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Political and Country Risk Workshop 

Exploration and Junior Mining Conference 

Johannesburg, on 9 November 

 

 

On 9 November Eunomix sponsored and organised a workshop at the Exploration and Junior Mining 
Conference on the risk of doing business in Africa for exploration and junior miners.  

We have compiled a summary of the main points of the workshop, which you will find below, and trust 
this will be of value to your business. 

The panel sought to provide both a strategic and a practical view of risks through exposure to a set of 
highly experienced and respect experts from a set of complementary fields. The panellists were: 

 Peter Leon of Weber Wentzel, who provided the view of the regulatory and mine contract 
perspective  

 Musa Manyathi of Deloitte, who spoke from a tax and compliance standpoint 

 Peter Major of Cadiz Corporate Solutions, who offered insights from the funding angle 

 Paul Kapelus of  Synergy Global, who discussed the requirements on juniors of a proper 
community engagement process 

 Jonathan Garrett of Erinys, who addressed the growing linkages between operational risk and 
community 

 Claude Baissac, MD of Eunomix, set the stage by discussing the systemic risk and chaired the 
panel. 

Context – Claude Baissac 

Since about 2000, Africa has been experiencing a political and socio-economic revolution. Up to that 
year, Africa had average GDP growth of 2% p.a and FDI of less than US$10 billion. GDP growth now 
averages 4.6% and FDI has dramatically increasing, to a peak of US$70 billion in 2008. Trade between 
Africa and China has increased tenfold in 10 years. Intra-Africa trade has also improved significantly.  

There has been significant democratisation, decreases in the number of coups d’état and revolutions, 
improvements in freedom of expression, increase in disposable income, the betterment of investment 
climate and a meaningful commitment by most governments to leverage the private sector and the 
emergence of an African middle class – all of which are turning Africa into a consumer market.  

However, significant micro-and-macro challenges remain especially in respect of systemic risk.  

From a political and country risk standpoint, one of the most significant and pervasive risks 
confronting mining companies is the fact that most African states are what we call “weak states”. 
These states general lack the capacity to fulfil their end of the social contract; to provide basic public 
goods (such as adequate safety and security to all; a stable and investment friendly economic 
environment; and, health, education an infrastructure for all) in an effective and fair way. This is in 
large part because these states remain, on the whole, captured by special interest groups that often 
advance their own interests at the expense of others. Even in democratic states we see evidence of 
capture. 

Thus, African countries remain, despite progress, inherently more vulnerable to upheavals. This is 
principally because of their lower capacity to: 
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 keep conflicts under control and resolve them before they turn violent 

 ensure fair and sustainable political and economic participation and outcomes 

 provide broadly accessible and effective public services 

 and ensure opportunity for the vast majority 

Risks are ever present, arising from: 

 a higher incidence of military conflicts and civil strife 

 a weaker political governance and rule of law 

 a fragile economic growth and poor infrastructure 

 and higher levels of poverty and inequality 

Upheavals occur frequently. Since 2000, about twenty countries have experienced serious security and 
political crises, ranging from civil strife to coups d’état and civil war. Some of these countries were 
reputed stable. Past stability is no guaranty of future stability. 

Even in stable countries conditions for investing, operating and repatriating profits are challenging:  

 contracts and property rights are difficult to enforce 

 critical inputs, including skills and capital and intermediate goods are scarce 

 essential production and transport infrastructures are in short supply 

 administrative efficiency is low, and corruption is high 

 policy changes occur frequently and  are often drastic 

Costs are higher. Projects require more time to develop.  Assets are less productive. Economic returns 
face greater uncertainty. 

The weak, captured state has therefore profound implications on the nature and sustainability of 
economic development, on investment and on the way mining companies must develop their 
operational profile. 

These macro-issues have real meaning on the ground.  

For instance risks to mining licenses are often significant. Securing and holding a license requires 
careful management that must balance conflicting obligations in the context of greater scrutiny over 
business practices and transparency. There are obvious and potentially dangerous tensions here.  

This is particularly the case for junior minors, who tend to have less resources, management time, and 
experience in dealing with the many pitfalls in this area. As resource nationalism makes its resurgence, 
this is now a greater risk than at any time since 1970. 

