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Identifying, managing and mitigating risk
Risk management is the overall responsibility of the Board at Petra, but the Board Committees, Exco and Senior Management also 
play important roles in terms of the identification, management and ongoing mitigation of risks within their realm of responsibilities. 
The role of the Audit Committee was extended to that of the Audit & Risk Committee in FY 2019.

External risks

Rough diamond prices
Long term

RISK CHANGE 
IN FY 2019

KPIs
Revenue; Profitability; Operational free cashflow; TSR 

RESPONSIBILITY
Exco

DESCRIPTION AND IMPACT
The Company’s financial performance is closely linked to rough 
diamond prices, which are influenced by numerous factors 
beyond the Company’s control, including international economic 
conditions, world production levels and consumer trends. Growth in 
the synthetic diamonds market could also impact diamond prices. 

Low diamond prices may have a negative impact on cashflow, 
profitability and the overall performance of the business as well 
as the viability of capital programmes going forward. 

Whilst the long-term fundamentals of the diamond market 
remain positive, some volatility in rough diamond pricing may 
be experienced.

MITIGATION
Petra maintains regular dialogue with its client base and closely 
monitors developments across the pipeline in order to assess the 
overall health of the diamond market and to be able to react in a 
timely manner to changes in rough diamond prices and demand.

Petra is a founding member of the DPA, which aims to maintain 
and enhance consumer demand for, and confidence in, diamonds 
by a range of methods. 

The Company continues to monitor synthetic developments. 
Disclosure and detection remain key; equipment exists which can 
detect synthetic diamonds with 100% accuracy. The DPA is tasked 
with helping consumers to understand the significant value 
differential between natural and laboratory-grown diamonds.

The diversified nature of the Group’s asset portfolio also acts as 
a mitigant in that we can produce the full spectrum of sizes and 
qualities, to minimise reliance on the price performance of any one 
diamond category. 

FY 2019 RISK DEVELOPMENTS AND MANAGEMENT
The rough market was challenged by excess inventory in both 
rough and polished diamonds in FY 2019, as well as tightening 
credit availability in the midstream. Growing US/China trade 
tensions, and, late in the Year, unrest in Hong Kong, also 
represented headwinds for the diamond sector. 

Whilst Petra continued to see strong attendance at its sales in 
FY 2019, average realised diamond prices were ca. 5% lower per 
carat on a like-for-like basis. A softening in demand was noted 
across the size ranges but particularly in the lower value, smaller 
stones. Petra’s risk rating for diamond prices remains high, as in 
the previous year, from both a probability and impact perspective.

Petra continues to work with the DPA in its activities 
to support diamond demand.

The start of the FY 2020 sales season saw continued uncertainty 
in cutting centres given ongoing unrest in Hong Kong and 
escalating trade tensions. The leading global producers of 
rough diamonds have responded to the market challenges 
by cutting production and allowing clients to defer 
purchases of rough diamonds. 

READ MORE
Our Market – pages 15 to 19

Currency
Long term

RISK CHANGE 
IN FY 2019

KPIs
Revenue; Profitability; Operational free cashflow; TSR

RESPONSIBILITY
Exco

DESCRIPTION AND IMPACT
Currency fluctuations may have a significant impact on the 
Group’s performance.

With Petra’s operations mainly in South Africa, but diamond 
sales based in US Dollars, the volatility and movement in the 
Rand is a significant factor to the Group. 

MITIGATION
The Group continually monitors the movement of the Rand 
against the Dollar and takes expert advice from its bankers in 
this regard. It is the Group’s policy to hedge a portion of future 
diamond sales when weakness in the Rand indicates it appropriate. 
Such contracts are generally short term in nature. 

The Company looks to actively manage its exposure to the 
ZAR/USD rate in order to safeguard Group cashflow against 
a volatile currency outlook.

