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Good Morning Ladies and Gentleman.  It is a great pleasure and an honour to have been invited here today to discuss Capital Flows to Africa.  Africa is a tough environment to work in: it has serious need for direct investment which is hampered by negative perceptions of the continent but at the same time there are considerable rewards to be reaped by being in Africa.  Ashanti, since its initial listing on the London Stock Exchange in 1897, has had a great deal of experience with the capital markets, both debt and equity.  Today I would like to discuss these experiences with you.

To begin, a quick summary of Ashanti and its operations.  Ashanti is an internationally listed, gold mining company, with six mines in four African countries.  Ashanti produces approximately 1.6 million ounces per annum and has a reserve base of 20.7 million equity ounces.  Our 2003 earnings were US$ 54.8 million before exceptional items with earnings per share of 43 US cents.  As at 31 December 2003, our market capitalisation was approximately US$1.7 billion.  Our workforce is approximately 9500 and we have exploration sites in 8 African countries.

In 1994, Ashanti took a momentous step and listed on the Ghana and London Stock Exchanges.  Ashanti placed approximately 23 million shares at an offer price of US$ 20 per share.  The listing was 5 times over subscribed and attracted foreign and Ghanaian investors alike.  The listing generated approximately US$ 80 million for the Company, which was used to fund growth and working capital requirements, and US$ 380 million for the Government of Ghana.    The Government of Ghana also benefited from this listing.  The Government reduced its interest from 55% to 30% in this secondary sale of equity.  This original listing marked a significant mile-stone in Ashanti’s access to capital markets and a first for a primary listing on the London Stock Exchange of a non-South Africa, African company.  

A year later a 144A offering into the US market followed.  This raised US$ 60 million to fund the establishment of a pan-African exploration programme.  One final stroke was necessary to complete the picture and to ensure the future success in attracting foreign participants and access to capital for Ashanti.  In 1996, Ashanti listed on the NYSE, becoming the first African oeprating company to do so.  The main objective of this listing was to provide liquidity to the Ashanti stock, and indeed, to date, New York provides the majority of the liquidity for Ashanti shares.

In February 1996 Ashanti took advantage of these new found markets by issuing US$ 250 million worth of 7 year 5.5% Exchangeable Notes which were listed on the New York and London Stock Exchanges.  These proceeds were used to repay bank debt and fund the Cluff acquisition.  The Noteholders had the option of converting the notes into ordinary shares at a premium of approximately 23% over the then prevailing share price.  By issuing the Notes, Ashanti raised debt with a maturity greater than that it could have achieved from its bankers and significantly reduced the cost of its debt (approximately 1.5 to 2%), by giving the Noteholders the exchange feature.

Since the initial listing, Ashanti has used equity to fund a number of acquisitions.  Since 1995, Ashanti has made a total of US$ 704 million of acquisitions of which US$ 353 million was funded through equity.  These include:

· The purchase of Cluff Resources for US$ 156 million, which added the Ayanfuri and Freda Rebecca mines together with the Geita Concession to the Ashanti portfolio,

· The purchase of IGR and Glamco for US$ 162 million which added the Bibiani mine to the Ashanti portfolio,

· The purchase of Mindev Kimin for US$ 46 million which added the Kimin to the Ashanti portfolio,

· The purchase of Samax for US$ 140 million which added the adjoining property to the Geita extension.

Further to these acquisitions, Ashanti again used its access to equity, in less than happy circumstances, in 1999.  During September 1999, following the Washington Accord, the gold price spiked approximately 85 US$ dollars from the doldrums of US$ 255 per ounce to the highs of US$ 340 per ounce.  Ashanti had not been able to obtain margin-free trading as the banks were concerned about political risk and had used margin as a blunt instrument to manage their exposure.  Ashanti was required to post margin and was further committed to the funding of its Geita Project in Tanzania.  The funding of Geita, combined with the margin requirements, led to a liquidity squeeze.  Ashanti again turned to equity as a solution by issuing of warrants on our stock.  As part of the margin-free trading negotiations with our bank group, Ashanti issued 19.8 million warrants.  The issue of these warrants allowed Ashanti to trade margin free until 2002 with enhanced margin limits for 2003 and 2004.  By making the hedge counterparties equity stakeholders in our company, we effectively ensured that going forward the banks interests would be aligned with those of our shareholders and this created the platform to enable us to at a later stage obtain ongoing margin free trading.

Ashanti by late 2001 started to pro-actively address its 2003 refinancing requirements which were beginning to loom large in our stakeholders’ mind given certain well publicised insolvencies, corporate scandals and the state of the world economy plus the market’s uncertainty about our hedge book, margin free status and ability to redeem our Notes at par.  The task was to manage the requirements and align the interests of our 3 creditor groups, namely, the Noteholders, lending banks and the hedge counterparties.  

