launch of the public tender is aligned
with the government's strategy to pro-
vide greater transparency in the man-
agement of Angola’s economy.
Success in conveying transparency to
the international community will be
key in attracting the foreign necessary
to stimulate Angola’s mining sector.

Diamonds and Transparency

In 2018, the government of Angola
approved a new trading policy for di-
amonds, with the aim of making the
entire process of selling and buying di-
amonds more transparent. Companies
can now also sell 60% of their produc-
tion through their own channels, and
are no longer obliged to sell their full
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The temporary reduction

in production was due to a
lack of available equipment
and a shortage of technically
qualified man power, which
remain serious challenges for
the Angolan mining industry.
The mining equipment used
in Angola is still heavily reliant
on imports, principally from
South Africa, which can
impact turnaround times and
availability.

- Helder Carlos,
President,
SM Cuango

"

production below international market
price to preferred customers.
Furthermore, "Operation Transparen-
cy” was launched by the Angolan gov-
ernment to combat diamond traffick-
ing and illegal immigration, which led
to 241 semi-industrial diamond mining
companies and cooperatives having
their licenses revoked. In Lunda Norte
alone, more than 400,000 foreigners
were deported, as the Angolan state
pushes to formalize an industry that
has struggled with illegal “garimpei-
ro” miners, many of which come from
abroad to take advantage of the rich
mineral wealth in remote areas of
South and Central Africa.

"It is important to educate the popula-
tion about how illegal mining practices
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harm Angolan society and, where pos-
sible, it is in the country's interest to
formalize artisanal miners,” reflected
Helder Carlos, president of Angolan
diamond mining company Sociedade
Mineira do Cuango (SM Cuango).
“"While a formalization process is an
important goal that can be achieved
over time, a no-tolerance policy to-
wards criminal garimpeiros must be
adopted by both the government and
private companies to maintain the in-
tegrity of our industry and guarantee
employee safety,” he elaborated.

In July 2019, the national director of
Mineral Resources, André Buta, an-
nounced the return of licenses to
the 241 companies and semi-indus-
trial diamond mining cooperatives in
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seven provinces of Angola that had
previously been revoked. Speaking at
the delivery of 31 of the 81 licenses
for semi-industrial exploration planned
for Lunda Norte, Buta said the aim of
re-launching this process in Lunda Sul,
Malanje, Kwanza Norte, Kwanza Sul
and Uige provinces was to reduce the
youth unemployment rate and to allow
the creation of at least 20,000 jobs.

Buta recommended that companies
recruiting should focus on the youth of
the neighbouring communities, a sen-
timent echoed by Hugo Silva Teles, ex-
ecutive director of Banco BIC, the pri-
vate bank with the largest footprint in
Angola (230 branches in 96 municipal
regions): “We should start focusing on
our local content and developing local

EDITORIAL

supply chains to be less dependent
on imports,” he said, continuing: “The
country should also focus on skills
development to ensure that there is
a workforce to support industrial de-
velopment. Angola has the commod-
ities and opportunities to stop relying
on imports and start being an export
country.”

The HR Challenge and Reliance on
Imports

The legacy of industrial neglect and
the failure of the previous regime to
reinvest boom-time capital to vital
areas of the economy are perhaps
most pronounced when one enters a
supermarket or restaurant in Luanda.
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From an international
standpoint our mining

sector is low-profile... The
Geological Institute of Angola
is accumulating information
about all mineral resources

in the country to showcase
the possibilities and make the
process easier for investors.

- Canga Xiaquivuila,
Geological Institute of Angola

Angola used to be self-sufficient and
one of Africa’s three biggest produc-
ers of food in 1975, but now imports
90% of its food, with prices that would
not be out of place in London or New
York, even taking into account recent
currency devaluation. The sad irony is
that Angola has an abundance of wa-
ter and fertile land, which are scarce
commodities in countries that manage
to produce considerably more.

A similar juxtaposition can be applied
to Angola’s mining industry, as the
abundance of natural resources is un-
fortunately in contrast to a dearth of
human resources and equipment. SM
Cuango, the diamond producer con-
stituting a partnership between Endi-
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ama, which holds a 45% stake, ITM
Mining with 40% and Lumanhe with
15%, currently employs 729 people,
the majority of which operate the com-
pany’s mine in Cuango, Lunda Norte
province. The average monthly produc-
tion forecast for diamonds from SM
Cuango's operations for 2019 was ap-
proximately 39,710 carats per month,
but due to operational difficulties it
was forced to reevaluate the produc-
tion plan. The new figure was revised
to between 28,000 and 29,000 carats
per month for the first three months of
production and then raised to an aver
age of 34,000 carats per month for the
rest of 2019.

“The temporary reduction in produc-
tion was due to a lack of available
equipment and a shortage of technical-
ly qualified manpower, which remain
serious challenges for the Angolan
mining industry,” explained Dr. Helder
Carlos, SM Cuango's president. “The
mining equipment used in Angola is
still heavily reliant on imports, princi-
pally from South Africa, which can im-
pact turnaround times and availability,”
he added.

Even the largest player in Angolan min-
ing, Catoca, has been impacted by the
challenging HR situation in the coun-
try: “A lack of skilled human resources
with technical labor leaving the indus-
try affected operational quality and
forced a restructuring and strength-
ening of an integrated management
system,” explained Benedito Paulo
Manuel, Catoca's director general, be-
fore assuring: “Fortunately, the meas-
ures taken to tackle these issues have
produced positive results, resulting in
a profit rise, a growth in the company’s
reserves, and a reduction in costs.”
Due to the difficulty in finding techni-
cal workers with the requisite level of
qualifications and experience, compa-
nies with large workforces often look
abroad. However, bureaucratic hurdles
and high costs to bring foreign work-
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ers to Angola, particularly with regard
to the work visa process, continue to
cause delays: “In September 2018,
SM Cuango initiated a recruitment
process for the company’s engineer
ing department, which was concluded
in June 2019, to give you an idea of the
timeline for bringing in a well-qualified
worker,” related Helder Carlos.

For the mining service providers in An-
gola, an absence of in-country manu-
facturing in addition to high import tax-
es and slow turnaround times further
complicate the challenging operational
climate. “Importing remains quite ex
pensive and the government requires
a letter of credit with imports —a norm
which was established by the Central
Bank,” explained Daniel de Faria, min-
ing manager of Barloworld Equipment
Angola, the Caterpillar distributer with
an extensive African footprint.

Whilst acknowledging these hurdles,
de Faria was positive about both the in-
dustry and the business-environment
in Angola moving forward, comment-
ing that the mining sector has grown
in importance for Barloworld Angola
as the pre-2014 construction boom
slowed down: “The new government
is taking steps in the right direction to
formalize industries and business,” he
stated, concluding: “Mining operations
are starting to come online again, with
the difference being that everything is
now 100% legal, which can only ben-
efit the industry and Barloworld alike.”

A Synthetic Threat:
The Importance of Maintaining a
Traditional Industry

De Beers' Insight Report of 2018 states
that two thirds of diamond sales now
come from consumers aged 21-39
years old: the Millennial and Genera-
tion Z age-brackets. The diamond jew-
elry market grew in 2017 as demand
reached a new record high of US$82
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billion on the back of growing popu-
larity from a younger demographic.
Having previously shunned the jewelry
sector, De Beers, reacting to the evolv-
ing demands of the new demographic
of clients, decided to launch its own
laboratory-grown diamonds through
its Lightbox brand.

In the same vein that automated
equipment threatens to eliminate the
need for workers inside mines, could
this new external threat of synthetic
diamonds jeopardize demand for the
traditional market? For Benedito Paulo
Manuel, the importance of maintain-
ing a robust industry for traditional di-
amonds is clear: “If we analyze what
each industry gives to their respective
beneficiaries, the production of syn-
thetics will never come close to offer
ing the level of benefits that natural
production does,” he stated, warning
of the danger of certain technologies
that condense wealth into the hands
of a select few.

"“In the east of Angola, the diamond in-
dustry is the second largest direct em-
ployer, with an average remuneration
13 times higher than the national aver
age," added Paulo Manuel, continuing:
"As well as impacting the families of
the workers directly involved in mining
operations, this wealth has created a
vast ecosystem of third party benefi-
ciaries ranging from catering to ma-
chinery to logistics.”

“We must continue to defend the pro-
duction of natural diamonds for the
benefit not just of Angola, but of all
the countries and communities that
rely on the creation wealth our indus-
try plays a part in,” concluded Paulo
Manuel.

As Angola continues to formalize and
legalize its industry, the negative con-
notations that surround traditional di-
amond production must be dispelled
through sustained demonstrations of
how mining can benefit all stakehold-
ers. e
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Where business meets comfort...
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0 Perfect Location
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A facility with first class services offering a harmonious
environment for oil-industry professionals werking in Cabinda.

Located in Malembo, 25 km from Cabinda city center and 2.5 km
from Chevron’s Malongo Base, ESS Industrial Vilage provides the
complete infrastructure solution with housing accommodations
for up to 800 people, office space, training and warehouse
space, dll in the perfect location.
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® Training Areas

® Entertainment Center
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= Basketball, Volleyball, and
Soccer Fields

B First Aid Clinic
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Mozambique

Population: 29,495,962 (\Worldbank 2018)

Land Area: 801,590 sq km

Official Language: Portuguese

Capital: Maputo

Chief of State: Filipe Jacinto Nyussi (since 15 January 2015)
GDP (PPP): $14.46 billion (Trading Economics 2018)

GDP (PPP) Annual Growth Rate: 3.8% (VWorld Economics 2018)
GDP Per Capita (PPP): $539.20 (Trading Economics 2018)

Industry: Agriculture, mining and tourism (World Atlas 2019)

Top Exports: Mineral fuels including oil: US$2.4 billion (46.9% of total exports),
aluminum: $1.3 billion (25.1%, ores, slag, ash: $263.5 million (5.1%), tobacco,
manufactured substitutes: $215.9 million (4.2%), gems, precious metals: $200 million
(3.9%), sugar: $191.9 million (3.7 %), fish: $69.2 million (1.3%), fruits, nuts: $66.2 million
(1.3%) (World's Top Export 2018)

Top Imports: Refined petroleum ($457M), raw aluminium ($392M), aluminium oxide
($376M), chromium ore ($222M) and copper ore ($175M). (OEC 2017)

Top Export Destinations: India (35%), South Africa (14%), China (7.5%), ltaly (6.5%),
Spain (3.7%) (OEC 2017)
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INTERVIEW

H.E.
Ernesto
Max
Tonela

Minister of Mineral Resources
and Energy (MIREME)
Mozambicue

How important are the mineral re-
source and energy industries for Mo-
zambique’s economy?

Both industries are hugely influential
for the Mozambican economy. Mozam-
bique has a rich mineral endowment that
includes significant reserves of coal, ru-
bies, mineral sands, graphite and gold.
However, the real game changer for the
economy is the country’s vast gas re-
serves.

In the Rovuma Basin, huge oil deposits
of non-associated natural gas were dis-
covered, estimated at about 180 trillion
cubic feet. The findings are an important
milestone not only because of the poten-
tial quantities of gas available, but also
because of the possibility of developing
and implementing various integrated
projects, such as LNG, liquid fuels, elec-
tricity generation, fertilizers and others
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that will certainly put Mozambique as a
reference country in the production and
export of natural gas worldwide

It is estimated that Mozambique
holds between 20 to 40% of global
graphite reserves. However, at this
moment China accounts for approx-
imately 90% of global production.
How does the country plan to devel-
op these resources?

In order to promote the value chain of
domestic primary products, including
graphite, we are looking to ensure the in-
tegration of local content and its sustain-
able development. In recent years, sig-
nificant milestones have been achieved
in Mozambique's graphite industry, in-
cluding the establishment of the granite
slab cutting plant in the District of Man-
ica in 2017 In addition to this, the start-
up of the Ancuabe graphite mine (9,000
mt/y production) and the Balama mine
(350,000 mt/y) in the Province of Cabo
Delgado have been big successes. The
latter being the largest graphite process-
ing infrastructure in the world.

Mozambique’s Mining Law was intro-
duced in 2002 and is now on its 4th
revision. Has the most recent revision
created a favorable framework for
mining to prosper?

Rather than introducing dramatic chang-
es, the 4th revision is an evolution of the
previous editions. Some of the changes
aimed at fostering a favorable mining
landscape include Article 62, which en-
sures mining holders of the transferabili-
ty of mining rights.

Can you elaborate on MIREME’s ef-
forts to regulate artisanal mining in
the country?

The effort to regulate and formalize the
mining industry in Mozambique is for
the good of the people, as well as the
economy. lllegal mining can endanger
lives, and the smuggling of resources
such as precious gems out of the coun-
try can deprive local communities of in-
come.

How can you strike a balance between
promoting mining development and
community concerns?

Mining activities, particularly the com-
munity resettlement process and envi-
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ronmental damage, can cause tensions
between companies and communities.
In order to ensure that communities
are resettled with dignity and with their
rights respected, the government ap-
proved the Resettlement Regulation
Resulting from Economic Activities.
This regulation seeks to ensure that the
exploitation of mineral resources in the
country results in transformational so-
cio-economic gains, including benefits
directly to the communities affected.

What are the greatest challenges fac-
ing the mining industry in Mozam-
bique in 2019, and what is MIREME
doing to help overcome them?

One of the great challenges is how to
deal with the volatility of mineral raw
materials prices, which are known to
have severe negative impacts on the
economy and the employment rate. The
fall in prices of mineral raw materials re-
inforces our conviction that it is imper
ative to establish mechanisms that can
withstand the volatility of mineral prod-
uct prices and reduce our vulnerability
to external shocks. For this purpose it is
crucial to establish economic links be-
tween the extractive industry and other
industries based on these resources.
An equally important challenge is to
ensure the sustainable exploitation of
mineral resources and safeguard the
benefits expected for future genera-
tions, with a long-term vision. To this
end, we must ensure the improvement
of inspection and control of activities in
the sector.

Finally, what makes Mozambique an
attractive destination for foreign in-
vestment?

Mozambigque now has tangible evidence
of being an attractive destination for for
eign investment after the announcement
that Anadarko will invest US$25 billion
into the country. While the gas sector
is currently receiving the most interna-
tional attention, Mozambique's mineral
reserves also have vast, untapped po-
tential. The economy has stabilized and
is expected to grow, and companies
looking to enter the market can rely on a
clear framework that encourages mining
activity, whilst promoting sustainable
growth and wealth creation for all stake-
holders. e
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Mozambique

After the storms:
Mozambique's
extractive industries
bring renewed hope

Mozambique has attracted international
attention for contrasting reasons in 2019.
The picturesque southeast African re-
public hit the headlines when two dev-
astating tropical cyclones — Cyclone Idai
in March followed by Cyclone Kenneth
in April — ravaged the city of Beira and
province of Cabo Delgado respectively,
killing over 600 people and displacing
over 65,000 more.

Relief efforts in the form of international
donations and the provision of aid from
less affected areas of the country went
some way to mitigate the damage. How-
ever, the bleak consequences of the nat-
ural disasters were laid out in a UNICEF
humanitarian report from July 2019,
which estimated that the sobering figure
of 1.7 million people facing food insecu-
rity is expected to increase to 2 million
during the lean season in October 2019.
On the back of a three-year economic
downturn triggered by the US$2 billion
“tuna bonds” scandal that plunged the
country into its worst financial crisis
since independence, many businesses
in the worst hit areas were ill-prepared
for such an impact. “Approximately 35%
of EMOSE's business and client base
was affected by the cyclone and con-
sequent flooding. In some cases in and
around Beira, there were 100% losses,”
commented Isaias Chembeze, director
at EMOSE, the largest insurance compa-
ny in Mozambique.

This observation was echoed by Edward
Capel, managing director of ICE Seguros,
who suggested that insurance premi-
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ums are expected to increase across
all business sectors due to the losses
incurred and heightened risk category
that Mozambigue now finds itself in. “A
large amount of the affected areas and
businesses were completely uninsured
when the cyclones hit,” stated Capel,
suggesting that the tragic events could
act as a wake-up call to all business sec-
tors in the country.

If natural disasters and economic turmoil
do not sound like a recipe for hope, why
then, is the IMF predicting double-digit
growth for Mozambique by 2023? The
catalyst for this turnaround in fortunes
lies in the country’'s vast endowment
of natural resources, which include sig-
nificant reserves of coal, rubies, mineral
sands, graphite and gold. However, the
real game-changer for the Mozambican
economy is the gargantuan deposits of
non-associated natural gas in the Rovu-
ma Basin.

While the Rovuma Basin gas fields were
discovered back in 2012, tangible evi-
dence of their development eventually
arrived on June 18th 2019, as U.S. ener
gy firm Anadarko took the Final Invest-
ment Decision (FID) on the construction
of a US$20 billion gas liquefaction and
export terminal in Mozambique. The
Anadarko-led Area 1 Mozambique LNG
project is the largest direct foreign in-
vestment ever approved in Africa, with
further gas-fueled riches expected on
the horizon as a consortium led by ENI
and ExxonMobil is set to announce the
FID for the development of Area 4 of the
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Rovuma Basin before the end of 2019.
The combined investments into Mo-
zambique's gas sector are estimated to
reach over US$50 billion, and when put
into context with the country’'s GDP of
US$14 billion, indicate transformational
potential.

What will the Gas Investments Mean
for the Mining Industry?

The impending foreign investments are
undoubtedly positive for Mozambique
but have raised some concerns from the
mining community that mineral develop-
ment in the country will become an af-
terthought with attention and resources
drawn to the gas sector. As well as the
potential dispersion of talent from min-
ing to oil and gas, there are doubts as
to how the Ministry of Natural Resourc-
es and Energy will be able to cope with
such an expanded portfolio due to the
sheer scale of LNG investment.

For Andrew Schnitzer da Silva, CEO of
Ascending, the HR service provider with
a footprint that covers Mozambique and
Angola and supports clients in both the
mineral resource and oil and gas indus-
tries, the separation of the mineral sec-
tor and the energy sector is inevitable
due to the magnitude of the impending
gas boom. “Once things start moving,
everyone will have tremendous difficulty
in keeping up,” he reflected, continuing:
"This is when | think the government will
realize that it needs to create a ministry
only serving the oil and gas industry.”
Guilherme Daniel, partner at Guilherme
Daniel & Associates, agreed that it would
be worth considering splitting the Minis-
try into two separate entities. Howev-
er, the Maputo-based lawyer also sees
Mozambigue's burgeoning oil and gas
sector as having the potential to become
a driver for other national industries,
including mining: “For this to happen,
Mozambique has to learn from the past
experiences of countries such as Nige-
ria and Angola and fiercely attempt to
diversify its economy. Such a result can
be achieved through the reinvestment of
a significant part of the FDI to relevant
sectors, such as mineral exploration,” he
elaborated.

In his interview with Global Business Re-
ports, H.E. Ernesto Max Tonela, the Min-
ister of Mineral Resources and Energy
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(MIREME), was quick to emphasize the importance of Mozam-
bique's mining industry and its scope to expand. “While the
gas sector is currently receiving the most international atten-
tion, Mozambique’s mineral reserves also have vast, untapped
potential,” said Minister Max Tonela, suggesting that the gov-
ernment has worked to establish a favorable mining environ-
ment: “The economy has stabilized and is expected to grow,
and companies looking to enter the market can rely on a clear
framework that encourages mining activity.”

Regulatory Framework:
The 4th Revision of Mozambique’s Mining Law

The framework mentioned by Minister Max Tonela is rooted in
a mining act dating back to 2002, currently on its 4th revision.
Some of the changes aimed at fostering a favorable mining
landscape include Article 62, which ensures mining holders
of the transferability of mining rights. Article 83 also ensures
the respect and stability of the rights acquired by the mining
owners. “Rather than introducing dramatic changes, the 4th
revision is an evolution of the previous editions,” affirmed the
Minister.

A steady evolution of mining law rather than the sudden over
hauls experienced by some of Mozambique's African counter
parts, such as the 35% profit-windfall tax brought in by the DRC
in 2018, has been praised by mining producers in the country
for the long run. One such company is Kenmare Resources,
which has enough deposits to keep its Moma Titanium Miner
als mine in northern Mozambique operating at current levels
for up to 100 years, according to general manager Gareth Clift-
on. “One of the positive aspects of the updates to the mining
act is the inclusion of a clause that recognizes previous agree-
ments. This allows for stability when making agreements with
a degree of certainty," explained Clifton.

While the larger mining players in Mozambigue's mining sector
have been relatively uninterrupted by tweaks to the tax regime,
the pertinent question for smaller mining companies is wheth-
er they should opt into the new laws or not. The new petroleum
and mining tax law implemented in 2015 created a transitory
regime where existing companies could choose to opt into the
new laws, but if they did not do so they were still treated based
on the laws that were enacted at the time that they signed
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Even though there are major players operating
in the country, the mining industry in
Mozambique still remains a new industry. When
we look at the commodities the country

has, there is still a significant amount of
untapped potential.

- Abreu Muhimua,
Founder & Executive Director,
ENCOM
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their concession agreements. The mineral resource rent tax
was brought in, meaning that as soon as a company shows a
positive cash flow, that positive cash flow is taxed at 20%. Be-
cause of this clause in the new mining tax law, smaller players
in the market may be advised to opt out of the new law.

The Diversification Challenge: Access to Land, Attracting
Investment, and Tackling Corruption

A steadily improving economy, a clear mining framework and
relative political stability combined with a rich mineral endow-
ment should make Mozambique an attractive destination for
mining investment. However, there is still a lack of smaller min-
ing producers and exploration projects, and thus the industry
has lacked the vigor and vibrancy of yesteryear. This can partly
be attributed to macro-factors such as the global mining down-
turn and previous economic turmoil, but there are also issues
that must be addressed for Mozambique to begin to fulfil its
undoubted potential.

"One issue in the mining industry is access to land,” noted Leo-
poldo Amaral, partner & head of natural resource practice at
Mozambican law firm Sal & Caldeira. “We have had problems
with this in the past, which has created some anxiety amongst
certain investors, and we need to rectify this,” he commented.
After a concession has been acquired, the next challenge is
financing a project. “The financial markets should be more ac-
tive in providing investment for small to medium sized min-
ing companies,” stated Chivambo Mamadhusen, managing
director of Grupo Videre, the Maputo-based holding company
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that identifies suitable investment funds to access land and
licenses, and then finds strategic partners to move projects
forward. Grupo Videre is currently involved in gold, coal, granite
and quartz operations, and intends to expand into the graphite
and vanadium, according to Mamadhusen.

This sentiment was echoed by Abreu Muhimua, founder & ex-
ecutive director of ENCOM, a Mozambican EPCM company
that has expanded in recent years into Angola and Zimbabwe.
Muhimua observed that even though there are major players
operating in Mozambique, mining remains a relatively new in-
dustry with untapped potential: “We need to diversify our cli-
ent base and more effort should be put into developing small
to medium sized mining companies,” he affirmed, concluding:
“Mozambique has a lot to offer, and the country needs to
change its strategy with regard to attracting mining investors.”
According to the mining code, once a concession has been
obtained, within a two-year period all environmental studies
and resettlement plans must be completed, rights to use and
develop the land must be attained and the mine must begin
construction. The law then stipulates that production should
begin four years after receiving the concession. This process
seems clear, but requires careful attention and early engage-
ment with local stakeholders, according to Paul O’'Donoghue,
Mozambique country manager for Savannah Resources. "It is
essential to understand the laws in the country and how the
government is structured as there is a very layered structure,
starting below district level," stated O'Donoghue, who credited
his company’s strong relationship with local communities and
government in the Inhambane province as key in the ongoing
development the Mutamba Mineral Sands project. “If you are
not aware of all the levels informing decision making, it is easy
to miss some steps and be blindsided. Interestingly, accept-
ance from a local and provincial level is just as crucial as receiv-
ing federal approval,” he observed.

A common red flag for investors considering involvement in Af-
rican projects is a culture of corruption that seeps its way into
all aspects of business and takes time to eradicate. Paulo Reis,
managing partner at EY Mozambique, acknowledged that cor
ruption is still a relevant issue in Mozambique, but measures
are being taken to tackle an issue that brought the country to
its knees economically in 2016. “Looking at the wider region,
when compared to many other African countries, Mozambique
at least has the political will to fight the issue,” said Reis, citing
the government creation of a cabinet for financial information
that deals with anti-money laundering as an important first step
on the road to compliance.

The effort to promote transparency and attract investment is
being ably supported by the World Bank, whose EITI (Extrac-
tive Industries Transparency Initiative) report has been com-
piled by Deloitte for the past two years. Mozambique is one of
the 30 countries selected for the World Bank-driven initiative,
which has the principal aim of “generating revenues through-
out the entire value chain, rather than focusing only on taxes,”
according to Mario Fernandes, partner at Deloitte, who spoke
of the importance of the systematization of information: “One
of the key takeaways of the EITI report is that there is no cen-
tral database of the mining licenses; the government will need
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to establish these basic processes to manage and control tax
revenues effectively.”

Coal Remains the Bedrock of Mozambican Mining

The importance of fostering a diverse mining industry has been
stressed by the Mozambican authorities, and the production
and development of rubies, zircon, ilmenite, pig-iron and gold
are testament to the country’s varied mineral riches. The dis-
covery of high-grade gold in northern Mozambique coinciding
with the start of a bull market for the precious metal is a par-
ticularly promising turn of events. While this diversity should
not be overlooked, the bedrock of Mozambican mining is still
undoubtedly coal, the country's biggest mineral export, and
graphite, for which it is estimated that Mozambique holds be-
tween 20% to 40% of global reserves.

A global drive to eliminate fossil fuels, increasingly stringent
environmental laws exemplified by the impending IMO 2020
regulations and eye-catching media headlines such as Germa-
ny's decision to cease coal production by 2038, all seem to sig-
nal a doomsday scenario for the coal mining sector. However,
since 2015, the production of coking coal in Mozambique has
risen every year, from 3.78 million metric tons per year (mt/y)
in 2015 to 8.36 million mt/y in 2018, according to statistics from
the National Directorate of Geology & Mines. Despite its de-
monization by mainstream western media, coal remains one
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of the cheapest energy sources, as well
as being key to the production of steel in
developing countries.

India, which overtook Japan in 2019 as
the world’s second largest steel produc-
er behind China, relies on the importation
of coking coal from foreign jurisdictions
to support its vast industry. Among the
Indian coal producers active in Mozam-
bigue is ICVL, which intends to increase
its production capacity from 1.3 million
mt/y of coking coal to at least 1.6 million
mt/y, according to Alok Shrivastava, man-
aging director and CEO of ICVL. Describ-
ing the impact of evolving market dy-
namics, Shrivastava explained: “Our first
acquisition was in Mozambique when
we acquired shareholding in a mine from
RioTinto in 2014. Due to the crash of the
coking coal market, ICVL had to suspend
its operations in Mozambique in 2015,
but in 2017 the coal prices increased
again and we restarted our operations.”
Another of the Indian participants in the
Mozambican coking coal market is Jindal
Africa, part of the Indian multinational
conglomerate Jindal Steel and Power
Limited (JSPL), which in turn is part of
the US$18 billion Jindal Group. In a sim-
ilar vein to ICVL, Jindal Africa is expand-
ing production at its open-pit Chirodzi
mine from its current level of 3 million
mt/y to 5 million mt/y by 2020, according
to Rajendra Kumar Tiwari, project head of
Jindal Africa’'s Mozambican operations.
Beyond this, a 10 million mt/y milestone
is also a target for Jindal, along with the
creation of Mozambique's first coal slur
ry pipeline. "Although Mozambique is
blessed with significant coal reserves, it
faces a challenge in poor infrastructure
and logistics,” stated Tiwari, explaining
the viability of the potential pipeline: “In
collaboration with the Mozambican gov-
ernment, we want to establish a long-
term infrastructure solution. The pipeline
will decrease some logistical challenges
and is the lowest-cost transport solu-
tion.”

Vale, the biggest player in Mozambique's
mining industry, has also invested heav-
ily in improving infrastructure, becoming
the largest shareholder in a government
infrastructure that became a private
concession — the Northern Develop-
ment Corridor (CDN). The CDN has gone
through a large rehabilitation process to
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support the transport of cargo from Vale's
Moatiz coking-coal mine in Tete, North-
ern Mozambique. As well as coal, prod-
ucts and materials such as fertilizers, fuel
and tobacco are transported through the
CDN between Moatiz, Nacala, Interland,
Malawi and Zambia. Infrastructure at the
Port of Nacala has also been improved
to support the increased flow of cargo.
“Vale is CDN's principal and most im-
portant client, but there is no exclusivity
agreement and we welcome additional
business partners that can help develop
the economy of Northern Mozambique
in a sustainable manner,” commented
Welington Soares, CEO of CDN.

The Graphite Boom Eating into
China’s Market Share

In stark contrast to coal, graphite is
viewed as a mineral of the future, with
a rapidly growing electric vehicle market
stoking incremental demand for the crys-
talline form of carbon whose versatility
lends itself to rechargeable batteries.
China remains by far the biggest pro-
ducer of graphite, accounting for ap-
proximately 70% of global production,
however, this figure has reduced from a
high of 85% thanks in part to increased
production from Mozambican projects.
Minister Max Tonela is bullish about the
country’'s rapidly expanding graphite in-
dustry, listing milestones that include the
establishment of a granite slab cutting
plant in the District of Manica in 2017
“In addition to this, the start-up of the
Ancuabe graphite mine (9,000 mt/y pro-
duction) and the Balama mine (350,000
mt/y) in the Province of Cabo Delgado,
have been big successes; the latter be-
ing the largest graphite processing infra-
structure in the world,” he added.

Syrah Resources headline a group of
Australian mining companies and jun-
iors at the forefront of the Mozambican
graphite boom, taking advantage of a
high-grade resource that has the ability
to upgrade to a premium product through
mechanical floatation. “Syrah Resources
is producing approximately 95% graph-
ite concentrate through mechanical pro-
cessing without using any chemicals or
acid, compared to a significant number
of Chinese producers that obtain grades
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In my opinion, acceptance
alone should not be the end
goal for mining companies.
Rather, a sustained
demonstration of the benefits
that a large operation can
bring to a region

should give tangible evidence
that makes local communities
want the mining and logistics
operations to be present.

- Marco Froes,
Director of Sustainability,
Vale Africa

"

of 90% by adding chemicals and alkaline
treatments to the process,” explained Pe-
ter Canterbury, managing director of Tri-
ton Minerals, another Australian entrant
into the Mozambican graphite market,
whose company recently announced a
transaction with Chinese company Jinan
Hi-Tech and aims to start production by
early 2021.

“The demand for high purity graphite is
expected to grow threefold over the next
10 years, and thus there is a need for
high purity large flake graphite deposits
to be developed, especially outside of
China, as the country’s large flake graph-
ite deposits are diminishing,” observed
Cantebury.

Another company riding the graphite
wave is GK Ancuabe, the Mozambican
arm of German company AMG Graphit
Kropfmuehl, which went into production
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in June 2017 and has since increased
capacity. Summarizing the milestones
achieved at the Ancuabe graphite mine in
recent years, Geert Klok, GK Ancuabe’s
general manager, detailed: “Since 2016,
GK Ancuabe mine has raised financing
and gone through the entire investment
phase of bringing in machinery, equip-
ment and rehabilitating the run down
plant. We have also expanded the capac-
ity from 6,000 mt/y to 9,000 mt/y. The
company managed the entire rehabilita-
tion process itself

Sustainable Development in Northern
Mozambique

Balancing the development of mining
projects with environmental and com-
munity care is a complex matter, espe-
cially when the regions in question are
some of the poorest and least developed
in the world. This is certainly true in Mo-
zambique, where pollution from Vale's
Moatize Il mine drew protests from lo-
cals in Tete in October 2018, temporarily
suspending the operation.

Vale has, however, achieved large-scale
success in the northern development
corridor, with a resettlement project that
has successfully relocated over 12,000
families in northern Mozambique and
Malawi. The social and environmental
management project is Vale's biggest
sustainability operation worldwide, ac-
cording to Marco Froes, head of sus-
tainability for Vale Africa. “In my opinion,
acceptance alone should not be the end
goal for mining companies. Rather, a
sustained demonstration of the benefits
that a large operation can bring to a re-
gion should give tangible evidence that
makes local communities want the min-
ing and logistics operations to be pres-
ent,” reflected Froes,.

Another coal producer with operations
in Tete leading a resettlement project is
ICVL, which is spending approximately
US$23 million on the resettlement of
the Capanga community and expects to
have constructed 272 houses by October
2020. Alok Shrivastava, ICVLs managing
director and CEO, elaborated on the in-
itiative: "A MoU was signed with the
Ministry of Labor, Employment and So-
cial Security, under which ICVL’s Training
Centre will be used to provide vocational
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training to Mozambican residents in Tete
to build technical skills in order to inte-
grate them in the national workforce.”
Further north, Montepuez Ruby Min-
ing (MBRM) has ring-fenced 1% of the
US$500 million raised by parent com-
pany Gemfields from ruby auctions and
reinvested it into the local community
of Montepuez, constructing a village for
the communities that were located in
the vicinity of the concession, according
to Samora Machel Jr., MRM's managing
director.

