Risks and opportunities for mining:

Impacts of COVID-19
The COVID-19
outbreak developed
rapidly in 2020,
with significant
global impact. Many
mining entities were
impacted by the
outbreak, because of
volatility in commodity
prices, decreased
demand for certain
products such as
copper, zinc and
aluminum, impacts
on supply chains,
outbreaks impacting
operations, or the
need to implement
measures to continue
operating safely.

When we reported the results of the 2020 KPMG Global Risks and
Opportunities for Mining Survey just a few months ago, the threat of a global
pandemic was not identified as a risk. At that time, commodity prices, permitting,
access to capital and community relations/social license to operate comprised the
top risks identified by leaders in the sector, and new and emerging risks included
those related to environmental, social and governance (ESG) matters, as well as
global trade war.
As we reflect on the impact of the global pandemic on the mining industry, several
of the top risks have no doubt become more critical to mining leaders, while some
have remained the same or even decreased in relative importance. Furthermore,
a number of new risks that were not present in a pre-COVID-19 world, have come
to the forefront.

Top 10 mining risks from the 2020 KPMG Global Risks and
Opportunities for Mining Survey:
Commodity price risk
Permitting risk
Access to capital,
including liquidity
Community relations and
social license to operate
Political instability

Regulatory and
compliance changes
Environmental risks,
including new regulations

Economic downturn/uncertainty

Global trade war

Ability to access and
replace reserves
Tailings management
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“Several of the top
risks have become
more critical to
mining leaders such
as: commodity
prices, access to
capital, and
community
relations/social
license to operate.”

Top risks that continue to be critical
Commodity prices
Different commodities are facing different market pressures. Certain
commodity prices such as zinc and copper have fallen since COVID-19
disruption, while gold prices have seen increases as investors seek safe
havens, and metal prices are generally projected to decline overall in
the short term. Most currencies, and those of emerging markets, have
experienced significant depreciation against the U.S. dollar, and oil and
energy prices generally have sharply declined in the immediate weeks
and months following the World Health Organization’s declaration of the
global pandemic.

Access to capital
With ongoing market volatility and economic uncertainty, the ability for
mining companies to access traditional forms of equity financing may
become increasingly challenging. Banks are protecting their balance
sheets, making debt less accessible or more costly and may impact on
existing lending arrangements.

Community relations and social license to operate
An ability to demonstrate a commitment to operating safety and
responsibly considering changing circumstances is and will continue to
be vitally important. We have seen many organizations making efforts to
support local communities during the COVID-19 pandemic by facilitating
access to food, safety and personal protective equipment, and other
financial support including setting up COVID-19 response funds. In
addition to commitment to community relations, mining companies will
need to develop strategies to navigate the changing laws and regulations
of jurisdictions in which they operate, which may vary significantly
depending on the pandemic status of each.

Ability to access and replace reserves
Exploration activities for certain companies have been impacted either
due to restricted access to target sites, reduced workforce or, for smaller
companies, a reduction in exploration budgets that are considered
discretionary, all of which may create short to medium-term pressure
on the ability to access and replace reserves. This coupled with rising
operating costs due to the need for enhanced safety measures in
response to the global pandemic will also emphasize the need to leverage
technology – an opportunity previously identified by 75% of mining
leaders as critical to executing on long-term growth strategies.
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Risks that have
emerged post
COVID-19:
– Supply chain risks
– Operating resilience
& safeguarding of
operations
– Cyber and IT
security
– Workforce health &
safety
– Liquidity risks

New mining risks to watch
New risks have emerged resulting from the ever-evolving circumstances
that the global pandemic has brought with it. Companies are focusing on
managing end-to-end supply chain risks and key suppliers, with the threat
of import and export restrictions, and reduced operational capacity of
suppliers. Furthermore, facilitating operating resilience and safeguarding
of operations and business critical systems has become essential, as
has implementing measures to protect the safety and well-being of the
workforce. ESG concerns were already emerging as a significant focus
prior to the pandemic and will continue to be a key focus in driving the
response and recovery effort, with a necessary focus on social factors.
Rising operating costs, reduced access to capital and commodity price
volatility have brought liquidity risks and cost management to the forefront
for many miners as they navigate and respond to the complexities of a
post-COVID-19 world.

Moving to recovery
The old adage “with great risk comes great opportunity” has never been
more relevant than under the current circumstances. The COVID-19
pandemic is an unprecedented global crisis and the mining industry has
sought to respond quickly to protect the well-being of its employees,
operations and long-term value. Successful organizations are proving
themselves to be agile, focusing on what is critical to their business
and eliminating complexity. To move forward, companies must balance
the short-term critical issues relevant to responding and adapting to the
immediate impact, while maintaining a focus on building longer-term
resilience.
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