An Ad-Hoc committee of Noteholders was constituted and the initial deal tabled, during January 2002, involved the term out of US$ 163.9 million, which represented 75% of the notes, and a debt to equity swap for US$ 54.7 million, which represented 25%.  The New Notes would have also included an exchange right at a price of US$ 5.75.  Further, a new RCF of US$ 100 million was also to be raised and Ashanti had finally agreed with its hedge counterparties that on completion of the refinancing, it would trade margin free on an on-going basis.

The fact that Ashanti was able to announce to the market that it had reached a refinancing agreement with all 3 elements of its creditor group was extremely well received and our share price, (as we had believed it would), reacted positively to the news, and despite our African address we had finally achieved on-going margin free trading.

This deal however was not to be concluded as in the process of putting it together, we had won new friends, re-established old relationships in the banking environment and rekindled shareholder interest.  Building on this platform we then had discussions with our largest shareholder, who expressed concern over the dilutive effects of this transaction to all shareholders, and thus the Cash redemption alternative was developed.  This deal consisted of:

· The early exercise of 13.8 million warrants which were issued as part of the margin free negotiations in 1999 at US$ 3 per share – a Lonmin Put was granted to warrant holders in exchange for exercise, ensuring that synthetically, the warrant holders had the same financial position.

· The issue of US$ 75 million of Mandatorily Exchangeable Notes (MENs) to Lonmin Plc, which would convert to shares on the completion of a rights issue by Ashanti.

· An enlarged Revolving Credit Facility of US$ 200 million for 5 years.

Ashanti therefore under its refinancing had to complete a rights issue of approximately US$ 170 million to ensure that all shareholders had the same rights as Lonmin.  Given our current merger proposal it is intended that the rights issue will, if the merger is successful, not occur.

Turning to our investor base, Ashanti has 3 main groups of equity investors, including gold, value and recovery funds.  Ashanti has a total free float of approximately 69 million shares and its average daily traded volume is approximately 300,000.  As mentioned previously, Ashanti’s trading liquidity comes predominantly from its NYSE listing.  Currently there are 38 African Companies listed on the London Stock Exchange, 8 companies on the NYSE and 5 on the Nasdaq.  Ashanti is proud to be a front runner in these developments.

Africa is a continent of great opportunities and challenges.  There are a number of negative perceptions of Africa, and understandably so.  Life expectancy has decreased in Africa and the average African is poorer today than he or she was 2 decades ago.  As the number of people living in poverty increases, so to, HIV/AIDS is destroying the economically active population of continent and accounts for the bulk of the world’s 6000 new infections per day.  Africa, with 10% of the world population attracts less than 1% of all international private investment, and the World Bank Economic Forum reported that the international investment attracted by all of Africa’s 53 states is only slightly less than the amount attracted by Singapore alone.  However, even within these circumstances, Africa, for the international investor, has provided significant returns and great diversification benefits.  Recent World Bank findings show that investors reaped higher returns in Sub Saharan last year than any other part of the world.  Countries such as Mozambique, Tunisia, Senegal and Uganda have achieved economic growth rates of 5% or more over the past 5 years and a number of countries are developing successful, profitable and export orientated private investments.  These include Senegal’s mango exports, cut flower exports from Uganda and Ghana’s electronic data entry industry.

Ashanti’s experience in equity markets have been successful, however, given the above perceptions, the process has not been without difficulties and opposition.  Some of the issues that Ashanti has had to overcome to attract foreign investments are as follows:

1. The lack of infrastructure and inadequate human resource to ensure profitability and long run returns

2. Foreign exchange controls & debt financing risks

3. Diversification of Ashanti Assets to provide the investor with a portfolio rather than a single country exposure

4. Legal Systems and Regulation

5. Political Risks and Sovereign Ratings

I will take each of these in turn and explain how we have over came them.

1. Lack of infrastructure and inadequate Human Resource

Africa and in particular Ghana suffer from a lack of adequate infrastructure, from transportation to telecommunications.  Ashanti operates in a number of outlying areas, where infrastructure is even poorer as compared to what may be available in some African cities.  Ashanti has over come this by building and creating its own infra-structure.  For example, our Geita Mine in Tanzania generates it own electricity from Genset power turbines, a number of roads for haulage have been developed around our mines sites.  Telecommunication problems have been solved using satellite technology.

Access to adequate skill and expertise is also a problem with operating in Africa.  Again, Ashanti initially overcame this problem by “importing” expatriate skill.  To ensure that this skill is retained within the company and to promote knowledge within the workforce, Ashanti has implemented a number of programs, including the Technical Assistance Programme, the Graduate Trainees Programme and the CEO’s Young Professionals MBA Programme.  As knowledge is built up at one site, so, through internal transfers, the skills base is transferred Group-wide.  We are now admired for our indigenous skill set.

