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The Ernst & Young business risk radar 
for mining and metals

The risks closest to the center of the radar are those that pose the greatest challenges to the mining 
and metals sector in 2013 and into 2014.
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The twin capital dilemmas of capital 
allocation and access to capital have 
rocketed to the top of the business 
risk list for mining and metals 
companies globally, up from number 
eight in 2012. These capital dilemmas 
are strategic risks that threaten the 
long-term growth prospects of the 
larger miners at one end of the sector, 
and the short-term survival of cash-
strapped juniors at the other end.

Risk 1a — Majors learning to balance 
shareholder demands with long-term 
growth strategies
For larger miners, the rapid decline in 
commodity prices in 2012, rampant cost 

 
a mismatch between miners’ long-term 

shareholders in the sector.

Many years of high growth in earnings, cash 

comfortable with the sector’s cyclical nature 
and its longer-term and often counter 

how to balance the demands of short-term 

longer-term returns. There is a profound 
risk that the decisions taken by mining and 
metals companies today could damage their 
growth prospects, destroying shareholder 

their balance sheets at 31 December 2012.

Risk 2 — Margin protection and 
productivity improvement 
A decade of higher prices has concealed the 

the sector. In 2012, the softening of 

escalating costs had a major impact on 

impairments and derating of company stock 

heralded an industry-wide directional 
change from growth for growth’s sake 

costs and capital allocation. 

survival
The dilemma for junior miners could not be 
more different. The dramatic and continuing 

caught in the middle, exposed to a fragile 

yield and low tolerance of risk.

The cash and working capital position of  
the industry’s smallest companies 

US$2 million — about 20% of listed mining 
companies across the main junior 
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The focus of risk 
has swung!
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Rising taxes and royalties, mandated 

the restriction of exports continue to spread 
across the globe. As resource nationalism 
has become more endemic, mining and 

managing this risk. There are some signs 

considered and cautious approach, but the 
mining and metals sector must continue to 

community.

Our newcomer — Threat of substitutes

being felt across North America. The US 
shale gas boom and the gas-for-coal 
substitution that has occurred was sudden 
and the impact unexpected, with global 

credible and looming threat of substitution 
for single commodity companies or 
companies where one commodity 

be seen when there are regulatory changes, 
commodity cost or supply issues, products 

substitution starts occurring, it is potentially 

shift in consumer habits.

Substitution has the capacity to radically 
and rapidly change their market should the 

examples include aluminium for steel; 
palladium for platinum; aluminium, plastics, 

copper; and pig iron for pure nickel.

Other top risks
Social license to operate has crept up the 

change, competition for water and the 
impact mining has on communities. Skills 

cancellation of new projects brings 

 

sees lower commodity prices testing the 

been absorbed by the sector, a record 
amount of construction is still in progress. 

stakeholders increase their call for a bigger 
piece of the pie despite lower margins, and 
infrastructure access continues to test the 

Some old faces in the crowd
Half of the risks that were present six years 
ago, remain as critical today. A sector 
participant’s ability to mitigate these 
challenges can mean the difference 

cyclical nature of the sector and the sector’s 

such as scarcity premiums for inputs or high 
producer currencies, will ultimately 

high costs will continue to take a toll on 
company margins until companies address 

costs and capital allocation. While the 
market has been rewarding any cost 

has been on the decline for nearly a decade, 

impacted the sector’s input to output ratio. 

early are increasingly turning their focus 

their capital structure, and more judicious 

companies are also focused on using 

 

to identify and employ better practices.

Risk 3 — Resource nationalism 

exceeded it in the urgency with which they 
need to be addressed, bumping it back to 
third place. In some respects, companies 

 
of resource nationalism as it becomes 

contrast to just 12 to 18 months ago when fast-tracking production 
and capacity constraints were top of the agenda.” 

Mike Elliott 
Global Mining & Metals Leader, Ernst & Young
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The top 10 business 
risks for mining and 
metals
Capital dilemmas — capital allocation and  
capital access

01

Volatility in the market has seen access to 
capital and its allocation catapulted to the 
number one risk ranking. For both majors 
and juniors they are being restricted from 

restricted access to capital and the majors 
through lack of permission to deploy it.

companies, the dilemma is how best to 
allocate capital. 
The industry has entered a new era of 

stakeholder demands with the ultimate 

shift in capital allocation strategies, with 
greater allocation of capital back to 
shareholders to offset falling short-term 

alike promise greater capital discipline,  

shareholder returns. This has created  

a mismatch between miners’ long-term 

Balanced communication with long-term 
messages will help to reach and attract 

transparency will ensure the trust of all 
shareholders. 

stay solvent. 

has created a capital desert for this 
segment of the market that has not been 
seen in a decade. The cash and working 
capital position of the industry’s smallest 

a cash position to wait for market conditions 

market expected. There is some hope in the 

projects.

Margin protection and productivity improvement 02
Softening commodity prices in an 

responded with sector-wide redundancies, 

market from growth for growth’s sake 

costs and capital allocation. 

to creep in during the period of high 

that existed a decade ago would yield major 

Resource nationalism 03
While still high on the risk radar, resource 
nationalism is not the surprise it once was 
and mining and metals companies are more 

participation in the sector. This may be by 

royalties. 
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The need for a social license to operate 

and metals sector. Its consistent midpoint 
ranking points to its importance, as well as 
an understanding of what managing this 

connected stakeholders and politicians who 
need to respond to general consensus. New 

anti-mining sentiment continues to 
proliferate against a backdrop of community 

Social license to operate04
and climate change concerns. Meanwhile, 

the gap between community expectations 
and existing laws with increased regulation. 

maintaining it is another. The key to both is 

The sector’s understanding of the potential 

infancy, suggesting a real opportunity for 

skilled talent has been slightly reduced by  
a number of mine closures and the 
cancellation of new projects, the long-term 
challenge remains. As supply increases 
(despite price reductions), the number of 
skilled workers also needs to increase.

saw the mining and metals sector 
experience layoffs at high-cost mines. As 

affect social license to operate, create 
brand damage, increase indirect costs and 

change, presenting the industry with a 
whole new set of challenges, longer-term 
demand for labor is still expected to trend 
steeply upwards. In fact, employment 

 
of workers from the sector.

Skills shortage05

of skilled talent can be addressed by 

approaches to access new pools of talent

existing skilled workers 
In the short term, mining and metals 

proposition to attract and retain staff.  
 

for the ongoing challenge of competing for 
skilled talent. Longer term, skill sets that 

will need to be met by an already thin-on-
the-ground industry.

While the footprint of resource nationalism 
has continued to expand, it has also come in 

export taxes and most recently the use of 

successful are building strong relationships 

mining and increasing the transparency of 

otherwise direct their projects from the 
threat of resource nationalism has also 



The business risk report Mining and metals 2013–20148

Price and currency volatility 06

will continue to test mining and metals 
companies for the next few years as the 
sector approaches supply-demand 

China and other rapid-growth economies — 
has outstripped supply for the best part of 
the past decade, fueling higher prices and 
encouraging new supply. As supply and 

longer lead times in changing production 

undercorrection in supply, causing increased 

throughout the next two to three years 

bumpy ride ahead. Short-term commodity 
hedging is sure to be a feature of managing 
this risk but, for most, the opportunity to 

Companies must consider potential price 
and currency outcomes well beyond current 

practice in the current climate will include 
measuring uncertainties, probabilities  
and the impact of decisions on expected 

planning

change the corporate risk appetite

risk

the opportunity to commence a hedging 

Capital project execution 07

projects being canceled, with others 

the scarcity of project inputs. While the 

projects still challenges the sector — will 
there be more failures?
A key characteristic of how mining and 

portfolio management, project selection, 

strategic risk management — critical in 
today’s world. An accompanying focus on 
prudent project selection and planning is 

and contingency planning, to name a few. 

popular terms within the sector’s capital 

more emphasis be placed on understanding 

pressure from shareholders, future mega 

reassessment throughout the project life 

08

and higher costs. Stakeholder expectations 

need to be reset to the new market 
conditions and lower base of distributable 

new reality. 
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With mining and metals companies turning 
to new deposits in frontier countries, the 
lack of infrastructure is a substantial hurdle. 
High costs and capital constraints are 
creating an infrastructure funding gap 

able to fund all of the mining infrastructure 
needs. 

considering selling stakes in infrastructure 
assets. 

Infrastructure access09
Newcomers include non-traditional 

emerging countries and usually with 

showing an interest and institutional 

the control of infrastructure, the 
infrastructure challenge looks set to 
change, and in so doing, a whole new set of 

Ultimately, a new model of risk transfer and 
retention will be necessary to unlock the 

A newcomer to the top 10, substitution has 
the potential to be a game changer if your 
product is impacted. It has already 
dramatically transformed the US coal 

change other commodity markets, should 

 

threat, especially when the commodity’s 
recent price has been high or there is a 

It is critical to respond to early indicators of 

Threat of substitution10
a commodity threat — such as new or 

Mining and metals companies need to stay 

responses. Building risk management to 
deal with this risk into current strategies 

highlights the importance of monitoring 
interdependent sectors.

criticism of management and board 

2013 has seen a period of record industrial 
disputation and expansion of resource 
nationalism that sought to secure a large 
slice of a shrinking pie.

manage stakeholder expectations. 

for real wage increases as a trade-off or 

obtaining acceleration in regulatory 

demands and are renegotiating supply 
agreements. This entails the relationship 
focus to switch from short-term outcomes 
to exploit scarcity to a longer-term, more 
strategic one. 
While stakeholder demands will naturally 

communicate with their stakeholders to 
bring that rebalancing forward will create 

does not sow the seeds of stakeholder 

mineral prices.
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The top 10 
business risks
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Dilemma A — Capital 
allocation 
The mantra over the past decade 
has been one of fastest, largest, 
smartest, underpinned by a then-

and sustainability of Chinese demand 
and an investor preference for 
organizations with the strongest 
growth pipelines. With increasing 
Asian demand outstripping supply, 
growth was the goal of most in the 
mining and metals sector. It stood to 

dominated by M&A (buy) to increase 
exposure to growth as rapidly as 
possible. As much of this was funded 

of this priority. The sharp recovery 

the preference in allocating capital to 
organic growth (build) projects.

bidding up the cost of constructing many 
simultaneous projects and closed the supply 

we enter a new era of focus on margin 

The industry’s decision-makers face a 

The perfect storm 
2012 and 2013 has represented a point of 
dislocation and disruption for the mining 
and metals industry. Weaker metal prices, 

simultaneously been ploughed into major 

return on many of these projects. Lower 

concern for credit ratings agencies and 

for increased capital returns without a 

management. 

 
only be truly assessed in the fullness of 

announced in the 2012 reporting season. 
Around US$30 billion2 of asset impairments 
were recorded in the December 2012 
reporting season by the top six majors 
alone. The impairments represented the 

challenges, and underestimated cost and 

Changing of the guard
Beyond the multibillion-dollar write-downs, 

largest companies, including BHP Billiton, 
Rio Tinto, Anglo American, Newmont 

reputation for focus on cost control and 

also in response to the need for a different 
style of leadership to satisfy the market’s 
demand for discipline and focus on cash 

2. Ernst & Young research, company reports.

(8 in 2012) 
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Humbled and disciplined
 

a wholesale shift in rhetoric, declaring 
greater capital discipline, a commitment to 

example, has pledged focus, discipline  

highest returning assets, and a well-

2014.3

as the right person to lead BHP Billiton in a 
4 He outlined 

of importance.5 

It is not that the large miners cannot 

Lee Downham
Global Mining & Metals Transactions Leader, 

Ernst & Young

term, shareholders are expressing their 

A capital strike — but at 
what cost?
Widespread cutbacks in growth capex were 
also announced, which, along with other 

taken by Vale highlight the complexity and 
scale of the capital allocation challenge. 
Vale announced its intention to suspend its 
Rio Colorado potash project due to 
escalating capital costs that rendered the 
project no longer in line with Vale’s 
commitment to discipline in capital 
allocation.6

disappointment with the decision has been 
well documented. Companies must manage 

shareholders but also of their multiple 

project stakeholders, from mine engineers 
and business unit heads to host 

agendas. 

can’t be penny-wise and pound-foolish. 

operate are critical to earning returns on 

reputation.”7

Divesting to reinvest

and recycle capital away from high-cost 
assets and into high-performing ones. 

expect to see underperforming, high-cost or 
high-risk assets being marked for disposal 

reallocate capital. 

all about limited access to capital, while for the 
larger players, who can raise low-cost debt with 

3. Rio Tinto FY results presentation, 25 February 2013.

BHP Billiton press release, 20 February 2013.

outperformance,” Morgan Stanley, 1 March 2013. Reuters, 11 March 2013.

