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STAGE 1: TODAY, NOW...

Scenario: Fool’s Gold? (Part )

You are the investor relations manager for the London-based Overseas
Investment Bank (OIB). In the weekly senior management meeting, you
learn that the bank is in discussions with Sino-Sesotho Precious Metals Ltd.
(SSPM) to underwrite a US$82.2 million loan to help SSPM to buy Macho-
bane Spear Gold Ltd. (MSG) in South Africa in a liquidation sale for the
bargain-price of Rand 150 million. (US$22 million).

SSPM is 74% owned by Hong Kong-based Sumluck Holdings. A broad-based
black economic-empowerment consortium, led by Mandivamba Rukuni,

owns the other 26%. As part of the deal, SSPM will agree to spend more

than Rand 525 million (US$60.2 million) on mine developments and on
erecting a new gold plant at the mine. The marathon Machobane liquidation [
has been ongoing since early 2009. To date, only one smaller mine has been
sold off.

S«
Just last week, you attended a seminar updating the latest developments on S
enforcement of the UK Bribery Act and you met a representative from the
South African:NGO, Corruption-Watch, who told you that corruption in
South Africa was in large part the driving force behind the labour unrest that
has plagued the mining.industry this-past year. To drive herpoint home, she
showed you the latest Transparency International Corruption Perception
Index where South Africa scored 69th out of 179 countries, with a score of
43 out of 100, down from a score of 51 and 35th place just five years ago.

She points out that “competitive temperature in the country forces people
to'be pragmatic and hard-nosed to meet targets. This temperature creates
roomifoy unethical behayiour: There is a thought-process that, if all one’s
competitors are doingit; you'cannetrun the risk of not doing it too”. She
gives you her card and-tells youhow you can follow.their work. Their twitter
account is @Corruption=SA and they have a Facebook page as well.



WHAT DO YOU DO?

1. Do you raise the corruption concern with your colleagues in the
meeting?

2. Do you also mention to your colleagues that you are concerned
about the deal involving a Chinese company trying to take
control of a valuable resource by buying a mine which has been
on the market for three years - for which no one else seems to
have made an offer?

3. The business partners of the Chinese company are a group of
local economic empowerment people who are known to be well
connected with the “movers & shakers” of the local business
community. What might their agenda be?

4. Given the recent huge fines imposed on HSBC for money
laundering, do you raise the issue of the bank’s potential
liability in funding a deal which may be linked to elements
of corruption?

5. Is lending money to allow others to profit from corrupt
practices treated the same by regulators as receiving money due
to corrupt practices?



STAGE 2: A WEEK LATER

Scenario: Fool’s Gold? (Part Il)

Approval of the Sino-Sesotho Precious Metals Ltd. loan is due to
be finalized by the Senior Management Committee of the Bank
in 14 days time, at which point it will be announced in the
financial press in London, Hong Kong and Johannesburg. Your
office is already working on the press release.

You receive an email from a close friend of yours in South Africa
with whom you went to University in England.

Hi,

The wife thinks it’s a great idea that you and your new partner
come here for a quick romantic getaway. We got a new
sailboat last month, a J-24. A night on that will do the trick.

By the way, following up the conversation we had over the
weekend, | checked around and found out that according to the
local newspaper, this Ruktni'fellow is pretty tight with a
business dffiliate of Zuma. Also, the company that previously
had the rights to the mine was Western Cape Empowerment
Systems Ltd., which is runby two of the country’s high-profile
entrepreneurs, one of whom,is the grandson of Mandela and &
the other, the nephew ofZuma. They were ordered by the
liquidator to vacate'the MSG mine several months ago as
workers wentunpaid. WCES had planned to buy the mine from
Machobane, which went bankrupt in 2009 and had been given
operational rights in the meantime. Your friends certainly keep
tight company. Surprised that you overpaid loafers in the “big
smoke” didn’t know this!

Best regards,

Jocko




WHAT DO YOU DO?

. Does this email actually indicate that there is corruption? What
do you do with this information, such as it is? What can you do
to verify it?

. The bank stands to make a considerable fee on this US$82.2
million dollar loan. Would you advise that the deal be aban-
doned based on what you know so far?

. If the bank goes ahead with the deal, do you think it could have
any problems, either now or later, in defending its actions from
a PR/reputational management point of view? How useful
might social media be in this regard?

. If a due diligence report on Sino-Sesotho Precious Metals Ltd.
and on their South African business partners has been done by
the bank, what key areas should have been covered?

. Who within the company should have seen this report?
. In your experience, would this sized loan/deal fall below the

radar of top management? Who then would be the gatekeeper
for compliance within your organization?



FOOL'S GOLD? (ADDITIONAL BACKGROUND)

General Scene

e Unrest has continued to ripple across the gold- and platinum-producing
regions that surround Johannesburg since the police killed 34 miners at a
Lonmin platinum mine at Marikana, 80 miles northwest of Johannesburg, on
August 16, 2012. The violence was triggered by a turf-war between the
long-established National Union of Mineworkers (NUM) and the newly-formed
Association of Mineworkers and Construction Union (AMCU) which is more
militant. Earlier in August, Aquarius Platinum briefly shut one of its shafts after
an attack that left three dead and at least 20 injured. Three people had been
killed in a similar round of violence in January 2012 that led to a six-week closure|
of the world's largest platinum mine, run by Impala Platinum. An estimated
80,000 workers out of South Africa’s total mining workforce of 514,000 were
engaged in illegal strikes in 2012. In all, 47 people have been killed in 2012 in
labor violence at mines.