One of the hurdles MRM has had to
overcome is the legacy of illegal artisanal
mining in northern Mozambique. Machel
Jr. explained how MRM has worked in
collaboration with the government to
reduce the presence of illegal miners:
"The first strategy was to disassemble
the presence of illegal immigrants in
the village of Montepuez. We also had
to educate the communities around our
concession which had become involved
in the illegal activities by explaining and
demonstrating the benefits of legal, sus-
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tainable mining and the importance of
eradicating illegality.”

The government was also keen to
emphasize the importance of having
measures in place to try to minimize
the amount of illegal mining activities
through the country’s legal framework.
Elias Daude, director of the National
Directorate of Geology & Mines, elab-
orated on the government strategy for
artisanal and small-scale mining: “There
are incentives for the creation of associa-
tions for artisanal and small-scale miners.
The associations can facilitate support
from government in terms of technical
and environmental aspects, as well as
production. Additionally, being connect-
ed to a formal network will allow for the
possibility to attain funding from banks.”
Daude went on to mention the estab-
lishment of designated areas where only
Mozambicans can attain licenses for
mining activities, as well as the creation
of commercial centers where artisanal
and small-scale mining associations can
sell their products formally. ®
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South Africa

Population: 58,558,270 (UN 2019)

Land area: 1.22 million sq km

Official Languages: English, Afrikaans, Ndebele, Northern Sotho, Sotho, Swazi,
Tswana, Tsonga, Venda, Xhosa, Zulu

Capital: Pretoria (executive), Bloemfontein (judicial), Cape Town (legislative)
Chief of State: Cyril Ramaphosa (since 15 February 2018)

GDP (PPP): $675 billion (Trading Economics)

GDP PPP Annual Growth Rate: 0.4% (2018) (World Economics)

GDP Per Capita (PPP): $12,350 (Trading Economics 2018)

Industry: agriculture and food processing, tourism, financial services, services industry,
business process outsourcing, and industrial manufacturing, mining (World Atlas 2018)
Top Exports: precious metals ($8.55 billion), minerals products ($14.6 billion),
transportation ($9.99 billion), metals ($8.88 billion) (World Atlas 2018)

Top Imports: Mineral fuels including oil: US$17 billion (18.2%) Machinery including
computers: $11.5 billion (12.3%) Electrical machinery, equipment: $8.6 billion (9.2%)
Vehicles: $7.1 billion (76 %) Plastics, plastic articles: $2.8 billion (3%) Pharmaceuticals:
$2.5 billion (2.7%) (worldstopexports.com 2018)

Top Export Destinations: China: $6.81 billion worth of goods imported (, the US ($5.47
billion), Germany ($5.26 billion), Botswana ($3.71 billion), and Namibia ($3.53 billion)
(World Atlas 2018)
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South Africa:
An Industry in Decline
A fraught sociopolitical
environment threatens
South Africa’s once mighty
mining industry

More than a quartercentury after the
first democratic election, South Africa’s
political, economic and social landscape
is still pitted with the shards of apart-
heid. What is worse, the current trajec-
tory of the country — which is marked by
rising inequality, staggering unemploy-
ment rates, economic decline and po-
litical instability — is a testament to the
reversibility of the nation's hard-earned
progress. The ANC, a coalition once
unified by the necessity for resistance,
today faces the challenge of mending
internal fragmentation that has South
Africa careening towards destruction.

Consumer Capitalism

The 1960s and the early 1970s were
boom years for the South African econ-
omy. During the first half of the 1970s,
foreign investment averaged 14% of
gross domestic investment and peaked
at 24.5% in 1975-76, while, from 1961
to 1974, average GDP growth was 5.3%.
During this period, the white population
enjoyed rapidly increasing standards of
living, a benefit denied the black majori-
ty. International calls for the end of apart-
heid had been mounting throughout the
1970s and reached new heights in 1986
when the Comprehensive Anti-Apart-
heid Act was passed in Washington with
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enough votes to override a Reagan veto.
By 1991, 28 states, 25 counties and 91
cities had taken economic action against
corporations with investments in South
Africa, at a cost to South Africa of some
US$20 billion.

The socially distorting effects of the
apartheid system led to calls for reforma-
tion to remedy the inequitable situation,
and, in 1994, it seemed for a while that
a welfare state was underway. Under
Nelson Mandela's leadership, the ANC
managed to overcome its internal disa-
greements over key economic policies
and opened up the economy. Foreign
investment shot up, growth slowly re-
turned and big business was transferred
to the majority through black economic
empowerment.

"It was, in a way, a grand bargain,” said
Claude Baissac, CEO of consultancy firm
Eunomix. “The ANC would stay clear of
a socialist turn in exchange for economic
opening, while government invested in
education, housing, health and basic so-
cial infrastructure for the long-neglected
majority.”

The year 1994 reflected a recovery for
the economy of South Africa, with a
real GDP growth of 2.4%. In 1995,
the government signed a new Gen-
eral Agreement on Tariffs and Trade
(GATT) and joined the World Trade Or
ganization (WTO), committing itself to
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neoliberal policies. The ANC's policies
were successful in numerous areas. It
implemented an extensive welfare sys-
tem with free healthcare for pregnant
women and children, a free-meal pro-
gram for school children and access to
health care dramatically improved with
the construction of 500 new clinics. In
addition, more than 2 million additional
homes were connected to the electricity
network. The reforms also resulted in a
substantial increase in both imports and
exports, the budget deficit fell and South
Africa embarked on a period of relatively
high economic growth.
The economic growth was, however,
not enough to reduce the level of unem-
ployment perceptibly. The black middle
class was significantly expanded with
the implementation of Black Economic
Empowerment (BEE). This growth in-
creased the demand for trained profes-
sionals, whose numbers were strained
by emigration due to violent crime,
but failed to address unemployment
amongst the unskilled bulk of the pop-
ulation sufficiently. The new economic
landscape — characterized by decreased
low-skill employment in agriculture,
mining and manufacturing and higher
employment in the service industry and
government — excluded those on the
bottom of the social hierarchy. For ex
ample, the share of semi-and-unskilled
43>>
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Roger
Baxter

CEO
SA Minerals Council
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Can you give an overview of the SA
Minerals Council and the organiza-
tion’s role in the mining industry?
The SA Minerals Council has been in
existence for 125 years, but the organ-
ization was renamed, rebranded and
relaunched in May 2018. We represent
approximately 90% of South Africa's
minerals production value, and our
members include small, mid-size and
major players. Our vision is to reposition
the mining sector as South Africa’s fore-
most industrial sector. In partnership
with key stakeholders, the Minerals
Council seeks to create a conducive en-
vironment that facilitates doubling real
investment in mining by 2030.

Can you elaborate on the SA Miner-
als Council’s relationship with the
government?

SA Minerals Council's engagement with
the government has improved greatly
under the current Minister of Mineral
Resources, Mr. Mantashe. For the first
time, we have a minister with real min-
ing experience who is passionate about
the sector. Minister Mantashe regular
ly attends meetings with the Minerals
Council and has engaged with the board
on several occasions, as well as met
with every single sectorspecific CEO
during the Council's leadership forums.
We are also engaging with the govern-
ment regarding the mining charter. The
Minerals Council achieved a very im-
portant judgment relating to continuing
consequences. The Minister appealed
the parts of the judgement that sought
to question the validity of the charter,
and the court process is still underway.
There are also elements in the mining
charter that the industry has given the
Council a mandate to review as certain
clauses are seen as problematic. We
seek a process of engagement that we
believe will be more effective than a
court process.

With regards to the power situation in
South Africa, the Minerals Council has
also worked very closely with Pravin
Gordhan as head of SOEs. During Es-
kom'’s latest crisis, there has been a
massive outreach from the industry to
Pravin Gordhan and his team, and the
Minerals Council has allocated engi-
neers and other staff to assist the task
force that will review the power sta-
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tions. We are the largest customer of
Eskom, and the price of electricity is a
major challenge. The minerals sector,
and industry overall, should be allowed
and encouraged to generate its own en-
ergy supply.

What are some of the key obstacles
to reviving South Africa’s mining in-
dustry?

Investors will want to have clearly out-
lined tax regimes and be able to predict
upcoming regulatory changes. Clarity,
certainty and stability are thus impor
tant factors that South Africa currently
lacks.

Exploration is also a massive issue in
the country, and unless we can get the
processes in place to encourage juniors
and explorers, we are not going to get
the pipeline. South Africa spends very
little money on exploration: around 1%
of total African exploration spending.
The country is not attracting new invest-
ment because it is an onerous process
to apply for mining rights and to attain
permits. In addition, it is not necessar
ily a transparent process, which is a
key reason that exploration activities
in South Africa are not happening. We
need to make it easy and encourage ex-
plorers to come to the party so that we
can develop a pipeline.

There are top-notch traditional min-
ing skills in South Africa, but not nec-
essarily the innovative technological
skills that come with industry 4.0. Is
this situation improving?

The Mining Precinct is an excellent
example of industry and government
working together, and they are doing
incredible work on the process of mod-
ernization in the mining industry. It is
about completely changing the way that
we approach mining in an effort to make
mining better, more efficient and safer.
From a safety perspective, there has
been a massive improvement. Over a
10-year period, up to 2016, there was an
88% drop in fatality rates. We did take
a step back in 2017 but in 2018, there
was a massive intervention by the Min-
erals Council that achieved a great deal
of success, and we have already seen a
40% improvement in fatality rates from
2018. Technology plays a significant role
in safety within the mining industry. ®
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labor in manufacturing employment de-
creased from 60% in 1980 to 54% in
1990 and 49% in 2009. As confidence in
the trickle-down effect of neoliberal pol-
icies waned, the prospects of a strong
South African welfare state took addi-
tional blows throughout the mid-2000s.
The leftist faction of the ANC — remnants
of the communist party that had been
the engine of ideas during the liberation
struggle — seized the opportunity to ex
pand their influence, culminating in a
transition of power from Thabo Mbeki to
Jacob Zuma.

The Anc

In the last decade, South Africa has
drifted further and further away from
Mandela’s vision of a modern country
at peace with itself. Jacob Zuma's pres-
idency was marked by seemingly end-
less corruption scandals, overspending,
reduced private sector autonomy and
plunging investor confidence. Walking
backward in its footsteps, with growing
inequality (especially amongst the black
population), police brutality, rampant in-
fectious diseases and failing education,
South African society has reacquired
many of the hallmarks of the apartheid
era. This regression was not inevitable,
but the unity forged by the unlikely fig-
ure of Nelson Mandela was fragile and
demanded continued growth and the
resolution of the stubbornly high un-
employment rates. When the live-and-
let-live approach to business proved
inadequate to resolve these issues, the
fault lines along Mandela’s long struggle
began to show.

“The ANC itself has never resolved the
fundamental debate between its left
wing and its right,” Baissac said. “On
one side is the conservative majority of
the urban and rural middle classes. On
another is the urban industrial and ser
vices working class. On yet another is
the intellectual elite, mainly white and
communist — mostly a dying remnant
that is still influential on a vainglorious
and failing industrial policy.”
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The ANC itself has never
resolved the fundamental
debate between its left wing
and its right. On one side is
the conservative majority of
the urban and rural middle
classes; on another is the
urban industrial and services
working class. On yet another,
the intellectual elite, mainly
white and communist - mostly
a dying remnant that is still
influential on a vainglorious
and failing industrial policy.

- Claude Baissac,
CEO,
Eunomix

The resistance to apartheid was the glue
that held together a political party oth-
erwise defined by internal incoherence.
While the ANC continues to function as
government and opposition all at once,
the noble aspirations set out in the Free-
dom Charter have increasingly been
swapped for a political agenda charac-
terized by government attempts to in-
crease its power relative to the people
it governs. The commodities supercycle
of 2000s, driven by a combination of
strong demand from emerging nations
and low supply growth, was viewed by
the ANC as an opportunity to sweeten
the deal for its already well-paid po-
litical constituency. Jacob Zuma soon
earned more than many of his European
counterparts, and in 2015, he was the
third-highest paid leader on the African
continent — right below King Moham-
med V of Morocco.

EDITORIAL

The BEE laws, which had initially worked
to expand South Africa’s middle class,
simultaneously created a wealthy black
political elite through corporate co-opt-
ing of black former resistance leaders
and heads of trade unions. Since 1996,
workers employed in the public sector
experienced the highest growth in me-
dian real monthly wages of all sectors.
In addition to this, the public sector was
one of the largest proportional contrib-
utors to employment growth over the
2001 to 2012 period. Meanwhile, the
underclass — the country’s largest social
class and the bulk of the ANC electorate
— was fed crumbs in the form of social
welfare grants. The increased welfare
grant spending, mounting from roughly
US$450 million in 1996 to US$2.9 billion
in 2008, combined with higher spending
on the state bureaucracy and slashed
tariff protection for South African indus-
tries, led to a consumption revolution.
The party ended in 2008. Global reces-
sion took hold, and South Africa woke
up to a reality in which the country’s
mining industry had shrunk and manu-
facturing was in steep decline. While the
international sanctions during the 1970s
and 1980s were a knock to the South Af-
rican economy, it also resulted in a cer
tain level of self-sufficiency. “We were
forced to develop even more local man-
ufacturing capabilities, and this industry
became so big that it became one of the
major driving forces of the local GDF' re-
lated Ossie Carstens, CEO and program
manager at manufacturing organization
MEMSA. “In the early 1990s, after the
release of Nelson Mandela, South Africa
was exposed to the global market and
the ease of doing business on a global
scale. The country was welcomed back
into international markets and the pro-
tected competitive edge (which was
artificially bolstered with sanctions) that
local manufacturers had started to disap-
pear, and it signaled the start of the local
manufacturing industry’'s decline.”

The decline in manufacturing’s share
of employment accelerated from 1995
with the implementation of the govern-
ment trade reform program. By 2009,
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The reason why governments
implement stringent mining
regulations and tax policies is
to bolster revenue, however,
they must not neglect the
importance of investment
without which it is not possible
to generate any money at all.
Simply put, no one benefits
from mining operations
shutting down.

- Eric Bruggeman,
CEO,
SACEEC

"

manufacturing accounted for a mere
12.5% of non-agricultural employment,
and by 2016, the manufacturing sec-
tor had shed an additional 50,000 jobs.
The consumer revolution resulted in the
transfer of resources from the produc-
tion sector to the government and pri-
vate household consumption — fueling
unemployment while creating artificial
economic growth. To keep society afloat,
a faux capitalism was adopted driven by
loans and imports. Furthermore, South
Africa’s trade liberalization coincided
with China’s rapid integration into the
world economy. With manufacturing ca-
pabilities in a nosedive and technology
lagging, South Africa has so far been
one of globalization's casualties rather
than profiting from cheaper high-qual-
ity products. In the last two decades,
export growth has failed to keep pace
with GDP and import growth, resulting
in an increased trade deficit that reached
3.4% of GDP in 2008 and 3.5% in 2018.
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The New Battle Lines and The Future
of South Africa

Through self-defeating policies, corrup-
tion and self-enrichment, the South Af-
rican government has effectively shed
its responsibilities while retaining its
rights. The ANC's internal fragmentation
has rendered the party in gridlock over
key issues such as fiscal policies, health-
care and land reform. More broadly, the
internal contradictions and deadlocks of
the ruling party are reflected in a pop-
ulation divided along redrawn battle
lines. The economic elite, which owns
the country’s productive assets, is vul-
nerable to state power in forms of asset
seizures and control over state-monop-
olized necessities such as power and
infrastructure. Meanwhile, the political
elite lacks ownership of productive as-
sets and skills while being heavily de-
pendent on the votes of an increasingly
frustrated underclass. The minority blue
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collar class finds itself sandwiched be-
tween the economic and political elite:
excluded from the consumption revolu-
tion, left out of communication with the
state and constantly under the threat of
unemployment. The result of the entail-
ing policy congestion is the draining of
public confidence, especially on behalf
of the nation’s most vulnerable.

A clear example of the growing tensions
between the country’s working class
and the state was the 2012 massacre in
Marikana where 34 striking mine work-
ers demanding a wage increase were
gunned down by police. The scene,
which evoked memories of the coun-
try’s darkest days, was a testimony to
the reversibility of democratic progress
and an ominous forecast for how the
government might react to broader so-
cial dissent. The underclass, too, is los-
ing patience. Save from a brief pause
between 1994 and 1997 protests have
been commonplace in South Africa
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since the 1970s - especially in town-
ships and shack settlements — and have
been rising in the last decade. Violent
crime initially decreased after democra-
tization but the downward trajectory has
shown a reversal in recent years, climb-
ing from 30 per 100,000 in 2011 to 36
per 100,000 in 2017 According to a UN
report, possible drivers of the increase
in homicide rates include an increase
in public protest and political turmail
stemming from perceptions of state
corruption and popular frustration with
slow provision of resources. Since 1994,
some 500,000 people have been mur
dered in South Africa — some 130,000
more than those killed during eight years
of war in Syria.

The main guestion today is whether the
newly elected Cyril Ramaphosa has in-
herited a state just broken, or broken
beyond repair. The former anti-apartheid
activist and businessman has pledged
to revamp the economy and restore the
sheen of the Mandela and Mbeki eras.
The way forward: economic growth.
But engineering economic recovery will
firstly require pushing through policy
within a party locked in an internecine
zero-sum factional war. Secondly, eco-
nomic growth will have to translate into
reduced inequality. In 2019, unemploy-
ment officially reached a 15-year high
of 276%, but compounding that is an-
other 10% of the population who have
stopped looking for jobs. From one end
of the telescope, the elite attributes high
unemployment rates and inequality to a
low-growth economic trajectory, while
on the other end, a majority underclass
sees it as the result of longstanding
systematic exclusion. This former, and
widely held viewpoint on behalf of the
elite is likely to make them less keen
on the economic reforms needed to ap-
pease an underclass that is fed up with
depending on state philanthropy.

While the hurdles are discouragingly
high, South Africa does, however, have
some good things going for it. The coun-
try’s constitution, largely considered
sacrosanct by the population, has so far
passed all tests of robustness. South Af-
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rica also has the most sophisticated eco-
nomic infrastructure on the continent
with mechanisms in place to mobilize
capital and drive economic activity. The
country is globally integrated, meaning
that lowered financial barriers and policy
predictability is probably enough to at-
tract substantial foreign investment.

Ramaphosa will not be able to replicate
Mandela’s miracle of unification, and
the era when the ANC can form policy
solely for electoral purposes has ended.
The way forward is to leverage majority
support to drive through viable econom-
ic policies. With scarce fiscal resources
and dwindling popular trust, resolving
inequality and unemployment will have
to be a priority — otherwise, the com-
bination of high youth unemployment,
poor educational outcomes and ram-
pant inequality will eventually result in
large-scale social disorder. The tightrope
march between the revolutionary redis-
tributive pressure of the citizens and the
counteracting forces of the elite will be
tough to manage. But, hopefully, the
ill-boding socioeconomic trajectory of
South Africa has sent a clearenough sig-
nal that all parties need to compromise
for the purpose of self-preservation.

The Mining Industry’s Three ‘Ifs’

For many years, the mining sector has
been the mainstay of the South African
economy. The country’s mineral riches
have been a major contributor to GDR
foreign exchange earnings, employment
and fiscal income. But for all its signifi-
cance, the mining industry has been in
decline for decades. Compounding the
homegrown problems of political, social
and legal struggles, low prices and soar
ing production costs are threats to the
sector’s survival. Today, mining makes
up less than 7% of South Africa's eco-
nomic output, a steep fall from 20% in
the 1970s. Yet, the government has ear
marked mining as a key component in
the National Development Plan (NDP)
while last year’s appointment of Mineral
Resources Minister Gwede Mantashe
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has restored some optimism about the
future of the South African mining indus-
try.

Another Mining Charter

Gwede Mantashe's appointment as
mineral resources and energy minister
has generally been well received by the
industry. After his appointment in May
2019, Mantashe has been decisive in
addressing corruption and maladminis-
tration within his department, as well
as taken steps to promote regulatory
certainty. These initiatives resulted in
South Africa’s gaining 27 places under
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Generally gold and platinum
companies that mine using
conventional methods have
been running very tight
margins. We have experienced
a time when approximately
70% of the platinum industry
and 60% of the gold industry
was under water financially.

- Alistair Macfarlane,
Co-director,
Mandela Mining Precinct
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the Policy Perception Index and also
considerably improving its stands in the
Fraser Institute's Investment Attractive-
ness Index.

The current regulatory regime, however,
still suffers from a number of problemat-
ic aspects inherited from the initial post-
1994 policy. The Mineral and Petroleum
Resources Development Act (MPRDA)
that came into effect in 2004 replaced
the old common-law principles and ush-
ered in a system of state custodianship
of mineral resources. In an attempt
at spreading the benefits of the coun-
try’s mining sector, the state assumed
a more intrusive presence in the life of
the industry. In accordance with MPR-
DA requirements, a mining charter was
introduced the same year. The charter
stipulated that mines must achieve 26%
ownership by historically disadvantaged
South Africans (HDSA) within 10 years
in addition to several mostly aspirational
targets such as cooperating in formulat-
ing development plans for communities
and ensuring greater female participa-
tion.

In 2010, new iterations of the Mining
Charter were introduced. Since 2004,
the racial ownership pattern of mining
assets had remained largely unchanged,
with only 8.9% black ownership attained
by 2009 against the target of 15%. The
reviewed charter — far more prescriptive
than the original — sought to correct the
racial discrepancy, emphasizing 26% of
South Africa’s mining assets being black
economic empowerment (BEE) com-
pliant by 2014. The sector’s initial reac-
tion to the new charter was worry over
increased regulatory uncertainty. These
concerns were amplified in 2017, as yet
another mining charter was introduced,
imposing new financial, regulatory and
compliance obligations on an already
fragile South African mining industry.
Mining Charter Ill stipulates that new
mining rights must be held by entities
with a minimum 30% shareholding by
HDSAs, a hike from the previous char
ter under which the requirement was
26%. Further, holders of existing rights
who have complied with the minimum
HDSA ownership thresholds under the
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2010 charter will have five years from
the effective date of Mining Charter Il
to increase their HDSA shareholding.
The new charter has been a significant
source of uncertainty and controversy
since a first draft was published in April
2016, including various high court appli-
cations and calls for a change in political
leadership at the Department of Miner
al Resources (DMR). Shortly after the
charter was promulgated, the Minerals
Council filed an application for a judicial
review, pointing out that past deals were
not sufficiently recognized.

“The Minerals Council achieved a very
important judgment relating to continu-
ing consequences,” said Roger Baxter,
CEO of South Africa's Minerals Council.
"The Minister appealed the parts of the
judgement which sought to question the
validity of the charter and the court pro-
cess is still underway. There are also el-
ements in the mining charter that the in-
dustry has given the Council a mandate
to review as certain clauses are seen as
problematic. What we seek is a process
of engagement that we believe will be
more effective than a court process.”

In addition to the onerous re-empow-
erment obligations for the renewal and
transfer of existing mining rights, the in-
dustry has voiced concern regarding the
procurement requirements.
"Companies are obliged to have 80% of
their services provided locally and 60%
to 70% local content, which is very chal-
lenging to technology providers,” com-
mented Sanjay Ahuja, managing director
of Epiroc. "I do not believe the charter
will be fully implementable in its current
format, and we have ongoing discus-
sions with other stakeholders in order to
work out what parts of the charter need
to be altered.”

Perhaps the most damaging aspect of
the regulatory development since 2004
is the changes themselves. While an
increased equal distribution of mining
benefits should be encouraged, contin-
uously moving the goalposts creates an
uncertainty that defeats the purpose of
empowerment policies as overall activi-
ty in the mining sector is undermined.
"While local communities, local man-
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ufacturers, local municipalities and the
government should all benefit from
South African mining operations, there
needs to be a balance between these
policies and operational feasibility," said
Eric Bruggeman, CEO of the South Af-
rican Capital Equipment Export Council
(SACEEC). “The reason why govern-
ments implement stringent mining reg-
ulations and tax policies is to bolster
revenue, however they must not neglect
the importance of investment without
which it is not possible to generate any
money at all. Simply put, no one benefits
from mining operations shutting down.”
The minister's seemingly unlimited abil-
ity to review and revise the obligations
imposed under the charter has been
called into question by various legal ex-
perts. According to attorneys at \Webber
Wentzel, the MPRDA only empowers
the mining minister to "develop a broad-
based socio-economic empowerment
charter," but does not grant the minister
the power to alter, vary and/or revise
such a charter. The Minerals Council
made the same claim in its application
with the high court, stating that the min-
ister acted ultra vires and purported to
exercise powers that reside exclusively
with parliament.

Mantashe has, however, demonstrated
an understanding for the industry during
his short tenure. In addition to efforts to
stamp out corruption and maladminis-
tration, the minister recently announced
plans to axe the proposed amendments
to the MPRDA. The amendment was
taken to parliament in early 2013 and
re-emphasized the commitment to ben-
eficiation and expanded the minister’s
discretion over the mining sector. The bill
was referred back to parliament in Janu-
ary 2015 by the president due to lack of
public consultation after it was passed.
The withdrawal will be welcomed by the
industry and has further repaired the re-
lationship between the Minerals Council
and the ministry, which was damaged
after the passing of the 2010 charter.
“SA Minerals Council's engagement
with the government has improved
greatly under the current minister of
mineral resources, Mr. Mantashe,” com-
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mented Baxter. “For the first time, we
have a minister with real mining experi-
ence who is passionate about the sec-
tor. Minister Mantashe regularly attends
meetings with the Minerals Council and
has engaged with the board on several
occasions as well as met with every sin-
gle sector-specific CEO during the Coun-
cil’'s leadership forums.”

Creating an environment with less policy
and regulatory uncertainty should go a
long way towards attracting investment.
The scrapping of the MPRDA amend-
ment will be a step in the right direc-
tion. But with the original MPRDA still
in place, administrative law based on
conditional state licenses has essential-
ly replaced the principles of private law,
based on rights of ownership. When
asked what changes he would make if
granted full authority, Peter Leon, part-
ner and co-chair of the Africa practice at
Herbert Smith Freehills, offers concrete
suggestions: “| would scrap the mining
charter in its current form, | would re-
form the mining code, and | would also
make the grant of rights objectively de-
terminable to eliminate back door discre-
tion in the legislation. | would introduce
a proper online mining cadaster and take
away the licensing function away from
the Department of Energy and hand it
over to an independent regulator in the
form of a minerals or mining commission
modeled on that in Brazil and Ghana."

Digging Deep

With vast deposits of gold, diamonds,
platinum, coal, chrome, vanadium and
titanium, South Africa boasts a bounty
of mineral riches. Although gold and plat-
inum group metals “PGMs" productions
are well down from their peaks, they
continue to dominate the market. Par
adoxically, these minerals — especially
gold — are those that struggle the most.
"The reason why many predict the de-
mise of the SA gold mining industry
— apart from South Deep - is that gold
mining is costly due to the underground
nature of mining,” said Sven Lunsche, VP
corporate affairs of Gold Fields. “Going
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The mine was not sustainable
and transformation was
required to set the mine on a
path of value. We thus framed
a strategy to reconfigure the
operating model, reduce the
fixed cost base, drive cash-flow
and build the foundation to
become a modern, efficient
and profitable operation.

- Sven Lunsche,
VP Corporate Affairs,
Gold Fields

"

beyond two kilometers to dig for gold
is costly and raises significant safety
concerns. If the rand/gold price goes be-
yond a certain level, it makes it viable to
mine, but at its current level, we are not
seeing any new gold mines coming into
operation.”

While bulk commodities such as iron
ore, coal, manganese and chrome have
been performing fairly well over the last
few years — with steel-making ingredi-
ents increasing its share of capitalization
from 13% in 2017 to 20% in 2018 — the
South African mining industry is more
exposed to precious metals that have
not enjoyed the same price increase. For
the gold industry, however, a price hike
will not be enough to ensure sustaina-
bility. Mainly characterized by deep-lev-
el hard-rock mining, inherent technical
constraints combined with persistently
declining ore grades are pushing the
industry towards cost-saving initiatives.
“Generally gold and platinum com-
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panies that mine using conventional
methods have been running very tight
margins,” said Alistair Macfarlane, co-di-
rector of Mandela Mining Precinct, an
industry-government partnership organ-
ization aimed at fostering growth, trans-
formation, investment and employment
preservation in the mining sector.

"We have experienced a time when ap-
proximately 70% of the platinum indus-
try and 60% of the gold industry was
under water financially. We are now at
a stage where we have to look at how
we can modernize hard rock mining op-
erations in South Africa, but there are
limited technologies that are appropriate
for these environments.”

The apartheid system provided cheap
labor and minimal safety standards. The
result was less incentive to invest in in-
novation, resulting in today'’s largely anti-

46

quated mining technology with methods
harking back to the 1950s. "“South Africa
has some of the richest ore bodies in the
world, which resulted in new mines be-
ing built next to the existing ones," said
Errol Smart, managing director and CEO
at exploration company Orion Minerals.
“Following mine closures, the labor
forces were moved to the newer sites
and, in the process, transferred the sins
of their fathers — meaning, they did not
build new mines but rather new opera-
tions based on superannuated process-
es)

In a race for survival, miners will have to
adopt new technology or fade into the
sunset. While the specific technology
needed for deep-level, hard-rock mining
is limited, solutions are available. Anglo
American Platinum Limited and Vedan-
ta Zinc International have successfully

MACIG 2020

mechanized some of their operations
to help them exploit the full potential of
their assets. Another example is Gold
Field's South Deep mine, which has ex-
perienced a challenging period in recent
years. “The mine was not sustainable,
and transformation was required to

set the mine on a path of value,” said
Lunsche. “We thus framed a strategy
to reconfigure the operating model,
reduce the fixed cost base, drive cash-
flow and build the foundation to become
a modern, efficient and profitable oper-
ation. The restructuring was also aimed
at reducing the workforce and mobile
equipment levels in alignment with con-
solidating mining activity.”

While modernization will be imperative
for the country's remaining deep-lev-
el mines, mechanization needs to be
combined with the development of new
skills to avoid widespread loss of jobs.
Some 110,000 people are employed in
the nation's gold mines alone, which
means that around one million people
are dependent on the subsectors, ac-
cording to the Minerals Council. New
technology translates into a need for
new skills, and the transition period that
lies ahead will be crucial for avoiding a
catastrophic impact on South Africa’s
socio-economic fabric.

"Operators are still necessary, but need
to be retrained for operating modern-
ized equipment,” said Macfarlane. “The
operators are now doing much more
value added work instead of only man-
ual labor. We want to allay the fears of
organized labor about modernization and
industry 4.0 taking away jobs from the
human work force. Once we have com-
municated with and educated the labor
force on what industry 4.0 is, we can
start looking at the re-education and re-
training initiatives needed to implement
modern processes in mines.”

The Power Crisis

The viability of mechanization will also
depend on the government's ability to re-
solve the ongoing power crisis. Through-

out 2019, state electricity company Es-
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kom imposed the worst power cuts in
several years, conjuring up memories
of the 2008 crisis when the grid nearly
collapsed and cost the mining industry
billions of rands in lost output. The min-
ing industry currently consumes about
15% of Eskom’s annual output. So far,
18,300 jobs have been lost as a direct
result of the growing costs of powering
operations, of which one third have been
cut from gold mines, according to a 2019
statement by the Minerals Council.

“In the 1970s, South Africa was the
world’s number one gold producer by a
large margin but has since dropped to
number five on the list,” said Roger Dix
on, corporate consultant at SRK Consult-
ing South Africa. “The power costs for
deep-level gold mines currently in oper-
ation are horrendous, with power costs
having risen 523% since 2006."

Total energy self-generation is still not
an option for any project in South Afri-
ca, but mines are increasingly turning to
alternative power sources such as solar
and hydro to undermine overdepend-
ence on Eskom that currently supplies
about 90% of power in the country.
“The challenge is that renewable ener
gy sources are still far from being able
to accommodate the scale of electrici-
ty needed for mining operations,” said
Henning Opperman, director of audit for
energy and natural resources at KPMG.
"There are discussions about the power
grid becoming more privatized for the
benefit of the country, but the challenge
is to find the right balance between gov-
ernment control and privatization.”
Service providers are also increasingly
realizing the necessity to become more
energy sustainable. Brelko Conveyor
Products, a Johannesburg-based con-
veyor-spillage control company, imple-
mented a solar panel project in 2017
“This is a three-phase project with the
first phase being installing solar panels
on our existing building,” said general
manager Jay Pillay.

"After phase one, we were getting ap-
proximately 30% of our electricity from
solar panels. We then constructed a new
factory where we also installed solar
panels as phase two and now operate
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with about 70% of our electricity com-
ing from the solar panels,” he elaborat-
ed.