Total shareholder return — global miners vs. all sectors and base metals
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Structural change demanded

structural shift in capital allocation 
strategies that would see an increase in 

high-risk M&A or low-returning capex. 
Underpinning this is a concern that the 
current assurances by management are 

allocation of capital to shareholders, it will 
be important that the performance 

There is concern that the pendulum may 
swing too far, raising the possibility of 

in new supply, as traditional capital 

long lead exploration funding. There is 
profound risk that the decisions taken by 
mining and metals companies today could 

 

production, with supply now catching up 
with demand. It is forecast that supply will 
exceed demand for the period 2014 to 
2016. With a market in a short-term frame 
of mind and as spot pricing will remain soft, 
there will be little appetite for capital 
allocation to new copper production. There 

Short-term gains versus long-
term growth

been top of the agenda for boards, whether 
we look at capital allocation priorities in 
2007 or 2013. The mining and metals 

irreconcilable mismatch between the 

of shareholders. 

lower-cost, higher-margin projects — 
something that the market may not be fully 

sector. 

Comments by Cynthia Carroll, outgoing 

8

challenge that mining and metals 
companies face in 2013. 

production from 2017. The projects 

construction today.

Furthermore, competition is emerging from 

wealth funds and state-owned entities 

stronger position to make long-term, 

that are being put up for sale) for those  
with the capital, appetite and ability to do 
deals, which may also include well-

risk that when the time comes for them to 
return to the deal table, the cost of capital 

peak and with capital management likely to 

in 2013, those who best manage the 
short-term needs of shareholders with 

winners. 

patient,” Mining Journal, 28 March 2013. “BlackRock cuts BHP 
Bloomberg, 

29 March 2012.

“ Some of the decisions (companies) are 

term strategy but are you going to make 
money from it in the next three years, 

Blackrock

Anglo American

“ It’s not an industry where you can react 

yesterday. The (industry) context has 
changed (and) may be the shareholder 
base must also change. It will need 
more time and patience.”
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Demonstrate discipline and rigor 

risk against expected return

and assumptions

internal lobbying

Consider all the scenarios on a consistent basis
Undertake forward-looking scenario testing

impact, not in isolation

consider selling infrastructure or contract mining 

Build in options

destination of capital outlays

optionality

Steps companies can take to 
manage this risk — translating 
promises into action
Discipline and rigor needs to be exercised 
when making capital decisions, perhaps 

processes and the underlying factors that 

means for the short- and long-term 
prospects of the company. 

The market has also changed. Many years 

to the sector. This is incongruent with a 

operating asset for 25 years or longer. This 

demands of short-term shareholders with 

Balanced reporting that ensures the right 
long-term messages reach the longer-term 

 
the exits. 

To this end, greater transparency in 

regains the trust of its shareholders. 
Stakeholder relations need to be carefully 

consistency of messaging and the 

being applied across all decision-making 
processes. 

But, importantly, management must be 
mindful of not suffocating decisions through 
too much process. The experience of strong 
management teams should not go unheard, 
a combination of art and science is key in 
making capital decisions. 

Companies that display best practice 
approaches to capital allocation, and 

outlined in the section below.
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Dilemma B — Access to 
capital
Access to capital has become  
a divided issue in 2012 and 2013.  
At one extreme, investment-grade 
producers have taken advantage of 
unprecedented demand in the bond 
markets to raise record proceeds 
with historically low coupons. At the 
other, the dramatic and continuing 
sell-off in the equity markets has 
critically impacted the availability 
of capital for the junior end of the 
market. Somewhere in the middle 
sit the advanced juniors and mid-
tier producers, exposed to a fragile 
balancing act between investors’ 
thirst for yield and tolerance of risk. 
The unhappy upshot of this situation 
is that access to capital has become 
critically restricted for those most  
in need. 

Juniors in crisis
Ernst & Young’s two sector indices, Mining 
Eye and Canadian Mining Eye, which track 
the performance of junior mining stocks on 
AIM and Toronto’s main and Venture 

 
 

18 months.

near-term, high-yield opportunities, which 
the early stage junior mining sector simply 

commodity prices. Instead, they are taking 
a step back, wait and see approach, opting 
to stay absent from the sector in the 
short-term rather than make long-term 
adjustments to their return expectations. 

because junior mining companies cannot 
afford to take the same wait it out 
approach. The exploration sector faces 
escalating operational costs and 
challenges in 2013. Projects are 
increasingly located in frontier 
geographies, which can bring heightened 
geopolitical risk, infrastructure challenges 
and operating costs. Exploration and 

complexity, while projects are increasing 

uncertainty and lengthy arbitration processes 
are depressingly common, making for an 

projects are changing.

outcome.

The demise of risk capital

starkly illustrated by the near unprecedented 

 
 

towards the sector.

 
exploration companies listed on the Toronto, 
TSX-Venture, Australian and AIM stock 
exchanges fell by nearly 30% in 2012 

 

companies raised less than US$1 million.  

Paul Murphy
 

Ernst & Young

of opportunity to issue can be 
small, so you need to be ready 
to go when it opens up.”

Relative performance of mining stocks (2012–13)
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into the market signals the prospect of 

the near term. This is also supported by the 

high-cost desperation (last resort) funding 

With risk capital likely to stay absent 

rather than growth capital. Those with 
non-core assets are making disposals to 

their peers to share risks and costs, or 

the sector altogether. 

 
of the industry is a process of natural 

Critical cash
The cash and working capital positions of 
the industry’s smallest companies further 

less than US$2 million (which account for 

the main junior exchanges1) had, on 
 

mining companies listed on the TSX Venture 
Exchange had less than US$500,000 — 

of 2013 to restore widespread working 

There is some hope
There is a healthier picture for the more 

It has transpired that non-traditional 

2012.2

competition for capital between companies, 

cost attached. Such funding sources include 

and non-syndicated loans. Strategic 
secondary listings are still being pursued, 

fundraising through a widened shareholder 

also being canceled where poor trading 

1. Based on reported cash balances of companies listed on  
the Toronto, TSX Venture, Australian and AIM exchanges.  

metals,” Ernst & Young, 2013.
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undertaken by the majors in 2013. 

opportunities, but for deals to be done, 

The longer-term, industry-wide implications 

exploration should not be ignored. But the 

the coming months.

Quality in quantity — record 
investment-grade debt

the major producers. Such was the demand 

companies issued new debt at yields near  
or below where their existing debt was 
trading. Mining and metals companies  

the repurchase of existing bonds, locking in 
lower coupons and extending maturities. 

sectors) remains strong. This fall in 

need or desire among the mining majors to 
raise further debt, rather than any 

Access to capital is not at the top of the risk 

putting existing capital to better work. 

The mid-tiers — in demand but 
vulnerable

saw a 22% y-o-y increase to US$132 billion 
3 a trend matched in the mining 

and metals sector with US$6.8 billion  
of bond issues accounting for 30% of  
all proceeds raised (compared with  
US$5.8 billion, accounting for 15% in  

 
in an otherwise capital-constrained 

 
Thomson Reuters, 2013.

4. Bank of America Merrill Lynch US High Yield Corporate  
Metals & Mining index.

of the crisis,4

the mining and metals sector, which has 
enabled mid-tier companies to raise capital 

increased risk attached to this asset class.  
A weakening of the economic outlook could 

heightening the risk of increased cost of 
capital for companies. 

companies needing to raise capital at 

 
In 2012, windows of opportunity to issue 

these opportunities were issuers who had 
pre-prepared and marketed their 
documentation.

US corporate bond yields — investment grade and high yield  
(BofA ML)

Average spreads on corporate to treasury bonds — investment 
grade vs. speculative grade (Thomson Reuters)
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Steps mining and metals companies can take to respond to this risk

The challenge for junior companies is primarily one of knowledge, 

market
Understanding the short- and long-term implications of 
different funding types and their real costs
Competing for funds from a limited pool of increasingly 

transacting on the best terms

Explore and assess all options — do they meet short and 

all stakeholders, now and in the future? Is the trade-off between 

acceptable? What doors do they open or close to further 
funding?

funding

If choosing to sell assets, consider selling early or face urgent 
seller documentation

longer be appropriate
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 Capital allocationand access

High costs continue to take a toll on 
company margins, forcing a shift in 
industry mindsets from growth for 
growth’s sake towards long-term 
optimization of operating costs and 

capital allocation. According to Rio 

cost base has risen by an average of 
US$2 billion a year since 2009.1 

Value creation is not about absolute 

scarcity premiums for inputs or the 

currencies, will self-correct as mineral 

better than their peers.

Reacting to falling prices
The decade of higher prices has led to a 

Drivers

1 Falls in mineral prices as supply has 
closed the gap on demand

The LMEX index (basket of LME base metals’ prices) 
2

2 Scarcity premiums in the costs of inputs
since 2008.3

3 Falling grades
now <4%.

4 capital and labor
4 

5 Poor capital project execution
50% of all projects.5

6 currencies
The Australian dollar, Canadian dollar and Chilean 

between 2005 and 2012.6

7
Lack of cost containment discipline

growth in the future cost base.

reduce production from high-cost mines 
and brutally strip out operating costs.

Similarly, the marketing departments of  

structural situations of supply demand 
balance for much of a decade. As one coal 

than 100 people weeks to reduce costs by 
‘a dollar a ton,’ but one marketing person 

negotiation.” 

Unwinding scarcity premiums

workers, tyres, sulfuric acid, port access or 
construction contractors, and the only way 
to secure supply has been to pay the 

looking to renegotiate their long-term 

built strong margins, take some of the 

into these arrangements should be a 
priority. BHP Billiton has launched a global 
campaign to renegotiate contracts with 
suppliers and contractors to adjust prices to 

7 The 

supplier base.

Cutting off uneconomic grade
Mining and metals producers are not known 
for their speed to react to new price signals, 
although the juniors in the sector are more 
nimble. A robust market allows miners to do 

mine plan, determine cutoff grades, 

miners need to be able to reset their cutoff 
grades to remain economic. The speed and 

1. “Drilling down and polishing up,” The Australian Financial 
Review
Management Pty Limited. 
2. Thomson Datastream accessed 14 May 2013.

Australian 
Business News, 19 April 2013.

Metal Bulletin, 2 May 2013. 
6. “XE Currency Charts,” www.xe.com, accessed on 8 May 2013.

7. “Frightful new realities of mining,” The Australian Financial 
Review
Management Pty Limited.
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Nathan Roost 
Mining & Metals Advisory Partner, 

Ernst & Young Australia

“ High mineral prices concealed the impact of rampant cost 

addressed.”

The cost of not addressing 
costs
In 2012 escalating costs had a major 
impact on bottom lines, resulting in 

stock prices. With prices losing scarcity 

cost despite rewarding this in 2005 to 2008 

adept at cost control.

industry-wide directional change ingraining 

industry ethos. With this comes a new 
generation of leaders who are expected to 
champion being at the “bottom of costs  
per mined tonne and at the upper ranges  

 
8 

Companies that successfully refocus on 

opportunities when — true to the industry’s 

returns.