Because of this, junior mining companies must balance the need for economy with that of 
sustainability. They need to consider how much knowledge is required to secure their investment and 
program, and ensure that they do not undermine their value to a prospective buyers by “cutting 
corners”. 

If corners are cut in the management of political and country risks, the result may well be the creation 
of long-term liabilities which undermine their value. This is a common  and costly issue: buyers, burnt 
by experience, put junior minors under increasing scrutiny and apply significant discounts because of 
the liabilities they assume they are buying.  

By establishing the right type of relationships, monitoring and risk management framework, junior 
mining companies will significantly decrease their risk exposures, and will increase their goodwill and 
market value. 

Political and country risk is not a business externality. It is business. 
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Regulatory and mining contract risk in Africa, and how to manage this – Peter Leon 

There is a significant trend around resource nationalism in Africa, even in respect of what are 
considered to be democratic governments – Ernst & Theyng Report states that this is biggest risk 
facing mining companies. The reason behind this is due to governments feeling that their countries are 
not obtaining fair share of resource rents. It is therefore up to these governments to renegotiate long-
term agreements that were entered into by previous administrations (e.g. Guinea, Ghana, Congo).  

As a form of mitigation, many companies have demanded “stabilisation clauses” in their agreements, 
which clauses are intended to stabilise the impact/enforceability of actual provisions in a country’s 
MDA. Many academics view this practice negatively, stating that the effect is to constrain governments 
in their own policy options. In addition, if a government does not receive what it perceives to be 
adequate resource rents, it will always push back to its MDA irrespective of stabilisation clauses 
anyway.  

The real form of mitigation is to ensure that contracts between companies and governments are fair 
and sustainable to the government and stakeholders within the country of operation. If the contracts 
are not fair nor sustainable, ultimately at some point government will push back and seek 
renegotiation.  

The International Bar Association has developed a template agreement – the Model XXX –  has which 
reflects international best practice principles and is fair to host government, communities/local 
stakeholders and investors. This is a useful template to use as a base for negotiations. 

Tax and Compliance – Musa Manyathi 

Companies tend to forget that there is always a third party to any buy/sell agreement – the tax man. 
Junior mining companies looking to do business in Africa should: 

 always look to available tax incentives. Junior mining companies should not expect tax 
incentives. Although governments accept and are aware of the value of junior mining 
companies’ tax base (resource) to their country, policy often does not consider the 
needs/difficulties faced by junior miners.  

 Juniors should always keep in mind the risks they are exposed to in terms of tax issues. They 
need to assess their tax risk on the basis of a normal (policy compliant) tax assessment. They 
should be aware that most African jurisdictions have ‘source based tax’, look at Withholding 
Tax policies of the host country, and clearly understand the type of structure(s) needed to 
minimize this. 

 They need to keep transfer pricing risk in mind in assessing tax risk. 

 They should also be aware of the host country’s Tax Dispute Resolution processes, especially 
as some countries have informal processes because policy structures and systems are not 
sophisticated. On the positive side, informal processes provide a massive opportunity because 
in all circumstances one wants to avoid going to court.  

 There can be taxes at national and provincial levels. It is important to be aware of this and 
balance it.  

 There is more discussion among African countries and tax revenue authors because of 
complaints of countries not benefitting enough from resource rents. There is now a Tax 
Administration Forum where countries compare revenue generations from various mining 
sets. One should expect to make a contribution to a country’s tax system.  



 

 

4 

 

 

Raising finance and making money as a Junior, Peter Major 

It is tough to make money as a junior – it all boils down to risk mitigation.  

1 out of 10 mining projects make a return, including big ones! The majority of big companies can ride 
out commodity cycles and can look to balance sheet to ride out cost overruns. Junior mining 
companies do not have this luxury.  