Fortunately, the present ANC policy for
mulators seem to view renewables as
a viable path away from a dated coal-
based economy. The question is wheth-
er Ramaphosa — in the face of resist-
ance from coal and nuclear lobby groups
— has the political will, and space within
a fractious ruling party, to blaze a bold
new path for Eskom. Meanwhile, regu-
latory barriers undermine mines’ ability
to increase self-sufficiency. “Since the
last elections, the Energy Department
has been merged with the Minerals Re-
sources Department, and there is still
regulatory uncertainty,” said Lunsche.
"Gold Fields wants to invest in a 40 MW
solar plant at South Deep, which would
take care of 65% of our energy needs
at the mine, but the regulations stipulate
that anything above 10 MW has to be ap-
proved by the minister.”

Beyond Gold

While mechanized operations are asso-
ciated with higher power costs, innova-
tive mining techniques can also offset
electricity consumption. London-listed
Ironveld, which has a high-purity iron,
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vanadium and titanium project located
on the northern limb of the Bushveld
Complex in Limpopo Province, South
Africa, initially planned to use what is
called the “Highveld” process, which
separates the vanadium from the ore
while producing a titanium slag. While
the Highveld process was once at the
cutting edge of metallurgical technology,
the company reasoned that — 50 years
later — there must be more modern
options. Based on existing data from a
government-sponsored research facility,
Ironveld developed what they call the
modern Highveld process, which uses
more efficient metallurgical technolo-
gies and technigues. Yet, the company
needed 300 MW of electricity for its tar
geted 1 million mt/y iron project, and, in
2015, their request was rejected by Es-
kom, which could only provide 20 MW.

"Fortunately, we realized that the in-situ
ore resource was so good and the con-
taminants so low, that the actual iron
we produced ahead of adding carbon
matched the product used to make wa-
ter atomized iron powders that are uti-
lized extensively in the motor industry,”
said CEO PJ Cox. “This meant that we
suddenly had a viable project at a much
smaller scale as these iron powders sell
at an excess of US$1,000/mt. We were
able to make a titanium slag and a va-

In the 1970's, South Africa was the world’s number one gold
producer by a large margin but has since dropped to nhumber
five on the list. The power costs for deep-level gold mines
currently in operation are horrendous, with power costs having

risen 523% since 2006.

- Roger Dixon,
Corporate Consuitant,
SRK Consulting

"
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There is no listed base-metal
production project in South
Africa and there is currently
only one copper producer

and one zinc producer in the
country. Orion Minerals will

be the country’s hext copper
and zinc producer with the
Prieska project being a copper-
predominant project.

- Errol Smart,
MD and CEO,
Orion Minerals
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nadium slag that were marketable and a
very high-value iron powder."

Ironveld has been granted a 30-year min-
ing license for a resource containing suf-
ficient vanadium to supply to 30% of the
world’s vanadium requirements for the
next three decades.

Meanwhile, ASX and JSE-listed Orion
Minerals is advancing its flagship Pries-
ka copper-zinc project in South Africa’s
Northern Cape Province. Prieska is one
of the world's top-30 volcanogenic mas-
sive sulphide (VMS) base metal depos-
its, with a recorded historical production
of over 430,000 mt of copper and 1 mt
of zinc from 46.8 mt of sulphide ore
milled.

“There is no listed base-metal produc-
tion project in South Africa, and there is
currently only one copper producer and
one zinc producer in the country,” Smart
said. “Orion Minerals will be the coun-
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try’s next copper and zinc producer with
the Prieska project being a copper pre-
dominant project.”

The project will require a capital invest-
ment of approximately AU$400 million,
including

contingency to build the mine. Orion’s
funding strategy will be majority debt as
the company seeks to take advantage
of South Africa’s well-developed debt
market.

However, South Africa remains high-
ly dependent on its gold, and it is safe
to say that the country’s gold sector is
down for the count — but not counted
out yet. If the government can establish
stable and predictable mining regulation
and resolve the energy crisis and if the
country’s deep-running gold mines can
be mechanized without causing grand-
scale job losses, then South Africa’s
mining industry still stands a chance.

Leveraging Industry 4.0

South Africa’s mining sector faces ob-
stacles more daunting than perhaps that
of any other country on the continent.
Short-term financial sustainability must
be aligned with long-term objectives
amid soaring labor and energy costs
compounded by growing and often con-
flicting demands from unions, govern-
ment and shareholders. While the res-
olution of the country’s fraught political
situation appears out of sight, and the
normalization of electricity rates retains
its question mark, the modernization of
South Africa’s mines must be the prior
ity.

Beyond the practical challenges of suc-
cessfully optimizing operations, talk of
innovation and new technology is al-
ways accompanied by the question of
job losses. This concern is not unfound-
ed. South Africa’s gold-dominant mining
sector has always relied on a cheap and
largely low-skilled workforce, and more
mechanized operations would replace
that demand with one for trained oper
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ators. While the optimization/job-loss
conundrum is ubiquitous, it has been ar
gued that the urgency of South Africa’s
situation — with the predicted death of
gold mining scheduled for 2035 if it con-
tinues on its current track — would grant
decision makers the right to temporarily
disregard the human collateral damage
of optimization. After all, mine closures
will certainly entail job losses, too. How-
ever, champions of this argument tend
to neglect another one of South Africa’s
peculiarities: that economic risk trans-
lates to political risk due to the ANC's
fraught relationship with its electorate.
In South Africa, balancing employment
retention and mechanization thus re-
mains as important, or even more so,
than in mining sectors with more stable
economies.

“There is a fear that automation will be
a driver for higher unemployment rates,
which is not necessarily the case,” said
Matimba Mahange, executive head of
mining at Caterpillar equipment distribu-
tor Barloworld Equipment. “Introducing
automated vehicles and equipment into
an operation must not be viewed as neg-
ative, but rather as a way to free up em-
ployees to do something else within the
company where they can be upskilled
and empowered.”

For modernization to not be a euphe-
mism for job losses, the sector will be
forced to accelerate the transfer of skills
to local communities.

“Re-education needs will be exten-
sive,” said Macfarlane. “We are having
as many conversations as we can with
organized labor unions and various gov-
ernment departments to demystify the
industrial revolution of industry 4.0. The
truth of the matter is that nobody really
understands what industry 4.0 means
and what it is going to do.”

For this purpose, Mandela Mining Pre-
cinct is collaborating with MEMSA and
the Minerals Council to establish a ded-
icated test mine where local manufac-
turers’ newly developed equipment can
be tested and showcased while also
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providing training to operators. But Mac-
farlane also stresses the importance of
research to develop these technologies.
“We need to reestablish capacity and
capability in universities for applied re-
search, which we aim to do through
the establishment of centers at the
universities that match our programs.
The challenge is that the funds that we
currently have available are nowhere
near the target. Funding has to increase
approximately tenfold and increasing
investment into research is part of our
strategic journey.”

R&D will not only increase understand-
ing for the possibilities of Industry 4.0,
but also better equip miners to make ac-
curate cost calculations.

“In South Africa, mines are legally re-
quired to initially set funds aside for
rehabilitation planning,” said Dave Cap-
stick, business development manager
at global consulting and technology
company Deswik. "A study was done on
miners' awareness of funds required for
rehabilitation, concluding that none of
the participants had put away more than
20% of what their liabilities were.”

This sentiment was echoed by George
Olivier, director at engineering consul-
tancy VBKom: “Approximately a decade
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ago, the mining industry was very much
on its own when competing for capital.
Today, the mining industry and projects
within the mining industry are compet-
ing with all other industries. This puts
a significant amount of focus on the
financials and returns of the projects.
The market has changed, and today
techno-economic studies are becoming
a focus.”

One of the institutions filling the void of
university research is national minerals
research organization Mintek, which
also does research for many private sec-
tor funded initiatives.

"Almost all the large mining companies
have closed their mining research units,”
said Leon Kriiger, manager for hydrome-
tallurgy. “If someone wants to do met-
allurgical research, Mintek is about the
only place where they can do it. The chal-
lenge is that although we have a means
to attract talent to our company, the pool
of talent is getting smaller”

Despite the lack of research and inade-
quate skills transfer, there are plenty of
service providers and institutions that
already offer innovative solutions to the
mining industry. These, however, are not
always possible to implement within ex-
isting operations.
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"| do not believe that South Africa lags
behind in innovation, and the country
has introduced innovations such as
electronic ore sorting, resin-in-pulp pro-
cesses and carbon-in-pulp processes,’
Krliger said. Rather he believes that tech
providers “are fighting a battle of the
acceptance of new technologies in the
mining industry.”

The mining sector is conservative by na-
ture. For example, spending within the
global industry on hi-tech solutions was
just 1% of revenue in 2015 - five times
less than most industries. Compounding
that is an amplified skepticism fueled by
already daunting unemployment rates.
Another issue is that the development
of new technology must be coupled
with modernized mine structures.

“In my opinion, the biggest limitation is
having the necessary mine infrastruc-
ture to support the charging of electric
equipment fleets,” said Mike Adendorff,
CEO of AARD Mining Equipment. “EVs
are an exciting development within the
mining industry and can produce signif-
icant benefits, but the infrastructure to
charge EV's has yet to be developed and
installed in the African mining industry.”
There is no doubt modernized mining
technigues can reestablish the profita-
bility of South African gold mining. The
country still holds some of the largest
reserves in the world. The issue is how
to reconcile the necessary changes —
including massive investment into re-
search, training and mine infrastructure
— against scarce financial resources,
pushback from unions and lack of col-
laboration between the government,
mining sector and organizations. If the
gold sector's domestic challenges are
already discouraging, global factors such
as a shift away from coal and China’s de-
creasing steel consumption might deal
a future blow to other segments of the
mining industry. With each passing day,
solutions become less feasible. The way
forward is not to dwell on each issue but
to realize the urgency of the situation
and forcefully drive through change. ®
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Introduction to East
and Central Africa

With average economic growth of
5.9% in 2019, East Africa is topping the
continental chart. Agriculture and indus-
try remain the key drivers of the econ-
omy, but governments are increasingly
taking steps to better exploit mineral re-
sources to support the future demand
of a population predicted to nearly dou-
ble in the coming three decades. While
the majority of East African countries
boast economic growth well above the
sub-Saharan average — lead by Ethiopia
with predicted 8.2% growth in 2019 fol-
lowed by Rwanda with 7.8% — mining
is generally a small contributor to GDP.
Border disputes, state fragility and reg-
ulatory uncertainty have all undermined
the development of the sector.

Up until 2016, Kenya's 75-year-old min-
ing code and outdated geological data
had the country missing out on the last
commodity boom. The modernized re-
gime of 2016 sparked optimism about
a mining industry that was previously
limited to only two projects — soda ash
and sand - but investors were soon de-
terred when talks of revision surfaced
the following year due to fundamental
flaws surrounding tax policy and the
securing of land rights. In addition, a re-
cent turn towards resource nationalism
in countries across Africa has added to
investor uncertainty. It was primarily the
large profits made during the commod-
ity boom that brought the imperative of
greater benefits for host communities,
and stakeholders are still scrambling
to resolve how to best establish reg-
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ulation that is conducive to a specific
country’s level of development, sec-
tor maturity and mineral endowment.
There are, however, cases almost uni-
versally considered to be useful in their
function as cautionary tales. Tanzanian
President John Magufuli has run a pop-
ulist line on the mining sector since his
inauguration in 2015, starting with an
export ban on unprocessed gold and
copper that resulted in a dispute with
the nation's largest gold miner, Acacia
Mining, which halted operations in 2017
following a hefty US$190 billion tax bill.
The following year, a new mining code
forced companies to cede a 16% share
in assets to the state, which was, in
the case of Acacia, confiscated without
compensation.

In Central Africa, the DRC also intro-
duced modifications to its mining code
in the same year that had investors
both sweating and scratching their
heads. The main concern for investors
was the steep royalty hike as well as
the slashing of the stabilization clause
from 10 to five years. The code also
caused widespread confusion by com-
pelling the use of local subcontractors
but failing to clarify which entities
should be regarded as a subcontractor.
Both Tanzania and the DRC have since
been elevated to the top of numerous
risk indexes.

Yet, there is compelling evidence that
mining will come to play a bigger part in
the growth of both the Central and East
African region. A possible opposition
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win in Tanzania's 2020 election could
reverse some of the regulation while
the mining sector in the DRC has prov-
en robust enough to tackle the chal-
lenges of its amended code, which had
initially sparked threats of legal action
on behalf of numerous major mining
companies such as Glencore, Ilvanhoe
and Randgold. In Rwanda, the govern-
ment recently established The Rwan-
da Mines, Petroleum, and Gas Board
(RMB) tasked with redesigning the
minerals sector into a flywheel for the
Nation Strategy for Transformation. The
country is already a global leader in 3T
minerals production and also holds un-
tapped resources of gold, gemstones
and rare earth elements, as well as a
broad portfolio of industrial minerals. In
Uganda, the government is in the final
stages of developing new mining laws
aimed at combating environmental de-
struction, corrupt licensing processes
and illicit cross-border gold flows. To
further bolster investment, the African
Resource Geoscience Initiative — a dig-
ital platform making geoscientific data
freely available — was launched in 2019
through a public-private partnership be-
tween government, industry and com-
mercial organizations under the auspic-
es of the African Union Commission.

Overall economic growth in both re-
gions bolsters the mining sector as
both domestic and international infra-
structure is extended. Governments
have on average allocated roughly a
third of their budgets to infrastructure
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projects, with spending in the largest
East African economies — Kenya, Tanza-
nia and Ethiopia — expected to increase
from US$25.9 billion in 2017 to US$98.8
billion in 2022. Improved infrastructure
will be an important contributor to trade
as Tanzania and Kenya are vital gate-
ways to their landlocked neighbours in
the Lake Victoria Basin region.

Power outages have been a major issue
in both regions since the early 2000s,
but the finalization of a transmission
line between Kenya and Ethiopia has
the potential to change the regional
electricity game drastically as it opens
the opportunity for more extensive fu-
ture powersharing. The 1,055-km line,
with a 2,000 MW capacity, has been
built by China Electric Power Equip-
ment and Technology (CET) and is set
for transmission by April 2020. The pro-
ject is funded by the World Bank, which
provided a loan of US$684 million,
while the African Development Bank
and the French Development Agen-
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cy are providing US$338 million and
US$118 million, respectively.

Predicting the future of these regions
by merely looking to growth numbers
can be an erroneous exercise; without
exception, economic gains have not
sufficiently been matched by political
and social progress. Poverty levels
are stubbornly high, with five of the
10 African countries hosting 70% of
the continent's poor located in East
Africa. Political instability remains the
norm in a number of countries such as
the DRC, where between 70 and 120
armed groups operate in the country's
North and South Kivu provinces alone
and violent uprisings are recurring real-
ities in the cities of Goma and Kinsha-
sa. In the Horn of Africa, the end of a
two-decade border conflict between
Eritrea and Ethiopia was predicted
to usher in a new era of stability and
openness. A year on, with the border
once again closed and the air filled with
uncertainty and suspicion, the euphoria
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of the Eritrea-Ethiopia peace deal has
evaporated. In Somalia, armed conflict
and worsening climatic shocks have
displaced over a million people while
Burundi has been haunted by on-off vi-
olent internal conflicts, ethnic tensions
and communal fighting ever since inde-
pendence in 1962.

Although East and Central Africa have
miles to go to match the continent's
more mature jurisdictions, regulato-
ry regimes keep developing and the
mining industry will play a vital role in
strengthening intra-regional trade de-
pendency, establishing an increasingly
integrated supply chain and developing
a regional market for downstream prod-
ucts. With the ongoing formalization of
the sector in countries such as Rwanda
and Uganda, illicit cross-border trade
will hopefully be replaced by regulated
trade successively through the inclu-
sion of artisans into the formal econo-
my and transfer of modern mining skills
to the local population. ®
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INTERVIEW

Joseph
Ikoli
Yombo
Y'Apeke

General Secretary
Ministry of Mines, DRC

In 2018, there were some prominent
changes that impacted the mining
sector in the DRC — most notably the
revisions to the mining code and the
election. What is your current man-
date with regards to the mining sec-
tor?

2018 was a very proactive year for the
mining sector in the DRC. In March,
we published the revisions to the 2002
mining code, updating the previous
code and regulations.

We have four main strategies for the
sustainable growth of the sector: dis-
semination of the new mining code
review, which will enable better exe-
cution; implementation of the mining
code revisions across areas such as
mining administration and technical ser
vices; effective implementation of the
revisions to strengthen performance
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capacity across the private and public
sectors; and finally, promotion of trans-
parency to fight against corruption.

What is your response to compa-
nies’ reaction to the mining code
revisions, and can we expect further
revisions at this point?

As with any change, we saw some
resistance within the industry at first,
but, since the revisions are now the
law, companies are adapting to the new
state of affairs. The previous mining
code was detrimental to the country
and did not establish a good balance.
The motivation behind the revisions
was to counter the unsteadiness in the
DRC with a more balanced framework
that brings more benefit to the country,
the mining industry and also the local
community. Now, the new President
wants to promote the mining code and
clearly communicate the advantages
brought by the revisions. There will be
no further revisions for the time being.
The revised mining code is still attrac-
tive and contains many incentives to
attract new investment. There were
not many changes to the tax system
and customs regime, although some of
the taxes were increased. The stability
clause was reduced from 10 years to
five years, which will allow us to see
the benefits of mining investment more
quickly. There is also the opportunity to
review the mining code at more regular
intervals to ensure the balance remains
fair as the industry progresses. Some
of the main focal points of the law in-
clude greater stringency in maintaining
transparent operations and greater po-
tential penalization for mining operators
that do not promote transparency and
meet the government's expectations,
plus a greater focus on local communi-
ties and local development.

What is your view on the DRC’s cur-
rent relationship with China?

The DRC is open to all investors world-
wide, and we welcome all investors that
will respect our regulations. \We would
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like to have investors from around the
world and plan to build stronger rela-
tionships with other geographies, such
as the United States and Europe. One
reason that we see many Chinese in-
vestors in the DRC is that they have
more capital at this moment in time,
and mining is a very capital-intensive
industry. Many other countries in the
world do not have the same strength
in their economies to make the sizea-
ble investments necessary to support
a mining operation from exploration
through to production.

As the DRC’s mining industry devel-
ops, what is the government’s strat-
egy for the future?

One of the main goals for the govern-
ment is to encourage more in-coun-
try transformation of the resources
we produce. We want to process our
minerals into finished or semi-finished
products in the DRC itself, so we can
capture greater value and the associat-
ed benefits. For this, we will need to
build a processing industry — we are
therefore looking for partners to help us
reach these goals, and we will create a
special economic zone to support this
development.

What is your final message to the
mining sector, both in the DRC and
for international companies that
might consider investing in the
country?

We are open to investment from any
country, and we present an attractive
destination for investors around the
world — we have peace, stability and
a new political leadership that has a
mandate to fight against corruption and
therefore make the operating environ-
ment easier to navigate. We have a lot
of minerals, and there are many areas
of the DRC that have not yet been ex
plored. There is room for everyone still.
Going forward, we will strengthen our
geological studies in order to give com-
panies a resource to guide their explo-
ration efforts. e
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EDITORIAL

The Democratic
Republic of the Congo
Mining in the DRC:
Increasingly a geopolitical game

Halfway into the year of 2019, it ap-
pears that the DRC has finally reached
the end of a very bumpy road. After a
delayed election result, outsider Fe-
lix Tshisekedi was finally sworn in as
president in January. Despite disput-
ed election results and allegations of a
back-room deal between former Presi-
dent Joseph Kabila and Tshisekedi, the
country experienced its first election
undertaken without widespread vio-
lence. For the mining sector, opposi-
tion leader and former Exxon Mobil
director Martin Fayulu was the pre-
ferred choice as anticipated to revise
the new mining code signed into law
by former President Joseph Kabila. In
March, Tshisekedi agreed to form a co-
alition government with Kabila whose
FCC party holds an absolute majority in
Parliament. While the union of the two
leaders should suspend any hopes of
regulatory alterations, it will allow the
mining sector to establish a foothold
after a long period of tension. Investors
are still likely to approach the DRC with
a certain degree of trepidation until the
dust settles, but the country’s mining
sector has demonstrated resilience in
riding out a long storm of political and
regulatory uncertainty, in addition to
plummeting commodity prices. Cobalt
prices are expected to continue to re-
cover in 2020, and the battery market
will keep relying on the DRC as the
world’s dominant producer of the met-
al. New projects, such as AVZ Mineral's
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lithium project in Manono — recently
confirmed as the world’s largest meas-
ured and indicated resource — should
blaze a trail for future development in
the country. Automation has also made
a grand entry into the DRC mining are-
na in the form of Barrick Gold's highly
advanced underground operation —
presenting an opportunity for the coun-
try’'s service and equipment sector
while bolstering the transfer of crucial
skills to the Congolese population.

The perennial characteristics of the
DRC as a fragmented and dysfunctional
state, however, remain an impediment
to the sector's development. The dis-
parity between the DRC's stupendous
mineral wealth and the state of the
country verges on the absurd, although
the term should not be used as to cloak
the tragic dimensions of the comic: the
country is beset by corruption and pov-
erty — a reality that, as goes for most of
the African continent — was engineered
by the West. The debate over what the
West's role in Africa ought to be to-
day is perhaps one of the most emo-
tion-laden contests of international re-
lations. The many failings and atrocious
deeds of Western mining companies
throughout the DRC's history are well
documented, at the same time, there
is a peril in viewing the sector through
the prism of the past. With the DRC's
history in mind, opting for a protection-
ist approach is emotionally appealing,
but considering the catastrophic ex
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amples of anti-foreign tactics, such as
the uncontrolled inflation, national debt
and massive currency devaluations that
resulted from Mugabe's protectionist
regime in Zimbabwe, resource nation-
alism must remain on our list of anxi-
eties. The DRC is in desperate need of
foreign capital, both for the purpose of
trickle-down profit and for the transfer
of skills to the local population. The is-
sue then becomes to attract foreign
investment while also managing equi-
table distribution of wealth between
the external private sector and the
host country. In that sense, the mod-
ifications made to the mining code,
although far from striking a balance on
every level, might just work to serve
all involved parties in the long term by
undermining the risk of more drastic
changes in the future.

Compounding the high-voltage debate
of foreign influence in Africa is now the
question of the East. It has been dili-
gently argued that the norms and regu-
lations developed to ensure sustainable
practices on behalf of Western compa-
nies will not restrain Chinese enterpris-
es which operate under the scrutiny
of a more unscrupulous government
— putting more ethically oriented com-
panies at a disadvantage. The evidence
at hand indicates that whether to label
these as warranted or preconceived
ideas depends on where you look. As
an example, local hiring has been the
norm in Chinese factories in Ethiopia,
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while statistics — to the extent that they
exist — suggest a different situation in
the DRC. Accordingly, as this report will
outline, there are documented cases
of human rights abuses in Chinese-op-
erated mines in the DRC but also evi-
dence pointing to increasing sustaina-
ble Chinese practices. If nothing else,
this should license the cautious con-
clusion that China is capable of acting
both ethically and less so depending
on the robustness of the framework
within which it operates. Moreover, lo-
cated between Europe, Asia, and the
Americas, Africa is at the center of in-
ternational trade and, with an expect-
ed population of 2.4 billion by 2050 (of
whom one billion will be under 18 years
old), the continent is bound to eventu-
ally become a destination for investors
from all corners of the globe. From a
minerals perspective, the DRC — a geo-
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logical aberration even by African stand-
ards — could well become the center of
this future trade hub. Thus, as foreign
investors with different agendas will
inevitably turn their eyes to the DRC,
the guarantee of ethical practice in the
mining sector will ultimately depend on
the country’s ability to enforce domes-
tic and international laws independent-
ly. If the president-elect stays true to
his pledge to stamp out corruption
and tackle the issue of infrastructure,
the DRC will already be much better
equipped to consolidate the gains from
its mineral wealth. However, following
an independence mutilated by subse-
quent foreign economic and political in-
terference, coupled with the weight of
the country’s history, what has passed
for leadership has so far been unable to
solve the DRC's underlying structural is-
sues, and it is unclear how much stock

Image courtesy of Congo Equipment
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one should put into the nascent coali-
tion government. It is likely that only
a collaborative approach between the
government, the private sector and the
international community will manage
to tip the scale towards efficient state
building.

Such trilateral efforts have already set
to country on a path to taming its unruly
business landscape. The signing of the
OHADA principles in 2012 provided the
country with a framework of modern
business laws, while the 2002 mining
code was the first to include regula-
tions for sustainable practice. On an
international level, a multitude of more
narrow-focused organizations, such as
the International Council on Mining and
Minerals (ICMM), are working towards
improving the sustainable practices of
mining companies, and mounting in-
ternational demand for ethical sourcing
of minerals has led to the emergence
of bodies imposing fairtreatment
standards on individual markets, such
as the London Bullion Market Asso-
ciation (LBMA) - the standard-setting
body for the global wholesale market
for precious metals, which has some
150 members across 30 countries. The
emergence of increasingly stringent
fairpractice standards has also opened
the door for the corporate sector to pro-
vide tracking and blockchain solutions
for the mining industry. While the tech-
nology has so far mainly been adopted
by the diamond sector — most notably
by De Beers that has launched a plat-
form allowing tracking of gemstones
throughout the whole value chain —
blockchain's presence in the extractive
industry is predicted to be neartotal
within two decades, which will severely
undermine the ability of unethical com-
panies to pollute the wellspring. Mean-
while, the Infrastructure-forResources
deal with China has — even if not to
the aspired extent — contributed to the
repairing of the nation's wartorn infra-
structure.

While the pendulum of history might
still be pulling back from the DRC's long
civil war, these incremental improve-
ments — although too often overlooked
by the international community — are a
testament to the upward climb of both
the DRC and the mining sector with
which it travels in tandem. e
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Resource Potential
Unparalleled opportunities
IN the heart of Africa

The DRC is widely considered the resource-richest country in
the world, with vast deposits of copper, cobalt, zinc, iron and
uranium in the south, diamonds in the west and gold in the
north. The largest mines in the country are situated in the Ka-
tanga province from where the majority of the world's cobalt
is extracted. While the use of the metal can be traced back as
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far as 2,600 years ago as cobalt-containing glazes have been
found in Ancient Egyptian tombs, the word cobalt was coined
a couple of centuries ago by superstitious German miners
who feared the deadly fumes arising from the processing of
metals like silver and copper. Although the vapors actually
came from the arsenic also contained in the ore, the word
“kobold,” which means goblin, has stuck ever since.

In the DRC, the history of cobalt started in 1914 with the dis-
covery of the world's biggest deposits in the Katanga region.
Cobalt is not a particularly rare metal; ranked at 32 in global
abundance by the Cobalt Institute, it can be found in the soil,
in mineral deposits and even in crusts on the seafloor. How-
ever, the metal is always combined with other elements like
nickel, copper, iron or arsenic, and it is primarily extracted as
byproduct of mining for other metals —especially nickel and
copper. Cobalt in the Katanga region is especially attractive as
centuries of copper mining have left significant resources in
easily exploited old mine tailings and workings.

Mining companies are, however, scrambling to find cobalt
elsewhere. In 2018, production and processing company Lith-
ium Australia announced discovered cobalt mineralization at
mines in Eichigt, Germany; Perth-based Europan Cobalt is ex-
ploring for cobalt at two sites in Slovakia and one in Finland;
Hatsola-based FinnCobalt is looking to extract cobalt from the
Hautalampi cobalt, nickel and copper mine in Finland while
Canadian Boreal Metals is also looking to Scandinavia for co-
balt extraction. Despite this, Benchmark Mineral Intelligence
has estimated that global cobalt supply coming from the DRC
is set to go up from 66% in 2017 to 73% by 2023.

The sheer size of the deposits in the DRC, and with mas-
sive projects like those of Glencore and Eurasian Resources
Group, these mostly early-stage projects in Europe — in addi-
tion to a number of impending operations in Canada and Aus-
tralia — are likely to pale in comparison. In addition, Katanga
still holds some of the world’s highest-grade copper deposits,
many of which are estimated to have an average ore grade
of over 3%, far higher than the global average of between
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The range of minerals found in the DRC can
be compared to the mineral wealth of Russia.
Cobalt, copper, lead, tin, lithium and other
commodities such as gold, uranium, industrial
minerals, rare earths, limestone, gravel
aggregate as well as additional need for the
construction industry can all

be found in the DRC.

- Tobias Posel,
Director,
GeoQuest

)

0.6% and 0.8%, and some as high as 5%. The source of the
cobalt-copper riches is the Central African Copperbelt, which
straddles the border between Zambia and the DRC. Following
the DRC's independence in 1960, the existing mines in the
Copperbelt region were nationalized, but minimal scientific
work was conducted in the following decades. It was not
until the country opened up for international mining compa-
nies in the late 1990s and early 2000s that the Copperbelt
was studied. “"From a geological perspective, the Copperbelt
has the following composition: There is one central elevated
area with steep sides to the north and the south, which is
located north of the Zambian Copperbelt,” said Tobias Posel,
director of consultancy and contracting company GeoQuest.
"This belt hosts mineralized deposits, mainly copper-cobalt as
a stratiform unit, with associated manganese that companies
do not necessarily want, as well as iron that is not econom-
ical to mine. There are also contaminants such as cadmium
and uranium that exploration companies struggle to separate
from the copper.” Yet, by Posel’s estimate some 50% of the
Copperbelt remains unexplored, the result of low levels of
exploration work coupled with the high exploration expenses
brought on by the lack of organized historical data. However,
a combination of corporate and governmental efforts to map
out more of the country’s resource potential will contribute
to more exploration work in the future. The government has
launched a World Bank-funded program to digitally capture
some of the country's geology while mining and exploration
companies are using increasingly advanced techniques to
identify potential resources. “Modern exploration techniques
such as airborne magnetic and electromagnetic surveys are
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an easy and a very successful method to make discoveries,”
said Peter Ruxton, principal at Tembo Capital Management.
"Artificial intelligence systems are now being used to iden-
tify key fingerprints that you can then match against your
existing database to aid discovery.” In addition, advances in
mining technology will increasingly enable beneficiation of
byproducts of the target metal, such as uranium and manga-
nese, opening new markets for the DRC’s largely untapped
resources.

In addition, technological innovation has the ability to bolster
profits and undermine human rights violations in the DRC's
gold industry. Companies are increasingly investing in block-
chain and other tracking technology to ensure ethical sourcing
of commodities. For example, the Kampene Gold Pilot —which
is part of a German-Congolese technical cooperation project
— is an ongoing initiative aimed at ensuring legal gold supply
chains in the northeast of the DRC. Eastern DRC is home to
an estimated 200,000 artisanal gold miners who work across
approximately 1,000 mine sites. While the country’s annual
artisanal gold production is estimated at between 10 mt and
20 mt, the vast majority of the commodity is smuggled across
the border to Rwanda, Uganda and Burundi. The pilot initiative
—focused on artisanal production sites around Kampene town
in the Maniema province — uses GPS-backed electronic regis-
tration of individual gold supply chain participants and trans-
actions, with automatic transmission to an online database.
More than anything, the unlocking of the DRC's full resource
potential will, for the foreseeable future, depend on the ability
of government and the corporate and international commu-
nities’ ability to create an attractive business environment in
the country. ®
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An advantage of being able to take on smaller
projects is the ability to build the capacity of
local engineers. We operate small projects with
only local employees and if they

perform well, we will promote them to work on
bigger projects. When an expat is employed, we
tell them that the best way of keeping his job is
to up-skill and train locals.

- Samuel Opare,
Managing Director,
NB Mining
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Doing Business in DRC
Questions about the controversial

new mining code persist

After a century of Western oppression
followed by the most broadly-encom-
passing civil and interstate war in Af-
rican history, it should come as little
surprise that the DRC is not yet a func-
tioning democracy. The nation is rife
with corruption, poverty and failing in-
frastructure. However, it also holds half
the world’s cobalt and vast copper de-
posits, in addition to some 1,100 other
mineral resources as estimated by the
World Bank. The tremendous mineral
wealth of the DRC has kept the oper
ations of mining powerhouses such
as MMG and TFM running despite the
challenging environment, but few new
players have entered the market in re-
cent years. For investors, the situation
is a high-risk, high-reward dilemma in
which the feasibility of doing business
in the DRC constantly hangs in the bal-
ance. The latest potential tipper of the
scale is the new mining code.

Regulation

The new mining code is the result of
a turbulent legislative saga. Following
popular demand for reform, the pre-
vious mining code was introduced in
2002 with the objective of invigorating
the mining sector in the aftermath of a
long civil war. The law — offering univer
sally applicable tax rates, a first-come,
first-served licensing system and a sta-
bilization clause guaranteeing 10 years
of maintained provision after permitting
— achieved its goal of attracting foreign
investors and the ramping up of cobalt
and copper production. However, the
real gains of the Congolese people
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were difficult to detect, leading to the
initiation of a reform process in 2012
that would aim to allow the DRC to cap-
ture a bigger slice of the pie. In 2015,
the suggested changes were submit-
ted to parliament, but the process was
suspended due to crashing commodity
prices. After a lengthy reform process,
marked by predictable deadlocks be-
tween the government and mining
companies, former President Joseph
Kabila finally signed the modifications
into law in March 2018.

