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AngloGold Ashanti: All eyes on the second half of 2021

When investing in gold, the question always arises whether one should be buying the actual
mining companies or that of the physical metal itself? It can be argued either way depending
on one s perspective and ultimate goal. For Harvard House we have opted for companies over
the physical metal as we prefer the option of at least a potential revenue stream via dividends
rather than only relying solely on capital appreciation, coupled with the fact that the miners
would hopefully be able to achieve positive gearing with rising gold prices. Unfortunately, there
are no free lunches with investing and the risks associated with the miners themselves come in
multitudes of forms. We review AngloGold Ashanti’s rvesults for the first half of 2021.

AngloGold Ashanti:

A brief introduction
AngloGold Ashanti is the world’s
third-largest producer of the yellow
metal and the largest on the African
continent, yet it has no operations
based in South Africa. Its last
remaining assets in South Africa
were sold in 2020 to Harmony
Gold. Total production for the first
half of 2021 amounted to 1.2 million
ounces with 60% originating from
Africa (Ghana, Guinea, DRC and Tanzania), 22% from the
Americas (Argentina and Brazil) and 18% from Australia.

These 1.2 million ounces were produced at an all-in
sustainable cost of $1,333/0z for the six months (that ended
in June) versus $1,002/0z for the comparable period last
year. Furthermore, the actual ounces (0z) produced over the
6 months declined — from 1.323
million last year to the current 1.2
million. There was some good
news in that the company did
manage an increase in production
of 4% for the second quarter of
2021. However, the suspension
of mining activities at the Obuasi
mine following an underground
incident had a meaningful impact
on the final numbers together with
Covid-19 accounting for a further
42,0000z of lost production.

With inflation talk very much in vogue, a key driver of this
result was higher oil prices (that increased costs) but added

“Mining companies tend
to be highly cyclical when
it comes to shareholder
returns.”

SPEED READ
B ‘Challenging first half of the year’ in the
opening sentence of the Financial and
Operating Report gives one an early hint of the
operating and business environment over the
past six months.

A fatal accident in May this year forced the
suspension of operations at its underground
mine in Ghana (Obuasi Gold Mine).

Not many companies have managed to escape
the challenges associated with Covid-19.
AngloGold has been no exception.

to this was lower production, lower grades received on the
total portfolio and mining interruptions which ultimately
raised the final cash costs to produce the mineral by 30%
versus the first half of 2020. Inflationary pressures were not
only felt on the oil front but also
with staff costs, specifically the
Brazilian and Argentinean part of
the business, where AngloGold
cited wage pressure due to
competition for mining skills.

After the surprising resignation
of AngloGold’s CEO in 2020,
the company has recently
announced the appointment of
a new permanent CEO. Alberto
Calderon has more than twenty years of executive leadership
in the global mining sector. Until March, he was CEO of
Orica, the world’s number one commercial explosives
manufacturer, based in Melbourne, and before that a senior
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executive at BHP as well as CEO of Cerrejon, Columbia’s
largest mining operation. He comes with an impressive track
record and is set to start his tenure on the 1st of September.
The market will eagerly await any strategic guidance and
planned changes to projects and developments, specifically
around the restarting of the Obuasi Gold mine.

Another factor high on investors’ radar is that of releasing
cash locked up in the DRC and Tanzania, totalling $485
million and $144 million respectively. Anglogold has
been unable to expatriate this cash due to various disputes
with the respective governments, and this has impacted its
balance sheet and cash flow. As if one needed reminding,
doing business in Africa is very different from just buying
and holding an exchange-traded fund. The new CEO has a
few tough tasks ahead of him, but the positive is that there
is now leadership in place. The market is never happy with
uncertainty so at least on this front it has one less concern.

Unfortunately, but not surprisingly, the company revised
down its guidance for full-year production by 10% — from
arange of 2.7moz — 2.9moz to a revised 2.45moz — 2.6moz
- to take into account the difficulties and set-backs already
reported in the first six months. Ultimately, it really is going
to boil down to what can be achieved in the second half and
whether the new CEO can instill confidence in the investing
community. Mining companies tend to be highly cyclical
when it comes to shareholder returns and thus having a
conservative overall holding in the portfolio is paramount.
The dividend history chart below reflects this cyclicality.
Another indicator we take heed of is the company’s net
debt to adjusted earnings. This ratio has been reduced
consistently over the past eight years and is well within
their guidelines (1x vs. the current 0.37x) which gives them
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This is the first interim distribution since 2013. Historically, they

have tended to pay a stronger final dividend, which bodes well
for rising shareholder returns.

ANGLOGOLD
ASHANTI

AngloGold Ashanti is the world’s third-largest producer of the
yellow metal and the largest on the African continent.
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the flexibility to pay larger dividends, undertake capital
projects, or make potential acquisitions — or a combination
of the three. They have made comments about adding to
their Nevada assets in the US to complement their current
mines in that region. Whilst this might put pressure on net
debt levels, the lower levels of gearing should ensure that
the ratio remains within acceptable levels.

With the gold price hovering around $1,800/0z and
AngloGold’s all-in cost of production for 2021 estimated
to be around $1,600, there does seem to be little margin
for error. But the cost per ounce should drift lower in
future years as production ramps up from new projects and
recovery within their existing operations takes place. As
always, the movement of the rand will add to the cyclicality
given that they report both earnings and dividends in US
Dollars. Nonetheless, we believe that the gold price will
continue to be underpinned by ongoing QE and its role as
a hedge against possible future inflation. Anglogold has
certainly had a tough six months, but the future should be
brighter.
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Net debt has declined steadily, to a level that now gives the
company flexibility to pursue acquisitions, new capital projects
and higher shareholder returns.
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Topic: n/a

Natal Midlands

Date: TBC
Please note, due to the concerns over the 3rd wave of Venue: Fernhill Hotel
Covid, Harvard House has decided to cancel our Insight Midmar / Tweedie Road
presentations until further notice. Howick

Morning Time: 10am for 10.30am

Evening Time: 5.30pm for 6pm

Johannesburg
Date: TBC
. Venue: Rosebank Union Church, Cnr
n — William Nichol and St Andrews
° H dH ) YouTub Road, Hurlingham
Afvard HOoUse s On TOUTUDE Time: 7am for 7.30am

CONTACT DETAILS: HARVARD HOUSE GROUP
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For more information on the range of products and services =
offered by Harvard House Investment Management and its B
associated companies (including Harvard House, Chartered
Accountants), or for any financial advice, please contact the
Company at: @
W

The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty)
Ltd, Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants (collectively known
as the Harvard House Group), do not warrant its completeness or accuracy. Opinions, estimates and assumptions constitute our judgment as
of the date hereof and are subject to change without notice. Past performance is not indicative of future results. This material is not intended
as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who wishes to invest with the Company should
seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever for any loss or damages
whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter does not
constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.

The Harvard House unit trusts are registered under the Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021)
007-1500. Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as
up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script
lending. Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost. This fund may be closed
to new investors. Collective Investment prices are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC
levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to bridge insufficient liquidity. Boutique
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments
is a member of ASISA and is an authorised Financial Services Provider. Should you have any further queries or complaints regarding the suite
of units trusts offered by The Harvard House Group please contact: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:
clientservices@bcis.co.za. For your information, the FAIS ombudsman provides an independent and objective advisory service. Should you not
be satisfied with the outcome of a complaint handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571,
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.

Harvard House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License no. 44138

Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS (2002)

Harvard House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License no. 44138

Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS (2002)
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