¢ Jacob G. Zuma is the president of South Africa and the head of the African
National Congress (ANC) Party, the party that has dominated the country’s
politics since the end of apartheid. He was elected president by the country’s
parliament after he led the party to its fourth consecutive electoral victory in
April 2009. Mr. Zuma became the head of the ANC by ousting President
Theodore Mbeki from his leadership position. Mr. Zuma has raised the hopes of
the dispossessed but has not yet delivered the better life they demand. Despite
persistent corruption charges and the taint of extramarital affairs, he is a political
survivor who has risen to lead:the continent’s powerhouse nation. Yet his
administration has been dogged by news of self-dealing and misconduct by
public officials that has eroded the confidence South Africans have in their own
government and in political parties — the very foundations of their fledgling
democracy. But despite the increased criticism, in December 2012, Mr. Zuma
won a landslide victory for a second term as head of the ANC, beating backa
challenge from his deputy, Kaglema Motlante. The vote makes him almost
certain to win the presidential election that is to be held in 2014.

o After years of damaging debate, South Africa’s ruling ANC party has finally
vetoed the idea of nationalizing its mining sector in a vote at the national party
conference in December 2012. The vote is seen as a broad defeat forthe
left-wing factions in the ANC who oppose Zuma'’s leadership, reassuring
investors and allowing more influence for pro-business leaders in the party. But
in a compromise with the left-wingers, the ANC agreed to impose some form of
higher taxes on the mining sector, and it promised @ bigger role for a
state-controlled mining company.




"We are on a knife’s edge. If we can’t convince the world to invest
in the future of SA then our future looks grim”. [Strikers’ high wage
demands, combined with other soaring input costs]"call into
question the long-term viability" [of some of AngloGold’s shafts.].
"We’ve got a small window of opportunity to turn this around or
my greatest fear will be realised — that many people will lose their
Jjobs, many families will lose their breadwinners. Many companies
will be hurt, but in the long term South Africa will be worst off for
what’s happening now."

Mark Cutifani.
AngloGold Ashanti CEO
October, 2, 2012

“The riots are indicative of wider economic and political tensions
across Africa and represent a significant challenge for mining
companies operating in the resource-rich continent... Events in
South Africa echo those in the Zambia. Earlier this month, protests
at the Chinese-owned Collum coal mine in the town of Sinazongwe
turned violent when striking workers began to riot, disrupting
operations [a Chinese manager was killed]...A wave of strikes has
been seen in key African mining countries in.recent months and.in
most cases, recent strikers have been successful in securing pay
increases, arguably giving mining workers the confidence to go on
strike over issues such, as pay. With international commodity prices
remaining at high levels, companies in the mining sector are
anxious to avoid further site disruption and are likely to meet
strikers’ demands — increasing the risk that, as the financial crisis
continue to bite, workers in this sector will likely continue to'take a
chance and protest more so than in the past”.

Elizabeth Stephens

Head of Credit and Political Risk Analysis

JLT Group, London

Reported in the Independent Newspaper, August 22, 2012
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e Qur experience in crisis management teaches us that
“bad news” or “problems” exist in all companies and
organizations. Senior management is often kept in the
dark about such‘news for various reasons. Itis a
constant effort to ensure that information flows
upwards as required.

¢ To ensure that critical information flows to the top, a
company or organization must instil a culture where
senior people are seen to be taking full responsibility for
the action of their subordinates.

¢ Written provisions must be putin place to protect
whistleblowers for revealing corrupt or morally

questionable' management practices. Y5~ 50‘
-«

¢ Deals ofterrinvolve a high degree of risk. Businesses k U
would-never grow-and prosper if they didn’t take risks. J U l(\
But'risks and their consequences must be fully explored DE
and:-understood before taking them on. / \‘ t

lf’(

* Risks involving money are a legal issue. Risks involving
reputation.are a moral issue. The penalty for the latter ish
always greater. >
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CONCLUSI
Seven prin

HAVE A PREPARED MIND
is the most important
principle. Embed the ethos.
Think through the possibilities

HAVE CONTEXTUAL
AWARENESS
— put things in-perspective
relative to thelocal culture
and politics

Bwa S ofey/ . N

BESTIMELY, GET THE FACTS
and ensure the passage of
information. But accept that you
will have to take some early
decisions without'knowing
everything (that’ss\where judgment
is sesimportant)

LISTEN
to what stakeholders are
saying — and then get the
messaging right - quickly

HAVE A VALIDATED POLICY
which is understood and rehearsed.
Don’t overcomplicate or
over-template it (there will never be
a “black book” for every situation).
And just because you have extant
procedures, never get complacent

GET THE RIGHT PEOPLE

TOGETHER
quickly, ensuring that they know
their reles before a crisis

OVERREACT:
early and don’t be reluctantto
say that you have a crisis (it’s
easier to de-escalate in a timely
way than to escalate too late in
the day)
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