FY 2019 RISK DEVELOPMENTS AND MANAGEMENT
The ZAR/USD exchange rate saw some volatility in FY 2019, 
ranging between a low of ZAR15.40:US$1 in September 2018 
and a high of ZAR13.29 in February 2019, before closing the 
financial Year at ZAR14.09:US$1, amidst weak national 
economic fundamentals and continued global uncertainties.

To mitigate volatility, the Company continued with its approach 
to focus on short-dated hedge positions. Management was 
mandated by the Board to cover up to 50% of expected 
FY 2020 USD sales proceeds during the Year.

READ MORE
Financial Review – pages 24 to 27

Note 9 to the Financial Statements

Risk Management
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Country and political
Long term

RISK CHANGE 
IN FY 2019

KPIs
Profitability; Operational free cashflow; TSR

RESPONSIBILITY
Exco; HSE Committee; SED Committee

DESCRIPTION AND IMPACT
Petra’s mining operations are based in South Africa and 
Tanzania. Emerging market economies are generally subject 
to greater risks, including legal, regulatory, tax, economic and 
political risks, and are potentially subject to rapid change. 

MITIGATION
The Petra team is highly experienced at operating in Africa. Petra 
routinely monitors political, regulatory and legal developments 
in its countries of operation at both regional and local level. 

FY 2019 RISK DEVELOPMENTS AND MANAGEMENT
Political volatility in South Africa eased somewhat with the 
completion of the 2019 elections. Regulatory uncertainty has 
reduced in South Africa due to the publication of the new mining 
charter; however, certain components remain under review. 

Petra is in ongoing dialogue with the Government of Tanzania 
and local advisers in relation to legislative developments and 
overdue VAT receivables. Petra also continues to communicate 
with the Government in relation to the blocked parcel of 
diamonds from Williamson.

READ MORE
Chairman’s Statement – page 4

Legal compliance – page 41

Operational risks

Mining and production
Long term

RISK CHANGE 
IN FY 2019

KPIs
Production; Revenue; Profitability; Operational free cashflow; TSR

RESPONSIBILITY
Exco

DESCRIPTION AND IMPACT
The mining of diamonds from kimberlite deposits involves an 
intrinsic degree of risk from various factors, including geological, 
geotechnical and seismic factors, industrial and mechanical 
accidents, unscheduled plant shutdowns, technical failures, 
ground or water conditions, access to energy and inclement 
or hazardous weather conditions.

MITIGATION
Petra’s work to extend the lives of its assets is classed as 
resource extension and brownfields exploration, meaning 
that the existing knowledge of the deposits, which have long 
histories of production, allows management to eliminate some 
of the risk associated with developing a new diamond mine. 

The Group’s management team is comprised of key personnel 
with a substantial and specialist knowledge of kimberlite 
mining and diamond recovery, and this skills base enables 
the Company to manage mining and production risks.

FY 2019 RISK DEVELOPMENTS AND MANAGEMENT
Petra’s diversified portfolio of mines ensures that the Company 
is not reliant on the performance of just one asset.

Operations were largely stable in FY 2019 and production was 
in line with guidance, delivering 3.87 Mcts, with higher than 
expected production at Cullinan and Williamson offset by 
lower than expected production at Finsch.

READ MORE
Operational Review – pages 28 to 35

ROM grade and product mix volatility
Short term

RISK CHANGE 
IN FY 2019

KPIs
Production; Revenue; Profitability; Operational free cashflow; TSR

RESPONSIBILITY
Exco

DESCRIPTION AND IMPACT
With Petra’s underground expansion projects nearing 
completion, the Company’s access to undiluted ore continues 
to increase. The ramp-up of underground tonnages involves 
gaining access across a larger footprint of the orebody which 
will deliver a greater consistency in grade and product mix.

Some level of variability in terms of ROM grade and product 
mix occurs depending on the mix of ore produced from the 
current mining areas at each operation and can also be impacted 
by the inclusion of production from surface resources at some 
of the mines.