The major mining houses were con-
cerned less over the profit tax pro-
visions as they were by the steep
royalty hike as well as the slashing of
the stabilization clause from 10 to five
years. “The amendments to the stabi-
lization clause frustrated many of the
big companies as the 10-year stability
clause had formed the basis of many
investment decisions in the country,”
said Louison Kiyombo, partner at glob-
al auditing firm KPMG. “This period of
stability resulted in over US$10 billion in
direct investments by the mining indus-
try and created some 20,000 full-time
jobs.”

While sudden regulatory changes will
always cause a certain outcry from the
mining sector, the DRC mining code
was bound for change as the previous
version was tailored to the country’s
immediate post-civil war situation.
Today, as the nearlaissez faire regula-
tion of the previous mining regime has
served its purpose, there are likely long-
term benefits for not only the country,
but also the mining sector in granting
the DRC a more generous chunk of
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the profits. “Often, resource national-
ism is driven by a combination of lack
of state revenue and government per
ception that the country is not obtain-
ing a fair share of resource rents ;" said
Peter Leon, global co-chair Africa at
London-based law firm Herbert Smith
Freehills. “When commodity prices in-
crease, a significant number of African
countries do not have the mechanisms
to benefit as long term concession
agreements often contain fiscal stabili-
zation provisions. Resource nationalism
is cyclical as much as it is contagious.”
In a country like the DRC, where some
two thirds of the population live below
the poverty line, popular discontent
can rapidly degenerate into dissent and
force the leadership towards extreme
legislative measures. Thus, Kabila's
triumph in the government-industry
showdown might just work to under
mine the risk of more drastic future
changes, such as the recent protec-
tionist regulation enacted in Tanzania.
Moreover, the new regime does not
position the DRC as a regulative outlier.
Both Ghana and Cameroon collect the
same 35% profit tax, and neighbors
such as Zambia, Tanzania and Ghana
impose copper royalty taxes within
the same range. A more controversial
part of the mining code, however, is
the subcontracting law. Entered into
force in March 2017 with a one-year
transitional period, the law establishes
incompletely — and rather confusingly —
that subcontractors must be Congolese
and owned by Congolese shareholders.
The confusion is born of the inade-
quate specification of “subcontractor,’
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which in French — “sous-traitance” — is
used generically for all contractors rath-
er than just “subcontractors,” which
would otherwise be interpreted as a
contractor hired by another contractor.
Whether this is true in a Congolese
context is yet to be explained by the
government that has limited the defini-
tion to “a service contract, consensual,
onerous and written.” The law, meant to
"promote small and medium-sized en-
terprises (SMEs) with Congolese capi-
tal, to protect the national labor force,’
is commonly accepted — although with-
out certainty — to compel majority Con-
golese ownership of contracting firms.
Definitional issues aside, the legislation
brings both possibilities and potential
issues, the chief ones encapsulated
by Samuel Opare, managing director
at mining contractor NB Mining Africa,
who stated: “The new subcontracting
law will create additional capacity for
local companies which have lacked suf-
ficient capital to take on projects. As
a consequence of the new law, these
companies can now find a foreign part-
ner willing to fund a project while they
act as a local partner to meet legal re-
quirements.” He continued to explain
that there is a risk of the local owner
does not contribute in other ways than
ensuring requirements are met on pa-
per. Therefore, Opare suggests, “the
new laws should be coupled with gov-
ernment financial support to local com-
panies which would allow them to level
with foreign competition.”

Weighing in on the issue, Freddy Kitoko
Nyembo, chairman at sustainable in-
vestment platform Investissement Du-
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Olivier
Duterme

Regional Director
Banque Commerciale du Congo
(BCDC)

64

Can you please provide a brief over-
view of BCDC and some recent com-
pany milestones?

BCDC has existed for 110 years and is
likely the oldest company in the DRC.
We are also the second largest bank in
the country measured by balance sheet.
The bank is jointly owned by a Belgian
family owned group having been ac-
tive in Congo for almost 100 years now
and the Congolese state. Historically,
the bank has been very active within
the corporate sector. Retail banking
is something quite new in the DRC as
banks only started to develop a strategic
approach to retail clients in 2011. Today,
we have a significant foothold in the re-
tail sector which does not only encom-
pass individuals but small to mid-size
companies as well. Yet, the majority of
the DRC population does not have bank
accounts and banking in the DRC has a
long way to go.

One of the main challenges for the
domestic banks is stable funding and
therefore the diversification into the re-
tail sector was necessary. Although it is
improving, the sources of funding in the
country are scarce and highly volatile.
At this stage, it is still difficult for us to
provide long-term credit to clients. This
is why it is essential for us to develop all
the possible sources of funding.

With regards to BCDC's earnings, the
company has been performing well,
even when the economy was not at
its best. What is BCDC's strategy?
BCDC's continuous good performance
is due to a key feature of the bank — very
tight risk management. We consider
ourselves as prudent and we never for
get that our deposits are not our money
but the money of our clients. Both our
credit risk management and operational
risk management are central and we do
our best to prevent accidents and ex
ceptional events with potential to harm
the bank.

What is BCDC's role in the mining in-
dustry?

Mining is crucial to the DRC's economy.
Traditionally, our clients are the major
players within the mining industry but
we also address small to medium-sized
companies as well as contractors. \We
are always looking for new mining cli-
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ents with the only criteria of them being
registered.

What is BCDC's perception of the new
mining code’s effect on the sector?
The new legislation proved to be a real
challenge to some of the mining com-
panies operating in the DRC. What we
can do as a bank is to educate and as-
sist clients in adapting to the new code.
Banks are not only a financial provider to
clients, but rather a partner as we work
hand in hand.

Digital banking is growing in emerg-
ing economies. What is the impor
tance of digital tools for BCDC and
what are some recent digital devel-
opments?

Digital banking is not as advanced in the
DRC compared to western countries,
especially because of the absence of a
real digital payment ecosystem so far.
Currently, we have tools such as phone
banking, home banking and computer
banking. In terms of the retail sector,
banks in the DRC have developed good
solutions for phone banking to provide
clients with an easy way to communi-
cate. From our corporate clients, there
is increasing demand for efficient, safe
and practical online banking solutions
and we are adapting to these changes.
Another field where digital banking is
becoming more important is in trade fi-
nance reporting. We utilize tools, some
even set up by authorities, to digitally
report activities.

Is there any collaborative approach to
funding major mining operations in
the DRC?

The banking sector should increase col-
laboration to better their capacity for
funding major projects. Some banks
are active with financing programs with
international banks, but there is still a
significant amount of room for improve-
ment.

What is the most crucial element for
the country’s financial growth?

One of the greatest challenges in the re-
gion is the diversification of the econo-
my. There is still great potential in terms
of mining developments, but the coun-
try needs to diversify to grow its econo-
my and spread risk. ®
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The amendments to the
stabilization clause frustrated
many of the big companies
as the 10-year stability clause
had formed the basis of
many investment decisions

in the country. This period of
stability resulted in over US$10
billion in direct investments
by the mining industry and
created some 20,000 full-time
jobs.

- Louison Kiyombo,
Partner,
KPMG

"
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rable au Katanga (IDAK), described the
issue as bilateral, where many Congo-
lese citizens are willing to take a back-
seat while collecting profit, and many
expat companies are willing to exploit
the situation. “For the law not to be ren-
dered futile, we need proper enforce-
ment mechanisms where companies
claiming to follow the subcontracting
laws are scrutinized by independent in-
spectors,” Nyembo said.

In addition, Djo Moupondo, CEO at
human resource management firm
Sodeico, said that while he believes
the regulation could significantly ben-
efit the development of the country,
the transition period of one year is too
short: “The issue primarily lies with the
difficulty to acquire skilled technical
labor in the DRC. Companies are now
using local providers to be on the good
side of the law, but these local provid-
ers often lack the appropriate expertise,
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which undermines safety in the mines.
If the government implemented an ad-
equate transition period, there would
have been the possibility for the neces-
sary transfer of skills and to form part-
nerships.”

In the absence of clarification of the
law, the Congolese may simply per
ceive subcontracting as a too complex
and rigid process that would render
the law counterproductive. However,
should the regulation be adequately ex-
plained and properly enforced, it could
benefit both the Congolese population
and international mining companies as
it would produce local expertise in the
long term.

As the dust settles after the mining
code scuffle, mining companies — some
that initially threatened legal action
against the government — have no bet-
ter alternative other than to conform to
the new legislation if they wish to con-
tinue their operations. In an act of stra-
tegic muscle flexing, former President
Kabila invited leaders of major mining
houses to discuss the bill, after which
he immediately declared nothing in the
code was subject to change. While min-
ing companies could still challenge the
decision in court, lengthy legal process-
es are likely to render them disinclined
to such decisions. Perhaps more im-
portantly, companies’ decisions to stay
operational will always depend on prof-
itability. Considering the mining code
largely conforms to regional standards,
while the more immoderate aspects
such as the 50% super tax are offset
by the high quality of the country’s min-
eral deposits, the likely outcome for the
foreseeable future is business as usual.

Finance

The lack of depth in the financial sector
is a perpetual headwind to the country’s
sustainable and diversified growth. The
DRC, a nation that spans the equiva-
lent of two thirds of Western Europe,
has less than 20 licensed banks, lacks
a domestic stock exchange and, with
a mere US$5 billion in aggregate bank
assets, could not fund a major mining

MACIG 2020

operation. “Although it is improving, the
sources of funding in the country are
scarce and highly volatile,” said Olivier
Duterme, regional director at Banque
Commercial du Congo (BCDC). "At this
stage, it is still difficult for us to provide
long-term credit to clients, which is a
necessity for the economy to grow.”
The lack of credit capacity is partly linked
to the country’s tattered road and pow-
er infrastructure that makes opening a
bank a costly affair. Without ATMs, locall
branch offices and cash delivery — all
dependent on reliable road and power
access — the number of bank account
holders is unlikely to climb considera-
bly higher than the current 7% of the
population. To increase the domestic
bank capacity, the DRC needs more in-
ternational investment as well as great-
er popular participation in the banking
sector. However, investments over the
last years have been scarce, and from
a mining perspective, as pointed out by
Gaétan Munkeni, regional director of
First Bank Nigeria (FBN): “The growth
you see at production level is contribut-
ed by the same players that have been
in the market for years [...]."

“The overall growth is further under
mined by the size of the informal mar
ket that constitutes approximately 65%
of the national economy,” added Yan-
nick Ngandu, regional director of TMB.
The result of the weak banking system
is higher national banking costs as pay-
ments in U.S. dollars are done through
American banks for a commission.
Accordingly, much of the overall urban
economy uses U.S. dollars as its default
currency, which brings exorbitant costs
for withdrawals.

With bank assets to GDP sitting at 7%
— one of the lowest numbers in the
world — domestic banks are forced to
think outside the box and look beyond
the corporate sector to grow their ca-
pacity, which is why BCDC and FBN
alike have turned their eyes to the
country’s growing retail sector. “Retail
banking is something quite new in the
DRC, as banks only started to develop
a strategic approach to retail clients in
2011, Duterme said. “Today, we have
a significant foothold in the retail sector

MACIG 2020

MACIG 2020

that does not only encompass individu-
als but small to mid-size companies as
well”

Despite the majority of the DRC's pop-
ulation still living below the poverty line,
the increase in ATM usage since the
first installation a little over a decade
ago is a testament to the population’s
growing purchasing power. Accord-
ing to the World Bank, the DRC had
0.1 ATMs per 100,000 adults in 2009,
which increased to 1.31 ATMs per
100,000 adults in 2015.

Munkeni elaborated on FBN's strate-
gy to serve the retail market, stating:
“"We need to increase our transactional
banking and microloan volumes. The
banking industry is moving towards
the digitization of transactions, which
includes cards, ATM'’s, mobile banking
apps, internet banking and various loan
products designed for specific sectors
of the retail market such as students,
workers etc.”
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Many companies have an aspiration to go public at some stage,
and a part of that process is working out the right entry point.
Considerations include at what stage they need capital, readiness
for public markets, when they will be best received by investors
in order to achieve the optimal valuation and the broadest
investor attention. Our model is to provide early- stage guidance
on some of these matters and help them think through the
resources they would need to achieve a London listing.
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In the last few years, internet banking
has caught up with the DRC's tele-
communication boom, which is likely
to keep accelerating after the govern-
ment’s decision in 2018 to grant 4G
licenses. While the country’s telecom

- Tom Attenborough,

Head of International Business Development,

Primary Markets
London Stock Exchange

"

penetration remains low even by Af-
rican standards, the DRC's 79 million
inhabitants hold 48 million SIM cards,
according to the mobile operator asso-
ciation GSMA, which leaves plenty of
room for operators to follow the entry
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of major players like Orange and Voda-
com. Thus, mobile banking, which has
steadily grown since the government’s
decision in late 2011 to pay civil servants
through banks, will help to overcome
problems of poor infrastructure and a
dual currency regime by extending sav-
ing and payment alternatives to rural
and urban-peripheral areas. Domestic
banks across the board are investing
in mobile platforms, such as TMB's
Pepele Mobile that was launched in
2015 and has since become one of the
most popular banking tools in the coun-
try available on all platforms and in five
languages. “The service is powered by
cutting-edge, fully secure technology,
and customers can complete a range of
banking activities such as withdrawing
cash, making deposits and transferring
funds, as well as making payments in
shops, restaurants and other commer-
cial establishments,” Ngandu said.

However, while digitalization of the
economy will pave the way for improved
personal savings and increased credit
access in the long term, mining com-
panies will, for the foreseeable future,
have to look to overseas funding op-
tions such as raising capital on foreign
exchanges with strong connections to
Africa. “The London Stock Exchange
has more than 110 African companies
listed in London representing a US$200

billion total market capitalisation,” said
Tom Attenborough, head of interna-
tional business development primary
markets at London Stock Exchange. “In
terms of market cap, this puts us sec-
ond only to Johannesburg in terms of
African securities.”
Some companies turn to private equi-
ty firms such as London-based Tembo
Capital Management, which focuses
on supporting junior and mid-tier min-
ing companies in emerging markets.
“Tembo is a private equity mining firm
with a 10-year tenure, with a potential
two-year extension, which allows us to
hold investments for a longer period,”
said Tembo principal Peter Ruxton.
While most short-term investors such
as unit trusts or pension funds prefer to
be involved in a selected part of a pro-
ject's development cycle, typically look-
ing for investment returns of 8-10% per
annum plus, Tembo aims to make mul-
tiple times its initial investment over a
three to five-year period or longer. “We
support companies from as early as the
initial pre-production stage, including
pre-feasibility studies, basic engineer-
ing and geological work, to construction
of a cash-generating mining project,” he
continued.
Another available finance option is to
turn to banks with backing from larger
international groups. "After reconsider-
66>>
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The issue primarily lies with
the difficulty to acquire skilled
technical labor in the DRC.
Companies are now using

local providers to be on the
good side of the law, but these
local providers often lack the
appropriate expertise, which
undermines safety in the
mines.

- Djo Moupondo,
CEO,
Sodeico
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Mark
Bristow

CEO
Barrick Gold Corporation

Following the recent merger between
Randgold and Barrick Gold Corpora-
tion, what is the strategy of the new
entity, particularly with regard to Af-
rica?

We want to be the most valued gold
business in the industry, with a focus on
discovery, developing and operating Tier
One or Tier Two assets for the benefit
not only of our shareholders, but all our
stakeholders. This strategy is based on
three legs: having the best assets, the
best management teams and the best
re-turns, which is a product of the first
two factors. Soon after the merger, we
con-cluded the Nevada Gold Mines joint
venture, a combination of the Newmont
Goldcorp and Barrick assets in Nevada.

In terms of mine operations, will
Randgold’s contract minerled mod-
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el be mi-grated to Barrick’s assets or
vice versa?

Randgold’s assets have migrated to own-
er mining on the underground mines,
although we continue to work with con-
tractors on the open pit mines. In fact,
Kibali is one of the leading automated
mining operations in the portfolio — the
bottom end of the mine and the entire
ore-handling system, including hoisting,
is fully automated, and operated from
surface. We are now transitioning into
hav-ing one operator mining multiple lev-
els in the mine. This has been an amaz-
ing success and opens up our workforce
to women as operators. We have proved
that it is not necessary to be in a high-
ly developed country to introduce these
technologies.

The introduction of DRC's new min-
ing code received a negative response
from mining companies operating
in the country. With the new govern-
ment elected in December 2018, do
you expect a degree of flexibility or
possibility of bilateral agreements?

A new government generally brings
new rules, and the new President spoke
re-cently in Washington about attract-
ing investment. His supporting advisory
team is very pro-business. The DRC has
a long way to go and there is an under
standing that some of the amendments
to the mining code have been damag-
ing. The DRC's mining industry has con-
stantly been tied up by the restating and
changing of fiscal legislation.

Doing business in the DRC is costly. Its
infrastructure is not well developed and
needs to be made more attractive to in-
vestors. The 2002 Mining Code worked
well as it shared the net economics
roughly 50/50 between investors and
gov-ernment and allowed government
to participate in fast-moving revenue
growth and at the same time did not kill
projects. The 2018 Mining Code is still
far from striking a good balance. We are
committed to continue to engage on im-

INTERVIEW

proving the legislation as well as seek-
ing new investment opportunities in the
DRC.

What is your view on the benefit and
sustainability of Chinese investment
into DRC and across Africa?

There are big, responsible Chinese re-
source companies that we work with
shoul-der to shoulder in the DRC. These
are real, long-term, committed investors
that are clear about returns and valua-
tion, and want to participate alongside
the gov-ernment in the value they create
just as we do. At the same time, there
are some that are more entrepreneur-
ial in their approach to business at the
expense of a significant spectrum of
stakeholders. This approach, however, is
of course not limited to Chinese compa-
nies.

There is a natural partnership to be had
between the emerging Asian world and
the Western capital base and the DRC is
a perfect destination for that. The DRC is
the axis of the future Africa in many ways
— it is central, it is endowed with a large
array of natural resources and has the po-
tential to be the energy flywheel of the
African continent, with hard working and
entrepreneurial people.

How do you expect the mining indus-
try as a whole to evolve with respect
to large mergers like the recent trans-
action between Randgold and Barrick?
Niche investors are becoming scarce;
investing mechanisms are much more
global and significantly larger than they
were 10 years ago. Consolidation needs
to continue at different levels and we
as an industry need to ensure that we
re-main relevant and offer investors the
opportunity to reap rewards. Even with
the price adjustment in 2012, gold has
outperformed all other metals in that pe-
riod and as the equity component of that
industry, we have not done a good job in
transferring that strong gold price into a
higher return for our investors. ®
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ation, we decided to pull out of person-
al banking less than a year ago, closing
the Goma and Matadi branches, and
giving our full attention to corporate
clients, which are primarily MNCs and
their core value chain,” said Serge Bi-
lambo, head of mining and metals at
Standard Bank DRC.

As part of the larger Standard Bank
Group, the bank is able to support larg-
er investments for clients in individual
countries. “From a regulatory perspec-
tive, we have to consider the single obli-
gor limit which is the maximum that we,
as a legal entity, are permitted to credit
to any single customer,” Bilambo said.
“This is limiting the capacity of banks
in the DRC to fund larger investments,
but as part of Standard Bank Group, we
can lend much higher sums with a risk
participation from the Group.”

Thus, funding options are available for
quality projects in the DRC, but the
high-risk environment brings a selec-
tivity to foreign investors, which un-
dermines chances of additional tierone
discoveries as well as the necessary di-
versification of the economy. As juniors
struggle to raise enough capital to turn
their discoveries into a mine, South Af-
rica-headquartered African Mining and
Crushing (AMC) saw an opportunity
to assist juniors with limited access to
capital to de-risk their profiles.

“Upon reflection on the last 10 years,
a considerable portion of our work in-
volved assisting clients with designing
plants to help get their mining opera-
tions started with much lower capex
and far lower opex costs,” said mar-
keting director Trevor Garden. AMC re-
alized it was filling a market gap Fand
decided to start a new company, Evolve
Mining of which Garden is managing di-
rector.

"Evolve Mining has developed great
strategic partners from geologists to
metallurgists and together we use
conventional and innovative alternative
mining methods and build mining pro-
cess plants. Through AMC we guaran-
tee these mining methods and process
plants at a guaranteed cost per tonne.”
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Provincial governments are also tack-
ling the issue by pushing for alternative
investment opportunities in their re-
spective regions, with agriculture and
tourism earmarked as the key sectors
in the Copperbelt region. The cost of
eggs, milk and chicken in urban areas of
the DRC is almost double that of neigh-
boring countries. Bringing down retail
prices by investing in agriculture will
considerably ramp up consumption and
spread risk to areas outside of mining.
In addition, the liberalization of the for
merly state-controlled insurance sector
in 2017 could work to slash interest
rates for domestic loans and strength-
en the national market.

On the corporate side, domestic banks
have discussed a collaborative ap-
proach to increase credit capacity. “If
the economy and corporate banking
sector continues to grow at the current
pace, we will have to collaborate to sat-
isfy market needs,” said Munkeni.

This sentiment was echoed by
Duterme: “The banking sector should
increase collaboration to better their
capacity for funding major projects.
Some banks are active with financing
programs with international banks, but
there is still a significant amount of
room for improvement.” e
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Today the main issue in the
DRC is lack of infrastructure.
Operating a business in

the DRC costs a substantial
amount of money due to
power shortages and lack of
road access. A second issue is
the size of the informal market
that constitutes approximately
65% of the national economy.
The digital evolution of the
banking sector in the DRC

is crucial for increasing the
numberof clients which in

turn makes banking more
affordable for everyone.

- Yannick Mbiye,
Regional
Director,

TMB
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The Chinese Power Grab
Tracking the complicated evolution
of Sino-Congolese relations

Although  Sino-Congolese  relations
dates back to the mid-1960s when the
Chinese Communist Party encouraged
and offered support in the Congolese
struggle against capitalism and Amer
ican imperialism, China’s more palpa-
ble influence was marked by the 2008
infrastructure-forminerals  deal that
attributed mining rights to China in ex-
change for substantial investment into
the DRC's wartorn infrastructure. In
late 2007 a joint venture was set up to
execute the terms of the agreement. It
was named Sino Congolaise des Mines
(Sicomines) and established with a Chi-
nese majority shareholding of 68%.
The Chinese US$6-billion investment
was to be evenly divided between min-
ing projects and the development of
roads, railways, schools, hospitals and
dams. While the publication of the deal,
which was initially cloaked in secrecy
and brought outcries from Western
media and NGOs alike, raising the red
flag of neo-imperialism and exploitation,
it is easy to understand the Congolese
government's perception of China as
an appealing trade partner. China has
a perhaps unparalleled track record of
rapid modernization, a process perfect-
ly aligned with then-President Joseph
Kabila’s model of “La Modernité." Add-
ing to the appeal was the absence of
the ideological motivation that scarred
the country during the United States’
involvement, as well as the permanent
memory of the purely exploitive quest
of King Leopold, eloguently described
by author Joseph Conrad as the “vilest
scramble for loot that ever disfigured
the history of human conscience [...]"
Thus, the framing was, as expressed
by the Chinese government, a mutually
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beneficial relationship, absent of politi-
cal conditionality where China would get
access to the much needed minerals to
supply its energy products, and the DRC
would benefit from the building and re-
pairing of its shattered infrastructure as
well as the elevation of its productive
capacity.

While the DRC's estimated US$24-bil-
lion worth of minerals should in theory
enable the country to replicate China’s
economic miracle, the deal, confidently
labeled at the time of its signing as “the
deal of the century,” has not yet lived up
to expectations. Under the agreement,
China will receive 10 million mt of cop-
per and 600,000 mt of cobalt at an esti-
mated value of US$50 billion over a 25-
year period. In 2016, domestic sources
estimated that US$1.2 billion had been
spent on infrastructure and mining cred-
its combined.

In addition to the conspicuous disparity
between the financial gains of the two
parties, the projected positive impact of
the deal rested on the false assumption
that the DRC would have the ability to
consolidate the Chinese investment effi-
ciently. However, as the deal was purely
framed in financial terms and omitted
any guarantee of the actual benefit of
the Congolese population, delays and
unexpected costs due to tattered infra-
structure and political volatility under
mined the fairness of an already skewed
agreement. This was further fueled by
the neglect of good practice criteria
when quality control was assigned to
the same Chinese companies respon-
sible for execution; the China Railway
Engineering Company (CREC) and Sino-
hydro, which led to inadequate studies
of environmental and social impact.

Chinese contribution to infrastructure
was also agreed to be considered a debt
until equal financial mining gains were
made; thus the deal won tax exemption
until infrastructure and mining loans
were fully repaid. With a fair wind from
politics and commodity prices, it is fore-
casted that revenues from the mining
projects will cover the full infrastructure
loans by 2026, or by a more pessimistic
estimate, eight years later.

Yet, while certain aspects of the Si-
comines deal could have been modified
to better benefit the DRC, much of the
blame for the so far suboptimal out-
come lands at the feet of the country’s
poor institutions and lack of infrastruc-
ture — a reality that would have nega-
tively impacted any deal that could have
replaced the one with China. In addition,
as expressed by Mark Bristow, “There is
a natural partnership to be had between
the emerging Asian world and the West-
ern capital base and the DRC is a perfect
destination for that.The DRC is the axis
of the future Africa in many ways — it is
central, it is endowed with a large array
natural resources and has the potential
to be the energy flywheel of the African
continent, with hard working and entre-
preneurial people.”

Undoubtedly, the Sicomines deal has
stimulated the entry of Chinese inves-
tors into the Congolese mining sector,
injecting capital into the economy and
providing much-needed work for the re-
gion's millions of mostly impoverished
residents. In 2013, six years after the
signing of the deal, as many as 15 out
of 143 firms reporting to the Extractive
Industries Transparency Initiative (EITI)
were Chinese; copper production in-
creased from 200,000 mt/y in 2007 to
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1.2 million mt/y in 2018, while cobalt
production increased from 30,000 to
90,000 mt/y over the same period. Due
to this development, the DRC's macro-
economic performance has improved
drastically, with total world trade bal-
ance in goods evolving from a deficit of
US$783 million in 2007 to a surplus of
US$208 million in 2017.

Thus, alluding to King Leopold-style
imperialism as practiced ad naseum in
Western media is a simplified narrative
offering little guidance in determining
China's potential role as a valuable stra-
tegic partner in building a better future
for the DRC. The most valid part of skep-
tical analysis is perhaps DRC's growing
dependence on China. Already in 2010,
80% of mineral processing plants in
Katanga Province were owned by Chi-
nese companies, and 90% of minerals
extracted from Katanga mines were
exported to China — the country’s main
trade partner that received a total of
26% of exports in 2018. Considering the
dysfunctionality of the Congolese state,
an asymmetrical power relationship will,
however, be the basis of any larger trade
arrangement with the eventual potential
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to lift the DRC out of its historic role as
a source of cheap resources serving the
narrow interest of foreign capital.

Another critique, the basis of which is
harder to validate, is concerning Chi-
nese ethical conduct in the DRC's ex
tractive sector. Some evidence sug-
gests that Chinese influence in the DRC
has reversed a positive trend. While
Congolese mining practices have been
in a positive trajectory since the end
of the civil war, the Lubumbashi-based
NGO Premicongo released a report in
November 2018 documenting environ-
mental and socially unscrupulous con-
duct by China Non-ferrous Metal Mining
Corporation Huachin, which operates in
Mabende in the Haut-Katanga region.
The report lists issues such as deforest-
ation, land pollution by wastewater,
contamination of drinking water and
restricted movement of the local popu-
lation. Similarly, a 2017 Amnesty report
documented children and adults mining
cobalt in narrow man-made tunnels at
DRC mine sites linked to the Chinese
processing company Huayou Cobalt.
The report assesses the progress that
Huayou Cobalt and 28 companies po-
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tentially linked to it have made since the
risk of child labor was revealed to them
in January 2016, concluding that none of
the companies named in the report are
taking adequate action to comply with
international standards.

On the flipside, there are indicators of
China making advances in responsible
sourcing and production across sever-
al areas. The China Chamber of Com-
merce of Metals Minerals and Chemi-
cals Importers and Exporters (CCCMC)
launched the Chinese Due Diligence
Guidelines for Responsible Mineral
Supply Chains in 2015 and was instru-
mental in launching the Responsible
Cobalt Initiative (RCI) in 2016. According
to RCS Global, an increasing number of
Chinese producers and processors are
also striving to bring company practices
in line with international standards.

In the absence of adequate data offering
a holistic understanding of Chinese con-
duct in the DRC, the only resort at hand
is the vague speculation that the China
story is nuanced. Moreover, if granted
the same international scrutiny attribut-
ed to Chinese operators in the wake of
the mammoth trade deal, the conduct
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of non-Chinese companies would likely
be subject to the same muddy assess-
ment of being a “mixed bag.” As stated
by Bristow: “There are big, responsible
Chinese resource companies that we
work with shoulder to shoulder in the

DRC. These are real, long-term, commit-
ted investors that are clear about returns
and valuation,and want to participate
alongside the government in the value
they create just as we do.” He contin-
ued, “At the same time, there are some
that are more entrepreneurial in their
approach to business at the expense of
a significant spectrum of stakeholders.
This approach, however, is of course not
limited to Chinese companies.”

The sentiment is echoed by Stephane
Goupil, country manager at Epiroc.

"It is very difficult to make a generaliza-
tion on the Chinese business attitude in
Africa since there are as many approach-
es as there are management teams. In
terms of the approach towards oper
ational efficiency and lowering costs,
there are very focused and proactive
Chinese companies that care about the
overall cost of the operations, and equal-
ly others that only have a short-term vi-
sion and care more about the immedi-
ate cost and advantages.”

The controversy continues down the
supply chain, with equipment providers
losing a share of the market to Chinese
brands. According to Amaury Lescaux,
managing director at Lubumbashi-based
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equipment provider Service Machinery
and Trucks (SMT), “The industry has tra-
ditionally demanded two things; firstly,
construction equipment and trucks with
common components; and secondly,
reliable production machines adapted
to the heavy-duty usage of the sector,”
He continued, “In the heavy duty range
of mining equipment, the situation still
remains the same but we do see a shift
where mining companies and contrac-
tors would choose Chinese-made equip-
ment for utility work and similar.”
Meanwhile, Patrick Thema, CEO of
Groupe Thema that supplies trucks for
Chinese company Sinotruk, sees Chi-
nese machines as a way of benefiting
the DRC by providing cheaper options
at an increasing quality. “Our objective
in the extractive industry is to spread
the use of Chinese trucks that tradi-
tionally have been a secondary choice
after European and American brands,”
Thema said. “Today, Chinese trucks
are becoming increasingly popular as
the quality has been improved over the
years. So far, China has sold more than
1,500 trucks in the different sectors in
the DRC"
Samuel Opare further voiced concerned
over the potentially detrimental effect
on local hiring. “Chinese companies
are eating the market by buying major
companies, and soon they are likely to
mostly employ their own people on-site.
The reason | say this is because most
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of these companies are financed by the
government, which has the ability to
compel Chinese staffing.”

To what extent a transfer of skills to
Congolese workers has been ade-
quately bolstered by the Sicomines
deal is hard to asses as few reliable
employment statistics are available.
According to news reports, some 75%
of the 3,000 workers employed in the
mining JV were Congolese as of 2015.
On the infrastructure projects, around
4,000-5,000 Congolese were working
for CREC and Sinohydro in 2011, which
at the time added up to about 17 Congo-
lese per 235-275 expat Chinese work-
ers.

The successfulness of the Sino-DRC
relations must be judged on the mer
its of holistic improvements for the
DRC as a country. By such measures,
10 years after its inception, the “deal of
the century” has improved the DRC's
macroeconomic performance while also
bolstering infrastructure developments,
most notably the construction of roads
in Kinshasa, the erection of a 450-bed
hospital and a 240-megawatt hydroelec-
tric power station planned to come on-
line in 2021. Yet, the deal still has much
to live up to and the future gains of the
DRC will depend on both the country's
ability to consolidate the available ben-
efits as well as the government’s reso-
luteness in ensuring that promises are
kept. ®
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Above the Ground Risk
The greatest obstacles
to success Iin the DRC

Regulatory Uncertainty and
Resource Nationalism

While mining in Africa was never a ven-
ture for the faint-hearted, this might be
even more true in the DRC. In addition
to the more perennial challenges of cor
ruption and conflict, mining companies
have as of late had to add political uncer
tainty and regulatory changes to the tally
of stumbling blocks. While the worst po-
litical turbulence is hopefully in the coun-
try's rearview, the appointment of Felix
Tshisekedi has done little to calm the
nerves of mining executives as the po-
litical track record of the president-elect
offers little for miners and investors to
judge. Tshisekedi pledged while still on
the campaign trail to have a second look
at the new mining code signed into law
by his predecessor, but after the deci-
sion to form a coalition government with
Kabila that is unlikely to happen. In addi-
tion, the government might be hesitant
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Kolwezi (by the end of June 2019)

to turn back a move so widely supported
by the population.