Languishing productivity 
plagues the industry

race for growth. 

industry’s input to output ratio. According 
to the Australian Bureau of Statistics (ABS), 
Australia’s unadjusted multifactor 

declined 33% during 2000 to 2010.10 

management structures, industrial action 

greater insourcing to gain greater control of 

operations allowing focus on operational 

(indirect) mine workers from the past  
10 years

8. “Drilling down and polishing up,” The Australian Financial 
Review
Management Pty Limited. boss,” www.miningaustralia.com.au (construction material mining).

Labor Capital

Australia -4.02 -1.41 -1.99

US 0.66 -2.25 -1.68

Canada -2.21 -0.28 -1.07

Average annual growth in productivity (%) during 2000–07

Mark Cutifani  
CEO, Anglo American 

“ The mining industry is decades behind 
other parts of the economy on 

 
In the mining industry, we’re some  
20 to 30 years behind other more 

9

Mining labor productivity has declined by roughly 50% since 2001
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trade-offs in labor negotiations
Better use of operational data and 

Greater empowerment of workers to 
challenge and redesign processes that 

factors, such as the long lead times 

technology to name but a few. In addition, 

optimum mix of labor and capital as many 

production in response to demand 
uncertainties. 

and more capital to the challenge to 
increase production, rather than looking to 

example, with falling copper grades, 

truck performance from 2006 to 2012, the 

inputs.11

true capital needs and applying fresh 

“under-trucked”

tolerance for dilution

mature mines
Better use of operational data and 

interaction and better training and 

Continued de-bottlenecking
Risk transfer to third-party owners of 
assets
Rebalancing product chains to better 

integrated logistics

solutions across the sector

management
A renewed focus on continuous process 

Six Sigma

Refocus innovation — from 
supply growth to productivity 
enhancement

mining and metals sector has been focused 

substitution of capital for labor in response 
to a growing skills shortage.

With a contemporary need to increase 

inputs, as well as doing what we currently 
do better. 

suppliers, rather than rely on  
in-house labs

increase speed to market

than a capability looking for a need

Data the new fuel for 
productivity 

Wi-Fi and wired networks, mine planning 
models and performance reporting. 
Increasingly, this data is supporting 

monitoring, automation, machine 
telemetry, proximity detection and remote 
blasting. 

The mining and metals industry does not 

collection is generally single purpose. 
As the industry enters an era of big data, 

studies and process mapping of old. For 
example, data can also be gathered to 

best practices of which can then be 

11. Ernst & Young research, 2013.
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The right skill set to maximize 
new technology

tasks for the rapidly installed technology 

allows for the reassessment and retraining 

technology in the world, but if the people 
do not buy into the technology, if the people 
do not know how to operate the technology 
and do not support the technology, then 
you’re setting yourself up for failure.”11 

Required policy initiatives
The scale and complexity of new capital 

failure and stakeholders misalignment. 

ownership responsibility to foster 

framework for industrial relations and need 

microeconomic reform must address these 

Outlook

announcements were rife in 2012 and 
2013, including industry-wide layoffs, mine 

will mean some relief in terms of rising 
costs, although cost pressures are unlikely 
to abate in a hurry. Meanwhile, the present 
austerity in the mining and metals industry 
is said to be laying the groundwork for the 
next upturn, calling for balanced cost cuts 
and controlled growth. Margin protection, 

costs, and a renewed focus on operational 

Going forward, the industry is expected to 
adopt a strong operating focus as 

communicating these), the remaining 

lowest possible cost per tonne of metal sold 

(exploration, planning, scheduling, drilling 
blasting, loading and hauling rock). The 

upstream processes. How this information 

11. “The future of automation,” Mining Australia, 11 December 2012.
12. “BHP Billiton presentation to the 2013 Bank of America  
Merril Lynch Global Metals, Mining & Steel Conference,”  
BHP Billiton, 14 May 2013.

Steps mining and metals companies can take to respond to this risk

Focus on sustainable cost reduction programs

 
sale or leaseback

 
economies of scale

Reduce indirect workers

Ensure greater multi-skilling
Use operational data for benchmarking performance

Increase automation

Andrew Mackenzie  

CEO, BHP Billiton 

“ 
expand margins and increase returns in 
the absence of higher prices.”12
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4. Social license to operate

3. Resources nationalism

2. M
argin protection and
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ent1.

 Capital allocationand access

As capital expenditure is reined in 
and mining and metals companies 
focus on managing their costs and 
increasing productivity, it is possible 
governments will retreat from 
rampant tax policy changes and 
promote initiatives to attract mining 
investment.

forms of resource nationalism — mandated 

restriction of exports, and increasing taxes 

A growing number of countries are either 
implementing or considering policies 

resources to the country. These range from 
rather extreme policies in countries such as 

considered approach by jurisdictions such 

Ghana and Poland. 

Beneficiation Government ownership Taxes/royalties

2008 2009 2010 2011 2012

Type of resource nationalism
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Andrew Miller 
Global Mining & Metals Tax Leader,  

Ernst & Young

rich countries, and while it continues to be a major 

where it no longer is the surprise it once was, and 
companies are getting better at managing this risk.”

nationalism is out of kilter with mining and 

prices are promoting a more cautious 
approach to large-scale projects. With 
greater demands from shareholders to 

companies are delaying mining and metals 
projects or canceling them all together. 

As a result, there are already early signs 
that there has been a retreat on some of 

that mining companies pay on minerals 

the mining rules changed.1 In Guinea, the 

by lowering some taxes in order to boost 

falling from 35% to 30% and the bauxite tax 
from 0.55% to 0.15% of the international 
market price for aluminium.2 

That said, it is unlikely that resource 

look to companies to fund the shortfall in 

It is also often at this point — just before an 

the sector.

considered measures to increase their 

participation in mining and metals projects. 

 Mongolia — Legislation was proposed to 

mineral projects as well as the right to 
specify output targets regardless of 
market demand.3 The Mongolian 

Tolgoi — it presently has a 34% stake but  
is excluded from the running of the 

increased participation by domestic 
businesses and greater transparency in 
supplier selection.4

 Argentina

it has struggled to protect a shrinking 
trade surplus despite implementing 
import restrictions. Draft laws submitted 
by the local authorities in 2012 led to the 

5

 Burkina Faso — A new mining code will be 
put before the National Assembly in 2013 

company in return for payment at the 
market rate. This is in addition to the 
State’s free 10% holding that the current 

the sector.6

 Bolivia — Mining reforms introduced by 

their current concessions and shared risk 

a majority stake or, in the absence of that, 
7

 Democratic Republic of Congo — The 

and a bigger stake in projects.8

countries are consistent in their desire to 

exercise this policy aim through state 
ownership of domestic resources and to 

state-owned mining and metals companies. 

production.

in the regulation of mining and metals. It 

minerals. The national interest can best be 

host nation. 

State-owned mining and metal companies 

manage, thereby potentially reducing the 
country’s return on its natural assets. Such 
mismanagement often occurs because 

a dynamic world. 

Mining Weekly, 15 March 2013.

Global Insight, 10 April 2013.

3. “Mongolia’s mining laws threaten biggest coal project,” 
MineWeb, 

matters into its own hands,” Mining.com, 4 February 2013.

business climate,” Mining.com
6. “Burkina Faso promises new mining in 2013,” Global Insight,  

Reuters, 
24 August 2012.

Reuters
Mining Weekly
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a long time to pay off, and if commodity 
prices decline, the timeline can extend 

and metals projects when there are 
9 This is 

commodity prices.

For mining and metals companies, 

necessitate strong stakeholder 

for all stakeholders, all of which needs to be 

Increasingly, countries are also seeking to 

products as opposed to the raw materials. 

projects that will ensure there is a greater 

done in Guinea.10

South Africa and Indonesia, are also in the 
process of implementing similar mandatory 

encourage mining companies to process 
minerals in country. 

export regulations passed in 2012 as not all 
mining companies are ready to build 

2014 deadline a complete ban on the 

that constructing a smelter takes time, 
money, technology and electricity supply 
and is seeking a solution that will make it 

to build them.11

smelters and manufacturing facilities, 

both of which are often in short supply in 
these countries 

processing

supply chain
As resource nationalism has become more 
endemic, mining and metals companies 

rapid natural resource policy changes. They 

Becoming politically savvy and 
factoring country risk into pricing 
models — The rising participation of 

managed by companies and priced into 
models. As a result, companies are 
factoring country risk into their project 
assessments and determining its affect 
on, amongst other things, capital 

 Building strong relationships with 

government

teams to negotiate with and educate the 

12 In addition, 

13

 Building brand and communicating 
effectively on the positive impacts of 
mining 
communication process highlighting the 

how their presence in the country can 

contributions. In a time of asset 
impairments and project deferrals, miners 

industry associations to educate the 

their proposed tax policy changes.
 Increasing the transparency of their 
payments to Government

as well as taxes such as VAT on purchases 

 
Montreal Gazette
10 “Guinea says new code encourages miners to do more than 
dig,” Reuters News, 10 April 2013.

Boardroom,” Ernst & Young, April 2013.
13. “Resource nationalism new form of mercantilism,” 
MiningIndaba.com, 7 February 2013.

11 “Indonesia softens stance on unprocessed mineral export 
ban,” Global Insight, 11 April 2013.
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and long-term operation of mines with 

and associated income and payroll tax 

 
of a mine.

 Implementing arm’s-length valuation of 
risks and functions through 
sophisticated transfer pricing — Higher 

around the world are taking a hard look at 

discussion paper.14 For example, in 

leakage through intercompany 
transactions. Mining companies will need 
to ensure that global supply chains are 
carefully planned and fully documented to 

in producer nations.

Steps mining and metals companies can take to respond to this risk

infrastructure in the host country
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Social license to  
operate
In a volatile operating environment, 
managing the needs and expectations 
of communities, governments, 
employees and other stakeholders 
who provide mining and metals 
companies with their social license 
to operate (SLTO) can be a delicate 
balancing act of agendas and issues. 
In times of increased activism, 
digitally connected stakeholders and 
politicians who need to respond to 
general consensus, the pressure is on!

Increasingly savvy 
stakeholders

concerns and increasing their scrutiny. 
For example, air emissions are of particular 

access to real data and often undertake 
their own monitoring using low-cost digitally 

Social media is also empowering 
stakeholder both en masse and within 
smaller community groups. Instead of 
liaising with the designated community 
leader (such as the mayor, chief or elder) in 
the Web 2.0 era, many more impacted 
parties need to be included in the 
consultation and education process. 

of their rights and are prepared to defend 
them using social media and other 
channels. These factors increase the 
urgency for companies to respond to 
community concerns and complaints. 

communication needs to be more strategic. 
Communities should be consulted from the 

identify and ideally eliminate potential 
issues. Cloud Peak Energy recently sought 

exploration agreements with the Crow Tribe 

we see as a long-term partnership with the 

1

Anti-mining agenda in 
communities

community groups can be manipulated by 
politicians and other groups with wider 
political agendas that magnify the challenge 
of community consent. There is strong 

as water access or loss of artisanal mining 

with existing operations are choosing to run 
at a loss for a period of time in order to 

potential high-cost mine closures or 
suspensions on local communities. 

including Latin America and Africa. 

2012, with mining and metals operations 

impact on human rights, communities and 

The majority of the cases are related to the 

2 This includes the 
US$4.8 billion Conga project in Peru, which 
was deferred in 2012 due to ongoing 
opposition from local residents concerned 
about potential water pollution.3 

The Bank of America estimates that 

increasing anti-mining protests in the 
country.4 There is potential contagion of 

and Argentina.

1. “Cloud Peak Energy and the Crow Tribe of Indians Sign  
 

 Global Insight, 21 March 2013.
3. “Conga delay undermines Peru perception,” Miningweekly,  
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Mathew Nelson

Services Leader, Ernst & Young

“ As the expectations of mining and metals 

operate. It is not a task that has a beginning and 
an end, rather it is an ongoing relationship that 
needs constant attentions.”

The Australian 
Financial Review, 7 March 2013.