As already mentioned, HIV/AIDS and poverty are huge problems through out Africa and Ashanti continues trying to tackle these.  There is active education at all our mine sites, together with the monthly distribution of condoms.  An example of our commitment to fighting AIDS is at our Geita mine, in Tanzania, which has partnered with the American Medical Research Foundation (AMREF), to provide health and counselling to those in the Geita Township.  

2. Foreign exchange controls & debt financing risks

The US Dollar is the reserve base currency and African Central Banks have short supply of US Dollars, owing to trade and capital deficits.  The ability for the company to retain funds offshore in order to pay the investor dividends or to settle the necessary debt arrangements are a risk of operating in Africa as Central Banks impose restrictions or involuntary repatriation rules.  Further, owing to the lack of available debt capital in Africa, Ashanti has had to go off-shore to seek debt financing, thus importing capital.  This is in particular with capital intensive nature of mining companies.

Two of our stakeholders major concerns are:

· One, convertibility, that is, once our dollars have been converted into a local currency, it can become extremely difficult to convert it back to dollars and;

· Two, remit ability, that is, they need to ensure that our access to dollars is not impeded.

To this end it is a requirement of the Ashanti Lenders that funds are held in offshore bank accounts and that these accounts are granted as security to the Lenders.  Any attempts by the countries in which we operate to force repatriation will obviously impact our future funding and equity raising ability and we always attempt to enter into bi-lateral agreement with the governments concerned to ensure that these concerns are addressed.

3. Diversification of Ashanti Assets to provide the investor with a portfolio rather than a single country exposure

Ashanti is a pan-African gold mining operator and operates in 12 different countries within Africa.  Geographic diversification is necessary to ensure the long-term stability and profitability, in terms of access to more exploration sites and projects, of the Company and mitigates a number of the investor-related risks.  This geographic diversification appeals to a wider range of investors, thus providing Ashanti with a greater investor base.

4. Legal Systems & Regulation

There is a perception that legal systems and regulation in Africa is not as developed as the developed world.  The Ghanaian Companies Code was developed in 1963 needed to be updated to deal with current market practice during our listing in 1994.  With assistance from the Government and international legal counsel this was achieved, providing Ashanti with the legal platform to complete the listing whilst at the same time developing the code for Ghana’s future.  African governments are anxious to accommodate and are willing to change the code, to bring them up to world-class standard.

From a regulation point of view, Ashanti, being listed on the NYSE and LSE, is subject to the rules imposed by these more developed exchanges.  Complying with their regulations gives foreign investors more comfort from an informational supply and minimum levels of corporate governance point of view.  It also gave Ashanti prominence in the local market.  A key aspect for investors considering Africa is that they have confidence in and adequate information provided to them to ensure the full understanding of their investment.

Following our liquidity crisis we announced that the SEC had begun a detailed review of our US filings.  Given the then environment with the collapse of Enron and reviews of other companies the fact that we were subject to a review obviously created a feeling of discomfort amongst our shareholders and analysts.  We however, have emerged from this review with a clean bill of health.

5. Political Risks & Sovereign Debt

Political and Sovereign risk is the most talked about and is perceived to be the biggest risk of investing in Africa.  In my view and from Ashanti’s experience, this risk is dropping as Africa as a continent becomes more stable.  As mentioned before, since 1990, 42 of the 48 countries in Sub-Saharan countries have held multi-party elections and democracy is slowly but surely becoming the rule of the day in Africa.

The international insurance market has also played a significant role in reducing the political risk, with the pool of available political risk insurance growing.


Ghana has a Standard and Poor’s rating of B+/B with a stable outlook.  By attaining a Sovereign rating, this has opened Ashanti to a number of potential number investors.

The 1994 the review of the mining and investments codes has allowed Ashanti to more proactively tap into foreign capital markets, through the more flexible and commercial mining laws.  The 2000 election resulted in a peaceful transfer of power in Ghana and Dr Kuffour recognises the Ghanaian private sector as being the engine of growth for the country.  The government lived up to its commercial reputation by giving all the assistance and approvals required to effect our refinancing and their subsequent approval of the Angolgold merger.

To conclude, Africa has to turn to the international markets for funding until such time as its domestic market can fund its requirements.  The Ashanti experience has shown that there is an international appetite for African paper.  Africa is the natural hunting for investors looking for elephants.  Its potential is vast and untapped and rich rewards await the intrepid investor.  It is up to the leaders of Africa to create an environment that further whets this appetite to enable Africa to achieve its overdue renaissance.
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