Regulatory changes are one of the risks
most difficult for mining companies
to manage. Efficient data and on-the-
ground intelligence gathering as well as
frequent communication with the gov-
ernment are ways for companies to keep
their fingers on the pulse. Nonethless,
at times changes happen suddenly and
unpredictably. “Resource nationalism
tends to rear its head when commodity
prices are surging and goes hand in hand
with windfall tax,” said Duncan Bullivant,
CEO at London-based Henderson Risk.
“Yet, the latest resource nationalism in
Tanzania came when commodity prices
were not surging but rather depressed.”
In the case of the DRC, most aspects
of the new mining code were predict-
able, long-impending changes that
graduated to reality. Rather, it was the
amputation of the stabilization period
coupled with the governments unilateral
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decision-making process that brought
the air of unpredictability and incon-
sistency. “The DRC has a long way to
go, and there is an understanding that
some of the amendments to the mining
code have been damaging,” said Mark
Bristow. “The DRC’'s mining industry
has constantly been tied up by the re-
stating and changing of fiscal legislation
— it is true that the country is well-en-
dowed with minerals, but if the invest-
ment is not attracted to discover and
develop these deposits and with them
roll out and improve the necessary infra-
structure, the true value of the natural
resources and associated sectors will
never be unlocked for the benefit of the
Congolese people.”

This balance between government pre-
rogative to capture revenue from the
private sector and maintaining favorable
terms for mining companies operating in
a high-risk, high-cost jurisdiction is above
all a matter of consistency and reliability.
As expressed by Peter Leon at Herbert
Smith Freehills: “In the medium-to-long
term, the African countries that will per
form best from a mining perspective are
those with the strongest institutions and
stable, predictable policies.”

What the union of Kabila and Tshisekedi
will mean for the mining sector remains
to be seen. Meanwhile, what mining
companies can hope for is a long period
of regulatory stability where the govern-
ment understands that the massive min-
eral potential of the DRC will only offset
so much investor risk.
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Supply Line Due Diligence and
Reputational Risk

The mining environment today is more
complex than ever. Disruptive technol-
ogies, increasingly complicated supply
chains and rising public pressure are
some of the factors that are changing the
sands of the mining landscape. Add to
that the potential complications specif-
ic to emerging economies — corruption,
civil unrest, terrorism, poor infrastruc-
ture and unreliable regulatory frame-
works — and you get a supercharged risk
environment. “There is still a significant
amount of opportunity in Africa, but the
truth is that the investment risk is very
unpredictable,” said Peter Leon. “On the
other hand, there are outlier countries
such as the DRC where the resources
are so important that it is worth the risk.”
For companies that deem the oppor
tunities greater than the hazards, risk
management becomes a vital part of
operations. Currently, it is the big play-
ers that drive the development towards
more integrated and elaborate risk man-
agement. “Major mining companies are
highly organized and will already have an
intrinsic security capability,” said Liam
Morrissey, CEO at London-based MS
Risk. “When these majors enter a new
market or jurisdiction, they will bring
these security measures with them.”
Managing reputational risk has moved
from the periphery of operational chal-
lenges to becoming increasingly central.
Higher expectations of shared value
outcome force companies to manage
the expectations of investors, but also
governments, communities and em-
ployees — all of which have the poten-
tial to undermine the social currency of
the company. “The moral positioning of
mining needs to be enhanced by making
the environmental and social communi-
ty impact propositions more robust and
aligned with SDG as well as millennials’
expectations on their companies,” said
Tom Butler, CEO at the International
Council on Mining and Metals (ICMM).
“The biggest challenge facing the sec-
tor is societal (everyone) and communi-
ty (people in immediate vicinity of the
mine) acceptance.”

The chief threats to reputational risk
along the supply chain include negative
environmental impact, human rights
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abuse and occupational safety and
health issues. While due diligence risk
occurs in every mineral supply chain, the
complexity and multiplicity of battery
metals supply chains makes the process
particularly challenging. It is predicted
that there will be 140 million electric
cars on our roads by 2030, causing the
wider lithium-ion battery market to more
than double by 2025. With few other co-
balt-producing countries looking to ramp
up production, mining companies in the
DRC face the issue of meeting much of
the global demand while ensuring ethi-
cal sourcing.

For mining companies to navigate the in-
creasingly complex risk environment, it
is crucial to have a holistic risk manage-
ment strategy that is implemented early
in the planning of a mining operation.
"We have been involved with major min-
ing companies who do everything right,”
said Anton Wallis, senior director and
head of crisis management at global risk
consultancy company S-RM “They have
used us to thoroughly assess the threat
environment and then build robust secu-
rity risk management frameworks prior
to commencing operations in a region.
On the other hand, there are less mature
companies—often smaller—that only
start thinking about things like risk, cor
porate social responsibility (CSR) and se-
curity management once key business
decisions have already been made.”
Bullivant elaborated on the lack of in-
ternal security capability among small-
er companies: “Willingness to invest
in security and risk management often
depends on the phase of asset devel-
opment. No company wants to spend
more capital in the exploration phase
given the fact that it might not lead to
anything, and the costs will not neces-
sarily benefit the operation.”

While the risk awareness and strategy
of mining companies increase, efforts
on a governmental and organizational
level to ensure supply-chain due dili-
gence will also work to limit risk expo-
sure. The DRC has come a long way in
strengthening regulation that protects
local communities and the environment
since the end of its civil war. The mining
code adopted in 2002 integrated clauses
dedicated to environmental measures
that were omitted in the previous code.
"Companies are obliged to restore their
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concession to its original condition upon mine closure and are
required to provide guarantees of how the restoration will be
carried out and funded before receiving a license,” said Benoit
Eeckhout, founder of consultancy company Falcon Resources
Development.

In addition, the signing of the Organization for the Harmoni-
zation of Business Law in Africa (OHADA) treaty in 2014 pro-
vided the DRC with proper outlines for modern business laws
and regulations. “One factor that entails both corruption and
honest mistakes is lack of awareness among employees,” said
Elisee Kiluba, senior manager at auditing firm PwC. “Comply-
ing with DRC accounting standards is not easy, especially for
foreign companies that lack knowledge of the system... There
is still a disconnection between existing business laws, the
regulation outlined in the OHADA and domestic tax policies,”
stated Yves Madre, partner at auditing firm Deloitte.

The treaty equips companies with a regulatory framework that
undermines the risk of legal non-compliance. The government
is also increasingly collaborating with domestic organizations
to solve environmental and labour issues — one of which is
that of the artisanal mining sector. “The lack of formalization
and oversight in the artisanal mining space has led to the oc-
currence of children, pregnant women, soldiers and unauthor-
ized security personal on artisanal mine sites,” said Freddy
Kitoko Nyembo, chairman at dialogue platform Investissement
Durable au Katanga (IDAK).
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Although the numbers are disputed, The DRC Chamber of
Mines estimated in 2015 that 2 million artisanal miners oper
ate in the DRC, 40,000 of who UNICEF reports to be children.
According to the London-based cobalt specialist firm Darton
Commodities, artisanal miners accounted for between 14 to
16 percent of the 80,800 mt of cobalt mined in the DRC in
2017 "We created a strategic plan to help children get out of
mines sites in Haut-Katanga and Lualaba as well as to clear
the sites of unauthorized personnel,” Nyembo said. “This plan
was ultimately adopted by the government as a nation-wide
strategy.”

While the DRC still holds a prominent position on mining risk
indexes across the board, reports of misconduct on individual
mine sites tend to draw focus away from the positive long-
term incremental changes. The government has laid more
emphasis on social and environmental sustainable practices
over the last decade and, as the synergy between the cor
porate, governmental and international organizational sphere
increases, companies’ ability to integrate environmental man-
agement practices into the planning and design phase will
improve while simultaneously undermining the risk of drastic
regulatory changes. “If the overall deal is fair, both financially
and otherwise, there is going to be less of a political imper
ative for the government to change policies, taxes and reg-
ulation,” said Greg Mulley, UK and EMEA head of mining at
Herbert Smith Freehills. “Giving the government some sort of
carried interest and agreeing to local beneficiation are some
ways in which companies can seek to mitigate risks. So too
are local content investments.”

Security Threats

A robust security plan is a way for companies to protect them-
selves from immediate threats on the ground while optimizing
the efficiency of their operations. Simply put by Morrissey: “A
car has brakes to allow the vehicle to go fast — the better the
braking system, the faster you can go.”

Armed conflict, pandemics and election turbulence are some
out of the plethora of impediments to efficient and safe mining
operations in the DRC. It is estimated that between 70 and
120 armed groups operate in the country’s North and South
Kivu provinces alone — constituting a profusion of sectarian,
ethnic and politically motivated fractions driven by various
grievances. Election turbulence and rapid urbanization amid
economic stagnation have spurred outbreaks of violence in
the country's usually peaceful south, and a tenacious outbreak
of Ebola has put an estimated 35% of the DRC's gold mines at
risk of being directly or indirectly affected. In addition, the first
ISIS-claimed attack near the DRC-Uganda border coupled with
the recent killing of a mining company executive in Burkina
Faso have further drawn attention to the risks resource firms
face in unstable regions.

The high risk profile of the DRC has entailed a substantial es-
tablishment of both domestic and international security firms
in the country offering services ranging from on-site security
personnel, cyber security, asset protection, transport and data
analysis, to name a few. “Securico was one of the first Con-
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golese security firms in the country, and
we have seen much of our Congolese
competition go out of business as for
eign companies have entered the mar
ket," said the company's provincial man-
ager, Michel Kabangu. “To give you an
idea, there were about 10 security firms
in the country in 2008. Today, that num-
ber is around 100, and most of them
were established in the last four years.”
The multitude of available security firms
brings the problem of picking a firm
with the right profile and expertise. As
expressed by Philippe Coleau, gener
al director at Lubumbashi-based Royal
Force Security, “There are both national
and international companies operating
in the DRC. These include both qualified
companies working on site with well-or-
ganized and professional teams but
there are also companies who lack the
adequate skill to carry out their work.”
While a company may have previous
experience operating on the African con-
tinent, skills are not always transferable
from one country to another. “I believe
that there is a limitation to what custom-
ers can expect from local companies or
international companies claiming that
they have a presence in a region,” Mor
rissey said. “Customers should make
sure that the security company that they
employ has experience in the region and
that they have the capabilities and ser
vices that will meet their requirements
and expectations of their leadership and
shareholders.”

In addition, dynamic situations such as
those of crisis response require an abil-
ity from the responder to carry certain
skills that cannot always be precisely set
out ahead of the event. Bullivant cate-
gorized this as emotional intelligence in
crisis response, meaning “the ability to
analyze and assess the cultural needs of
the organization. You first have to fully
understand the company or individual
before applying your experience and ex-
pertise.”

Similarly, Indigo Ellis, research analyst at
Verisk Maplecroft, pointed out the dan-
ger of a sense of control stemming from
experience, stating: “Many companies
have operated in high-risk or develop-
ing areas for decades and believe they
know the risks and the stakeholders.
But investors are becoming increasingly
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concerned with risk exposure and have
tougher investment requirements. They
want to see tangible data before coming
onboard [...]"

While data-driven risk management
companies like Maplecroft rely on a
multitude of sources such as in-country
contacts, local and international media
as well as mines and production data,
the internet in particular has opened
the door to improved data-gathering
capabilities to companies across the
board“One of the services that S-RM
provides is access to a platform that
alerts our clients to reputation threats
that might be coming their way, Anton
Wallis said. “Specifically, the tool picks
up on negative sentiment in social and
news media allowing companies to re-
spond pre-emptively before a crisis hits.”
On the flipside, the internet has also
brought issues such as the ability to
quickly whip up discontent and the risk
of cyber threats. Wallis explained: “Min-
ing companies are known to make quite
regular and large payments and are
therefore targeted by hackers seeking
to intercept money transfers. The hack-
ers typically rely on human error in order
to intercept transactions, and therefore
both technical and human resource se-
curity procedures are of utmost impor-
tance.”

Infrastructure and Energy

With only 2,794 km of paved road — half
of which are in need of rehabilitation,
and a mere 4,000 km of existing rail-
ways — the DRC faces what is likely the
most daunting infrastructure challenge
on the continent. From a mining per
spective, the situation is a catch-22 in
which the shattered infrastructure hob-
bles the mining development needed to
solve the issue.

With no paved roads connecting the
country’s regions, mining companies
are — depending on the locations of their
operations — sometimes forced to allo-
cate a substantial part of their budgets
to infrastructure. “If we were right next
to Dar es Salaam port, we would likely
be the lowest-cost producer of lithium
concentrate in the world, by a margin
of at least 50%)," said Nigel Ferguson,
managing director at AVZ Minerals.
"Since we are much further inland than
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There has been talk of
refurbishing other exit points
such as the Banana high-sea
port, but nothing has been
done so far. The issue is that
the renovation would require
extension of rail networks,
port infrastructure, roads and
electricity, all of which would
mean a sizeable investment.

- Rodolphe Kembukuswa,
General Manager,
Bolloré

anyone else, we have to transport the
product a considerable distance, result-
ing in this significant 62% of our oper
ating costs. Currently, we are trucking
because the railway infrastructure is so
poor, and trucks are at least reliable. We
will be investing a significant amount in
road and railway rehabilitation, handling
warehouses and things of that nature to
reduce these transshipment costs.”

While AVZ's plans for infrastructure
funding demonstrates the potential of
the private sector to contribute to soci-
oeconomic development, not all mining
companies have a substantial enough
resource to take on such additional
costs. Similarly, the government has
rolled out plans for improving all aspects
of the country’s infrastructure but even
smaller projects bring massive expens-
es. For example, as stated by Rodol-
phe Kembukuswa, general manager at
logistics company Bolloré: “To exit from
western DRC is a huge problem as it is
an old river port, meaning large vessels
cannot enter. There has been talk of re-
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furbishing other exit points such as the
Banana high-sea port, but nothing has
been done so far. The issue is that the
renovation would require extension of
rail networks, port infrastructure, roads
and electricity, all of which would mean
a sizeable investment.”

To overcome issues that are too costly
for one stakeholder group to tackle, a
collaborative approach between the gov-
ernment, the private sector and interna-
tional entities is likely the only way to lift
the DRC out of its infrastructural crisis.
"“Each individual logistical issue must be
viewed from a global development per
spective where all parties and countries
collaborate,” Kembukuswa continued.
The government could draw greater use
of private logistics companies as the in-
tercontinental nature of their business
could bring both already established
connections and vast knowledge. “We
have an agency agreement with a re-
gional partner called Access World, and
our offices are located in Zambia, South
Africa, Zimbabwe, Botswana, Mozam-
bique and Tanzania,” said Daniel Tyloo,
managing director at freight forwarding
company Cargo Congo. “This means we
provide service in all of the key corridors
going in and out of the DRC."

While the challenges of operating in the
DRC will deter the fainthearted, compa-
nies having chosen to enter the market
are pushed to new levels of innovation
to work around the challenges. Logis-
tics company Connexafrica has focused
on developing advanced IT systems to
compensate for external obstacles.
“Due to the unique customs regulatory
requirements and processes in the DRC,
we created our own platform to give us
the flexibility needed to keep up with
the constant changes and the specific
needs of our clients,” said company di-
rector Fanon Beya. "We have designed
the system to detect any discrepancies
in customer documents at the pre-alert
stage; this early detection helps to avoid
any potentially costly mistakes.”

In the absence of adequate road and
rail network, most goods in the DRC are
transported by air. The Congo has six
major airports located in Kinshasa, Lu-
bumbashi, Kinsangani, Goma, Mbuiji-Mai
and Gbadolite, as well as hundreds of
smaller landing strips scattered across
the country, making it a lucrative place
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Due to the unique customs
regulatory requirements and
processes in the DRC, we
created our own platform to
give us the flexibility needed
to keep up with the constant
changes and the specific
needs of our clients. We've
designed the system to detect
any discrepancies in customer
documents at the pre-alert
stage; this early detection
helps to avoid any potentially
costly mistakes.

- Fanon Beya,
Company Director,
ConnexAfrica

)

for airline companies. “Congo Airways
was created in August 2015, and in Oc-
tober of that year, we commenced oper
ation with four aircraft — two Airbus 320s
and two Bombardier Dash8-Q400s,”
said Congo Airways stations manager
Alain Kabwe. “When the airline first be-
gan operating, we were flying from Kin-
shasa to Lubumbashi, Goma, Kindu and
Kisangani. Today, we fly to 17 destina-
tions within the DRC, plus a number of
regional destinations like Johannesburg
(South Africa), Douala (Cameroon) and
Cotonou (Benin)."

Adding to its 17 destinations within the
DRC, the company plans to expand in-
ternationally, starting with Paris, Brus-
sels and Dubai, and is also looking to
partner with mining companies. “From
12th June 2019, we will be flying pas-
sengers to Kolwezi from Kinshasa, Lu-
bumbashi and Johannesburg. Since the
road to Kinshasa is dangerous, this will
be an excellent alternative for individuals
that need to get to and from Kolwezi for
work.”
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A position indicator is that the govern-
ment has earmarked infrastructure as a
priority, issuing a memorandum regard-
ing lack of energy and infrastructure last
year, and has demonstrated a willing-
ness to collaborate with mining compa-
nies such as AVZ in improving roads and
railways. “We have had some produc-
tive conversations with the government
officials and others invested in the coun-
try’s infrastructure,” Ferguson said. “We
are also hearing from the international
community in terms of possibly com-
mitting funds for infrastructure devel-
opment within the Tanganyika province.
This would be a win-win situation for all
parties involved, and it would allow us to
expedite our project timeline.”

A number of international projects have
in fact been initiated in the last few
years. In November 2018, the African
Development Bank and infrastructure
investment platform Africa50 signed an
agreement with the DRC and the Re-
public of Congo to develop and finance
the first road-rail bridge project connect-
ing their capitals, Kinshasa and Brazza-
ville. The project consists of a 1,575 km
toll bridge over the Congo River that will
include a railway track, a double-lane
road, sidewalks and a border checkpoint
at each end. In 2017 The World Bank
invested US$147 million in improving
the DRC's access to electricity and crit-
ical services. The project is scheduled
for completion by October 2022. The
infrastructure deal with China has also
brought improvements to roads, mainly
in Kinshasa, and a 240-megawatt hydro-
electric power station planned to come
online in 2021.

With half of Africa's forests and water
resources, the DRC has a hydropower
potential of 100,000 megawatts — equiv-
alent to 13% of the world's hydropower
potential — and enough to meet domes-
tic needs in addition to generating export
revenue. DRC's mammoth hydropower
project on the Congo River, Inga 3, has
been frequently delayed but is back on
track thanks to a joint bid by Spanish
and Chinese companies, Actividades de
Construccion y Servicios SA and China
Three Gorges. The South African govern-
ment signed a treaty in 2014 pledging
to buy 2,500 MW of Congolese hydro-
power per year once the project comes
online. The deal requires South Africa
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to directly invest 5% of the total pro-
ject cost which, according to the World
Bank, will be around US$80 billion. How-
ever, doubts have been expressed as to
whether South Africa will live up to the
deal, and experts have stated that the
estimated construction cost is much too
low.

Raphael Khalifa, founder of Tembo Pow-
er elaborated on the overall difficulty in
funding hydro project.

“Firstly, from the outside, investors’
perception of DRC as a place to invest
is yet to improve, partly due to the
country’s history. Secondly, investing
in hydropower means locating suitable
and economical sites. Such mapping is
an expensive exercise, even more in a
country as wide as DRC. Independent
Power Producers (“IPPs") like us would
look for project financing structures
(where lenders would have the project
as the only guarantee against the loan
they would supply), which is challenging
given the creditworthiness of the juris-
diction and the national utility, and al-
though credit enhancement instruments
exist, they come at a cost which needs
to be reflected in the tariff”

Benoit Eeckhout suggested: “Mining
companies could commit to the pur
chase of renewable energy which would
allow the funding of such projects. The
deterrent for such scenarios is that the
commitment to purchase the renewable
energy has to be included in companies’
financial statement and companies do
not like this as this disturbs their finan-
cial ratios.” He continued: “For compa-
nies to be motivated to drive positive
change, such behavior needs to be en-
couraged by the government as it often
incurs a certain cost for the company.
Few will be willing to become an activist
company if the only result is lesser finan-
cial performance than the non-activist
competitor””

The sentiment was echoed by ICMM's
Tom Butler, stating: “Mines need suf-
ficient reserve lives (typically 15 to 20
years) to anchor long-term renewable
energy projects otherwise the financing
does not work. Sometimes the renewa-
ble energy resource is far from the mine,
in which case mines need to be able to
wheel the electricity across grids and
government involvement is required to
facilitate those types of contracts.” ®
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Battery metals continue
to rule the day

Copper, Cobalt and Lithium High-
lights

After the price of cobalt hit a record high
of US$90,000/mt in May 2018, oversup-
ply and limited investor stockpiling set
prices crashing over an extended period
that intensified throughout the first half
of 2019. The fact that the ramped up pro-
duction was due to faulty predictions of
supply shortage made investors wary
of the difficulty of predicting the battery
prices and the volatility brought on by in-
dustry frenzy. Adding to the depressed
sentiment is the rapidly changing nature
of the battery industry in which techno-
logical advances entail additional inves-
tor risks. However, with cobalt prices
having steadily recovered since the July
2019-record low, there is reason to hope
for a bullish 2020.

Predictions of cobalt becoming obso-
lete are another fear born of unsubsti-

tuted speculation. “While companies
are probing into the possibility of partly
replacing cobalt, | do not see this new
technology entering to the DRC within
the next two or three years,” said Wout-
er Jordaan, partner and principal envi-
ronmental scientist at SRK Consulting.
“Companies have invested in the cur
rent technology, so they must repay any
existing loans or debt before being in a
position to invest in new technologies.
In addition, research is being conduct-
ed into new potential uses for cobalt
and new areas of usage are likely to
emerge.”

With an anticipated 140 million elec-
tric cars on our roads by 2030 and the
wider Li-ion battery market expected
to more than double by 2025, investor
confidence is likely to recover quickly,
and DRC will remain in the spotlight as
the world’s largest producer of cobalt.
The country’s cobalt output increased to
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90,000 mt/y in 2018 and is likely to re-
main high with major producers advanc-
ing their operations and new projects in
the pipeline.

Eurasian Resources Group's flagship
Metalkol RTR project — a hydrometallur
gical facility to decontaminate historic
copper and cobalt tailings from previous
mining operations — is nearing comple-
tion and is the driver for the group's
plans to increase cobalt production by
approximately fourfold in 2019. The
multi-billion-dollar project located in the
Haut-Katanga province is expected to
produce 24,000 mt/y of cobalt, making
it one of the world's leading cobalt pro-
ducers.

London-listed Glencore has had a rough
time since the end of 2017 when the
company was slapped with U.S. sanc-
tions due to its affiliation with Israeli dia-
mond Gertler, a setback closely followed
by the initiation of a U.S. Department
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of Justice investigation. Adding to the
growing list of headaches, the company
announced in April 2019 that the U.S.
Commodity Futures Trading Commis-
sion is investigating it for possible cor
rupt practices. Yet, Glencore resumed
shipments of cobalt from its Kamoto
mine in the Katanga province in April
after being forced to halt sales in late
2018 after discovering traces of urani-
um in the cobalt hydroxide that exceed
the acceptable levels. Kamoto — that is
75% owned by Glencore subsidiary Ka-
tanga Mining and DRC state-company
Gecamines — reported in April 2019 to
have produced approximately 930 mt of
contained cobalt that complies with reg-
ulations since the beginning of the year.
The Swiss miner has also decided to
cut some of its expatriate staff at its
Mutanda copper and cobalt mine to low-
er costs before a possible shift in pro-
duction methods. In total, the company
expects a copper output of 1.54 million
mt and 57000 mt of cobalt in 2019.

Meanwhile, Hong Kong-listed MMG is
nearing the end of its feasibility study
for its Kinsevere expansion project. 2018
marked the company’s third consecu-
tive year of stable and consistent cop-
per production above 80,000 mt/y with
mining set to continue through 2021 and
production through 2023. The expansion
project will add a sulfide processing plant
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to run in tandem with the existing oxide
plant — increasing production to a total of
90,000 mt/y and extending the project's
lifetime to approximately 2031. MMG's
major shareholder is China Minmetals
Corporation (CMC), one of China's ma-
jor multinational state-owned enterpris-
es. CMC's subsidiary China Minmet-
als Non-ferrous Metals Co (CMN) was
formed in 2001 and currently owns ap-
proximately 74% of the total shares of
MMG, with the remaining 26% owned
by public shareholders including global
resources and investment funds.
lvanhoe Mines is ready to finish the
construction of its much anticipated
underground copper mine in the Kol-
wezi District of Lualaba after its largest
shareholder, China's state-owned CITIC
Metal, injected an additional US$454
million into the Canadian company. A
PFS released in February 2019 indicates
that the Kamoa-Kakula mine will average
6.8% copper over the initial five years
and 6.4% in the first decade. Sched-
uled to come online in early 2021, the
mining complex could produce 382,000
mt/y during the first 10 years, followed
by 700,000 mt/y of copper after 12 years
of operations.

In another display of Chinese invest-
ment capacity, China Molybdenum
— the largest molybdenum producer
in Mainland China and top five in the
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world — which bought the Tenke Fun-
gurume copper and cobalt mine from
Freeport-McMoRan in 2016, is buying a
holding company for US$1.14 billion that
will up its stake from 56 to 80 percent in
the Katanga-based operation. The asset,
in which Gecamines holds the remain-
der of the stake, has an expected mine
life of another 10 years and produced
168,309 mt of copper and 18,747 mt of
cobalt in 2018.

Barrick Gold Corporation to Boost
the DRC’s Gold Sector

The US$18 billion supermerger of Bar
rick Gold and Randgold Resources in
2018 was an earth-moving moment for
the sector. The consolidation created the
world’s largest gold-mining enterprise,
with Barrick — already the world’s largest
gold miner by reserves — being active in
10 countries, and London-listed Rand-
gold contributing five active gold mines
spread across three African nations — in-
cluding the DRC.

The Kibali gold mine, located in the north-
eastern part of the DRC, is operated by
Barrick and owned by Kibali Goldmin-
es SA — a JV company effectively 45%
owned by each Barrick and AngloGold
Ashanti, and 10% by Société Miniére
de Kilo-Moto. "Kibali is one of the lead-
ing automated mining operations in the
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portfolio — the bottom end of the mine
and the entire ore-handling system, in-
cluding hoisting, are fully automated,
and operated from surface," said Bris-
tow. "We are now transitioning into hav-
ing one operator mining multiple levels
in the mine. This has been an amazing
success and opens up our workforce to
women as operators."

Developed in an area of 1,836km?2, Kiba-
li is one of Africa's largest gold mines
with an expected average annual output
of 600,000 oz/y for the first 12 years fol-
lowing its commission in 2013. In 2018,
expected output was exceeded with a
total of 807251 oz produced.

Barrick Gold's executive chairman John
Thornton and President Tshisekedi
struck an agreement in Washington D.C.
earlier this year to partner in order to
develop the DRC's gold mining industry.
Following the meeting, Thornton stated
he was encouraged by the president’s
vision of attracting foreign investment
and supporting the development of
the DRC's mining industry in a spirit
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of partnership. In addition to bringing
technical and financial support through
the Kibali mine, Bristow elaborated on
the company’s outlook on its role in the
DRC: “We did not come to DRC just to
develop Kibali, although it has been an
outstanding success by any measure. It
has taken us nine years of investment
to get to a stage where we can start to
repay the capital. We are continuing to
invest in new opportunities in the DRC.
For the DRC to take a leadership place
in Africa’'s mining industry, it will need
to attract significant investment. It is the
place for majors such as Barrick, and it
will be a big milestone when additional
multinationals arrive.”

Barrick's presence in the DRC has the
potential to introduce a higher level of
automation and technical innovation to
the country’s gold sector. In addition,
it could work to bring increased stabil-
ity to a volatile region, opening up the
country’s north to exploration. Banro
Corporation had to suspend operations
in its two mines located in the northern
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The new mining code,

which may still be reviewed
by government, will

pose challenges for the
development of new mining
companies. Although business
in the DRC can be challenging,
it is possible and profitable.
Investors should give the
government a chance - they
have positioned themselves
as pro-business and eager

to promote investment into
the DRC.

- Malta Forrest,

CEO,
Groupe Forrest
International

"

region after a series of security incidents
brought on by local militia groups in 2017
and 2018. The Canadian gold producer is
now planning on reviving the two oper
ations while bringing into production an
additional two mines in the DRC in the
upcoming five to seven years. If suc-
cessful, Barrick’ and Banro’s operations
will demonstrate the potential of DRC's
northern region as a lucrative gold dis-
trict.

Exploration

While a limited availability of funds cou-
pled with the inherently challenging en-
vironment of the DRC have hampered
exploration activity in the country, a few
companies can testify to the possible
rewards for those willing to face the
risks. AVZ Minerals’ Manono project,
located 500 km north of Lubumbashi,
was confirmed in May 2019 to be the
largest measured and indicated lithium
resource in the world, with a 269-mt re-
serve and grades of 1.65% Li20. “We
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have started the preliminary meetings
and site works required for the feasibili-
ty study, and we have engaged a mining
engineer to complete a two-stage gap
assessment plus scope of works, so we
are making good progress,’ said manag-
ing director Nigel Ferguson.

The Manono project is 60% owned by
Perth-based AVZ, 30% by state-owned
La Congolaise d'Exploitation Miniere
and 10% by the private company Dath-
omir Mining Resources. Currently, a
feasibility study for the 400,000-mt re-
source is scheduled for completion in
Q2 2020. AVZ's plan is to build a partly
self-funded hydroxide plant to generate
capital for going into larger production.
“While self-funded to a certain degree,
as a hydroxide plant comes at a signifi-
cant cost, the idea is to build a 2-million
mt/y plant,” Ferguson said. “We expect
this to produce 440,000 mt/y of concen-
trate, which we will then ship by road or
rail, or a combination of the two. We will

use the free cash flow from this to first
repay any debt associated with the initial
costs, and then, by the second or third
year into production, we will begin to
accumulate the war chest and possibly
expand to a 5 million mt/y operation.”
Following the finalization of the PFS,
construction is expected to begin in mid-
2020 and production will commence in
2021.

AlM-listed Red Rock Resources controls
several licenses in the Katanga segment
of the Central African Copperbelt pro-
spective for copper and cobalt, as well
as one further North near Kibali with
gold potential. Three of these licenses
are held through a joint venture with Gé-
camines.

"On the surface, our joint venture is with
a local company and another foreign
group, but the underlying structure is
a research agreement with Gécamines
which we can convert into a license
holding once the first feasibility study
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has been completed,” said chairman and
CEO Andrew Bell. “We are still at the
scoping stage where we try to establish
the parameters of the mining project. If
— probably when - the decision is made
to start developing the mine, we will
agree on a price per ton and a royalty
rate to Gécamines.”

Currently, Red Rock has an initial re-
source target of 200,000 mt of copper at
nearly 3% and 50,000 mt of cobalt at be-
tween 0.5% and 1%. Bell commented
on the company’s vision in the country,
stating that “The DRC is rich and diverse
in mineral resources but mining com-
panies tend to focus on the Copperbelt
alone. Our goal in the future is to diver
sify into a broader range of the DRC's
largely untapped commodities. We in-
tend to make the DRC a major focus and
as part of that, we want to discuss with
the authorities ways in which we can
promote the DRC's image internationally
and bring in more investors.” ®

Facilities & Services
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Non-smoking rooms
Pressing service

Business Center
A fitness centre
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Complimentary internet access

In-house laundry and dry-cleaning
Multilingual concierge
Airport pick-up and limousine service

Secure on-site parking with valet service
Baby-sitting by prior appointment

A conference hall for conferences and banqueting
"Le Florentin" Restaurant
Havana bar & cigar lounge
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A maturing industry fosters a more
sophisticated services sector

Despite the difficult conditions that have haunted the DRC's
mining sector in the last few years, diversification into new
industries, technological developments and growing demand
from larger, well-established mining houses has allowed the
DRC's mining service sector to prosper. As competition in-
creases, service providers are pushed to deliver more com-
plete and tailored services. “When Minequip started our op-
erations in DRC in 2008, there was nearly no competition,
but with the development of road infrastructure and improved
public image of the DRC, we now see many new national
and international entries into the market,” said Adry Nzonzim-
bu, director of mining equipment provider Minequip Technical
Services. "I would say that the key demand from the mining
industry is to have their distributors and repair maintenance
facilities on or near site,” he continued.

Shortening turnaround time by local repair companies is a
challenging task for service providers due to the lack of in-
frastructure as well as the relatively high operational costs
in the DRC. DRC-registered repair company African Mining
Services has solved the problem by having their workshops
in Lubumbashi and in Zambia, placing them in proximity to
Katanga’'s mining sector while enabling them to lower service
costs. “We specialize in the full repair of all hydraulic cylin-
ders, motors and pumps for the mining and earthmoving sec-
tors,” said manager Oliver Dallaway. “We are rather unique in
offering this service as the standard procedure is to buy new
cylinders once they break which brings unnecessary costs
to companies. We are a relatively small team that works well
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together and our facilities allow us the capacity to service,
repair and or rebuild up to 100 cylinders per month should
the need arise.”