6. “Think local on new mines, institute says,” The Australian 
Financial Review, 10 April 2013.

project,” Reuters
barrick-chile-pascualama-idUSL2N0E51AV20130524, accessed 

expansion,” mineweb
mineweb/content/en/mineweb-fast-news?oid=186177&sn=Detail, 
accessed 24 May 2013. 

Unfortunately, bad media and reputational 
damage suffered by one company can, 
in turn, result in collateral damage for the 
whole industry. Companies need to be wary 
of the potential of bad press and the impact 

guidelines. They were issued with hefty 

to an existing dispute with agricultural 
interests seeking to gain greater control 

publicity.5

developing world’s concerns
While the mining and metals sector has 

densely populated countries such as China, 

to its detriment. No better example exists 
than the grassroots call to end the 

China experienced in early 2013. The 

to announce a 4 billion tonne annual cap on 
the burning of coal to curb its circa 20% 

contribution to Chinese air pollution. This 
cap will impact producers of low-energy, 
high-sulfur and high-ash coal, resulting in 

with higher demand resulting in a pricing 
premium.

Increased regulatory and 
judicial activism
The growing community concern about the 
impact of mining and metals operations is 
leading to increased legislation to protect 

between expectations and existing 
regulations. In Australia, the Regional 
Australia Institute is proposing that mining 
companies engage with communities to 

6 

reporting standards, which include new 

disclosure for listed companies. Also, the 
European Commission is adopting a 

certain large companies on social and 

As if increased legislation and protracted 

enough, there are increasing instances of 

been obtained. Recent examples include 
Barrick’s Pascua-Lama project in Chile and 
Rio Tinto’s Warkworth/Mount Thorley 
project in Australia.7 This highlights how 
stakeholders are turning to the courts to 
apply a less technical interpretation of 

style of action.

new resources and, in the states of Goa and 
Karnataka, are banning iron ore exports. 
Land access for coal, bauxite and iron ore 
miners has become more problematic as 
competing land use for cultural, 

purposes has, to date, found sympathy in 

the Indian economy in years to come, these 

borders of India. 

Changing expectations 
providing new threats
Global climate change concerns and 
increasing regulation mean that fossil fuel 

resulting in stranded assets and high 

Australia’s Climate Institute and Carbon 

1 Water access

2 Competing land use

3 Artisanal mining rights

4 Water quality

5 Community relocation

6 Loss of natural environment

7
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Institute and Carbon Tracker, April 2013.

Tracker8 reports that Australian coal 

global warming to 2°C. This exposes 
Australian producers to reduced demand as 
traditional coal importers respond to 
international climate change commitments 

It is the same story for coal producers 
globally. In 2012, the International Energy 
Agency acknowledged that, in the absence 
of carbon capture and storage technology, 
more than two-thirds of coal, oil and gas 

2050 if we are to commit to the same 
targets.9

don’t take into account global climate 
change policy and the implications of a 
low-carbon future. Companies need to 
consider how they communicate their 

and scenario modeling and identify 
opportunities in a low-carbon future. 
Increasingly, anti-mining protest groups are 
using carbon emissions as a social, legal 

of new coal mines.

as a known (Group 1) carcinogen to 
humans. Since diesel exhaust now joins 
smoking, asbestos and radiation as an 

a safe working place are far reaching. 
The mining industry is highly dependent on 

generation. The risk is greatest for 

underground operations where the 

separation of humans from exhaust will be 

operating costs of underground mining.

Community support for a project is partly 
dependent on its economic participation 
and local employment is an important 
element of that. This has prompted 

to limit the number and roles of foreign 
managers and mine workers. In established 
mining nations such as Chile, Australia and 

scarcity premiums in incomes.

Mounting community opposition to 

workforces on local and regional 
communities has placed this issue on the 
political agenda. In Australia, the 2013 

described it as a cancer in society and 
recommended policy changes that would 

mining) more costly, including changing the 

Communicating the value

remains a great challenge for companies, 

responding to this risk. Where mining and 

communities and for broader stakeholders, 

companies and shareholders. Measuring 

and resilient in how it does business. 

connections between societal and economic 
progress — which has the power to unleash 

Examples include increasing the capability 
and capacity of local businesses to 

manufacturing operations in the areas 

and reduce costs in the supply chain, 

contribute to a more sustainable and 
resilient local community that shares in 

stakeholders and the company and 
demonstrate returns from both a social 

Be open about how decisions are made.

are trying to implement systems to share 

operations, demonstrating that they not 

wealthier but also healthier. This relies on 
working with communities to create  
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In Western Australia, Cameco Corporation, 

local indigenous group, the Martu, for 

money into indigenous businesses10 while 
also increasing the capacity of local 
suppliers that can create supply chain 

employing indigenous peoples is a more 
reliable source of skilled labor, reducing the 

workers and the associated costs, and the 

community, while increasing shareholder 

Frameworks and methodologies are being 

accepted accounting principles (SGAAP). 
These accounting principles are designed  
to help manage and understand the social, 

11 

Engage early and openly with local communities to understand 
and address concerns around mining operations and implement 
strategies to reduce impacts

supplier and employee capability, as well as indigenous 
communities

Embed these mitigation strategies in all critical business 
processes to ensure an integrated approach 
Integrate sustainability key performance indicators with 

Use sustainability outcomes to attract and retain workers who 

stakeholders to reduce security risks in troubled locations

Meg Fricke
Senior Manager, Climate Change and 

Sustainability Services, Ernst & Young Australia

“ The mining and metals business community’s understanding of the potential of shared 

 Australian Financial 
Review, 2 February 2012.

Steps mining and metals companies can take to respond to this risk



31The business risk report Mining and metals 2013–2014

The availability of skilled talent 
remains one of the key long-term 
challenges for the mining and 
metals sector. While the slowdown 
in new investment in the sector 
might see some short-term relief 
for construction and development 
jobs, longer-term demand for labor is 
expected to continue to trend steeply 
upwards.

A number of those projects are not yet in 
production and still need to be staffed. 

mining workforce increased by 65%. It did 
so by bleeding other sectors of skills and 
transporting them to remote locations, with 
an 85% increase in long-distance workers 

1

workers will be attracted back to the 
industries they came from. 

According to BHP Billiton, Australia’s 
resources sector needs an additional 
170,000 workers by 2016 to 2017.2 This 
challenge is compounded by reports by 
the Mining Industry Human Resources 
Council’s 2010 National Employer 

workforce will be eligible for retirement 

of 21 years of mining sector experience. 
Together, this will increase the need for 
skilled workers to 60,000 to 90,000 by 
2017.3 Many other countries face the 

The ability to address the skills shortage 

undertrained, under-manned and 
under-experienced project teams can 
cope but don’t excel in performance.

This looming global skills shortage crisis 
remains a constraint on the long-term 
growth in the sector. From 2008, mining 

need for longer-term solutions to this 
seemingly endemic problem. They began to 

A number of mining and metals companies 

processes. In addressing the skills shortage 
challenge, companies must continue to 

retain existing skilled workers.

1. “Analysis of the long distance commuter workforce across 
Australia,” Minerals Council of Australia, March 2013.

2. “Australian mining giant BHP Billiton estimates that the 

Australia Pty Ltd.

Essential,” mining.com,
answering-the-hr-challenge-why-industry-collaboration-is-
essential/, accessed on 10 May 2013. 

facing the Canadian mining industry,” miningweekly.com, 

storm-2013-01-28, accessed 30 April 2013.
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The nature of the risk shifted 
in 2012

forced to trim their staff numbers due to 

sectorial and regional with the coal sector, 
aluminum, steel and uranium sectors all 
impacted by suspension of projects or 
closure of high-costs mines. 

The implications of these redundancies for 

Exodus of talent from the sector: laid-off 
staff are likely to seek employment in 
other sectors offering more opportunities.
Cost

indirect costs include training costs for 
new hires or higher compensation to 
reattract and induct talent when the 

Louise Rolland
Executive Director, Advisory,  

Ernst & Young Australia

In cost reduction mode, the industry has 

redeploy it to areas of greater need. 

been left to try and facilitate this 
redeployment.

The impact of layoffs

1. Social license to operate
In a cyclical industry, job security can 
become an issue. Thus, widespread layoffs 

industry’s social license to operate, 
damaging relations and the ability to 
negotiate future contracts with 

a South African-based Anglo American 
subsidiary, announced 14,000 job cuts and 

13 potentially setting 

2. Brand damage
A mismanaged layoff can impact a 
company’s brand, not only as an employer, 
but also as a socially responsible corporate 

brand reputation. 

forecasting and planning processes. 
Although companies can often do little 

a strong ability to forecast and plan 

clear communication, timely course 
correction and management of risk in an 
uncertain market.

“ There has been a short-term easing in the skills 
shortage crisis because of project deferrals 
and cancellations, but it remains a medium to 
long-term challenge especially in geology and 
engineering.”

5. “Rössing announces major organisational restructure,” Rio 

accessed 1 March 2013.

Handelsblatt

The West Australian

workers are to go,” Townsville Bulletin
The Australian,  

4 December 2012.
10. “Willow Lake Mine in Southern Illinois to be Closed,” Peabody 

operations through market cycles,” Tata Steel company website, 

12. “Arch Coal Responds to Thermal Coal Market Weakness by 

The Guardian

Company name Region Jobs impacted

Rio Tinto5 Rossing uranium mine in Namibia 276 

ThyssenKrupp6 Across Europe 2,000 

BHP Billiton7 Olympic Dam, Australia ~100

Xstrata8 Collinsville coal mine, Australia ~100 

BHP Billiton and Rio Tinto JV9 Arizona, US 400 

Peabody10 Willow Lake Mine, US 400 

Tata Steel11 UK 900 

Arch Coal12 Virginia and West Virginia 750 

Total Approx 4,900

Job cuts
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mining and metal sector is replaced each 
year. This costs the local industry around 
A$140 million per annum.14 According to 
Australian Mines and Metals Association, 
the resources industry has the highest 

15

Mitigating the long-term risk

a major long-term industry challenge. 

framework. Solutions include technology 

modern workforce and tapping into 
different sources of labor. These options are 

supporting the local economy.

As the mining and metals business 

different skill sets within the sector. 

3. Loss of investment
Skills shortages not only increase the direct 
cost of labor but also the indirect costs, 

assess the indirect costs at nearly double 
direct costs. Mining and metals companies 

cost cutting may be short term as they are 
at risk of being eroded by increased costs, 
both direct and indirect, when the sector 
returns to growth.

4. Increased turnover
The industry is facing increased employee 

stakeholder engagement, and strategic 
thinking to meet these challenges. This will 
confront the makeup of the board, the 
C-suite and middle management. It will 

sector and accelerate the gender balance 
on a needs basis.

working to adopt automation technologies 

across the industry. Rio Tinto’s Mine of the 
Future program is expected to bring 
automation to the company’s mine sites.16 
BHP Billiton is also implementing a 
program, Next Generation Mining, which 
includes integrated remote operating 
centers, autonomous haulage, autonomous 

modeling ore bodies.17 Automation does 

such as skills shortages, deeper ore bodies, 
increased safety regulations and a carbon-
constrained future. 

Promoting automation may attract new 
talent to the industry and change the 

technical roles necessary to design, 
implement and maintain these new 
systems. Increasing automation may also 

and instead manage their jobs 
from a remote location. 

Tapping the
untapped

Retaining
modern talent

Better training
of existing talent

Flexibility and
mobility of the

workforce

Adopting new
technology

Addressing
skills shortage

 
1 April 2013.
17. “BHP Billiton Could Slash Work Force with Automated Mining,” 
DesignBuildSource.com.au, 15 March 2013.

Financial Review, 17 May 2012.
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The traditional model, wherein a worker 
joins the sector after completing an 
undergraduate program and stays in the 

historical one. 