Risk mitigation points: 

 Juniors need to know/fully understand what their return is going to be before they embark on 
a project. They also need to know that in general a project will never give a higher return than 
budgeted, often less. The following gives safe, predictable returns: cash 6-7%, government 
bonds 9-10%, Kruger rands etc. So projects need to return better that these vehicles for any 
investor to show interest. Any project outside of South Africa needs to provide a multiple 
return on what a South African project would, for example 40 -50%! Yes, this is rare, but 
projects with these returns are out there. As a mining investor, if one loses money, it is gone, 
no chance of getting it back. Therefore, this type of investor wants multiple returns for the risk.  

 Juniors need to work on a long-term average metal price and calculate if a project can cover its 
costs at this level. For example, US$ 600 is the long-term average gold price used when 
assessing a gold project. If the price reverts to the average (and half of the time price is less 
than the average) they know their project will survive.  

 One should always have local partners, and let them know upfront that everything is 
transparent – using whatever channels one can to communicate this e.g. media.  

 Funding – Cadiz would only fund a project in which they would put money into. Even though 
they have multiple funders in the background, they will only promote a project if Cadiz itself is 
prepared to put funds into it.  

Communities and Stakeholders – Paul Kapelus 

Junior mining projects are under high pressure to generate returns quickly. This combined with new 
mining technology has resulted in a decrease life of mine and puts even more pressure on the social 
systems that accommodate the mine in an area. The nature of junior business model determines their 
risk profile.  

Communities and government are not seeing long-term benefits from the current mining business 
models. These two stakeholders also want a lot more, quicker. Communities are also beginning to ask 
why they should give up land, etc. for a life of mine of 10 years.  

Governments’ narrative is that mining companies are a curse and liability.  

There is increasingly low tolerance toward companies that cannot manage relationships with 
stakeholders and conflict situations, as governments realise that they can’t afford social protest 
around mines as it reflects on the country’s political risk levels.  

A number of agreements with communities/stakeholders collapse within a couple of years. Junior 
mining company must juggle the need to maintain expectations and keep communities positive. 
Successful projects rely heavily on social license to operate and this is concept and the implementation 
thereof is becoming more scientific. Companies are becoming able to assess quickly underlying issues 
that would affect projects.  
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Therefore, a key consideration for junior miners (and all miners) is social license to operate: 

 Does the community support they and work with they to resolve conflict? 

 Does the company have collateral to make agreements with communities and stakeholders to 
achieve business objectives? 

 Does their company promote ‘peace’? Conflict is a normal process in society but as a company, 
they do not want to trigger it. 

 Juniors need to develop formal agreements with stakeholders, otherwise there is no basis to 
the relationship. 

 Companies must respect their human resources process – where basic human dignity is 
compromised, the increased risk to the mining project is significant. 

 Companies must be as proactive with communities/human resources as they are with safety 
(for example). 

Companies should look at the African Mining Vision for additional guidelines and ideas.  

Artisanal and illegal mining represents a very difficult and complex aspect that mining companies 
often have to deal with. Although government may declare artisanal mining illegal at big 
mines/concessions, they will not follow through in terms of removing them from the site and numbers 
of illegal miners can reach up to 150,000. This is an extremely difficult negotiation and risk aspect – 
each site is unique. Junior mining companies must assess level of artisanal/illegal mining at the sites 
before progressing with a project. At this point in time, it seems that in the main, companies will have 
to learn to co-habit with artisanal miners or come up with clever ideas to effectively make them work 
for the company.  

Operational Risk specifically from local community perspective (Jonathan Garratt) 

Operational risk covers physical, health and safety risks. 

As a rule, if junior mining companies get it wrong with local communities, the result is decreased 
profits and lost reputation with local communities, government and stakeholders. 

The Erinys approach is different from traditional ‘boxed’ approach to these risks. The core operational 
risk requirement is understanding community and the local environment to collaboratively develop a 
project. This requires risk integration. Traditional security companies have a linear approach of 
quarantining risk rather than understanding the causes of risk.  

Successful community engagement is key to reducing operational risk. To achieve this, companies 
need effective and proactive communication of their plans – how/what/where/when, especially in 
respect of what they will be doing in local communities.  

Open Discussion 

 Action Plan for Africa implements African Mining Vision. The African Mining Plan is very 
important in terms of policy space if  one is working in Africa. It tries to promote all forms of 
beneficiation around minerals.  