The country's tattered infrastructure compounded by the de-
mand for more all-encompassing solutions puts pressure on
logistics companies put also presents opportunities for busi-
ness expansion.

“(...) many mines in the Copper Belt today are built with the
EP (engineering, procurement and construction manage-
ment) delivery models, which has led to a shift in the way
logistics are procured,” said Craig Mynhardt, general manag-
er of Impala Terminals. “Materials for each build need to be
transported from different parts of the world, leading to pro-
ject cargo opportunities for Impala Terminals to balance im-
port and export flows. Once a mine has been commissioned,
we have the opportunity to provide import logistics solutions
for materials used for infrastructure maintenance and various
chemicals that are used in the mine’s production as well as
exporting the mined products.”

As demand for timely repairs and spare-part delivery increas-
es, service companies are holding themselves to higher
standards.

“In order to ensure that we live up to these goals, we have
established a supply-chain system which streamlines the im-
port process,” stated Adrian Pambwe, general manager of lo-
cal processing and engineering company Geprip Service. “For
example, we have deposit contract that allows us to acquire
equipment via KPM Logistics and DHL which assists us with
imports from China and South Africa.”

In addition to increasing demand for one-stop-shop solutions,
the relatively low number of small-to-medium-sized min-
ing companies entering the mining arena, coupled with the
overall volatility of the market, poses a challenge for service
providers with a smaller full-time workforce. Mining Contract-
ing Services (MCSC) had to quickly up its staff by some 500
employees after securing a contract for work at MMG's Kin-
severe mine in 2017

"For the MMG project we mostly sourced locally but also
brought in expats from South Africa and other neighboring
countries,” said general manager Cécile Amory. “We had to
acquire the adequate skilled labor rather quickly and launched
an advertising campaign from which we received a lot of
applications. Then followed an extensive screening process
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where the top candidates were short-
listed, interviewed and selected.”
Market volatility also brings challenges
in sustaining adequate cash flow and
permanent hiring. As such, service pro-
viders in the DRC are increasingly part-
nering with companies in neighboring
countries. Site-service company Kilakitu
teamed up with a neighboring firm in
Zambia to better its capacity to take on
major projects and expand its portfolio.
"| was particularly interested in forming
this partnership as Zambesi Site Servic-
es had experience in flat pack contain-
ers, which is a capability we wanted to
add to Kilakitu's portfolio,” said manag-
ing director Jean-Sylvere Duga. “"We
tend to concentrate our efforts on big
tenders as we have the capabilities to
take care of big operations. With large
tenders, we will often make use of ex-
pertise from South Africa or Mozam-
bigue, but for smaller operations all ex-
pertise is from the DRC."

Similarly, companies with backing from
international groups are better equipped
to ride out financial downturns and com-
modity price plummets such as the fi-
nancial crisis in 2016 and the drastic fall
in cobalt and copper prices that started
in 2018.

“We are part of the Somika group,
which gives us a competitive edge by
allowing us to maintain staff through-
out economic downturns,” said Gordon
Barkhuisen, consultant at drilling and
water management company Solutions
for Africa. "Often, exploration is the first
thing that suffers when commodity pric-
es drop or there is some glitch in the
economy. Having the Somika group as
a base allows us to maintain our turn-
over in the downtime and gives us the
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ability to react very quickly when we
see an opportunity. It also facilitates the
process of acquiring equipment and up-
skilling our workforce, which is one of
our core strengths.”

Skills Transfer

The DRC's long history of conflict and
foreign exploitation has rendered the
country largely incapable of transform-
ing its resource wealth to human re-
source capacity. The lack of domestic
skill is detrimental to mining service
companies that are forced to manage
a workforce both unfamiliar with the
domestic environment and that usually
operates at a higher cost. For the DRC,
low skill levels both dissuade invest-
ments in industrial development and
cause a brain drain when workers who
aspire to careers in skilled fields tend to
pursue education abroad.

86

While the current transitional phase will
demand a continuing import of skilled la-
bor, service providers across the board
are engaging in educational initiatives
to empower the local workforce. “The
skilled labor force in the DRC is signif-
icantly smaller than in other Southern
African countries,” said Deon Heyns,
CEO of Congo Equipment. “There is
no accredited institution in the DRC to
train technicians and provide them with
proper qualifications. Congo Equipment
has developed a program starting with
basic training such as reading, writing
and computer skills followed by Cat-
erpillar-specific training programs. The
three-year program does not provide
the participants with institutional ac-
creditation, but they will be certified to
carry out work for customers on Cater
pillar equipment.”

With a mere 10% of the company’s 900
employees comprised by expats, Con-
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go Equipment demonstrates the pos-
sibility of operating successfully with a
local workforce, and the company seeks
to further reduce the number of expat
workers within the next three to five
years. “We launched a specific training
and localization plan in 2018 and already
in 2019, there are 14 local employees
who will fill positions previously occu-
pied by expatriates,” Heyns continued.
Similarly, material analysis and testing
company Robinson International oper-
ates a workforce of 95% locals. “"The
Congolese are highly driven and work
hard as long as they believe they are
paid fairly and, as importantly, are well
respected,” said DRC general manager
Xavier de Longueville.

However, acquiring technically-skilled,
certified labor remains an issue in cer
tain areas. As expressed by Barkhuisen:
"The DRC has a well-established min-
ing tradition so the drilling labor is not
an issue, though technical labor like
mechanics and safety personnel can be
harder to acquire. Often, the situation
is paradoxical as you have people with
experience but no qualifications, or you
have people with qualifications but no
experience. From a safety aspect, how-
ever, it is hard to find properly certified
personnel.”

The skills gap also creates opportunity
for companies specializing in training,
such as training and personnel manage-
ment firm ITM Africa that was launched
in 2011 and has since expanded from
DRC to South Africa, Rwanda, Nigeria,
Angola, Tanzania and Germany.

"We seek to assist our clients both in
increasing their profits and efficiency,
but also to empower the local commu-
nities,” said Duppie Du Plessis, mining
solutions manager at ITM Africa. “The
goal is to ensure that a mining opera-
tion transforms the local population into
self-sufficient and qualified profession-
als. In this way, the mining sector and
the population of the DRC can grow in
tandem.”

As mines in the DRC go underground
and automation becomes an increas-
ingly integral part of mining operations
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— marginalizing the need for traditional
positions in drilling, blasting and truck
driving — companies along the mining
value chain will be in a position to trans-
fer increasingly advanced skills to the
local population and put the country in
a pool position for industry 4.0.

Innovation

Increased demand for automation and
innovative solutions testify to a maturing
mining sector in the DRC. Major mining
companies in particular see automation
as a way to increase productivity and
safety while also adopting a more inclu-
sive approach to staffing — as exempli-
fied by Barrick Gold's highly automated
Kibali mine in the country’s north.

From a safety perspective, innovation
reduces risk by automation limiting the
need for people underground and also
through advanced monitoring tech-
nology such as Congo Equipment’s
MineStar products that increase safety
through tracking and accident avoid-
ance technology. “We have also been
very successful in implementing driver
safety systems in the country through
a technology that surveilles the eyes of
the operator. If the driver starts to fall
asleep, the seat will start to vibrate and
an alarm will sound. The frequency of
these events are monitored remotely,
and we will contact the mine’s control
room. These safety systems are fully
automated and no training is required.”

Over the last decade, monitoring tech-
nology at mine sites has developed
from requiring trained supervisors to
becoming easily integrated with ex
isting systems and remotely operat-
ed. Data-driven responsible sourcing
company RCS Global has developed a
smartphone-based mobile application
to capture data at mine sites. “With this
mobile application, clients are able to re-
call incidents, which will help to identify
the different risks on the mining site,
the community surrounding the site
and across the supply chain,” said coun-
try director Robert Bitumba. “The trace-
ability and due diligence information is
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The skilled labor force in the
DRC is significantly smaller
than in other Southern
African countries. There is

no accredited institution in
the DRC to train technicians
and provide them with

proper qualifications. Congo
Equipment has developed a
program starting with basic
training such as reading,
writing and computer skills
followed by Caterpillar-specific
training programs. The
three-year program does not
provide the participants with
institutional accreditation, but
they will be certified to carry
out work for customers on
Caterpillar equipment.

- Deon Heyns,
CEO,
Congo Equipment

stored in a dashboard where there is
contextual, economic and demograph-
ic data as well as a record of risk inci-
dents. Our clients can monitor exactly
what happens in their supply chain and
on-site in near real time."

As production of cobalt and copper
is set to increase over the next five
years, so is the demand for responsi-
ble-sourcing due diligence. Eurasian
Resources Group (ERG) is piloting a
blockchain-based solution built on the
IBM Blockchain Platform at the Group's
Metalkol RTR operation. The technology

EDITORIAL

BAT FONDAF - G795 AVENUE DE LA METALLURGIE
BP 1106 - Lusumsasti -DRC
+243825003150
contact@congo-equipment.com

Congo
Equipment
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A NEW STANDARD
FOR MINING SERVICES

Minequip Technical Services Sarl
provides product technical support
throughout the range.

The products we supply have been
through various test periods at the
mines and therefore we believe that
they meet international standards in
quality and performance. We have
trained and certified technicians for
each division. For further information on
each individual division or technical
support, please feel free to contact us.
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will be used to record the provenance
and movement of cobalt throughout
the supply chain. Currently, blockchain
is more widely used for payments and
transactions, but the mining sector has
largely introduced the concept of sup-
ply chain traceability that is predicted
to have a deep penetration across the
extractive industry within the coming
decade. Large companies are increas-
ingly adopting the technology, both as a
powerful marketing tool and as a way to
ensure due diligence.

Early this year, car manufacturer Ford,
tech giant IBM, South Korean cathode
maker LG Chem and China’'s Huayou
Cobalt joined forces in a project over
seen by RCS Global to monitor cobalt
supplies. “We generate data about the
most complex part of the supply chain
through two distinctive products: Better
Sourcing and Better Cobalt,” Bitumba
said. “Better Sourcing is an RMI-recog-
nized upstream assurance mechanism
that validates supply chains and exports
through the digital and continuous col-
lection, verification and reporting of data
on production, trade and socio-econom-
ic conditions from source to market.”
Robinson International, which mainly
deals in cobalt, tin, manganese, copper
and tantalum, has also adopted block-
chain technology to ensure best prac-
tices. "In the past, companies could
assign any value to the load without
consequence. At Robinson Internation-
al, we have decided to go with a full
source-compliance process where the
value of the cargo is irrelevant and we
charge the same amount per load - the
only priority being honest and accurate
analysis,” de Longueville said.
Renewable energy is another vital part
in greening the mining supply line and
a viable choice in the DRC where the
national electrification rate is estimated
between 10 and 15 percent. Lubum-
bashi-based Panaco specializes in elec-
trical installations and has launched a
department geared towards solar pow-
er.
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Technological advancements
in heavy equipment are only
as valuable as the skills of

the operator. The challenge
is finding local skilled

labor and training them to
international standards.

The Kanu commitment to
support is tailored to our
clients. We offer operator
and maintenance training

for our client’'s employees

SO they can maximize value
in our machines and parts.
We have seen a shift towards
internalizing maintenance
programs at the major mines,
we are prepared to help clients
through this transition whilst
continuing to support them
with world class equipment
and spare parts.

- Russell Cleminshaw,
Managing Director,
Kanu Equipment

)

"The company has ventured into solar
installations, and we did a small solar
project for Metalco in which we suc-
ceeded very well,” CEO Samir El Masri
said. “The first thing mining companies
do is to bring electricity to their sites,
and they ought to take greater advan-
tage of the renewable energy potential
in the DRC. Panaco has the ability to
provide quality equipment in solar en-
ergy, but we are waiting for the mining
industry to catch up with these devel-
opments.” e
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Conclusion

Weary vet determined,
miners look forward
to a period of relative

stability

After the forming of Joseph Kabila's and
Felix Tshisekedi's coalition government,
the mining industry is left with little
choice but to settle in with the new min-
ing code. Some questions remain: Will
more metals be categorized as strate-
gic? And what real effects will the sub-
contracting law have after the necessary
clarification? It is also uncertain how
the power will be divided between the
leaders — Kabila, who held presidential
office for 18 years and refused to step
down after a constitutionally determined
second term, and Tshisekedi, who has
stated that he will “not accept being a
president who reigns but does not gov-
ern” Too much daylight between the
leaders risks putting a brake on Tshise-
kedi's declared ambitions to stamp out
corruption and lift the country out of its
infrastructure crisis — initiatives crucial
for the DRC's mining industry.

Regardless, the coalition was inevitable
as Tshisekedi had to end the stalemate
that blocked him from naming a govern-
ment. Most importantly, the immediate
risk of the country descending into cha-
os has been diverted, and the mining in-
dustry can finally exhale after holding its
breath through the turbulence of the last
two years. With a fair wind, what now
lies ahead is a period of relative stability
and rebounding commodity prices dur-
ing which new deals can be made and
new projects can come online.
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While the Chinese influence is met with
varying levels of enthusiasm, the Si-
comines deal has injected much-needed
capital into the country while bringing
other Chinese companies to the market.
The majority of the promised Chinese in-
vestment is still to be allocated towards
mining credits and infrastructure, which,
if managed correctly by the government,
has the potential to lower costs consid-
erably for companies across the mining
value chain. In addition, the fact that
most mining companies operating in the
DRC are major players with substantial
financial backing — a lot of which comes
from China - has contributed to a robust
mining sector desensitized to the inevi-
table political and regulatory tremors of
emerging economies.

The DRC has a long way to go in be-
coming an investor destination par
excellence. Yet, incremental improve-
ments towards fair practices, adequate
skills transfer and increasingly advanced
mining operations should progressively
tip the scale towards prominence. By
enduring as well as growing its way
through the turbulent times, the DRC's
mining sector has sent the message
to investors that its tenacity matches
the daunting risk aspects of the envi-
ronment in which it operates. With the
streak of tranquility that hopefully lies
ahead, investment viability should finally
lose its question mark. ®
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DRIVEN BY SUCCESSFUL DELIVERY

OPEN CAST MINING

INFRASTRUCTURE
& CIVILS

Mining Contracting
Services Congo sas

Lubumbashi - R.D.Congo

info@mcs-congo.com
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West
Africa

We estimate that in 2030, only half of the
people graduating from school will be able to
be employed. This means that we all share the
responsibility to create jobs for approximately
100 million people. The mining industry has
been identified as having the potential to

fill part of the employment gap, and we
therefore need to maximize opportunities in
the sector.

-Fred Kabanda,

Division Manager, Extractives,
African Development Bank

Image courtesy of
Anglogold Ashanti
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EDITORIAL

Introduction to
West Africa

The sun rises over a
booming jurisdiction

With the sun thought by many to be set-
ting over South Africa’s mining industry,
investors are turning their eyes to the
continent's West. Shallow deposits and
investor-friendly regulation are the main
reasons for the attention attributed to
countries such as Mali, Burkina Faso,
Ghana, Senegal and Ivory Coast. West
Africa is now the continental center for
gold, bauxite and iron-ore mining, with
ongoing and upcoming projects across

the region while future metals such as
lithium, manganese, vanadium as well as
copper and uranium are being widely ex-
plored and already produced in a number
of countries.

“The precious and base metals markets
remain robust, and currently, anything re-
lated to batteries such as lithium, copper
and nickel are receiving a lot of attention,”
said Aaron Green, director of Australa-
sian Operations at CSA Global. "Although
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nickel prices have not increased as much
as we expected, a significant number of
explorers are again entering this market.
The demand for lithium is continuously
growing, and we believe that demand
will increase for some years to come.”
Gold remains the mainstay of the region’s
mining sector as the boom spreads from
more mature jurisdictions such as Ghana
and Mali to neighboring countries with
similar host geology. With a bullish gold
price and diverted investor dollars from
the South swelling the sails, West Africa
is poised to become one of the top five
gold-producing regions in the world.

But a gold boom does not guarantee the
longevity of West Africa as a mining hub.
The region’s long list of challenges, in-
cluding political and regulatory volatility,
terrorism, failing infrastructure and illegal
mining are all investor deterrents whose
continuance could spell the end of the
optimistic consensus. Terrorist attacks
claimed by extremist groups such as Al
Qaeda, ISIS and Boko Haram have been
mounting in Ivory Coast, Mali, Benin,

70 YEARS OF LOGISTICS INNOVATION IN SENEGAL AND THE CONTINENT

_—
AFRIQUE DE L'OUEST

CSTT-AO GROUP
Avenue Peytavin,

Dakar, Sénégal

Tel: +22133 849 49 39

Fax: +221 338233144

Email: csttao@csttaogroup.com
Website: wwww.csttao.com
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Burkina Faso and Togo in the last year.
The prevalence of extremist groups is
often a testament to a weak social con-
tract between the state and its citizens
and resolving these issues will partly de-
pend on the extent to which the growing
wealth of the region is translated to a bet-
ter life for its people.

The mining sector has the potential to be
a primary driver for this transformation,
but — paradoxically — the geopolitical risk
is what could come to hamper invest-
ment.

“The biggest challenge Perseus Mining
faces in terms of attracting new investors
is a combination of geopolitical risk and
historic attitudes to the ability of compa-
nies to perform in Africa,” said Jeff Quar
termaine, CEO and managing director.
Quartermaine also pointed out that its
peer group of Australian companies op-
erating domestically sell their product in
local currency, resulting in a substantial
Australian-dollar cost margin, while the
cost base and revenues of Perseus Min-
ing is USD-denominated.

“As a result, the company has not been
perceived to have done as well as some
Australian companies have done in re-
cent times. However, when analyzing
our metrics relative to Australian opera-
tors, ours are just as good — and in some
cases better. We have bigger reserves,
better organic growth prospects and
production as well as cash-flow levels
that are comparable with our Australian
focused peers.”

So far, low-cost reserves and favora-
ble tax regimes have been sufficient to
attract substantial foreign investment.
West Africa must now take advantage
of the momentum to implement legis-
lation that ensures investment predict-
ability, the proper harnessing of mining
benefits, environmental sustainability
and overall accountability. The region has
already benefitted from the migration
of expertise from more mature jurisdic-
tions such as Ghana, but to effectively
tax large multinational mining compa-
nies, revenue and mining administrations
must increase collaboration between
countries through existing regional plat-
forms such as Economic Community of
West African States (ECOWAS) and the
West African Economic and Monetary
Union (WAEMU).
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Through refurbishing the infrastructure the country already
has, we will be able to support the influx of new companies
into Ghana. The government is setting itself up for the future
and they are building an industrial city in the Western region of
the country to service the oil industry and new oil companies

This year, we feature Ghana, Senegal and
Ivory Coast in our Southern Africa section
of MACIG. With all three countries pred-
icated to experience substantial growth
in the upcoming years, Ghana - the re-
gions gold titan — provides a blueprint for
emerging jurisdictions in the region but
must bolster exploration and diversify its
portfolio amid stiff competition from its
younger neighbors, while Senegal — that

- -

A trusted partner
within the logistics industry

entering the market.

- Soraya Anglow,
Executive Director
Greenline

"

is sprinting to become one of the world's
top gold producers — faces the challenge
of remedying its skills and infrastructure
shortage to support a growing mining
sector, and lastly, Ivory Coast that is
currently experiencing its second eco-
nomic miracle, will be put to the test in
the 2020 election as the country's insti-
tutions go through their first real trial of
robustness. ©
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Ghana

Population: 30.42 million (worldpopulaitonreview.com 2019)

Land area: 227533 sq km

Official Language: English

Capital: Accra

Chief of State: Nana Akufo-Addo (since 2016)

GDP (PPP): $130.2 billion (CIA World Factbook 2017)

GDP (PPP) Annual Growth Rate: 6.3% (countryeconomy.com 2018)
GDP per Capita (PPP): $4,211 (Trading Economics 2018)

1 Tamale

“r”‘kunpasi
. Acc

Takorad

Industry: mining, lumbering, light manufacturing, aluminum smelting, food processing,
cement, small commercial ship building, petroleum (CIA Fact Book 2017)

Top Exports: Gems, precious metals (35.6%), Mineral fuels including oil (30.6%),
Cocoa (19%), Fruits, nuts (3.5%), Ores, slag, ash (2%) (OEC 2018)

Top Imports: Total $12.68 billion; capital equipment, refined petroleum, foodstuffs

Top Export Destinations: India (21.5%), China (11.9%), South Africa (10.2%),
Switzerland (9.5%), Netherlands (7.2%), Malaysia (6.5%), United States (3.6%), United
Arab Emirates (3.5%), Spain (3.4%) and United Kingdom (2.9%)

(worldstopexport.com 2018)
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INTERVIEW

Hon.
Kwaku
Asomah-
Cheremeh

Minister of Land and
Natural Resources
Ghana

Can you elaborate on the Govern-
ment’s plans to establish an integrat-
ed aluminium project?

Bauxite was first discovered in Ghana in
1914 in the Atewa Range in the Eastern
Region. Yet, the refining of bauxite into
alumina is still conspicuously outstand-
ing and mining is only undertaken at
Awaso though deposits exists at Kibi,
Nyinahin and Ejuanema.

In 2018, the government established
the Ghana Integrated Aluminium Devel-
opment Corporation (GIADEC) under an
Act of Parliament to ensure the estab-
lishment of a fully integrated aluminium
industry in Ghana.

GIADEC is far advanced with undertak-
ing verification/confirmatory work to
upgrade confidence in and certify the
bauxite resource/reserves position by
November 2019. The process of inves-

96

toridentification which started with 40
investors who expressed interest in the
broad range of opportunities across the
whole value chain has been screened
down to eligible ones.

What is the government'’s strategy for
formalizing the small-scale mining
(ASM) sector?

Ghana provided a formal framework for
ASM in 1989 that included legislation
as well as identifying suitable lands, es-
tablishing markets and even providing
capacity building support for such opera-
tions. But operations outside the frame-
work of the law have still persisted.
However, government still recognizes
that the ASM sector has huge potential
to contribute to employment generation
and poverty reduction, often in rural ar
eas.

Government has decided to bring to-
gether measures previously adopted
along with others being considered un-
der a five-year project; the Multi-Sectoral
Mining Integrated Project (MMIP) for
curbing illegal mining and sanitizing the
ASM sector. Government is also collabo-
rating with the World Bank to implement
a Ghana ASM Formalization Project
(GASMFP), which plans to implement
the takeover aspects of the MMIP

Autonomous mining systems are in-
creasingly deployed to increase safe-
ty and productivity, but with AMS
comes also the issue of potential job
losses. What is the government’s ap-
proach?

As noted, transition towards automation
is generally aimed at improving mine
productivity, safety and efficiency. These
are certainly positive developments and
the regulatory framework should support
the trend towards these improvements.
However, there are potential negative
impacts that need to be recognized and
managed; among these is job losses. It
is noted, however, that job loss impacts
can be very different. The more highly
skilled are less likely to be negatively im-
pacted since they are generally in a po-
sition to move to other mines locally or
internationally or even to be integrated
into other sectors which require analo-
gous skill sets.

As global studies have shown, this is
especially the case where, in addition to
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hard skills, they also have soft skills. In
the empirical case of the redevelopment
and modernization of the Obuasi mine,
the requisite re-training and re-orienta-
tion of staff appears to have helped in
this respect.

It is lower skilled personnel who are like-
ly to be most impacted by job losses. In
Ghana, these have tended to migrate
into the small scale mining sector.
Government efforts to manage the sec-
tor through enhancing access and gov-
ernance, along with the facilitation and
development of complementary and al-
ternative livelihoods are meant to ease
the impacts, among other measures
adopted.

Will increased output and a higher
gold price bolster exploration?

These factors alone will hardly translate
into increased exploration but will give
Ghana some added visibility as an invest-
ment destination.

In addition, the government is currently
enhancing the governance framework
and taking measures to reduce the
cost of doing business. This includes
strengthening the rule of law, reduced
turnaround time for mineral rights appli-
cations and overall improving the coun-
try's infrastructure base and security for
citizens.

As Ghana is a reasonably mature min-
ing jurisdiction, our expectation is that
most increased exploration would be of
brownfield nature through the reinter
pretation of existing data. A few areas
may still be amenable to greenfield ex
ploration, especially with respect to min-
erals which have not been traditionally
explored.

Do you have a final message?

To all mining investors, both our old
friends and those considering venturing
into West Africa for the first time, Ghana
is still your preferred partner. We invite
you not only to come and explore oppor-
tunities along the whole value chain of
gold and the other traditional minerals,
but also expand your horizon into the
lesser known minerals such as the base
metals (copper, zinc, nickel, chrome and
lead) and industrial minerals deposits
which include sand, gravel, granites and
salt which have nonetheless bright po-
tential. @
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Ghana

Newly crowned Africa’s
top gold producer,
Ghana must adapt to
Mmaintain its title

Ghana's winning the crown as Africa’s
top gold producer was long coming.
The former champion, South Africa,
left the title vacant after succumbing
to an evergrowing list of impediments,
including political instability, rampant
electricity costs and the geological chal-
lenges of tapping the world's deepest
mined deposits. A bullish gold price and
extensions of Ghana's existing mines
are now likely to cement the country as
the dominant producer for some time.
But as younger jurisdictions in the re-
gion gain investor attention, Ghana will
have to play its cards right to maintain a
long-term presence on the podium.

Lessons From South Africa’s Decline

South Africa’s gold ore grades are
said to have declined steadily for dec-
ades. Yet, it was the combination of
deep-rooted political issues and in-
dustry mismanagement that set the
sector on a downhill path, rendering
some 70% of the nation's gold mines
marginally profitable or loss-making in
2018. South Africa’s political past does
not map on to that of Ghana, where
the norm for the last decades has been
stability and predictability. Instead, it is
the long gold-mining tradition and the
dependency on the yellow mineral that
often has the two countries mentioned
in the same breath. Recently crowned
the new king of gold, Ghana now has
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the opportunity to learn from the mis-
takes of its predecessor, namely a high
gold dependence, lack of skills develop-
ment as well as insufficient technologi-
cal innovation.

EDITORIAL

Exploration, Diversification and
Downstream Beneficiation

Some 98% of Ghana's minerals produc-
tion is comprised of gold and, for the
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EDITORIAL

time being, big players like Newmont, Gold Fields, Kinross
and AngloGold Ashanti are well positioned to benefit from
a bullish consensus on the future gold price. But Ghana
has so far failed to exploit its basket of other commodities
such as bauxite, iron ore, diamonds and manganese, and it
is unlikely that the handful of greenfield exploration projects
currently underway will perceptibly impact the sustainabili-
ty of the sector. Currently, Ghana has 14 large-scale mining
operations, of which 12 are gold mines, and the vast ma-
jority of ongoing exploration is brownfield projects carried
out by major players. The absence of greenfield exploration
is largely due to a mining code that was penned with the
country’s dominating large-scale projects in mind; for exam-
ple, prescribing a GH¢500-million (US$100 million) minimum
investment for companies wishing to enter into a project de-
velopment agreement. The code stipulates a 15-year stability
agreement for all companies but the opportunity to renego-
tiate benefits is reserved for those meeting the minimum
investment requirements. Adding to this deterrent is an un-
favourable tax regime.

“Holders of large-scale mining licenses are subject to corpo-
rate tax (35%), capital gains tax (15%), withholding tax for
foreign residents (15%) and royalties (6%)," according to Yofi
Grant, CEO of the Ghana Investment Promotion Center.
“Most of the mines in Ghana started as small exploration
projects that grew into commercial mines,” said Innocent
Akwayena, managing consultant at Rem Law Consultancy.
"These developments lead us to overtake South Africa in
gold production. However, the taxes on exploration in Ghana
are already high compared to other West African countries,
and Ghana may find itself in a hard position when existing
mines run out of commercial deposits”

The presence of international mining powerhouses in Ghana
makes the comparatively high mining tax rate of 35% a lesser
issue than the costs associated with exploration. A 2019-in-
dustry assessment by the Chamber of Mines revealed that
Ghana is losing potential mining investors to emerging min-
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The aim is to promote local capacity building

by granting more opportunities to companies
with local content. If a company has significant
local content and demonstrates technical and
financial capability, they have a better chance of
winning a bid.

- Zoé Phillips Takyi-Appiah,
Senior Partner,
JLD&MB Legal Consultancy

)

ing destinations in the West African sub-region, particularly
Burkina Faso, as a result of the Value Added Tax (VAT) on ex-
ploration inputs. “The government needs to reduce the taxes
on exploration, especially the VAT tax,” stated Eric Asubon-
teng, managing director of Anglo Gold Ashanti and president
of the Ghana Chamber of Mines. “If the exploration projects
result in production then the taxes should be implemented
of course. However, if not, then the input costs of explo-
rations are higher which discourages investors and pushes
them to other African countries in the long run.”

While companies can get reimbursed for exploration ex
penses, this can be a frustratingly slow process. "It takes a
long period of time for mining companies to get refunds in
respect to the input VAT they incur in the course of their op-
erations,” affirmed Priscilla Gyasi, partner at EY Ghana, con-
cluding that there is need for a more robust refund system.
While there is broad industry consensus regarding the need
to adjust the VAT on exploration, Peter Amponsah-Mensah,
director of drilling company Pamicor, suggested that the ab-
sence of reform is due to a structural issue where univer
sity-trained professionals are not adequately funnelled into
policy positions. “Ghanaians need to be adequately trained
commercially and strategically to inundate the corporate lev-
el within the mining space and then move into the policy
space to then make a positive impact on the industry.”
Incentivizing greenfield exploration would also bolster indig-
enous ownership without the extension of existing nationali-
zation laws. “Ghana has a very long mining tradition, yet not
one operational mine is fully owned by a Ghanaian,” related
Joseph Titus-Glover, managing director at international man-
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Larger companies benefit from the
fiscal regime in Ghana due to the
US$500 million investment threshold.
Does the Chamber favor a change to
the law?

The law prescribes a US$500 million
minimum investment for companies to
enter into a project development agree-
ment. Unfortunately, this law has not
been revised. The Chamber has had
conversations with authorities and we
understand that if the investment is
large, the potential impact on the coun-
try is also greater. The challenge is that
when things are quiet, smaller compa-
nies are negatively impacted. We are in
discussions with the government, but
until the law is changed, it will be difficult
for much to be achieved. The authorities
need to consider what can be done to
ensure that smaller mining companies
are able to survive.

Currently, there is almost exclusively
brownfield exploration in Ghana and
major players dominate the overall in-
dustry. Why is this cause for concern?
We need to branch out and have a di-
verse portfolio of investments in the min-
ing industry. Even if there is a significant
amount of brownfield exploration, we
should also be looking at the greenfield
pipeline of projects potentially coming
online in the future. Furthermore, we
must look at diversifying into different
mineral resources and not only have a
focus on precious metals.

Can you elaborate on the minerals
currently dominating the mining in-
dustry in Ghana?

The essential minerals in Ghana include
gold, diamonds, bauxite and manga-
nese with gold being dominant in terms
of production. Over the last few years,
there has been a lot of talk about lev-
eraging the bauxite resources for infra-
structure development. There have also
been conversations around manganese
to some extent. The Ghana Integrated
Aluminum Development Corporation (Gl-
ADC) has been tasked with taking charge
of the process of developing the alumi-
num industry. Ghana is set to exploit its
vast bauxite and iron ore deposits as part
of a larger strategy to establish this inte-
grated aluminum industry, and there are
discussions around also establishing the

INTERVIEW

Ghana Integrated Iron and Steel Devel-
opment Corporation.

Currently, Ghana has one bauxite mine
and the government essentially spon-
sors the operation. There is also explora-
tion being done on iron ore deposits. We
want to diversify our mineral production
in the country as approximately 98% of
mineral production comes from gold.

Is there a case for ramping up down-
stream capacities in Ghana?
Increasing refining capacity is a major pri-
ority for the country. The government has
revised its policy in terms of value addi-
tion prior to exportation. WWe continue to
have conversations within the industry
and with government as to what would
be the best way to ramp up downstream
capacity. We are also engaging with local
refineries to identify if there is any appe-
tite for them to become certified as the
refineries in country are not certified.

With the country’s mines going deep-
er, how far is the Ghana from a reality
where gold mining is no longer eco-
nomically viable?

Ghana's gold resources are still rela-
tively shallow compared to the likes of
South Africa. Mining houses are start-
ing to move underground, but there is
still significant underground potential to
extend life of mine. In combination, we
are using traditional mining methods and
innovative technological solutions to go
underground. Mining houses are taking
advantage of technologies where it this
becomes economically feasible, and we
are seeing more digitization and automa-
tion within the industry.

We believe that if the gold price keeps
increasing as predicted, it will have a
positive impact on the greenfield explo-
ration investment in Ghana - it depends
on how competitive the country can be
in terms of attracting investment. Ghana
used to be the star investment destina-
tion in West Africa, but today, most of our
neighboring countries have learnt from
us and are now also attracting invest-
ment. Investors will look at legislation,
policies and the stability of the country
to inform their investment decisions. The
government should put in the efforts to
optimize as much as possible to become
more competitive as an investment des-
tination in West Africa. ®
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agement firm Quantum Group. “In certain mines, mining
contractors carry out 60-70% of the work on site, such as
drill and blast and haulage of ore and waste, while the mines
supervise.”