People are more likely to change jobs and 

metals companies can facilitate these 
changes by opening up different 
experiences for their staff and thereby 
maintain their talent pool. BHP Billiton 
Mitsubishi Alliance (BMA) is doing just this, 

broad-based training applicable across all its 
operations. It has awarded a US$21 million 
contract to the Australian Institute of 
Management (AIM) to offer around 140 
training courses focused on business 

and project management.18

3. Tapping into new skill sources 
Women and local workers remain a source 

Access to a latent talent pool: Tata Steel 

training to enable employability in the six 
million metric ton steel plant.19 Likewise, 

enterprise migration agreement.20 
Corporate social responsibility 
credibility: while employing the 

companies access to as large a talent 

is recruiting indigenous candidates for 
haul truck operator roles at its Yandi, 
Mining Area C and Eastern Ridge mine 
sites in the Pilbara, Australia, and Rio 
Tinto is the largest indigenous employer 
in Australia.21

4. Increasing mobility of potential 
workers
Rapid growth in the sector has seen an 
increase in projects in remote locations, 
with high employment in the sector allowing 

allow workers to combine big-city lifestyles 

distant destinations in smaller planes.  
In addition, little is known about the impact 

There is a long-term mental health impact 

extended periods of separation from 
families and reduced social and 
community interaction.

There is an economic impact on housing 
as an increase in demand for housing 
pushes up prices and affects affordability. 
It can also impact local businesses and 
the local economy if mining companies 

suppliers outside the local mining based 
communities.
The local social structure is impacted as 

local demographics. It also increases the 

both encourage greater mobility and attract 
workers to reside in remote areas.

Risks attached to solutions

risks associated with the solutions they 
adopt to address the skills shortage. For 

countries such as China and India and in 

engaged coal miners from China to work in 
their underground mine.22 While this 

company, large-scale migration in a short 
period of time can create settlement issues 
and impact the local population. The local 

of HD Mining in federal court that it 
employed Chinese workers on temporary 

Canadian workforce.23

institute,” The Courier-Mail

set up by Tata Steel at Kalinganagar,” Orissa Diary,  

 
Returning to China,” HD Mining company website,  

project-temporary-foreign-workers-returning-to-china,  

20. “BHP, Rio hiring local for now,” The Australian, 29 May 2012, 

21. “Paid skills training for Indigenous candidates,” 
Central Midlands Advocate
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Source talent from aligned sectors and a broader demographic 

Initiate programs that encourage semi-skilled and retired 
workers to upskill or re-enter the workforce

Create employment offers that better balance remuneration 

Implement early labor scheduling and sourcing within mine 
planning

 
these gaps

Outlook
In the short-term mining and metals 

proposition to attract and retain 
staff — namely compensation and non-

downturn eases the skills shortage pressure 

challenges posed by the issue. Skills 
shortage is expected to remain one of the 
biggest risks facing the mining and metals 
industry. Such an acute shortage of skills 
can be somewhat mitigated if the sector is 

mobility of its workforce. 

Steps companies can take to respond to this risk
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Across the mining and metals sector, 
there is renewed emphasis on 
performance, meeting targets and 
responding to shareholder needs, 
with the sentiment being one of long-

focusing on protecting margins and 
containing soaring operating costs 
rather than boosting output. Cost 

in large part by market risks, including 
commodity price volatility, interest 
and exchange rates, and equity risk.1 

In the December 2012 reported results of 

comprised 79% of the fall in period-on-
period earnings. Producer currency 

often depreciate with falling prices. 

this depreciation from occurring in most 
producer nations. As such, the currency 

only by 2%. This loss of a natural hedge has 

Lower commodity prices and the higher 

to curb costs to maintain margins. In the 

practical, targeted higher-grade ore instead 

of lower-grade material, which became 
more economic to mine as gold prices 

gold ore grades as the gold price has risen, 
but if gold prices remain low, the process 

low-grade ore processed, with gold grades 
increasing and cash costs being reduced. 

of this scenario is that gold mines with the 

actually produce more gold when prices 
are lower.2

Is hedging a sanctuary from 
volatility?
The drastic fall in gold prices during 
April 2013 increased pressure to hedge 
new production forwards. In The lost art 
of hedging,3 Ernst & Young found that a 

as long as it was entered into when prices 
were higher. Companies should be cautious 
about the herd mentality to hedge with 
falling prices and close out hedge books 
during times of rising prices. Ideally, 
the time to hedge is when metal prices are 
near their peak. A good indicator is to 

hedging is more likely to produce gains 
rather than losses. The recent drop in the 
gold price demonstrated how the speed 
of price changes challenges in-house risk 
management systems to respond in 
a timely fashion. 

strength to absorb the downward price risk, 
mid-tiers and juniors entering production 
might not. This means smaller producers 

lenders to enter new hedge contracts.4 

With rising costs being a sector-wide 
problem, we expect to see more companies 
using short-term hedging to lock in costs, 

commodity price hedging.

 
December 2012 — Fall in earnings

Price FX Other

19%

79%

2%

 
 

global report,” Ernst & Young, 2013. Reuters, 24 April 2013.

3. “The lost art of hedging,” Ernst & Young, April 2011.
Mineweb,  
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Volatility and risk

price signals for increasing supply. 
But it has also created the conditions for 

supply, causing prices to crash and thereby 

capital strike. This will be accentuated as 
many high-cost, low-grade mines, whose 

of years in the face of low prices. Until the 

new normal.

Mining and metals companies must consider 
the potential price and currency outcomes 

experienced in recent years, many potential 
scenarios could exist. Examining those as 

the likelihood of each. The modern mine 
manager must consider these scenarios in a 

probabilities of each in a deterministic 
fashion. Best practice in the current climate 
has managers measuring uncertainties, 
probabilities and the impact decisions may 

the appropriate interactions between risks. 
Many mining and metals companies do this 

but stop there. They don’t go on to assign 
probabilities to these risks. Much of the 
price and currency uncertainty can be seen 
empirically with how the market is pricing 
uncertainty. Modern computing power and 
models enable not just the one scenario to 
be prepared, but multiple scenarios using 
numerical methods, such as Monte Carlo 
simulation. The risk or the uncertainty 

outcomes. It also focuses attention on how 
much the mining and metals companies 
may be willing to pay, by way of cost of 

In a period of falling prices it is important to 
remember that there are other options to 

challenge for managers is to identify these 

potential price and currency uncertainties.

Using the right tools to tame 
volatility

in the face of changing prices and currency 

temptation of many is to increase the 

spikes and limiting the exposure to price 

Undertaking no new action
Suspending mining and process stockpiles
Reducing shifts and hence production

Abandoning production and selling either 
the project or hybrids thereof 

not account for how these actions affect 

Best practice responses to price and 

companies with a guide for the possible 

Unfamiliarity with these tools and the 
supporting theoretical basis by decision-
makers is the biggest obstacle to their 

technical language. For those managers 

frustrating, alternate price decks and 
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Jay Patel
Mining & Metals Transactions Partner, 

Ernst & Young, Canada

“ As supply begins to catch demand, we expect a period 

currencies. The knee-jerk reaction is to start hedging 

the short term will be a focus for the miners.”

Being nimble with cutoff 
grades and mine sequencing

cutoff grades are often established 

the most economic grade to be mined and 

increases. 

Between 2009 and 2012, sustained price 
increases encouraged mine operators to 

the mill. Changing the residence time of ore 

scenarios for mine and mill grade cutoff 

from a mine during a period of price 

mine production scheduling has occurred. 

such as price. Some of the features include 

path through the deposit and nesting of 
interim pits culminating in the ultimate pit. 

 
of costs

typically most fatalistic in the face of price 

better practice for managers to build 

production

the hour model
Varying stockpile management
Undertaking campaign rehabilitation 
using contractors

Many of these options will challenge mining 

often trumps the desire for total control and 
highlights the importance of partnering 
relationships with key suppliers of these 

Challenging notions of scale
When production is no longer being 

Is the dilution created by large-scale 

During lower prices, is the mine better off 

These may all result in lower production, 

to enable fast action before the majority 
follow suit.
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changes to mine planning both internally and externally

management plans linked with expected returns

corporate risk appetite
Choose the right tools to identify and assess options to react to 
price risk

Prepare for a future hedging program when prices once again 
increase, while managing short-term price risk

Outlook
During 2013 and 2014, mining and metals companies will be 
preoccupied with reacting to the downside risk of price and 

metals companies to commence a hedging program that can better 

Steps mining and metals companies can take to respond to this risk
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Capital project 
execution risk
In 2012, there were fewer capital 
project announcements against 
a backdrop of volatile commodity 

pressure from shareholders 
demanding short-term cash returns 
be maximized. Leaders of the major 
mining and metals companies have 
responded with a capital strike, with 
the number of new capital projects 
announced in 2012 declining by 
21%,1 while the value of new projects 
declined by 57%.2

The effect of this decline will be felt in the 

when the newly announced changes to the 
capital projects enter construction phase. 

construction capabilities, such as skilled 

demand and supply align. 

Drivers of capital project 
execution risk
The contributing factors to capital project 
execution risks are largely unchanged and 

Tighter constraints on capital 
Challenges in project economic 
forecasting 

Global human capital constraints
Poor cost and schedule control 

under-performance
Poor program and project contracting 
strategy
Lack of access to strategic infrastructure 

Financial and commercial 
mismanagement 
Legal and regulatory compliance 

stakeholder management
Broader usage of Engineering, 
Procurement and Construction 
Management (EPCM) and tendency away 
from in-house program management

The drivers of a changed risk 

capital project execution risk has increased 

as a risk that needs to be addressed and 

plus recognition of the project impacts if 
budgets and timelines are out of sync with 
stakeholder demands. Poor management of 
capital project risk can not only compromise 
the schedule and cost budgets, but also 
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of decisions years ago

capital projects and/or impairment write-

a backdrop of economic uncertainty and 
unstable demand growth. While external 
factors played a large role, it begs the 

to begin with and are the project gating 

projects through their life cycle?

2. Large mining and metal projects 
delayed for rationalizing and 
replanning

mining and metals companies to delay large 

BHP Billiton decided to hold and redesign 

Project.3

Peabody placed the expansion of its 
Metropolitan metallurgical coal mine  
and Wambo open-pit thermal coal mine 
on hold.4

Despite the reassessment of projects, 

mining and metals projects, albeit with a 

becomes dearer

accentuates the need for careful planning  

management, considered project selection 

the minor mining companies are struggling 

4. Cost overruns and delays continue
The resource sector continues to witness 

Barrick Gold’s Pascua-Lama Gold project’s 
cost estimate increased US$0.5 billion in 

during 2012.5  
its estimates for completing its Minas  
Rio project in 2H 2012 at a cost of  
US$8.8 billion.6 Both projects are behind 

scrutiny of project execution. 
There is also a heightened awareness that 

of a project’s success, since the 
implementation of the project plan — on 

schedule and, taken together, these 
underpin an accurate estimate. Late in the 

start the commercial production as planned 

Mining Weekly
article/outer-harbour-project-not-best-option-right-now-
bhp-2012-08-24, accessed on 3 April 2013.
4. “Peabody Energy slashes growth strategy,” The Australian, 

mining-energy/peabody-energy-slashes-growth-strategy/
story-e6frg9e6-1226467682581, accessed 4 April 2013. 

5. “Costs rise again for Barrick’s Andes mine,” The Globe and Mail, 

report-on-business/industry-news/energy-and-resources/
costs-rise-again-for-barricks-andes-mine/article4809243/, 
accessed on 3 April 2013.

 
$4 billion impairment,” Press Release Anglo American website, 

releases/2013pr/2013-01-29, accessed on 3 April 2013.
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How mining and metal 
companies are responding to 
challenges associated with 
capital project execution
Mitigating risk is about predicting the 
future, and a risk management process is 
only as good as the people producing it. 
While there is an increased focus on 
prudent project selection and planning, 

associated with capital project execution.