MITIGATION
Petra’s work to extend the lives of its assets is classed as 
resource extension and brownfields exploration, meaning that 
the existing knowledge of the deposits, which have long histories 
of production, allows management to eliminate some of the 
risk associated with grade and product mix. 
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Risk Management continued

Identifying, managing and mitigating risk continued

Operational risks continued

ROM grade and product mix volatility continued

FY 2019 RISK DEVELOPMENTS AND MANAGEMENT
ROM grades were in line with expectations in terms of resource 
performance. A higher level of waste dilution at Cullinan and 
Koffiefontein has suppressed the ROM grade to some degree 
whilst at Williamson there is a higher potential for volatility 
due to the size and variability of the orebody. 

Product mix at Finsch contained a lower than expected incidence 
of gem-quality coarse diamonds. The product mix at Cullinan 
indicated a lower than expected recovery of large, high value 
Type II white and blue stones in H1 FY 2019 improving to expected 
levels in H2 FY 2019. The product mix saw a lower than expected 
incidence of +10.8ct gemstones during H2 FY 2019. 

READ MORE
Market performance – page 19

Operational Review – pages 28 to 35

Labour relations
Short to medium term

RISK CHANGE 
IN FY 2019

KPIs
Production; Staff turnover

RESPONSIBILITY
Exco

DESCRIPTION AND IMPACT
The Group’s production, and to a lesser extent its project 
development activities, is dependent on a stable and productive 
labour workforce. The mining labour relations environment in 
South Africa has been notably volatile over the years, but much 
less so specifically in the diamond sector, where there is a 
higher incidence of mechanisation and skilled workers, leading 
to smaller and more manageable workforces which do not rely 
on migrant labour.

MITIGATION
Petra remains highly focused on managing labour relations 
and on maintaining open and effective communication 
channels with its employees and the appropriate trade union 
representatives at its operations, as well as local communities.

A key part of Petra’s labour relations strategy is the IPDET, 
which is one of the Company’s core BEE Partners and owns 
a 12% interest in each of the South African operations.

FY 2019 RISK DEVELOPMENTS AND MANAGEMENT
Stable labour relations were experienced throughout the Year. 

The Company’s three-year wage agreement relating to 
semi-skilled employees at its South African operations remains 
in force for FY 2020. 

The relationship with technical skilled employee trade unions 
has been formalised during the Year and future wage negotiations 
will include this category of employees at the majority of 
the operations.

As we move into the negotiation phase of the next agreement, 
which is expected to commence in Q3 FY 2020, there is 
potential for some volatility.

READ MORE
Stakeholder Engagement – pages 12 to 14

Labour relations – page 43

Strategic risks

Financing
Short to medium term

RISK CHANGE 
IN FY 2019

KPIs
Production; Revenue; Profitability; Operational Capex

RESPONSIBILITY
Exco

DESCRIPTION AND IMPACT
Following a phase of significant capital investment funded by 
a combination of equity, operational cashflow and third party 
debt, coupled with certain operational delays and business 
challenges in preceding years, Petra’s current debt level is 
higher than originally anticipated. In addition to this, the 
impact of the recent weakness in the diamond market and 
product mix on the Group’s operating results and cashflow 
position indicates a possible breach in its EBITDA-related 
covenants associated with its banking facilities for the 
December 2019 and June 2020 reporting periods, albeit these 
banking facilities remain undrawn.

In FY 2017, Petra Diamonds US$ Treasury Plc, a wholly owned 
subsidiary of the Company, issued debt securities consisting of 
US$650 million five-year senior secured second lien loan notes, 
with a maturity date of 1 May 2022. The Board has reasonable 
confidence that the Company will be able to refinance these 
notes (all or portion thereof) in advance of their contractual 
maturities, with the balance (if any) to be settled on the 
maturity date. The Board is, however, cognisant of the 
requirement to conduct any refinancing in a timely manner.

Whilst management prepares detailed projections based on 
operational plans and sales estimates, actual cashflow results 
may differ from these projections. 