The difficulty in competing with foreign companies is further
expressed by Wilfred Obengsackey, managing director at
Sackson Logistics: “Multinationals are being favored due to
their access to capital, where we, the local companies, func-
tion as a third-party service provider.”

Five decades ago, most Ghanaian mining production was
state owned. In 1983, the government implemented the
Economic Recovery Program aimed at reversing a protract-
ed period of serious economic decline characterized by lax
financial management, inflation rates well over 100% and
extensive government involvement in the economy. Ghana
has since attracted foreign investments and pushed towards
privatization and state divestiture.

While the sector is now largely foreign owned, the govern-
ment still holds a minority 10% free carried interest in most
of the main active large-scale mines and the small-scale min-
ing industry is reserved for Ghanaians. Ghana has a softer lo-
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cal content approach than South Africa, whose more broad-
based and stringent policy has exacerbated monitoring and
reporting costs, but it has still achieved a certain level of em-
powerment of local companies. “Wileb Mining has a long
history in the mining industry, and the local content regula-
tions have brought on more opportunities for the growth of
the company,” said managing director Wilson Krofah.

The law also requires mining companies to use local contrac-
tors or form local partnerships to license their operations.
This has benefitted local players such as Rocksure Interna-
tional, which specializes in mining, construction and related
support services. The company's CCO, Fabian Limberger,
has seen a perceptible increase in companies approaching
them for partnerships and joint ventures since the law's im-
plementation.

Local content policy does, however, need to be tailored to
the unique situation of each jurisdiction. Ghana's lenient
model would likely be insufficient in less mature mining des-
tinations that lack the local availability of skills. As stated by
Federico DeSimone, director of Ghanaian-owned DeSimone:
“There is a large database of in-house resources that are
highly qualified and competent in their disciplines. We send
our Ghanaian employees all over West Africa.”

Accordingly, Bernard Kaninda, regional director of global
technology firm Maxam, related: “There are excellent mining
schools in West Africa such as the ones in Ghana. We recruit
mostly West African managers and technicians due to the
ease of transfer of skills and technology.”

Nevertheless, as both the country’s energy and mining sec-
tors keep expanding, the need for expats workers will ini-
tially increase to fill the knowledge gap. Ghanaian business
advisory firm Alfreg Company has experienced considera-
ble growth since its establishment in 2006 due to the in-
creased need for immigration support services. "Alfreg as-
sists with immigration support, personnel hiring and other
human resource services,” said managing consultant Regina
Ofori-Twumasi. “Once operations commence, we also pro-
vide payroll, tax and accountancy support services and other
secretarial support services. We also ensure that our clients
are compliant with the necessary statutory returns.”

As of June 2019, 26,425 people were directly or indirectly
employed by Ghana's mining sector. In a press conference
held in September 2019, Minister Kwaku attributed the in-
crease from last year's 23,894 employees to local content
initiatives. Employment numbers will be further boosted as
mining giant Anglo Gold Ashanti edges closer to achieving
full-scale operations at its Obuasi mine. “We made an invest-
ment development decision last year and we aim to pour
first gold by the end of 2019 and reach full capacity in 2020,"
said managing director Eric Asubonteng. “We will hire 2,000-
2,500 workers in total — including our direct employees and
those hired via our contractors for production.”
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Ghana has seen large railway projects underway
over the last few years, and there are plans to
extend these further. The rail network will help
to reduce congestion on the roads and there is
a large project underway to connect Tema with
Burkina Faso.

- Serighe Ndanck Mbaye,
CEO West Africa and
Country Head Ghana,
DHL

"

Currently, Obuasi’s mine life is expected to be 21 years, dur
ing which the production will reach a total of 8.6 million oz of
gold with current reserves sitting at 5.8 million oz. “Our re-
serves account for about two thirds of the life of mine ounc-
es projected, Asubonteng continued. “That is significant,
since the reserves usually only constitute a fraction of the
expected total output. We will be conducting drilling activi-
ties to further convert the resources into reserves.”

With new projects coming online, international service pro-
viders will bring both jobs and new skills to Ghana. Kanu
Equipment, one of the largest dealers for Liebherr and Bell
equipment in West and Central Africa, has identified Ghana
as an area for future growth. “We want to support local pro-
curement and development in the countries where we have
a presence,’ said CEO Stephen Smithyman. “Every country
is unique, however, and changing laws present ongoing chal-
lenges. We are always conscious of how we are adding value
to local communities through skills training and a strong fo-
cus for us in 2020 will be local talent development. Liebherr
and Bell have agreed to send technical trainers to sites every
quarter to develop the skills of our local employees.”
Meanwhile, the government seeks to attract explorers to the
southeastern Volta region as well as the country’s north that
remain largely unexplored. In the north, Perth-based Azumah
Resources has already blazed a trail for future exploration
through its Wa Gold project for which a feasibility study is
scheduled before the end of 2019. Another Australian com-
pany operating in the far north, Cardinal resources, is ad-
vancing the feasibility study for its flagship Namdini project,
which has proven and probable ore reserve of 5.1 million oz.
The Volta region attracted attention in January 2018 as lithium
was discovered during a nationwide exploration exercise. The
government has earmarked mining as a potential economic
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driver of the relatively poor area that is mostly covered by
water. Lithium has also been discovered in the Western and
Ashanti region, but national production will most likely start
in the Central region where Australian company Iron Ridge
Resources has an exploration and production license in a
concession covering 684 km squared. Drilling commenced in
2017 and the company announced in September 2019 that,
with approximately a third of the planned RC and diamond
drilling program remaining, new pegmatite zones had been
discovered along the known Ewoyaa deposit footprint.

A possible impediment to diversification is the lack of geo-
logical data, as stated by Samuel Torkornoo, vice president
of junior gold explorer Pelangio: "It is important for locals
as well as international investors to have access to key role
players and areas. The Mineral Commission does not have
access to key data that is often in the possession of com-
panies.”

Ghana has been conducting geological mapping of the coun-
try since 2001, however, the maps available to the public
have not been updated since 2010, according to Joe Amanor,
consultant geologist at SEMS Exploration Services.
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Other avenues for diversification include tapping the coun-
try's bauxite, iron ore and manganese deposits. Ghana has
substantial deposits of bauxite mainly found in the Awaso
and Atewa regions. In 2018, the government signed a mem-
orandum with China to explore Ghana's deposits of bauxite
in exchange for infrastructure. Under the deal, Ghana will
cede 5% of its bauxite resources to the Chinese while Bei-
jing will finance US$2 billion worth of projects including rails,
roads and bridge networks. The agreement is part of a larger
government plan to leverage more of the country’s mineral
resources to fund infrastructure development. “Outside of
the main cities, the road infrastructure in Ghana is not very
good,” said Soraya Anglow, executive director of Greenline
Logistics. "It sometimes takes us a significant amount of
time to reach a mine site due to the lack of adequate and
well-serviced road networks.”

As of 2017, Ghana had approximately 72,000 km of roads, out
of which 23% were paved, 39% deemed in good condition
and 61% classified as fair or poor. In the face of an growing
economy, the government has realized the need to rapidly
refurbish and extend the road network while also installing
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new rail capacity. “Ghana has seen large railway projects un-
derway over the last few years, and there are plans to extend
these further,” said Serigne Ndanck Mbaye, CEO West Africa
and country head Ghana at DHL. “The rail network will help
to reduce congestion on the roads and there is a large pro-
ject underway to connect Tema with Burkina Faso.”

But most funds will be allocated towards the road network
that is estimated to account for 96% of passenger and
freight traffic. The government recently formed the Ghana
Integrated Aluminum Corporation (GIADC) to maximize the
benefits from the industry. The end-goal is to leverage the
country’s bauxite deposits to create a domestic, integrated
value chain. The project includes the construction of a refin-
ery for alumina production, as well as raising output of the
Volta Aluminium Co. smelter — that currently operates at a
fifth of its capacity — from 200,000 mt/y to 350,000 mt/y. “In-
creasing refining capacity is a major priority for the country,”
said Sulemanu Koney, CEO of Ghana Chamber of Mines.
"We are engaging with local refineries to identify if there is
any appetite for them to become certified. Otherwise, we
will have to turn elsewhere.”

Creating downstream beneficiation will be key to create
job opportunities and generate domestic skills, but such ef-
forts risk being hampered by the country’s power situation.
According to the Ghana Investment Promotion Center, the
total installed capacity for existing plants in Ghana is 4,420
Mw, consisting of hydro 36%, thermal 64% and solar less
than 1%. In the past decade, Ghana has experienced severe
electricity supply challenges costing the nation an average
daily production loss of US$2.1 million. The power capacity
has, however, increased dramatically from a mere 1,730 Mw
in 2006. Yet, actual availability usually sits around half of ca-
pacity due to obsolete distribution equipment, outstanding
payments as well as overdependence on thermal and hydro
sources.

Another challenge is balancing ramped-up mineral output
with environmental preservation. “Population growth, the
rising standard of living, urbanization, industrialization in
emerging markets, increased mobility, global trade, and the
digital revolution are all generating huge need for power in-
frastructure, energy, and buildings,” said Eric Waldner, CEO
of cable manufacturer Nexans Kabelmetal. “Meeting these
growing needs with minimal impact on the environment and
climate change is a challenge we share with our suppliers
and customers.”

The Ghanaian government has courted some international
opprobrium through its bauxite deal with China, as the re-
source sits in the scenic Atewa forest that provides the habi-
tat for a major collection of Ghana's biodiversity. Ghana has a
bad environmental track record, with the persisting issue of
illegal mining rendering a majority of water bodies polluted
and vast swaths of land destroyed. GIADEC's CEO, Michael
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Ansah, has made assurances that his organization along with
partners are dedicated to responsible mining that will ensure
the preservation of the forest and that mining activities will
only take place in a limited portion of the area while leaving
the larger reserve intact.

If ramped-up bauxite production can be achieved within the
existing environmental framework, establishing an integrat-
ed aluminium value chain will lower costs for infrastructure
extension while creating job opportunities for Ghanaians cur
rently dependent on the revenue from illegal gold extraction.
Minerals deals with China have a mixed performance histo-
ry in Africa, and Ghana — especially as China increases its
dominance in the country’s manganese sector — would be
wise to compare notes with the DRC where inadequately
detailed contracts and a dysfunctional oversight committee
drastically warped the balance of an already skewed min-
erals-forinfrastructure deal. As for overall diversification, a
slightly perceptible widening of the minerals portfolio will
not be enough to alter Ghana's dependence on gold, and
a few scattered gold exploration projects will not guarantee
the country’s place as the continental leader in production.
Rather, the government must resist complacency amid high
gold prices and take measures to bolster aggressive explo-
ration. Such measures include scrapping the GH¢500-million
minimum corporate investment requirement, abolishing the
VAT on exploration input, minimizing administrative bureau-
cracies in granting of mining licenses as well as decreasing
the annual licensing holding fees.

Ghana’s Push Towards
Modernization and Innovation

At the 10th WaCA Mining Summit & Expo in Ghana, 2019,
the Minister for Lands and Natural Resources, Kwaku As-
oma-Cheremeh, urged mining companies and service pro-
viders to adopt appropriate technology to improve the per
formance of the sector, emphasizing how innovation will
optimize operations and promote sustainable development
for the host community and the country at large. “Current-
ly, most of the mining in Ghana is on surface and we are
only now starting to transition to underground mining," said
Bashir Amed, VP production and development at Asante
Gold. “Compared to a country such as South Africa, Ghana
still has a long future in mining. | believe that mining will
become more challenging compared to what we are used
to, but the technologies to efficiently mine underground are
already available. Ghana still holds significant mining oppor
tunity and there are a lot of areas that have not yet been
explored.”

A handful of mines, such as Newmont's Subika mine and
AngloGold Ashanti's Obuasi mine, have already gone under
ground and mechanized part of their operations. However,
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Currently, most of the mining in Ghana is

on surface, and we are only now starting to
transition to underground mining. Compared
to a country such as South Africa, Ghana still has
a long future in mining. | believe that mining
will become more challenging compared to
what we are used to, but the technologies

to mine underground efficiently are already
available. Ghana still holds significant mining
opportunity, and there are a lot of areas that
have not yet been explored.

- Bashir Amed,
Vicepresident Production &
Development,

Asante Gold

"

mining innovation is driven primarily by safety concerns in
deep-level operations and, with some 70% of Ghana's oper-
ations comprised of open-pit mining, there has not been a lot
of incentive to innovate. Thus, it is easy to imagine a scenario
in which innovation is not perceived as a priority until the ma-
jority of surface reserves are exhausted. This would likely be
a mistake. The short-term benefits of modernization include
increased safety and, in some cases, higher profit margins.
But Ghana should look beyond the upcoming decade and in-
stead consider the long-term benefits of establishing itself
as a hub for innovation. Firstly, early-stage adoption of new
technology will facilitate large-scale remodeling of mines in
the future. The problem in South Africa is not the unavailabili-
ty of technology but that the mines' infrastructure often does
not allow for the implementation of innovative solutions. Sec-
ondly, a more pressing future need for innovation will raise
the issue of job losses as multiple mines mechanize and au-
tomate concurrently. A 2019 study published in Resources
Policy assessed the preparedness of mine stakeholders in
Ghana for the adoption of automated mining systems (AMS).
The study found that respondents generally had knowledge
of the technologies but expressed unwillingness to accept
AMS into Ghanaian mines due to fear of increased unem-
ployment. It was also revealed that 48% of undergraduate
and 75% of postgraduate mining courses in Ghana were fo-
cused on outdated technologies.

Lastly, Ghana has long held the position as the region’s hub
for knowledge and expats from Ghana are hired as operators
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and managers all over the continent. “In my opinion, Ghana
is still the country with the most expertise and experience
as well as a conducive environment for any investor,” said
Enoch Kusi-Yeboah, general manager, West Africa of Met-
so Minerals that provides equipment and services. “Other
countries in Africa, such as Senegal and Céte d'lvoire, are
significantly developing expertise within the mining industry,
but they are not there yet as they look up to Ghana in their
quest to build a sustainable industry.”

With Ghana as a blueprint, neighboring countries such as
Senegal, Burkina Faso and Ivory Coast are rapidly advancing
their mining skills. As these competitors offer more com-
petitive taxation regimes, it is crucial for Ghana to retain its
reputation as a source of expertise in West Africa. Thus, an
increasingly integrated mining cycle should be accompanied
by increased innovation in mines, refineries, smelters and ex-
ploration ventures. “We see a lot of new developments and
innovation in mining operations today — especially with the
government putting a significant amount of emphasis on try-
ing to maintain a good standard of safety.” said Rami Hamui,
managing director at safety equipment distributor R-CO.
Ghanaian-owned Asante Gold Corporation sets an example
with its green-gold Kubi project as it plans to implement the
untested technique Sustainable Mining by Drilling (SMD),
with potential to reduce the extraction costs by 50% com-
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pared to conventional mining methods. “The new SMD min-
ing technique is a two-stage drilling method that enables
direct mining of narrow deposits,” Amed said. “The SMD
method is being developed and commercialized by Anacon-
da Mining in collaboration with Memorial University of New-
foundland. The proposed SMD method has apparent huge
advantages over conventional narrow underground mining
techniques and appears well suited to the +5 g/mt Kubi pro-
ject mineralization.”

Asante announced in November 2019 that field crews had
exposed the Kubi main gold mineralization in preparation for
locating the initial SMD pilot hole collars.

Galamsey

In April 2019, Minister Kwaku Asomah- Kyeremeh announced
at a news conference that regular media reports of deaths
related to illegal mining or, galamsey, were now a thing of the
past. At the time of the conference, the ministry had confis-
cated 300 excavators nationwide and placed a ban on further
importation. The ministry ensured that those still engaging in
illegal mining would be arrested or deported if lacking Ghana-
ian citizenship.

The taming of its unruly mining landscape has been a long
struggle for Ghana's authorities. Following a decade of inten-
sified illegal mining, authorities issued a ban on small-scale
mining (ASM) in 2017 At the time, an estimated US$2.3
billion had been lost in government revenue the year prior
in addition to the widespread destruction of farmlands, for
ests and water bodies. The ban was eventually lifted in late
2018, after mounting pressure from the National Association
of Small Scale Miners that pointed to the US$551 million
of lost profit during the period of interrupted operations. A
long-term ban was never an option as some 30% of gold
revenue is estimated to come from the ASM sector, but the
government has been adamant in pointing out that the ban
still applies to illegal mining.

While the 1,200 arrests recorded in early 2018 have had a
temporary effect, the bare-knuckle approach to illegal mining
has been tried in numerous other countries, including DRC
and Zimbabwe, and consistently failed. Without a proper
plan for large-scale formalization of the sector — meaning the
training of, and granting of mining rights to, small-scale op-
erators — the estimated 200,000 illegal miners in Ghana will
recommence activities as soon as the most forceful govern-
ment efforts cease.

“"The ban on small-scale mining was the correct initial ap-
proach but not a long-term solution,” said Asubonteng. “That
is why the government followed up with the training of 4,500
illegal miners at the specialized mining university in Ghana
while also launching a community mining program. Nonethe-
less, the key to the success of any policy is its implementa-
tion. If a person is illegally mining in a remote area claiming
to have the right to a permit for community mining, the lo-
cals would not be able to stop him. Therefore, a monitoring
mechanism by the government is crucial to stop this from
happening.”
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This sentiment is echoed by Peter Quarm, director of lubri-
cant solution company Dutylex who stated that the govern-
ment has put regulation in place to ensure, for example, en-
vironmentally friendly mining practices, but the problem has
rather been “their implementation and enforcement.”

The government's attempt at a long-term solution is the Mul-
ti Sectorial Mining Integrated Project (MMIP). Launched in
Tarkwa in February 2018, the legal framework is based on
statutory enforcement, social interventions and technologi-
cal adaptations in the mining industry. Largely, its objective
is to regulate and assist ASMs and to improve the efficien-
cy of their operations. The MMIP is a more comprehensive
document compared to the more broad-stroked roadmap
the Inter-Ministerial Committee Against lllegal Mining ini-
tially presented. But critics have raised concerns about the
reliance on stakeholder funding - such as the US$50 million
donation approved by The World Bank in 2018 - which risks
undermining the autonomy of the government. To formulate
and implement measures to effectively address the problem
there is a need to understand the scale, scope, the locational
and operational attributes of illegal mining, and whether the
MMIP will be sufficient remains to be seen. Meanwhile, the
overall sustainable development of the country’s mining sec-
tor will inherently work to undermine the need for locals to
engage in illegal extraction. Community engagement has be-
come an increasingly integral part of mining operations and,
with the right type of practices, explorers and miners could
constitute a reckonable force in providing lawful employment
in local communities. If formalization becomes the norm,
SMEs will also benefit from the expertise and innovation of
service providers who have so far exclusively worked with
registered entities.
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The mining industry in Africa has realized the
benefits that come with innovation and the
industry is starting to become more open and
willing to adopt technologies. It does take a
while longer for these advancements to reach
West Africa, the mines are willing to adapt, and
the digitalization movement is on its way to the
region.

- Enoch Kusi-Yeboah,
General Manager Mining
Sales-West Africa,

Metso Ghana Limited

"

"We have made a strategic decision to not to focus on sup-
ply of drilling solutions to small scale mining now due to its
illegal elements and lack of compliance with Environmental
Protection Authority laws,” said Ernst Nsiah, managing di-
rector of EDM African Resources. “We prefer to deal with
registered mining companies such as Newmont, Golden Star
Resources, Gold Fields Ghana limited etc. We will howev-
er support properly registered and law-abiding small-scale
mines with, for example, our portable energy solutions.” ®
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Senegal

Population: 16,296,364 (UN 2019)

Land area: 192,530 sq km

Official Language: French

Capital: Dakar

Chief of State: President Macky Sall (since 2 April 2012)
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INTERVIEW

Dr.
Ousmane
Cisse

Technical Advisor
Ministry of Mines and Geology

In an era where West Africa is in-
creasingly opening up its mineral in-
dustry for international investment,
is there also increased collaboration
between countries in the region?

During the last decade, the focus in
West Africa has been to attract and
retain investment in its mineral indus-
try with various incentives such as tax
exemptions. However, mineral invest-
ment has not translated to a substan-
tial increase in governments’ revenues.
It is likely the race to the bottom has
touched rock bottom with regards to
gold as countries in West Africa all
share these concerns. Therefore, the
Economic Community of West Afri-
can States (ECOWAS) urges member
states to create a harmonious and reg-
ulated environment for the overall sus-
tainability of the region’s mining sector.
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But, | believe the cooperation among
countries can be increased further by
the creation of dedicated policy and
rules for specific minerals to the benefit
of the broad spectrum of opportunities
derived from mining. It is important to
cooperate in areas of innovation and
value-chain transformation in mining,
which is the Achilles’ heel of the region.

How has the 2016 mining code been
received by the sector? Are there
clauses which are subject to revi-
sion?

The 2016 mining code is the result of a
fouryear process aimed at modernizing
the Senegalese mining sector. The law
promotes human rights, gender equali-
ty, transparency and good governance,
introduces competitive tenders for the
issuing of mining titles, gives priority
to environmental obligations and social
responsibility and provides exemption
and advantages for investors. It seems
too early to introduce changes to the
law, but as a matter of living law the
practice could positively enrich the min-
ing code.

How is transparency ensured in the
Senegalese mining sector?

Senegal is a member of the Extractive
Industry Transparency Initiative (EITI)
since 2013. The EITI stipulates interna-
tional norms for the good governance
of oil, gas and mineral resources. Sen-
egal published its 2015, 2016 and 2017
EITI reports, making its EITI reporting
the most up-to-date in Africa in 2018.
Senegal has made swift progress
throughout the five years it has adhered
to the EITl norms and the country will
continue to build momentum towards
greater transparency and accountability
in the extractives sector.

While phosphate remains one of the
country’s biggest export items, gold
is becoming more important. What
is your prediction for the future of
Senegal’s gold sector, and are there
other minerals you believe will play
an increasingly prominent role?
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Senegal has a long phosphate and in-
dustrial minerals history. During the last
decades, the government has encour
aged foreign investment in the coun-
try’s mining industry, enacting an attrac-
tive mining code and providing as much
geological information as possible. The
effort has paid off as new discoveries
are being made. Most of grassroots
gold projects promise economic dis-
coveries. Today the exploitable resourc-
es are estimated to contain 1.63 million
oz of gold, with resources of 3.55 mil-
lon oz. But policies and regulations still
have to be introduced to tackle artisanal
and illegal gold mining.

Last year, you mentioned the need
for bolstering downstream capaci-
ties such as the creation of a phos-
phate-fertilizer sector. Are there any
such initiatives currently underway?
The creation of a phosphate-fertilizer
sector is still on the country's agenda.
There were challenges which delayed
the initiative, but quickly overcome by
the investors. Projects are on track.

What are the main competitive ad-
vantages of Senegal as a mining ju-
risdiction?

Senegal offers a stable political envi-
ronment and strong institutions with
growing opportunities for foreign in-
vestment. The country has a wealth of
diverse and unexploited mineral depos-
its. The mining code is a transparent,
predictable, simple, stable and non-dis-
criminatory mineral regime. The code
has been designed to reduce adminis-
trative formalities and to create a legal
environment based on the principles of
clarity, flexibility, competitiveness and
sustainability.

Do you have a final message for our
international readership?

There are a lot of reasons as to why
Senegal is fast becoming the new min-
ing investment destination, but there
are only three that matter; its geology,
its friendly investment framework and
its stable political environment. e
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Senegal

Does this hascent

jurisdiction have what it
takes to be the region’s
next great mining hub?

Speaking to Bloomberg TV at the 2014
World Economic Forum in Davos, Pres-
ident Macky Sall earmarked mining as
one of the country’s “pillars of devel-
opment.” As a key sector in the 2014
Plan for an Emerging Senegal (PES),
the mining industry would help drive
the economy to an average 7% GDP
growth rate during the upcoming dec-
ade. Accordingly, in 2018, the estimated
real GDP growth was 7%, down slight-
ly from an even more impressive 7.2%
in 2017 With this momentum recorded
since 2015 expected to continue into
2019 and 2020, Sall's re-election in ear
ly 2019 came as no surprise. Election
uncertainty now in the rearview, the
government is set to continue its mis-
sion to join the top seven largest gold
exporters in Africa, to diversify its min-
ing portfolio and to become a regional
mining hub.

Leveraging Political Actability to
Attract Investment

The revision of the mining code in 2017
followed the theme of numerous African
mining jurisdictions that have altered
regulations in the last few years. Em-
phasis was on increased government
revenue and greater benefits for local
communities as well as more stringent
environmental requirements. Most of
the changes introduced by charter bring
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Senegal in line with other West African
countries, and, despite some predicta-
ble pushback from the mining sector,
the charter is competitive so that Sen-
egal remains widely perceived as an in-
vestorfriendly jurisdiction. Like many of
its neighbors, Senegal is endowed with
vast mineral resources, ranging from
gold, phosphate, zircon and titanium to
iron ore and limestone. But what has
contributed more to Senegal’s status
as a rising star in West Africa is the na-
tion’s political stability.

"Although there are still some oppor
tunities, safety issues are obstructing
the development of countries such as
Mali and Burkina Faso,” said Cedric Fer
nandez, country manager at equipment
provider Saudequip. “Senegal has a
stable and safe environment, and | see
this as an opportunity for significant
growth for both the company and the
country.”

With mounting terrorism in countries
such as Nigeria, Niger, Burkina Faso,
Chad, Cameroon and Benin, Senegal
- which is among Africa’s most stable
countries, with three major peaceful
political transitions since independence
in 1960 — is likely to keep gaining popu-
larity. Sall comfortably won his second
term with 58.27% of the votes and an
unusually high voter turnout of 66.23%.
“The advantage of the reelection of
President Macky Sall is that it brings
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stability and reliability, which attracts
investment,” said Abdourahmane Diop,
general director at Labosol — AGTS.
"With the emerging oil and gas sector
in Senegal, we still hope to see invest-
ment into the mining industry.”

Since 2015, mining’s contribution to
GDP has been relatively steady at 2.5%,
with the majority of foreign investment
directed towards gold and phosphate.
Currently, gold represents more than
40% of total mining output, with sig-
nificant deposits in the southwestern
part of the country, while phosphate
production represented about 15% of
the sector in 2018.

Ramped-up Gold Production

The government's plan for Senegal to
join the world’s top gold producers is
far from a pipe dream. Senegal holds
almost double Mali's portion of the
gold-rich Birimian Greenstone Belt, and
the country’s gold output has increased
steadily in recent decades, with pro-
duction rising from 0.6 mt/y in 2005 to
4.4 mtfy in 2010 and more than 7 mt/y
in 2018. Located in southeast Sene-
gal near the Mali border, Teranga Gold
Corporation’s Sabodala gold mine is the
largest producing gold mine in the coun-
try and expected to produce over 1 mil-
lion oz of gold between 2018 and 2022.
Since the IPO in 2010, Sabodala has

109



EDITORIAL

EIE

We are predicting production
of approximately 50,000 oz per
year for at least four years.
During the production phase,
we Wwill reinvest funds into
resource drilling to expand
our resource and production
capabilities.

- Moussa Diba,
Exploration Manager,
Bassari Resources

"

produced some 1.7 million oz and has,
as of December 2018, an estimated
gold reserve of 2.4 million oz. Between
2018 and 2022, the mine is expected
to proffer a total of US$230 million in
free cash flow, which will be used to
advance Teranga's project pipeline. To
extend Sabodala’s production profile
at higher grade, Teranga announced in
December 2019 its intention to acquire
Massawa, one of the highest-grade
undeveloped open-pit gold projects in
Africa. Massawa is favorably situated
next to Sabodala with mineral deposits
within 30 km of Sabodala's existing pro-
cessing facility.

"By combining the two assets and
utilizing the Sabodala plant and infra-
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structure, we are targeting to create
a low-cost, high-grade gold complex,’
said president and CEO Richard Young.
“We anticipate that the opportunities
for synergies that come with combin-
ing the two properties will enable us
to build a top tier asset in Senegal and
accelerate Teranga's growth to mid-tier
status.”

In November 2019, the TSX-listed com-
pany also kicked off production at its
Wahgnion gold mine in Burkina Faso
ahead of schedule. "We will start to
realize the benefits of operating a sec-
ond mine in 2020 when Wahgnion is
expected to increase Teranga’s consol-
idated annual production to between
300,000 and 350,000 ounces, not
taking Massawa into account, Young
said. “Wahgnion's reserve base has
already grown by 40% since the initial
reserve estimate and in 2020 we plan
to embark on a multi-year exploration
and drilling program focused on highly
prospective targets within trucking dis-
tance of the plant.”

Close to the Sabodala mine, Toro Gold's
Mako mine became Senegal’'s second
gold producer when it commenced pro-
duction in January 2018. The low-cost,
high-margin mine produced 156,926 oz
of gold in 2018 and hosts a mineral re-
source of 1.24 million oz grading 1.89g/
mt Au, and an ore reserve of 928,000
oz grading 2.05g/mt Au. In July, Austral-
ia-based Resolute Mining announced
its acquisition of all the shares of Toro
Gold by way of takeover. The US$274
million-deal comprises US$130 million
in cash and US$142.5 million Reso-
lute shares. Resolute is targeting an-
nual average production from Mako of
140,000 oz at an all-in sustaining costs
of US$780/0z over a seven-year mine
life.

With the country’s second gold pro-
ducer up and running, Senegal nudges
closer to reaching the government’s
goal of an annual gold production of 18
mt/y by 2023. Additional projects are
also expected to come online shortly.
IAMGOLD, which also has a presence
in Burkina Faso, Mali and Guinea, car
ried out a feasibility study on its Boto
gold project in October 2018. From its
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beginning as a grassroots exploration
project, Boto now has an indicated
resource (including reserves) of 2.2
million oz. In a 2019 report, IAMGOLD
announced the completion of approxi-
mately 13,500 meters of diamond RC
drilling. The drilling program included
further resource delineation and evalu-
ation of potential resource expansions
adjacent to the Malikoundi design pit,
as well as condemnation drilling of
proposed infrastructure sites. The com-
pany also advanced its application for
a mining concession with the govern-
ment, with approval expected in the
second half of 2019.

Meanwhile, ASX-listed Bassari Re-
sources is sprinting to bring its Mak-
abingui gold project into production
in 2019. The project currently hosts a
mineral resource of 11.9 mt averaging
2.6 g/mt Au for a contained 1 million
oz of gold classified into the indicated
and inferred resource categories, with
158,000 oz classified as reserves. Bas-
sari Resources received the US$13
million loan approval for the project in
January 2019.

“Through the process, we have been
working closely with Coris Bank Inter
national who has now also set up an
office in Senegal,” said project manager
Andrew Goode. “We have been work-
ing with the bankers as much as we
have been working with our suppliers.
We are now in the process of finalizing
the construction of the mine, and we
expect to be in production by late 2019
or by the first quarter of 2020 Bassa-
ri sees Makabingui as the gateway to
more Birrimian riches and has already
conducted drilling in proximity to the
existing resource.

"We predict to produce approximately
50,000 oz/y for at least four years,” ex-
ploration manager Moussa Diba contin-
ued. “During the production phase we
will reinvest funds into resource drilling
to expand our resource and production
capabilities.”

Opportunities in Other Metals

The ministry has also expressed am-
bitions to improve the iron, zircon
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and phosphate sectors. At the end of
March 2019, I'Agence nationale de
la statistique et de la démographie
(ANSD) reported an increase in zircon
exports from 2.5 billion CFA francs in
March 2018 to 3.8 billion a year later.
The increase in 1.3 billion CFA francs is
equivalent to US$2.3 million and repre-
sents a rise of 53.4% in relative value.
The ministry has voiced aspirations to
become the world's 4th-largest zircon
producer by 2023, with an annual out-
put of 90,000 mt.

Senegal is already one of the world's
top phosphate producers, with produc-
tion reaching 2.4 million mt in 2017. Pro-
duction will soon increase as ASX-listed
Avenira’'s 80%-owned Baobab project
is set for expansion. The Baobab mine
started producing phosphate in Sep-
tember 2016, and Avenira completed a
feasibility study for expansion in March
2019. After expansion, the high-grade
phosphate rock mine will have a con-
centrate production capacity of 1 mt/y.
The final investment decision (FID) is
anticipated to be made in the first half
of 2020.

Senegal is also rich in iron-ore and lime-
stone. The southeastern part of the
country holds an estimated 750 million
mt of iron-ore reserves, and the govern-
ment is actively working on expanding
this area of mining. If successful, annu-
al production could be in the realm of
25 million mt, but so far, disputes be-
tween the government and companies
have hampered production. Abundant
reserves of limestone — estimated at
300 million mt — have made Senegal a
strategic provider of cement in the re-
gion.

“In other West African countries, lime-
stone reserves are limited,” said Luk
Haelterman, country manager of Dan-
gote Cement Senegal. “Cbéte d’lvoire,
for example, has a large number of
cement mills but no limestone quarry
available — this means that clinker must
be imported, which results in a higher
cement production cost.”