1. Increase the focus on managing 
strategic risks by senior management 
There has been a marked increase in the 

management in portfolio management, 

decisions. Mining and metals companies are 
making a concerted effort to staff senior 

capital project management experience and 
credentials. For instance, BHP Billiton’s 

has a strong background in the resources 

mining conglomerates, which is expected to 

reporting structure is key for a project team 

informed about capital project execution. 

process is also essential to enable senior 

mothball projects when they become 
uneconomic or misaligned to the company’s 
strategy. This would help senior 
management to pre-empt strategic risk 

2. Improve capex predictability

the projects in their portfolio. Mining and 
metals companies are increasingly using 

assessment methods to measure risks and 

life of the project, and not just at the 
business case stage. 

on ensuring rigor in the underlying business 

plan during implementation. 

3. Become an intelligent owner

65% of mega projects fail7 — mining and 
metals companies must decide what their 

and/or ongoing production. Many of the 

this point for some years now. 

owner in the project space and decide how 
they balance in-house capacity and 
capability with external assistance through 
EPCMs. The focus needs to shift from 
short-term, tactical management of 
contractor relationships — where 

on the project to date — to long-term 
strategic relationships where upskilling of 
both the owner and contractor results in 

in-house project management capability 
and capacity. There is an increased focus on 
building exact and measurable performance 
targets and reporting mechanisms to 

structure

can be outsourced. The owner needs to 
retain responsibility and accountability of 

by senior management and independent 

transparency and proper accountability, 

both successes and failures
Transparency in communication can be 

within mining and metals companies so that 
not only successes are welcome, but failures 
are also openly discussed and accepted. 
This will allow them to be corrected and 
learned from. Many of the mega capital 
projects that are now being canceled and 

risks been escalated sooner, with greater 

probabilities.8

Claus Jensen
Advisory Partner, 

Ernst & Young Australia

“ There has been a growing trend in the cancellation of 

instead there has been a shift from scarce resources to 
scarce capital.”

 
9 May 2013. 
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6. Contingency planning — what is 
your plan B?

cycle to assess progress against plan and 

and prompt remedial measures. They also 

contingency planning including setting 
aside resources and funds. Taking the time 

is key to countering unforeseen and 

7. Asset portfolio review and 
management

conditions, mining and metals companies 

non-core assets — including projects under 

slim down the company’s asset portfolio 

returns. Mining and metals companies are 

portfolio, program and project management 

8. Understand the capital project 
organization network and its 
performance could help unlock 

Mega capital projects are complex — the 

participants to manage the risk and meet 

challenge. Ernst & Young research has 

inside and outside an enterprise. It is 

connects, how it communicates, how 

decisions.

Understanding the nature of these 

relationships and costs) and hence 

there is a missed opportunity.

9. Standardize design and 
construction

solutions to standard problems. The key to 

engineering designs and practices. 

comply with a company’s design standards 

already designed, tested and implemented 
in another project.

Outlook
Recent research undertaken by 
Ernst & Young indicates that while there 

capital project execution within the mining 
and metals sector, it has not deteriorated. In 

undertaken. They also need to be managed 

construction approach — are now becoming 
widely used terms within capital projects in 
the mining and metals sector. It is therefore 

emphasis be placed on understanding the 

While the time of project failures is certainly 
not behind us, many large and spectacular 

of major mining and metals companies. 

pressure from shareholders, it stands to 
reason that future mega projects be 

options for reassessment throughout the 
project life cycle.

Rigorous portfolio management and greater scrutiny around 

procedures and databases

a clear line of sight between project, portfolio and strategic risk 

tactics that address all potential project threats

Ensure project and supply chain performance is monitored and 
managed by aligning owner and contractor teams alike through 

Steps mining companies are taking to respond to this risk
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The past year has seen a dip in the 
value created by many mining and 
metals companies in the face of lower 
commodity prices, higher costs, 
increased risk and capital project 

stakeholders of mining and metals 
projects have shrunk, there is a lag  
in the readjustment of their 
expectations and most are still 
demanding a greater share.

created by mining were both increasing and 
producers were struggling to balance the 

greater urgency to respond to stakeholder 

companies are still adjusting to sharing the 

The lag occurs as the signals of change in 
the return to the stakeholder do not occur 
simultaneously with the price signals 

companies. For example, lower coal prices 
do not cause coal workers or their unions  
to moderate wage demands until a number 
of high-costs mines begin to close and  
the number of unemployed mine workers 
increases. Miners increase this lag  
by delaying the suspension of cash  

The following table sets out the time it takes 
from when a signal occurs to when a 
reduction in demand is seen.  

08
(9 in 2012)

Stakeholders Signals Timing after a fall in prices

Government

Employees

Communities

Shareholders

Suppliers

manage stakeholder expectations, both of 
which will make them more sustainable in 

communities in which the operations are 
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Understanding and managing 
stakeholders
Stakeholder demands and needs differ 
depending on the group and their 

These groups typically include 

employees and suppliers. Understanding 
their differences, and managing these 
accordingly, will secure the best outcome 
for all. 

1. Governments

they seek to secure greater domestic 
participation in the wealth of the super-

sought to increase royalties and taxes but 

include increased participation through 

domestic participation in projects. Examples 
are South Africa’s yet-to-be implemented 

on unprocessed ore in Indonesia and 

in the resource nationalism risk section of 

creating policy by referring to yesterday 
rather than anticipating tomorrow. 
Unfortunately, resources policy is targeting 

metals sector has not enjoyed for a number 
of years.

2. Communities

mining and metals project prosper more. 
Because of this, communities feel they are 

amongst communities, e.g., in Peru and 
Chile. Communities need to clearly see a full 

increased employment opportunities and 

expanded business opportunities. Many of 

to the communities at the time of 
consultation.

In Australia, community frustration has 

rights to extract coal seam methane, and 
because farmers are unable to unlock into 

are turning to other mechanisms such as 

amicably negotiated a large number of 
agreements with landholders without going 
to court, which has historically been the 
course of action.1 
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1. “CSG sector signs deal a day with farmers,” The Australian,  
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3. Shareholders

become more critical of the performance of 
management and boards, with the effect on 

A key focus of this demand is the greater 

cash returns to shareholders is creating an 

cash distributions. Not only are time 

healthy for the sustainability of the sector.

This has the potential to limit longer-term 
growth for both a company and the sector 

is a decades-long commitment. Companies 

need to turn this around through clearer 
communication with shareholders about the 
importance of a long-term growth strategy 

this with more rigorous decision-making 

potential to make industrial relations a 
political issue. This was seen at its extreme 
in August 2012 at the Marikana platinum 
mine in South Africa when 34 striking 
Lonmin mineworkers were shot dead and 

2 
This highlighted the need for direct 
communication channels with workers. 
While workers may aspire to higher real 
wages, the dialogue needs to be about 

justify such increases. Prior to the super-
cycle, this was a regular feature of the labor 
bargaining process.

5. Suppliers

started working with suppliers. This is one 
of the few stakeholder groups being 
handled well. The sector’s response to 

and has included renegotiating supply 
agreements. With the renegotiated 

margins to retain a relationship. This has 
allowed the relationship focus to switch 
from short-term outcomes to exploit 
scarcity to longer-term strategies.

Outlook
While stakeholder demands will naturally 

those mining and metals companies that 
can best communicate with their 
stakeholders to bring that rebalancing 

that the next reset does not sow the seeds 
of stakeholder discontent for the next 

Steps mining and metals companies can take to respond to this risk

from a mine or a facility

Mike Elliott 
Global Mining & Metals Leader, 

Ernst & Young

“ We are now seeing increased demand 
from most stakeholders for a larger slice 
of a shrinking pie.”

2. “The unexamined massacre of the Marikana miners,”  
The Guardian
commentisfree/2013/mar/21/marikina-miners-south- 
african-protest, accessed 10 May 2013.
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economies continues to put pressure 
on mining and metals companies 
to increase supply through the 
development of new or existing 
mineral deposits. Increasingly, new 
deposits are found in the so-called 
frontier countries where development 
is challenged through the lack of 
infrastructure.

Infrastructure for transport, water and 

allocated to a mining and metals 

from around 40% in the late 1990s.1 

this increase is largely attributable to the 
increasing remoteness of many new 
deposits and the resultant scale and 

bring the resource to market. For example, 

to supply fuels, an airstrip for worker 

seasonal access to supply fuels. These 
needs are in addition to the standard mine 
infrastructure, which included eight major 
buildings and an electricity generation 
plant.2

Increasing regulation in the form of permit 

a project. For example, Rio Tinto had to 

could not economically export coal out of 
the region due to the need for substantial 

3 

Need to ramp up 
infrastructure — public making 
way for private 

compounded by the current economic 

funding. This is a perfect storm of high 
costs and capital constraints resulting in a 

fund all of the mining infrastructure needs.

Weak budgetary positions has meant that 

willing and able to fund infrastructure and 

the funding, design and construction of the 

necessary means to support the huge 
 

construct two railway lines and one port to 

around 10 times its national budget.4 

places third-party capital at the forefront. 
Potential capital sources include both 

 
in some jurisdictions (Australia, Canada), 

looking to take long-term ownership 
positions in multi-user infrastructure assets. 

genuine exposures and appetite of the 

09
(3 in 2012)
Infrastructure access 

Mining Magazine,  
28 August 2012.
2. “The future of mining in Canada’s north,” The conference board 

Bloomberg, 20 February 2013.

International Finance Corporation, PDAC Conference 2013.
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“ In our experience, it is not so much 

that the risk allocation is not 
appropriately structured to support 

risks, expansion rights, and open 
access issues all need to be carefully 
structured and allocated.” 

Neal Johnston  
Infrastructure Advisory, 

Ernst & Young

 In addition, the cautious lending approach 
of banks and the weaker balance sheets of 
many miners mean that they are not always 
prepared to lend into infrastructure. The 
introduction of Basel III norms in the coming 

debt for long-term projects. 



The business risk report Mining and metals 2013–201448

Mark White 
Partner, Mining & Metals 
Ernst & Young Australia

“ Access to infrastructure is a fundamental part 
of doing business in any market, and while the 
challenges remain more or less the same, the 

strategies as follows.

1. Majors — selective in their capital 
allocation 

shareholder pressure, are allocating capital 
to projects where the margins are highest.5 

cutbacks. For example, Anglo American  
cut its 2012 capital expenditure by  
US$1.2 billion,6 Teck Resources deferred 
around US$1.5 billion in capital spending7 
and Fortescue Metals cut its 2013 capital 
expenditure guidance from A$6.2 billion to 
A$4.6 billion.8 BHP Billiton has deferred its 

Tinto has focused on cost reduction and 
9 

2. Juniors — increasing collaboration

are either collaborating with each other or 
larger off-take customers to eliminate the 
project risks and come to a funding 

appear to be collaborating and are using a 

deposits on the continent. For example, the 

Senegal, Gambia, Mali, Nigera and Nigeria) 

to exploit iron ore, aluminum, uranium, oil 
and natural gas, tin, and phosphates.10 

3. All organizations — selling stakes in 
infrastructure assets 

of infrastructure assets. Fortescue Metals 
Group, which originally owned and funded 
port and rail assets in Pilbara, has offered to 
sell stakes in the asset to lower its debt and 

11 Last 
year’s decline in iron ore prices has caused 
companies to reassess their asset base. 
Similarly, GVK Group recently sold a 51% 
interest in Hancock Coal Infrastructure to 

infrastructure in the Galilee Basin.12 

infrastructure. In an ideal scenario they 
would prefer single-user systems that 

infrastructure, such as rail and port 
capacity, synchronously and more 

solution, asset owners and miners may 
respond differently to emerging price 
signals. The infrastructure operator earns 
regulated returns and may not be as 

Despite this, in the current operating 

infrastructure appears to be a more 

Government participation — 
supporter not investor
Despite their inability to fund whole 

companies hesitant to fund infrastructure 
when there are no guarantees about 
competing facilities being established in 
close proximity. In frontier markets, there is 

expropriate or take control of the 

ahead of countries such as India and 
Indonesia. Policy certainty in terms of 

longer-term projects. 

some long-term assets. Third-party 

to the underlying mine life. While this is 
entirely appropriate, it does not take into 
consideration either the potential for future 
use of the assets by other parties or later 

5. “Interim results, Half year ended 31 December 2012,”  
BHP Billiton, 20 February 2013.
6. “Anglo cuts $1.5bn capex, promises $200m platinum  
cut by year-end,” Mining Weekly,

 
Mining Weekly
8. “Fortescue cuts A$1.6bn from capex, curtails expansions,” 
Mining Weekly, 4 September 2012.