Ongoing access to the working capital and revolving credit 
facilities are required to ensure adequate liquidity headroom, 
while cashflow generation is negatively impacted by the 
current weaker diamond market and product mix.
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STRATEGIC OBJECTIVES WORK RESPONSIBLY CONSISTENT DELIVERY DRIVE OPTIMISATION

MITIGATION
The Company closely monitors and manages its liquidity risk, 
including regularly reviewing its cashflow forecasting to ensure 
operational plans are adequately financed and regularly 
monitors its position with regards to its forecast covenant 
outlook. Regular updates are provided to the Lender Group1.

Available levers to manage working capital are considered 
and employed to manage short-term cashflow requirements. 
Efficiencies and improvements across all aspects of the business 
associated with Project 2022, which was launched in July 2019, 
target the delivery of US$150–200 million cumulative free 
cashflow over a three-year period, with delivery weighted 
towards FY 2021 and FY 2022 and dependent on diamond 
pricing, thereby aiming to reduce the Company’s net 
debt position.

FY 2019 RISK DEVELOPMENTS AND MANAGEMENT
The Company’s Lender Group agreed to amend the EBITDA-
related maintenance covenant levels for South African banking 
facilities during the Year. 

However, post Year end, the impact of further weakness in the 
diamond market on the Group’s operating results and cashflow 
position has been discussed with the Lender Group, including 
possible breaches in its EBITDA-related covenants for the 
December 2019 and June 2020 reporting periods. The Lender 
Group has reaffirmed its ongoing support of the Group during 
engagements in August 2019 and has agreed to further engage 
during the course of FY 2020. This may include covenant resets 
and/or waivers for the relevant measurement periods.

READ MORE
Financial Review – pages 24 to 27

Licence to operate
Long term

RISK CHANGE 
IN FY 2019

KPIs
Production; Revenue; Profitability; all HSSE indicators

RESPONSIBILITY
Exco; Audit & Risk Committee; HSE Committee; SED Committee

DESCRIPTION AND IMPACT
In order to maintain mining or exploration licences, Petra must 
comply with stringent legislation. Failure to comply with 
relevant legislation in our countries of operation could lead 
to litigation proceedings, delays or suspension of our mining 
and exploration activities.

Petra’s licence to operate is also dependent on the safety, retention 
and support of its employees, and its continued acceptance in 
the communities in which it operates. This encompasses Petra’s 
environmental, social and governance practices.

MITIGATION
Petra’s approach is to go ‘beyond compliance’ in terms of 
meeting its health and safety, social, environmental and local 
community obligations, by adopting a holistic approach with 
the true long-term sustainability of each operation in mind.

The Company also continually monitors developments and 
changes in laws and regulations and has systems to ensure 
it meets all the requirements of its mining rights and 
related matters.

Our community relations efforts continue to be focused on 
effective engagement; sustainable job creation; skills transfer 
(education and training); enterprise development; and 
infrastructure development.

Managing and monitoring our environmental impacts remain 
priorities for Petra and the Company has a tailings management 
programme in place. See Petra’s website for additional detail. 

FY 2019 RISK DEVELOPMENTS AND MANAGEMENT
Petra continued to comply in all material aspects with relevant 
laws and regulations in the countries in which it operates.

The Company again recorded a fatality-free year and saw 
further improvement in its overall safety performance, 
with the LTIFR decreasing 9% to 0.21.

The community unrest witnessed at Koffiefontein during 
the Year has reinforced the requirement to focus on our 
stakeholder engagement practices. 

A decision was taken to donate part of the Tailings Mineral 
Resources at Koffiefontein for artisanal small-scale mining, 
demonstrating Petra’s constructive approach to stakeholder 
engagement and co-operation. 

The Company continues to carefully monitor natural side wall 
degradation at all open pits. The immediate surrounding areas 
to the Cullinan open pit may be impacted over the medium- 
to longer term by this natural degradation and therefore the 
Company is engaging with all relevant local stakeholders to 
manage the potential impact. 

READ MORE
Stakeholder Engagement – pages 12 to 14

Sustainability – pages 38 to 47

1. See page 26 for definition of Lender Group.