Senegal currently has considerable pro-
duction overcapacity across its three
cement factories, sitting at about 200%
of national consumption.
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"Approximately 75% of our products
are delivered to the local market in
Senegal and 25% of our products are
exported to Mali, Guinea Bissau and
Gambia,” Haelterman added.

A Mining Hub in the Making?

While Senegal has received a lot of
attention as an up-and-coming jurisdic-
tion, the country still has a lot of dig-
ging to do if seeking to compete or sur
pass more mature mining destinations.
Mining represented a mere 2.5% of
Senegal's GDP in 2018, and, although
the volumes are set to increase, the
greater mineral potential of the country
would need to be unlocked.

"In 2018, exploration activities in Sen-
egal were abundant and became an
important part of Geotec's business,”
said Jean-Christophe Andre, general
manager at consulting firm Geotec Afri-
que. “The country has, however, seen
a decline in greenfield exploration activ-
ities and in 2019, we have not had any
contracts within this space. It seems
as if mining companies have stopped
their exploration activities and are now
focused on production.”

In addition to the abovementioned
resources, Senegal has unexploited
mineral and metal reserves such as
platinum, copper, chromium, nickel
and decorative stones. As there are
relatively few producing mines in Sen-
egal, greenfield exploration is the way
forward to expand the sector. But as
juniors struggle to attract investors, a
perceptible uptake in exploration will
likely depend on commodity prices as
well as government initiatives to bol-
ster international entries.

"Senegal has a well-balanced society
with both social and political stability,”
said Mamadou Lamine Gueye, pres-
ident director general of freight for
warding company CSTT-AO. “This is a
considerable competitive advantage as
it bolsters investor confidence. If the
country continues on this stable path, |
am very optimistic about the opportuni-
ties for growth.”

A possible impediment to the develop-
ment of the sector is the government'’s
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Senegal plans to acquire two
new ports in Ndayane and
Bargny-Sendou to redirect
traffic from the autonomous
port of Dakar which is
currently near its limits and
Very congested.

- Vincent Bayiha Kodock,
Country Manager,
OMA Group

failure in resolving the growing issue
of illegal extraction of resources. This
issue is not specific to Senegal; Ghana,
Zimbabwe and the DRC are just a few
out of many countries struggling with
territorial conflicts, investor deterrence
and environmental destruction as a
conseqguence of illegal mining. In all of
these countries, efforts to formalize the
sector under legal frameworks and to
improve its environmental and health
practices have so far largely failed.
Often this is due to top-down policy
measures that make change complicat-
ed and burdensome for low-resource
miners.

The mining code has increased trans-
parency and introduced environmental
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safeguards that will underpin the sus-
tainable development of the sector.
The Senegalese government also acted
wisely when merely tweaking the ex-
isting regulation rather than completely
overhauling the existing regime. New
mining legislation is always a sound
of alarm to investors, but the govern-
ment included a stability clause pro-
viding that provisions of the new code
will only apply to mining titles acquired
after November 2016. This contrasts
sharply with other jurisdictions where,
following adaption periods of between
one and five years, the new legislation
has applied to existing holders of min-
ing titles.

In addition, the local content provisions
of the new code will hopefully remedy

12

the skills shortage that currently under
mine the spread of mining benefits to
the population, and companies are in-
creasingly engaging in the transfer of
skills voluntarily.

“Finding skilled labor in Senegal is a
huge challenge,” said Nicolas Turpin,
CEQO of SMT Senegal. “SMT has many
expats working for the company as we
sometimes have difficulties to find the
required profiles locally. Aware of this
reality, and willing to share Volvo's ex-
pertise, Volvo does provide proper train-
ing to our employees so that we can
best serve our customers.”

While the practice of empowerment
policies yields more cautionary tales
than best practices, Senegal has so far
avoided the pitfall of unrealistically ag-
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gressive local content laws. Yet, Sene-
gal is a young mining jurisdiction, and
the existing laws should be regarded
as a work in progress where improve-
ments can already be made.

"Although local content laws have been
better implemented in Senegal com-
pared to otherAfrican countries, the
laws and regulations are still burgeon-
ing,” said Mouhamed Kebe, partner at
law firm Geni & Kebe. “"The country
also has laws and provisions that in-
directly address local content, for in-
stance, in the last mining code, there
where provisions addressing the issue
of mining shares allocated to local com-
panies. The main challenges are firstly
to establish a very efficient local con-
tent policy and secondly to implement
this policy. The difficulty is that compa-
nies are not willing to give away the
proportion of shares requested by law,
but local companies do not necessarily
have the financial capacity to buy the
shares.”

The government’s infrastructure de-
velopment plans, mainly driven by the
need for meeting the requirements of
future oil production, will also benefit
the mining sector. The president’s plan
centers on 27 infrastructure projects
and 17 structural reforms aimed at at-
tracting foreign investments.

"Senegal plans to acquire two new
ports in Ndayane and Bargny-Sendou
to redirect traffic from the autonomous
port of Dakar which is currently near
its limits and very congested,” said Vin-
cent Bayiha Kodock, country manager
of logistics giant OMA Group. “The
Bargny port will be more dedicated
towards the mining industry and the
Ndanyane port will be geared towards
containers. This means that the traffic
at the Dakar port will be lightened and
this port will then be dedicated towards
the oil and gas industry.”

Senegal’s mining industry is in its infan-
cy and requires a great deal of develop-
ment. The greater agenda is to leverage
the country’s political stability to unlock
Senegal’s vast mineral potential and to
increase foreign investment in explora-
tion and production while also upgrad-
ing infrastructure and ensure compli-
ance with environmental regulation. e
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Population: 25,823,071

Land area: 318,003 sg km

Official Language: French (official), 60 native dialects of which Dioula is the most
widely spoken

Capital: Yamusukro

Currency: \West African CFA Franc

Chief of State: President Alassane Ouattara (since 4 December 2010)

GDP (PPP): $93.585 Billion (2018, base year: 2011)

Real GDP Annual Growth Rate: 7.433% (2018)

GDP per Capita (PPP): $4,199 (2018, base year: 2011)

Exports: Cocoa Beans 37%, Rubber 11%, Cocoa Paste 10%, Cocoa Butter 6% (2017)
Exports Partners: Netherlands 15%, France 9%, Germany 7.1%

Imports: Crude Petroleum 79%, Rice 4.1%, Non-Fillet Frozen Fish 3.4% (2017)
Imports Partners: China 20%, France 16%, Nigeria 8.1%

Trade Balance: Surplus of $179,495 as of September 2019

Inflation rate (Consumer price): 0.44 (2018)

Poverty Headcount ratio: 46.3%
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lvory Coast
Exploring a young and rapidly
developing jurisdiction

If West Africa has investors excited, Ivo-
ry Coast is at the center of their atten-
tion. With less than a decade gone by
since the civil war's end, the country is
one of the fastest-growing economies
on the continent, forecasted to expand
more than 7% in 2020 — a considerable
upward leap from the sub-Saharan av-
erage of 2.41% and the regional aver
age of 2.40%. Privatization, ambitious
infrastructure projects, improved ac-
cess to loans, a benign tax regime and
the cutting of red tape in the corporate
sphere have elevated Ivory Coast to
the top of African business indexes and
ramped up FDI 84% between 2015 and
2018. Reasons for excitement abound,
but Ivorians old enough to recall the
long reign of their first president, Félix
Houphouét-Boigny, might argue that a
too-spirited narrative strains credibility
as it echoes of the past.

In the three decades that followed in-
dependence in 1960, Ivory Coast was
heralded for its ethnic and religious har-
mony, and the words “economic boom,”
like now, escaped a million mouths.
Then, in 2002, an attempted military
coup split the nation in two. The armed
rebellion led to a five-year civil war fol-
lowed by resurgent armed conflict, hu-
man rights abuses and election-related
violence. As Ivory Coast edged its way
towards peace, the disputed 2010 elec-
tion of Alassane Ouattara resulted in a
second civil war that finally ended in
2011.

If today's situation is not a perfect mir
roring of a recent past, then it is a de-
cent reproduction. There is compelling
evidence that Ivory Coast faces a sus-
tainable economic boom, but the coun-
try’s turbulent history begs the question
of just how sandy the foundation might
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be. With general elections scheduled for
October 2020, we will perhaps be bet-
ter placed to answer this a year hence.

Election and Unhealed Scars

In a ceremonial speech in January 2019,
incumbent president Alassane Outtara
assured the lvorian people of a peaceful
outcome for the impending elections. “I
can tell you that 2020 will go well (...)
| assure you. If 2015 went well, why
would not 2020?"

In 2015, Ivory Coast did indeed see
a first peaceful election. Three years
after the end of the first civil war, the
country slipped back into conflict when
then-president Laurent Gbagbo rejected
the internationally recognized victory of
Ouattara. The entailing yearlong conflict
between the pro-Gbagbo Armed Forc-
es of the Republic of Ivory Coast and
the pro-Ouattara New Forces claimed
the life of more than 3,000 people and
displaced one million before ending in
Gbagbo's arrest, who was then turned
over to the International Criminal Court
for charges of war crimes. Amid wide-
spread international support in his ef-
forts to rebuild a wartorn Ivory Coast,
Ouattara won a peaceful re-election in
2015 in which he essentially ran unop-
posed thanks to a largely exiled or im-
prisoned opposition.

Yet, there are good reasons for why the
popular Ouattara needs to give assur
ances of peaceful electoral outcomes.
In an attempt to heal the political rifts
that led to the first civil war, an alliance
was struck in 2005 between President
Ouattara’'s Rassemblement des Repub-
licains (RDR) and former President Hen-
ri Konan Bedie's Parti Democratique de
la Cote d'lvoire (PDCI). But the strong
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political block that was meant to last
for generations, and ultimately helped
Quattara win the presidency in 2010
and 2015, was dissolved in 2018 when
Bedie announced his party’s withdrawal
- raising the possibility that Bedie could
emerge as a candidate himself. The ac-
rimonious divorce has brought worries
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The mining sector in Ivory
Coast is young, compared to
South Africa and Ghana, as we
decided years ago not to use
our mining resources. It was
a decision made by our first
president and | believe it was
the right one at the time, as
we diversified our rather than
solely focus on mining as some
African countries did.

- Marc Vincens Wabi,
Managing Partner,
Deloitte

"
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Hon.
Jean-
Claude
Kouassi

Minister of Mines and Geology
Ivory Coast

Ivory Coast has managed an almost
miraculous rebuilding after the Civil
War. What part has the mining indus-
try played in the economic recovery?
We are proud of the remarkable recov-
ery from the 2010 post-electoral crisis.
The mining sector's contribution to GDP
has increased this past decade from 2%
to 3% in 2018. While this is not substan-
tial, the mining industry has had a posi-
tive social impact. The 2014 mining code
placed an emphasis on socio-economic
development and committees for local
development of industrial mining pro-
jects and collected financial resources
to complete socio-economic projects
including schools, hospitals, water sup-
ply and roads repairs in remote areas
through contributions from mining com-
panies (0.5% of turnover).
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The 2014 Mining Code elevated Ivory
Coast to the top of numerous invest-
ment attractiveness indexes. Can you
outline the code’s key competitive as-
pects?

In 2018, 16 new exploration licenses
were granted while two permits were
relinquished - reaching 178 licenses
compared to 164 in 2017 while invest-
ment in the mining industry amounted
to approximately US$123 million. Conse-
quently, many prospects are being devel-
oped and taken into prefeasibility or fea-
sibility stages and greenfield exploration
has increased.

Key innovations introduced by the 2014
mining code include the introduction of
internationally recognized good govern-
ance practices such as the Kimberley
Process and the Extractive Industries
Transparency Initiative; expedited explo-
ration licensing (60 days) and extended
accumulative validity exploration period
from 7 to 10 years; stabilization of the
fiscal regime applicable during mine life;
as well as environmental safeguards.

The government has had some suc-
cess in controlling illegal mining but it
remains a widespread problem. What
is the government'’s strategy for 2020?
In 2013, the National Program for Ration-
alizing Gold Panning (PNRO) was estab-
lished with the aim of replacing illegal
miners with authorized small-scale min-
ers. We also offer support to local popu-
lations who suffer the repercussions of
illegal mining as well as restore the en-
vironmental damages. The program has
been successful. Five evacuation opera-
tions have been conducted resulting in
the closure of 667 sites throughout the
country, the arrest of hundreds of ille-
gal miners and the destruction/seizure
of weapons, ammunition, equipment,
chemicals and narcotics.

However, illegal mining remains a chal-
lenge and the Ministry continues this
program by awareness campaigns and
through its Mining Code Infringement
Brigade (BRICM). We have installed
practical field schools in Bozi, Katiendé
and Loboville to train nationals in safe
legal small-scale mining and we are
delimitating mineralized corridors coun-
trywide. Finally, we cooperate with and
draw from experiences of neighboring
countries.
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What is the government’s outlook on
future local content policy?

A local content policy is under devel-
opment with the support of the World
Bank. Meanwhile, we recognize that
strict local content laws may discourage
investment and have therefore decided
on a subtle approach.

Consequently, the policy is being drafted
in consultation with all stakeholders in-
cluding the private sector, the local civil
society (NGOs), and the local communi-
ties. In addition, a benchmark mission
has been organized in several neighbor
ing countries to take account of their
successes and failures. Shortly, the draft
local content policy document will be
made available covering local procure-
ment, employment and entrepreneur-
ship areas.

The country’s diamond industry has
benefitted from technological inno-
vation. To what extent are innovative
mining techniques adopted in other
segments and how can the govern-
ment further spur such initiatives?

| am not quite sure whether our diamond
industry has benefited greatly from tech-
nological innovation. Perhaps, this will
be achieved in the coming years, in the
interest of the sector and our people.
Regarding the other segments of the
mining sector, it is in the interest of
the industry to move toward innovative
techniques to increase productivity and
returns for local people and the govern-
ment.

The government can further encourage
such initiatives by, for instance, provid-
ing fiscal incentives for companies that
invest in innovative techniques. Accord-
ing to current regulation, the rate of roy-
alty decreases with the level of minerals
processing. This is a way for the govern-
ment to push for more innovative trans-
formation. Further measures will be tak-
en with the adoption of the new mining
development policy and its implementa-
tion scheme for the period 2020 — 2025.

Do you have a final message to our
international readership?

Cote d’'lvoire is a relatively nascent ju-
risdiction but endowed with remarkable
minerals potential. Our government and
people welcome all investors to share
and mutually benefit. ®
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about a turbulent 2020 election, especially as Laurent Gbagbo
is once again head of the Ivorian Popular Front after his acquit-
tal by the ICC in 2019. The changing dynamics have brought
speculations of both a three-front contest between Bedie,
Gbagbo and QOuattara — who is yet to disclose if he intends to
run for a third term — as well as a potential alliance between
Gbagbo's FPI and Bedie's PDCI.

While contending parties are hardly an election-time irregu-
larity in any non-authoritarian state, it is lvory Coast's histori-
cal divisions based on ethnicity, land and religion that prompt
worries that the slightest outbreak of a new crisis could deep-
en unhealed wounds and demolish recent achievements. Fol-
lowing the 1960 independence, Houphouet-Boigny’s promis-
es of fertile land to whoever was willing to farm had millions
of foreigners crossing the border from the parched surround-
ing areas. But the open-door policy, which transformed Ivory
Coast into a world-leading cocoa producer, fell short of the
long-term vision as millions of immigrants were barred from
citizenship. This heightened existing tensions between the
Muslim north and Christian south and eventually led to the
first civil war.

In 2013, Parliament passed a bill that facilitated access to cit-
izenship for foreigners and improved state regulation of land
ownership — sparking some optimism about more peaceful
future electoral outcomes. “In 2010-2011, the country was
largely destroyed but President Ouattara has transformed the
country since,” said Lazar Toure, general manager of mining
equipment provider Sofim. “Thus, | do not think that the 2020
election will have a detrimental effect on the country’s busi-
ness climate the way 2010 did as the nature of the conflict
has changed.”

The sentiment is echoed by Kouamé Klemet-N'Guessan, part-
ner at KSK Avocats.

“Recent history has shown that this country has the capacity
to overcome political crisis and get back to work as quickly as
possible.”

While there is justification for optimism — for example, the
election of Quattara, himself a northerner, is a testament
to progress made — the 2015 election, which was mostly a
plebiscite for the sitting president, was hardly a watershed
moment of democratic transformation, and the impressive
economic reforms pushed through by the technocratic lead-
ership have not been matched sufficiently by political change.
While the Ouattara administration has proven itself capable of
consolidating power in the recently unified state, its efficien-
cy is partly owed to the dominance of the presidency, which
simultaneously impairs horizontal and vertical accountability.
For example, in an ominous display of democratic retreat a
senate was inaugurated in April 2018 that lacked the support
of both the opposition and large swaths of the population. The
new upper house to the parliament — grandiosely referred to
by the president as a “chamber of wisdom"” but viewed as a
power grab by the opposition — will comprise 99 senators of
whom Quattara will appoint 33. The senate was created as
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part of constitutional reforms passed by referendum in 2016
through popular participation of a mere 42%. Consequently,
polls for electing senators were boycotted by the opposition,
leaving the ruling coalition to sweep up 50 of the available
66 seats. Most likely, the establishment of additional political
posts is a strategic move by Ouattara to quell discord in a co-
alition where the incumbent’s RDR party has been criticized
for wielding too much power.

A tightened grip on power could be Ouattara's way to hold
together a country in which the contours of citizenship and
political community remain dim. If so, it is likely a mistake.
Political exclusion risks amplifying the still-simmering notion
of “lvoirite,” an ethnically-tinged idea of Ivorian identity that
led to Ouattara being excluded from presidential elections
two decades ago and played a central role in the most recent
civil war. In addition, stability in Ivory Coast has mostly been
graded on a curve against neighbors with escalating incidents
of terrorism, but recent events suggest that that the coun-
try’s security situation is wobbly. In 2018, Ivory Coast suffered
successive waves of army mutinies by ex-rebel commmanders
and militia members who fought against the former Laurent
Gbagbo regime and were later funneled into the national
army. The members of this faction, who accounts for 8,400
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KSK is one of the leading law firms in public and private business
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finance, mining, energy, tax.
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of Ivory Coast's army of an estimated
24,000, have maintained prominent po-
sitions within the national security ap-
paratus. The mutiny, during which the
soldiers took the nation's second-larg-
est city hostage, ended peacefully with
the government agreeing to cut a hefty
check to compensate for unpaid bonus-
es promised years ago. Yet, the unrest
was a reminder that the leadership ig-
nores lingering grievances at its utmost
peril — and that violent answers to un-
attended questions are still the norm in
one of Africa's fastest-growing econo-
mies.

The Mining Sector (Better Title TK)

The cocoa-dominated economy of Ivory
Coast has long been criticized for over
dependence on the crop. Today, with
mining investors across the globe turn-
ing their eyes to the country, the mining
industry will benefit greatly from the
groundwork laid by a strong agricultur
al sector. “The mining sector in Ivory
Coast is young, compared to South Afri-
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ca and Ghana, as we decided years ago
not to use our mining resources,’ said
Marc Vincens Wabi, managing partner
at Deloitte. "It was a decision made by
our first president and | believe it was
the right one at the time, as we diversi-
fied rather than solely focus on mining
as some African countries did.”
Different from the hazardous dirt roads
that constitute a large portion of the re-
gion's transportation routes, paved high-
ways link the major political and eco-
nomic hubs of Ivory Coast — the result
of a post-war recovery strategy engi-
neered by the former central banker and
senior IMF official, Ouattara. Key drivers
of what has been called Ivory Coast’s
“second economic miracle” are more
transparent regulation for private invest-
ment, improved protection of property
rights and the acquisition of property,
the rationalization of administrative pro-
cedures, as well as the restructuring of
the private banking system. With FDI
continuously increasing since 2012, the
government's main objective is now to
diversify the economy.
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Diversification

The adoption of a new mining code in
2014 — widely considered one of the
most competitive on the continent —
marks a strategic economic shift as the
government attempts to diversify its
agriculture-based economy and better
exploit its long-neglected mineral en-
dowment. “The mining code brought
the mining industry in Ivory Coast to a
standard found in countries with ma-
ture mining industries such as Ghana,”
said Any Raymond, partner at AnyRay &
Partners. “Before 2014, there were no
mining conventions to be signed where
obligations were clear. The mining ac-
tors are more comfortable now than
they were before the code.”
The code introduced greater transpar
ency, restricted possibility of govern-
ment involvement in mining companies
as well as the slashing of the additional
profit tax previously payable by permit
holders at 7% of turnover. In 2017, sec-
tor revenue more than doubled to reach
539 billion CFA francs (US$1.02 billion),
120>>
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Christine
Logbo

President
Chamber of Mines

What are the challenges to the min-
ing industry in Ilvory Coast?

The mining code implemented in 2014
after three years of consultation and the
creation of the Ministry of Mines and
Geology have consolidated the sector’s
prominence and recent growth, facilitat-
ed by new reforms such as goods pro-
tection and the government'’s response
to illegal mining. Ivory Coast's attractive
legislation, stable infrastructure and
relative safety make it the mining des-
tination of choice. The Minister recently
met with leaders of the mining com-
panies based here for them to present
their vision and to assure their mutually
beneficial partnership. The challenge of
the upcoming 2020 elections may stall
investment if the country does not re-
spect the investment engagements tak-
ing place, which is unlikely.
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To what extent do foreign mining
companies contribute to the local
workforce?

The new mining convention includes a
recommendation for mines to contribute
to a fund of 25 million CFA that is allo-
cated to mining training to boost skills
of local employees. All the five operating
gold mines in Ivory Coast are headed
by a local managing director. The state
also invests in technical schools and
funds scholarships to send local stu-
dents abroad for further training as it an-
ticipates the upcoming boom in the in-
dustry. The challenge is promoting local
entrepreneurship in the sector to give
birth to local SMEs that provide mining
services.

What are the mains reasons that
there are more men than women in
the mine sector?

The workforce in the mining industry
in Céte d'lvoire is around 13,500 while
women represent under 1,500; the gap
is evident. Less than 1% of the annual
100-250 graduates specialising in mining
are woman and very few women are in
leading or managerial positions. How-
ever, as the sector gains prominence,
more women are likely to consider a ca-
reer in the industry as mining engineers,
for example, especially with the recent
technological advances and regulations
that ensure safety and development as
opposed to operations in a mine in the
1900s. We encourage women to take an
entrepreneurial role in the sector such
as leading a mining services company.
| am grateful that the new Ministry pri-
oritises women's role in mining and their
professional development.

Are companies and the government
focussing enough on innovative tech-
nologies?

SODEMI (the national company for min-
ing development) and BNETD (the Na-
tional Office for National Development)
already have a laboratory engaged in

INTERVIEW

new research for processing plants and
focussed on R&D. The goal is to have
sufficient technology to develop our
downstream capacity. Developing small
mines to serve the local market is also
an option whereby the jewellery sold
locally would be sourced from a local
mine.

What is the Ivory-Coast’s approach re-
garding illegal mining?

The Ministry of Mines and Geology tack-
les this issue by focusing on formalisa-
tion. Firstly, by providing security to the
mine sites by punishing infractions to
the mining code. Secondly, the Minis-
try has set up Chantiers Ecoles, to train
young Ivorians in the practice of respon-
sible mining. Three cohorts have already
been trained. Finally, the Ministry is in-
creasing consultation with neighboring
countries to define areas of collabora-
tion to reduce the regional impacts of
this problem.

What do you see as a more pressing
issue: focusing on gold or exploring
new minerals?

Exploration projects across all the iden-
tified reserves should be promoted. The
majority of mining companies at the
moment are focused on gold as are we.
However, some companies are under
taking exploration projects for copper,
manganese, lithium and diamond.

How strong is the domestic financial
capacity; could a local bank fund a
major mining operation?

Access to finance remains a challenge
across the region. We need to promote
a local market that facilitates the crea-
tion of local entrepreneurial projects.
The difference in currencies between
Anglophone and Francophone countries
exacerbates this problem. If one homo-
geneous currency is set up, it will allow
the diversification of the mining sector
since the exchange regulation stalls in-
vestment in the long run. e
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COTE D'IVOIRE IS NOW AFRICA'S FASTEST GROWING ECONOMY

Source: World Bank
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achieved mainly via exports of gold,
manganese and nickel.

By comparison to other mining juris-
dictions in the region, Ivory Coast has
chosen a soft approach to local content
laws. While governments still scramble
to find a balance between local content
and investor attractiveness, there is still
no tangible data suggesting that strict-
er policies bring more local benefits. As
expressed by Stanislas de Stabenrath,
CEO of X&M Suppliers, “Many compa-
nies already source from local suppliers,
reasoning that domestic growth will in-
crease local stock and supply capabili-
ties.”

The Ivorian government is currently de-
veloping a new local content framework
in collaboration with the World Bank,
but companies across the value chain
are in general confident that the gov-
ernment will continue to be prudent in
its approach. “It is not the government'’s
way to push international companies
for an equal partnership, but rather to
encourage them to include local parties
to contribute what they can,” said Wabi.
“That means approximately 20% local
content. Too much local content legisla-
tion deters investment, and it might not
be feasible to find local talent to that ex-
tent. If local content laws are enforced
too harshly, it might not be possible to
do business. One needs to rather put
incentives in place.”
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With the entire country underlain with
mostly unexplored parts of the prolific
Birimian Greenstone Belt, gold will re-
main the principal mining export with
major companies including Barrick Gold,
Toronto-listed Endeavour and Australia’s
Newcrest and Resolute Mining already
present. Production nearly doubled be-
tween 2013 and 2015, jumping from 13
mt to 23.5 mt, and the government has
set a target output of 30 mt by 2020.
Production will be further boosted as
first gold at Perseus Mining's Yaouré
project in Ivory Coast's north is sched-
uled for December 2020, increasing the
company's total annual production to
500,000 oz with all-in-site-costs (AISC)
below US$800/0z. The project, expect-
ed to produce gold in excess of 200,000
oz/y, is fully funded at a capital cost of
US$265 million. Perseus has also an-
nounced the potential to materially ex-
tend beyond current 8.5-year mine life
as a scoping study has demonstrated
the viability of underground mining.
Yaouré will become the company’s sec-
ond mine in the country after its Sissin-
gué project was fully developed in Jan-
uary 2018, currently producing between
70,000 and 90,000 oz of gold per year.

Gold production in West Africa is domi-
nated by larger players and the last year
has brought some significant merger
and acquisitions. One of the compa-
nies that has capitalized on the favora-
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The mining code brought

the mining industry in Cote
D'Ivoire to a standard found

in countries with mature
mining industries such as
Ghana. Before 2014 there were
no mining conventions to be
signed where obligations were
clear. The mining actors are
more comfortable now than
they were before the code.

- Any Raymond,
Partner,
AnyRay & Partners

"

ble pricing of exploration and develop-
ment-ready assets is Canadian-based
Roxgold with projects in Burkina Faso
and Ivory Coast.

“As a high margin producer, with a
strong technical team, we have the cash
flows and talent to jump on projects and
advance them up the value chain,” said
president and CEO John Dorward.
Roxgold acquired the Séguéla gold pro-
ject in April 2019 as part of a portfolio
comprised of 11 regional exploration
permits. The company currently has four
rigs turning at the project located 240
km northwest of Yamoussoukro and
expect to have a preliminary economic
assessment by H1 2020.
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"Séguéla is shaping up to be a very value accretive transac-
tion for us, having acquired the project for US$20 million earli-
er this year (and US$10 million upon production). We envision
the project as a straightforward open pit operation, targeting
the cornerstone Antenna deposit supplemented with feed
from the multitude of nearby satellite deposits, including:
Agouti, Ancien, Boulder, and P3."

While gold is expected to spearhead economic diversification
into mining, other minerals such as diamonds, iron, cobalt,
nickel and manganese have been identified by the govern-
ment as prospects. The mining code has already resulted in
ramped up production across the board, with manganese pro-
duction doubling from 2014 to 2018 to reach 600,000 mt/y,
and nickel production grew from zero to 800,000 mt/y over
the same period. However, Ivory Coast is still playing catch-up
with the overwhelming minerals investor interest and needs
to fill logistical gaps to exploit its riches properly. “There are
plans for base metal projects, however, we are facing infra-
structural issues with regards to transport and electricity,”
said Nouho Kone, general manager of NF Consult. “Diamond
and gold can be transported via air, but that is not the case for
nickel or manganese or any other base metal. They also re-
quire more electricity, which must be supplied for companies
to build nickel plants.”

While the country’s road network is one of the densest in
sub-Saharan Africa and supports the vast majority of domes-
tic freight, recurring conflict has caused maintenance to lag.
According to the World Bank, the years 2011 to 2015 saw a
total investment of US$2 billion into transport infrastructure,
and the government plans to allocate another US$7 billion be-
tween 2018 and 2023. Chief areas of investment include an
ambitious expansion of the Northern Highway, which already
connects Abidjan to Yamoussoukro, to other areas of econom-
ic importance; the extension of the road network connecting
the country’s rural and urban areas; and the construction of a
new container terminal, which is set for completion in 2020.
Part of the funds comes from the African Development Bank,
which recently returned to Abidjan after a decade-long exile in
Tunis forced by the civil war.

Ramping up power capacity has been high on the govern-
ment’s agenda, achieving a 56% hike to 2,200 MW between
2011 and 2018. With power demand having increased with an
average 10% in the last five years, the government plans to
invest US$20 billion to reach an annual output of 4,000 MW
by 2030. Plans are also set for diversifying the thermal-dom-
inated generation to include a larger share of hydropower,
biomass and solar.

The Ivorian economy shows no signs of slowing down, and
the government is confidently discussing the prospect of
the country joining the league of emerging economies by
2020. Depending on definitions, it could already be consid-
ered so. But the government'’s choice of “emergence” as its
mantra might be as good a predictor of the future as prodi-
gious growth numbers. While a wildly elusive term, “emerg-
ing economy” is a label typically based on a number of core
market indicators where economic inclusivity and social and
political makeup are, if featured at all, found at the bottom
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of the list. Although the government has taken some pains
to avoid a playback of the catastrophe that concluded the
country's first streak of post-colonial development — mainly
by promoting domestic processing of agricultural products
as well as extending road and electricity infrastructure to the
rural population (increasing from 33% to 54% coverage be-
tween 2011 and 2018) — the underplaying of the country as
a post-conflict nation risks diverting attention from the some
40% of the population still living below the poverty line, who
cannot afford to install electricity from the extended grid
and cannot take advantage of the broad highways running
through Abidjan. In addition, wage stagnation and high lev-
els of crime, corruption and unemployment among university
graduates are all flashpoints that should be prioritized over
international prestige.

There is no blanket answer as to what extent social liberal
reforms should be considered a decisive indicator of good
investment prospects. In China, another emerging economy
and champion of economic miracles, a large part of the pop-
ulation has been excluded from the capitalist dream, but, in
the tight grip of an authoritarian state, economic inequality is
unlikely to translate into violence. In Ivory Coast, where the
state has already demonstrated its inability to control the se-
curity apparatus and a neglected underclass is rife with frus-
tration, policies of social inclusion could spell the difference
between a recap and a new chapter in the nation’s history of
modernization. e

Ro) gold

West Africa’s Next
Multi-Asset Producer
Operating the high-grade Yaramoko

Gold Mine on the Houndé belt in
western Burkina Faso

Rapidly advancing the Segueéla Gold Project
in Cote d'lvoire towards a PEA in H1/20

Strong balance sheet and cashflow generation
provides liquidity and financial flexibility
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We would like to thank everyone who took time to share insights with us. Your knowledge
helped make this book possible. We extend our special gratitude to:

Mozambique
- Ministério dos Recursos Minerais e Energia (MIREME)
- Caris Chitlango

Angola
- Alexander Thomson-Payan, President, TGl Group

Ghana

- Hon. Minister Kwaku Asomah Cheremeh — Ministry of Lands and Natural Resources
- Sulemanu Koney, CEO — Ghana Chamber of Mines

- Alhaji Nantogma Abudulai, Managing Director — Neo Mining

South Africa

- Claude Baissac, CEO — Eunomix

- Roger Dixon, Corporate Consultant — SRK Consulting South Africa

- Eric Bruggeman, CEO —The South African Capital Equipment Export Council (SACEEC)

DRC

-Yves Madre, Partner — Deloitte
- Hassan Huachin

- Roelof, CEO at Jack Of All Trades

Ivory Coast

- Hon. Ministre Jean-Claude Kouassi — Ministere des Mines et de la Géologie

- Christine Logbo, Directeur Exécutif — Groupement Professionnel des Miniers de Cote d’lvoire
- Stanislas de Stabenrath, CEO — X&M Suppliers
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a Hyve event

Make an impact in 2021

Secure the best stand and sponsorship packages early

Maximum exposure 98? Be seen as a key industry player

Capture the attention %{3 Win new business and have
of the industry’s key players your own-deal making hub

Speak directly to your
target market

Rapidly increase
your contact base

ENQUIRE TODAY:
Contact Fred Noce | fred.noce@miningindaba.com | +1(619) 656 9263

TO CONTINUE THE CONVERSATION, FOLLOW US ON SOCIAL MEDIA
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