Reuters, 29 April 2013.

 
 

202011.docx, accessed on 30 April 2013.

11. “Fortescue to offer infrastructure stake,” Australian Financial 
Review, 17 December 2012.

 
port project,” Miningweekly.com, 11 March 2013.
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mine expansion. With its longer-term 

beyond the original mine life — this will push 

project economics. 

Mining and metals companies are 
responding by assuming a greater role in 

to fund infrastructure. In addition, they are 

 
earlier stage. 

Mining and metals companies are 
increasingly collaborating with non-

infrastructure and projects.13 Such 

backing. They seek off-take agreements and 
 In 

these situations, mining and metals 

surrender control in exchange for otherwise 
scarce funding. 

Funding from these emerging market 

period of time, with funding assistance from 
emerging markets now comparable in scale 

in this regard and is using the Resource for 

projects. Under this model, loan repayment 
is made in exchange for natural resources. 
This model is being used widely in Africa 

greater than US$10 billion per annum 
projected.14 There are potential control 

source that should be explored.

Institutional investors

emerged as other sources of infrastructure 
funding. These funds are interested in 
long-term stable returns and prefer 

partnership (PPP) model is also being 

in the country being a case in point.15 

Outlook

shareholders’ desire for short-term gains 
and restricted capital spending, with the 
need to maintain a healthy pipeline of 
projects in the long term. The challenge 
therefore is to be ready with projects when 

increased coordination and collaboration 

and be willing to share control of the 
infrastructure. 

Steps mining and metals companies can take to respond to this risk

Understand the return on all capital expenditure, including 

including off-take

of take-or-pay commitments

risks of all parties

13. “Chinese infrastructure giant eyeing Canadian gold,” 
Mineweb, 15 February 2013.

 
from Bloomberg Industries,” minesandmoney.com,  
12 March 2013.

Business 
Standard, 8 March 2013.
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Shale gas for coal substitution
The transformational effect that shale gas 
has had on the outlook for the US energy 
market has been unprecedented. The 
increase in US gas production, together 
with the associated fall in gas prices, has 

large-scale coal-to-gas switching. In 2012, 
coal’s share of power generation stood at 
around a third,1 or 40%, and natural gas 
accounted for approximately 30%. This is in 
stark contrast to 10 years ago when natural 
gas made up just 18% of US electricity 
production, compared with 50% for coal.2 

or organizations where one 
commodity dominates the product 

credible and looming threat, especially 
when the commodity’s recent price 
has been high or there is a regulatory 

While substitution affects some 
commodities more than others, there are 

it could cause a structural shift in consumer 

Regulatory push

supply of commodity or so called 

substitution of palladium for platinum

Threat of substitution is one that can 
unexpectedly build momentum, should the 

substitution that has occurred in North 
America. Not only has it impacted this 
market, but it is changing the way this 
industry group is operating. 

Credit Suisse, 13 December 2012.

Wall Street Journal,

Ernst & Young, 2013.
4. Coal Unit Shutdowns — current as of 2 May 2013, 
American Coalition for Clean Coal Electricity, 
www.americaspower.org, accessed 6 May 2013.
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Furthermore, the International Energy 
Agency has projected that the US is set to 

2035.3 This will exacerbate this trend as 

and low natural gas prices will see further 
large-scale substitution of thermal coal for 

Mercury and Air Toxics Standards rule 

updated on 28 March 2013) are just 
further encouragement for power and 
utility companies to substitute natural 
gas for coal.4
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Forbes, 13 March 2013.
 

Mark Thurber, Associate Director of the Program on Energy and 

The National Bureau of Asian Research, 21 March 2013.

FT.com,  
3 February 2013.
9. As at 9 April 2013.
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The drop in coal demand has seen the 
closure of more than 50 mines in the US 

out of just thermal coal into metallurgical 

Consol Energy is reducing its planned 
capital expenditure by about 11.5% 
to between US$1.29 billion and 
US$1.5 billion, with between US$835 
to US$935 million earmarked for the 
expansion of the company’s natural gas 
operations.5

Georgia Power, a subsidiary of Southern 
Company, has announced plans to retire 

generation, shedding 15 coal and oil 

mix consisted of 70% coal, which has 
since dropped to 47%.6 
Duke Energy plans to shutter 6,800 
megawatts of coal-based electricity by 
2015. It will spend US$9 billion to 

operational later in 2013.6

markets
The shale gas boom in the US is beginning 

supply, and it dominates the US market 
for steam coal. But the declining 

coal looking for more robust markets such 
as China and India. If port and rail 

Asia continues to grow, PRB exports to Asia 
could surpass those of South Africa but will 
still remain shy of export totals from 
Indonesia and Australia.7

US coal has increasingly found its way into 
European markets, where it has displaced 

power stations. This has seen utilities 
increase their use of coal, despite EU 

polluting fossil fuels in the energy mix. 

policy calls for a 20% reduction in carbon 

a growing role for solar, wind and biomass 
in electricity generation.8

of material natural gas export capacity, 
natural gas pricing in North America has 
become disconnected from other regions 
of the world. Henry Hub prices now stand 
around US$4.08 per million metric British 
thermal unit (MMBtu), far lower than in 
Europe or Asia.9 
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Bob Stall
Americas Mining & Metals 

Transactions Leader, Ernst & Young

“ As a newcomer to the top risks in the sector, 
threat of substitution has been transformational 

For other commodities, it has the capacity to 
radically change their market should the right 

Henry Hub prices and European or Asian 
prices has encouraged North American 
natural gas producers to consider exporting 

elsewhere in the world has attracted 
interest.10 In the short term, Asian buyers 

North American gas prices, they will be 

latter is much more about US gas supply/

US gas prices and lower those for the rest 
of the world. This will make gas more 

In the near term, coal is likely to remain 

nations. In time, there will be a rebalancing 
of coal, with most nations reducing their 

impact is unlikely to be felt until after 2020, 
with China’s ability to follow the US’s lead 

Some say that from 2020 onward, gas’s 
dethroning of coal looks increasingly 

11 Until such 
time, US coal producers are likely to remain 
under pressure in their domestic market, 
but export opportunities should offer them 
some comfort. Ernst & Young suggests that 
US coal producers keep an eye on changes 

and ensure they are ready to ship their coal 
into these emerging growth markets. 

The shale gas success story in the US has 

potential for shale gas to transform energy 
markets in other regions. In Europe, 
exploration is under way in a number of 

infrastructure issues mean that the 
experience in the US may not be easily 
replicated in Europe, making the impact less 

resources include the UK, Australia and 

necessary. 

Though early stage, use of natural gas in 
steelmaking is gaining traction as another 

production of direct reduction iron, 
a substitute for scrap metal in electric arc 
furnace. The abundance of shale gas in the 
US and its increased usage in steelmaking 

metallurgical coal producers.12

Other substitutes
Aluminium for steel

towards substitution. None is more 

manufacturers to make cars more fuel 

led to a steel-for-aluminium substitution, 
with the steel producers turning to high-
tech steel products as a means of defending 
their market share. But aluminium is set for 

slashes the weight of pick-up trucks and 
SUVs, while high-strength steel grades are 
likely to dominate in Europe. 

Platinum group metals (PGMs) are 

leading consumers to consider substitutes. 
Palladium can now be substituted for 
platinum on a one-for-one, ounce-for-ounce 
basis, which has strengthened the market 
for palladium in gasoline catalytic 

of the technology to steadily thrift down the 

standard.13

steel and graphene for copper
Copper is most at risk of substitution in 

air-conditioning and computer chip 
interconnects, with substitution reducing 
copper demand by 400,000 to 500,000 
tonnes in 2012.14

 
It is also threatening copper tubing in 
refrigeration and air-conditioning. 

has been trading at around US$1,860/
tonne since the beginning of April 2013 — a 

the metals typically gathers pace.

Despite the recent slump in pricing, in 2012 
and early 2013 copper prices remained 

tonne, prompting consumers to shift to 

Utilities unbundled: Issue 13, 
Ernst & Young, December 2012.

Credit Suisse, 13 December 2012. 12. “Global coking coal,” JP Morgan, 11 December 2012.

Mining,” Mineweb, 27 September 2012.
14. “Copper Substitution Seen by KME Accelerating on Slow 
Growth,” Bloomberg.com, 5 March 2013.
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copper is that many applications highly 

building wire, power generation 
infrastructure and electrical connectors, 
cannot use substitutes and account for 

total end-use copper demand could be lost 
to substitution in the medium to long term. 

Chinese nickel pig iron (NPI) production — 

imports — remains a major issue for global 

nickel prices. 

The cost of importing the low-grade 
nickel-bearing ore from Indonesia and the 
Philippines, which the NPI production 

in the production of NPI can make the 

nickel prices and sluggish demand from the 
stainless steel industry.15 The threat 
of the Indonesian ban on nickel ore exports 

 
to migrate from China closer to the 
ore in Indonesia and the Philippines 

NPI in 2012).16

gained global attention as China, which 
produces more the 90% of global supply, 
repeatedly clamped down on exports, 

security of supply, automakers, clean tech 

materials.17

15. “Chinese NPI producers not likely to increase production 
soon,” Metal Bulletin, 21 September 2012.

Reuters news

Reuters news

sector,” Ernst & Young, 2011.
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in sector discussion around policy changes

and the ability to access global markets, should the domestic 
market dry up
Monitor interdependent sectors, e.g., power and utilities, oil and 

substitutes increase their share of the global energy mix

18

Steps mining and metals companies can take to respond to this risk
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While the top 10 risks will affect all of the 
commodities to a greater or lesser extent, 
the top 3 risks for each commodity draw 
out the issues that are especially pertinent 
to that commodity. 

years has taken its toll, propelling margin 

pole position for many of the commodities 
exposed to lower prices, with companies 
and shareholders now looking for long-term 

created problems for most commodities as 
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production occurs in multiple currencies, 
and the large swings in the commodity 

its number one risk as the metal has 
experienced highs of US$1,800 and lows of 
US$1,350 an ounce in a matter of months 
(2012/2013). 

Steel and aluminium pulled excess capacity 
from outside of our risk radar as we 
witnessed smelting supply growth 

rates remaining stubbornly below 80% for 

steelmakers. Slowdown in demand growth 
from China and subdued steel prices will 
continue to weigh on the global steel 
sector in 2013. The market continues to be 

likely to persist as the country’s steel mills 

GDP targets.1 

nationalism in their top risks. This is true  

new deposits are increasingly being 

social license to operate, and Germany’s 

has done little to help the commodity’s 
reputation. Newcomer, threat of substitutes, 
is the greatest risk to the coal sector, 

a large impact.
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Resource nationalism

Price volatility

Capital dilemmas 

123

Ernst & Young, 2013. 
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We would view these as the horizon-watchers because 
while they are not as critical at the moment, they need 
to be monitored and mitigated by mining and metals 

volatile market. 

corruption has slipped one place from above to below 
the radar. While this is still an important risk, it has been 
widely addressed by the industry following the introduction 

into the radar is cyber hacking targeting mining and 
metals, as this risk can be vicious, well-organized and 

undertaken by highly skilled operators. The effects can 
be very damaging to an organization or operation, so 
investing in the prevention of such an attack will be less 

radar include access to water and energy, competing 
demands for land use, pipeline shrinkage, climate change, 
increased regulation, aligning objectives with parties, 
new technologies and new communication vehicles for 
community activism. 