 Voluntary Principles on Security and Human Resources – countries can sign up on this (South 
African government has finally agreed to sign following Marikana). It is useful as it outlines 
measures mining companies should follow in terms of using public policing and security. 

 Bilateral Investment treaties – juniors need to find out if one of these exists between their host 
country and country of origin. These treaties have 2 important characteristics: they their 
investment protection from expropriation and subject all investment disputes to international 
arbitration (i.e. it takes arbitration out of local courts/jurisdiction) 
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 African Union – companies need to commit to providing the AU with a private sector voice, so 
that their perspectives can be heard and accommodated. To the exception of AngloGold 
Ashanti, this is not the case, and this is a real risk. 

 There is a high level of distrust and non-dialogue between mines and governments. There is 
significant underestimation of the fact that a number of risk faced by mining companies are 
generated by themselves! Mining companies see themselves as recipient of political and 
country risks, and fail to see that for governments and communities they are emitters of risks. 
To some extent, political and country risk is a boomerang. 

 Internal conflict within a country’s powers flows from national down to local government. It is 
therefore critical to have a constant understanding over who influences who, and where those 
risks lie. This is particularly important in politically  fragmented countries. One needs to 
manage these relationships at all levels. It is complex:  in order to get license, things they have 
to do might at national level might tread on someone else’s (local) interests. One must have 
business intelligence systems that allow one to understand vested interests around social 
license at local and national levels, and anticipate and manage issues. 

 What is a community? How does one find out, who does one speak to? Mining companies tend 
to apply simple postcolonial perspectives on community: village, chief, traditional social 
structures, etc. Africa is not like that. Juniors need to understand the history of that area! This 
goes a long way to understanding the roles and relations within a community. One must take 
time to find out, keep ones’ ear to the ground, and establish a local intelligence network if 
possible. Also, a good general starting point is to find out who owns/controls the land. Power 
relations and dynamics change all the time. There is often a 2-tier relationship in an area – 
traditional and political/administrative. In general, political parties have roots in tribes, but 
this is not set in stone. One must remember that as a miner one is extremely influential as a 
cause of  changes within a community and its power relations! Again, mining companies are 
not just  takers of risk, but also a creator and emitters of risk!  

 Success of social/community interaction comes from attitude and not from throwing money at 
it. A critical differential factor is the commitment to de-risking projects through 
communication and being transparent, It is about managing expectations. One should spend 
money upfront to understand lay of the land, who is who and what community wants/needs, 
and developing the management framework to do this well. Companies need to make sure 
people who obtain information from communities have a format that they can cross reference 
and collate effectively. The resourcing of one’s Risk Management System has to be in line with 
the development of one’s mines.  

 What will impact be on mine-government relations at the next downturn in commodity prices? 
This is difficult as there appears to be a lag between actual commodity prices and government 
understanding of the market changing by about 5 years. Hence, governments are currently 
under the impression that the commodity cycle is just beginning on a up cycle. Therefore, they 
cannot base their negotiations on price, have to base their agreements and business model on 
international best practice – do not cut corners because then they will not survive the 
downturn. 

 How do juniors minimise creating risk/liability in respect of tax compliance? One should not 
pay ‘unofficial’ taxes – once this starts it does not stop. The starting point should be to always 
obtain an official tax number and pay this official tax amount, always getting an official receipt 
for payments. One must be compliant and remain compliant, despite the obvious difficulties 
and demand around that. 

 Organised Labour (outside of SA) – All countries have some semblance of unionisation, but on 
must look at Labour Minister/Government to get a feel for this as often times unions don’t 
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have financial and influential means. Very dependent on where  one is. Francophone Africa has 
very structured and militant labour, which make labour relations often more difficult, but also 
quite predictable. One must have a strong ability to negotiate and communicate in these areas. 
For companies that have acquired a state-owned mine, there are usually inherent and strong 
labour legacy risks. 

 



 

 

t h o u g h t f u l  •  u n e q u i v o c a l  •  p r o g r e s s i v e

Please direct your queries to info@eunomix.com •   www.eunomix.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  