1 “Maintaining standards as market widens,“  
Ernst & Young, 2012.

Fraser Institute 
Annual, 2013.
3 “Worldwide exploration trends 2013,” Metal Economic Group, 
March 2013.

11 Fraud and corruption 
(10 in 2012)

Although fraud and corruption remains a 

it has dropped out the top 10 risks as awareness 
of the new regulatory regimes continues to 

instance, the Dodd-Frank Wall Street Reform and 
Consumer Protection Act (Dodd-Frank Act) 
introduced by US regulators, along with The 
Bribery Act 2010 introduced by UK regulators, 

actions.1

renewed their push to enforce actions related to 
bribery and corruption. Enforcement agencies 

Australian Federal Police and the UK Serious 

some of the world’s biggest mining and metals 

which shows how high the stakes are. Much of 

frontier countries.

has shrunk, and as a result, mining and metals 

risk on the Fraser Institute’s Corruption Index,2 
attracted 17% of the total exploration budget 
during 2012, making it the second most popular 
destination globally.3 In regions with less 
stringent laws, mining and metal companies are 

ink deals that compensate a number of third 
parties, just to do business in these areas.

corruption risk and a focus on complying with 

risk does not mean that companies should refrain 
from cross-border operations. It can be mitigated 

contract management, targeted control 
procedures in high-risk geographies, the use of 

anti-bribery and corruption data analytics.
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13

4 “South Africa faces the energy bullet,” Energy Economist 6 “UN-Energy Draft Summary of First Thematic Consultation  
21 February 2013,” UN, 21 February 2013.

September 2012.

Competing demands 
for land use

(13 in 2012)

Traditionally, this issue has been couched as a 
clash between indigenous peoples with a strong 
cultural/spiritual connection with the land and 

access it. Miners, farmers, indigenous groups and 

also raising concerns about the best use of land.

Land management is critical for companies as it 

scrutiny by regulators, local communities, 

up-front protection of agricultural land and water 

the initial exploration stage, together with a 
strengthening of existing measures.7 In India, the 

under the category of irrigation land.

Stakeholder expectations are increasing with 

stringent about land use. Accordingly, companies 

the use of offsets. For example, BHP Billiton 

partners. 

Restricted access to land is becoming the new 

premium for many minerals. Ultimately, the 

with lower cost of access will continue to be more 

12 Access to water and 
energy

(11 in 2012)

Access to water and energy remains a concern 

communities for these resources. 

costs for the mining and metals industry 

energy is therefore one of the major risks. For 

electricity to most of country’s mines and 

prices and the potential for future shortages, 
companies in South Africa are reassessing the 

4

and communities and to maintain their social 
license to operate, mining and metals companies 

long-term sustainable supply of energy when 

non-renewable energy sources to ensure 
companies increase their use of renewable 

renewable energy sources at mine sites is often 

outlay to set up renewable energy infrastructure, 
particularly in remote locations.

Water scarcity and associated stringent 

for mining companies in particularly dry regions, 
such as South America and Australia. Water 

costs and, where water is scarce, may limit the 
prospects of expanding projects. Mining and 
metals companies are competing with local 
residents, who need water for drinking, 

resources. For instance, Rio Tinto decided to 

Western Australia to ensure a sustainable water 
supply for its iron ore operations and to 
accommodate its expansion projects after 
authorities raised concerns about their high water 
usage.5

based on access to cheap and reliable energy that 

6

increase in the cost per tonne of ore. Larger 
mining and metals companies are continuing to 

respond to the increasing demands of community 
stakeholders in this respect.
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14

15

8 “Worldwide exploration trends 2013,” Metal Economic Group, 
March 2013.

2012 trends 2013 outlook,” Ernst & Young, March 2013. 

Pipeline shrinkage 
(17 in 2012)

The project pipeline for most commodities  
 

decade. During 2012, despite a slowing of 
Chinese economic growth and lingering  
economic concerns in Europe, global  
non-ferrous exploration rose to an all-time high  
of US$20.53 billion, an increase of 19% y-o-y.8 

 

increased budget allocation for almost all the 
major mining and metals regions.

interest in exploration programs has decreased 

resources in comparison to high-risk, early stage 
exploration. For instance, Vale has announced 
plans to defer its US$5 billion Simandou project 
in Guinea, this being a trickledown effect of 
softening iron ore prices. Similarly in Russia, 

sector, geological exploration is declining due to a 
9 

unlikely that companies will increase exploration 
spending in the near term. This does not auger 
well for junior explorers and for the mining and 
metal sector in general, the long-term 
sustainability of which is dependent on 

While prices are lower today, with a lower scarcity 
premium included, the lack of new exploration 
spend will only increase that scarcity in the future 

production for more than 10 years. This, in turn, 
will increase the roller coaster ride on exploration 

Climate change 
concerns 

(14 in 2012)

Mining and metals companies are under pressure 
to adopt a more sustainable approach to doing 

regulators, external stakeholders and employees. 
For instance, in 2012, Australia introduced 
carbon pricing. Though the real impact of an 
Australian carbon tax will not really be known for 
some time, it will impact industries with higher 

10

The increasing regulation emerging as a response 
to carbon emissions is being caught up with other 

redistribution in Australia and South Africa, air 
pollution reduction in China and funding 

this. This policy mix suggests it will become a 

has a target of a 6% reduction in greenhouse gas 
emissions intensity between 2008 and 2013.11

 

a key operational risk for mining and metal 
companies. How mining and metals operations 

climate change will become increasingly 

for remote operations

Health and safety conditions for workers in 
extreme climates

Access to reliable water for staff and mineral 
processing

for minimal business interruption

extreme weather 
Understanding the local climate and the impact of 
the aforementioned issues will be critical for 
adaptation planning and execution.

16
(16 in 2012)

Regulations can facilitate or restrict business 
operations. Mining and metals companies are 

new legislation around resource nationalism, 

compliance. Additional challenges include, but 
are not limited to, increased regulatory and 

capital in maintaining their reputations as good 

project. 

Furthermore, the risks and costs associated with 

compliance with obligations and failure to meet 

forfeitures, business restrictions and reputational 

should keep the scope and framework of these 

communicate them to corresponding functional 
12

top management. 

Increased regulation 

 
7 March 2013.

Ernst & Young, 2011.
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“ Mine automation is intended to 
unlock cost and production 

robustness, integrity and resilience 
of the IT systems.” 

Clement Soh 
Director, Advisory 

Ernst & Young Australia

Cyber hacking 
targeting mining 

and metals 
(new)

It was once thought that hackers were rebellious 
young students who would target symbols of 

metals plays in the global, regional and local 
supply chains, it has now become a priority 
target.

Criminals are attracted to the sector because of 

understand the increasing dependence mining 

looking for ways to threaten the denial of access 

protection rackets are real threats. For example, 
a criminal could take a long position in copper on 
the LME and then proceed to use cyber hacking 
to disrupt supply at key copper production 
facilities causing prices to spike. 

These threats are heightened by the 

the supply chain as a result of increasing cost 

for a more sophisticated IT system and network 
infrastructure to connect the geographically 

PCN, safety systems or sensors) is increasingly 
connected. With the trend towards remote 

hackers with an access path to the operation 

systems are inherently less secure as many old 
systems were not designed with security in mind.

Intelligence agencies and the military of 

cyber warfare. Their enormous capabilities are 
being directed at economic warfare and 
espionage to target key industries, posing a real 

national or state-owned companies in contract 

more sinister, with the use of malware to 
incapacitate important facilities (made infamous 
by the Stuxnet attack on the Iranian nuclear 
facilities), should not be ruled out. It is worthwhile 
considering the impact of disabling a remote 
operations center that controls trucks, drills, 
trains, ship loaders, mills or concentrators, or 

disabled. 

capability to pull off highly sophisticated, complex 
and extended attacks. These hacking teams 

manpower and time) at their disposal than any of 
their targets.

In trying to maintain their social license to 

to meet as many stakeholder demands as they 

many of which are competing, nor may they 
choose to. Some more militant and extreme 

hacking to disrupt mining and metals companies’ 

create communications mischief such as defacing 
websites or triggering false announcements. 

political agenda is a real risk in today’s operating 

to react to this growing threat. In Ernst & Young’s 

respondents saw an increase in external threats, 
with 31% experiencing an increase in the number 

companies appeared less concerned by these 
worrying trends, with less than a third reporting 
external security incidents. 

breached.”13 This is true of all risks and, while 
cyber hacking may not translate into a reality for 

increasing understanding of the threat it presents 
suggests it should not be ignored.

17

13 “Boards must consider internet’s dark side,” ft.com, 12 

cms/s/0/764a60ec-4442-11e2-932a-00144feabdc0.
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2012 trends 2013 outlook,” Ernst & Young, March 2013.
15 “What do the new consolidation, joint arrangements and 
disclosures accounting standards mean to you?,”  
Ernst & Young, 2011.

 
Ernst & Young, 2011.
17 “Copper grades on the retreat,” The Australian,  

8 March 2013.

18 Aligning 
objectives with 

partners 
(12 in 2012) 

Working with partners, otherwise known as 
partnering, is becoming an increasingly popular 
business model for managing risk — across a 
portfolio — in a climate of lower returns. This is 
not a signal that mining and metals companies 

rather, bringing in a partner enables them to limit 
the amount of capital allocated to these projects 

Furthermore, partnering allows capital-
constrained project owners to share the 

including scale and complexity.

resources, assets, capital, expertise and labor. 

shape a dynamic, long-term growth strategy for a 
project. They are a common structure in the 
mining and metals sector and are likely to remain 
popular as a means of strategic growth. The 
forecast increase in both steel production and 
demand in emerging markets, together with 

escalating costs and subdued commodity prices, 

and technical know-how.14 Potential partners 
with special relationships with national banks 

greater management to justify new or continued 

enterprise of a major trading partner, can 
substantially reduce the political risk.

scrutiny can impact all partners, and they need to 
ensure their contractual rights allow them to act 

could affect compliance with regulatory 
15 For some joint arrangements, 

and arrangements commonly described as joint 

to be accounted for as in the past. This change 
16 

to be transparent in both their operations and in 
reporting compliance. 

It has become increasingly critical for joint 

complexities associated with the business 
operating model, business processes, information 
systems, corporate culture, structure and 

opportunities.

19 New technologies 
(15 in 2012)

more established mines, together with higher 

production challenging. Usually high-grade and 

extraction of the remaining low-grade ore more 
 

Chile age, copper ore grades are deteriorating 

simply to maintain output, making mining 
17

With rising demand and margin pressure, mining 

depth, increase the probability of success from 

18 The “Mine of the Future” program is 

trucks, drills and trains.

As mining processes become more integrated 

the need for strategic alliances between mine 

more crucial. Although the costs and challenges 
associated with automation in the mining and 
metals sector are substantial, it seems the only 
way for resource companies to maintain their 
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20 New communication 
vehicles for 

community activism
(19 in 2012)

networking, cloud computing and smart mobility 

platform for discussion, cooperation or coalition 
building. These communication channels are 

Public concerns or objections around mining and 

increasing the risk of regulatory scrutiny on 

mining and metals companies deal with this often 
depends on their speed to identify and act. For 

confronted by a fake press release from an 
 

 
A$1.2 billion loan. This temporarily wiped out 

the record.19 

 

and feedback from the preliminary stage of a 
project. It has become critical for companies to 

be far reaching and can seriously impact a 
company’s reputation and social license to 
operate and, in turn, its bottom line. 

delayed due to opposition by the local community 

from 4,004 acres to 2,700 acres of land. 

supposed to start production at the end of 2011 

not only lost a lot of capital and time, but also its 
reputation as one of the best foreign steelmakers 
during this disagreement in India.20

19 “The seamless short-term hoax,” The Australian Financial 
Review

The Economic Times
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focused on future growth through expanded production, without losing sight of operational 

changing expectations in the maintenance of its social license to operate, skills shortages, 
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